
May 10,2011 

VIA HAND-DELIVER Y 

,LC 

A T T O R N E Y S  

Mark David Goss 
Member 

859.244.3 23 2 
mgass@fbtlaw.com 

Mr. Jeffrey Derouen 
E x d v e  Director 

2 1 1 Sower Boulevard 
P. 0. Box 615 
Frankfort, Kentucky 40602-061 5 

Kentucky Public Service Coininission P 

Re: In tlie Matter of: The Joint Application of Duke Energy Corporation, 
Cinergy Coip., Duke Energy Ohio, Inc., Duke Energy Kentucky, Inc., 
Diamond Acquisition Corporation, and Progress Energy, Inc., for 
Approval of the Indirect Transfer of Control of Duke Energy Kentucky, Inc. 
PSC Case No. 20 1 1-001 24 

Dear Mr. Derouen: 

Please find enclosed for filing with tlie Commission in the above-referenced case an 
original and ten (10) copies of the Responses of Duke Energy Corporation, Cinergy Corp., Duke 
Energy Ohio, Inc., Duke Energy Kentucky, I~ic., Diamond Acquisition Corporation, and Progress 
Energy, Inc. (“Joint Applicants”), to the Coininission Staffs Initial Infonnation Request and tlie 
Kentucky Attorney General’s Initial Data Request. 

In addition, you will also find enclosed for filing aiid consideration by the Corninission 
Joint Applicants’ Petition for Confidential Treatment of Infonnation made pursuant to 807 KAR 
5:001, Section 7. Please note that one copy of the designated confidential portions of Joint 
Applicants’ Responses to the Coinmission Staffs Initial Information Request is enclosed in a 
sealed envelope. However, because of tlie voluminous nature of the confidential portions of 
Joint Applicants’ Responses to the Attorney General’s Initial Data Request, one copy of those 
documents is being placed in boxes clearly marked “CONFIDENTIAL”. 

Due to their very sensitive, confidential aiid proprietary nature, the Joint Applicants’ 
Petition seeks confidential treatment for the entire documents for all the reasons set forth in the 
Petition for Confidential Treatment. 

Please also be advised that the Joint Applicants are this date hand-delivering copies of 
this infoilnation to the Attorney General of the Commonwealth of Kentucky, by and through his 
Office of Rate Intervention. 

250 West Main Street I Suite 2800 1 Lexington, Kentucky 40507-1749 I 859.231.0000 1 frostbrowntodd.com 

mailto:mgass@fbtlaw.com
http://frostbrowntodd.com
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Please file these documents in the record and retuiii file-stamped copies to me. 

Please do not hesitate to contact me if you have any questions. 

Mark David Goss 
Enclosures 

cc: Dennis G. Howard, I1 
L,awrence W. Cook (via hand-deliveiy) 

L.EXL.ibrary 0106219 0583960 465770~1 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF: 

THE JOINT APPLICATION OF DUKE ENERGY 
CORPORATION, CINERGY CORP., 
DUKE ENERGY OHIO, INC., DUKE ENERGY 
KENTUCKY, INC., DIAMOND ACQUISITION 
CORPORATION, AND PROGRESS ENERGY, INC., 
FOR APPROVAL OF THE INDIRECT TRANSFER 
OF CONT-, F J W R l 2 2  

PUBLIC, SERVICE 
) COMMISSION 
) 

) 
) 
) 

) CASE NO. 2011-00124 

JOINT APPLICANTS’ RESPONSE TO THE 
COMMISSION STAFF’S INITIAL INFORMATION REQUESTS 

Comes now Duke Energy Corporation (“Duke Energy”), Cinergy Corp. (“Cinergy”), 

Duke Energy Ohio, Inc. (“Duke Energy Ohio”), Duke Energy Kentucky, Inc. (“Duke Energy 

Kentucky”), Diamond Acquisition Corporation (“Diamond”), and Progress Energy, Inc. 

(“Progress Energy”) (collectively, “Joint Applicants”), and tender their response to the 

Commission Staffs Initial Information Requests, respectfully stating as follows: 

1. The Joint Applicants’ response consists of one original and ten copies of nine 

volumes of non-confidential information and one sealed envelope containing confidential 

information. 

2. In accordance with the Commission’s April 28, 201 1 requests for information and 

the requirements of 807 KAR 5:001, the verifications for the Joint Applicants’ responses are 

attached hereto. ’ The persons responsible for providing the Joint Applicants’ Responses are: 

’ As of the date of filing, only a photocopy of the verifications for Mr. Batson, Mr. Henderschott, Mr. Stanley and 
Mr. Young were available. The originals will be filed once they are received. 

1 



Richard Bates Chnstopher Fallon James E. Rogers 

Elliott Batson John Finnigan Brian Savoy 

Keith Butler Mike Hendershott Jim Stanley 

Carl Council Julie Janson William Don Wathen 

Andrew Cox William Johnson Jennifer Weber 

Swati Daji Jose Merino Holly Wenger 

Stephen DeMay A. R. Mullinax Danny Wiles 

Tim Duff Barry Pulskamp Steve Young 

3. The volumes containing confidential information are labeled “confidential.” A 

petition for confidential treatment of information is attached hereto and incorporated herein by 

reference. 

This 10‘” day of May, 201 1. 

Respectfully submitted, 

Mark David Goss 
David S. Samford 
Frost Brown Todd LLC 
250 West Main Street, Suite 2800 
L,exington, KY 40507- 1 749 
(859) 23 1-0000 - Telephone 
(859) 23 1-001 1 - Facsimile 

Counsel for Joint Applicants, 
Duke Energy Corporation 
Cinergy Corporation 
Duke Energy Ohio, Inc. 
Duke Energy Kentucky, Inc. 
Diamond Acquisition Corporation and 
Progress Energy, Inc. 
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- and - 

Rocco D’Ascenzo 
Amy B. Spiller 
Duke Energy Business Services LLC 
139 East Fourth Street 
1301 Main 
P. 0. Box 960 
Cincinnati, Ohio 45201 -0960 

Counsel for Joint Applicants, 
Duke Energy Corporation 

(lor-W*on 
Duke Energy Ohio, Inc. 
Duke Energy Kentucky, Inc. and 
Diamond Acquisition Corporation 

CERTIFICATE OF SERVICE 

This is to certify that a copy of the foregoing has been served via hand delivery to the 

following party on this 1 Ot” day of May 201 1 : 

Hon. Dennis Howard 
Hon. L,arry Cook 
Office of the Attorney General 
Utility Intervention and Rate Division 
1024 Capital Center Drive 
Frankfort, Kentucky 4060 1 

Counsel for Joint Applicants, 
Duke Energy Corporation 
Cinergy Corporation 
Duke Energy Ohio, IJZC. 
Duke Energy Kentucky, Inc. 
Diamond Acquisition Corporation and 
Progress Energy, Inc. 

LEXLibrary 0106219.0583960 4571 17vI 
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VERIFICATION 

State of North Carolina ) 

County of Mecltlenburg ) 
) ss: 

The undersigned, Richard R. Rates, being duly sworn, deposes and says that lie is the 

Vice President - Mergers & Acquisitions, that lie has supervised the preparation of the respoiises 

to the foregoing inforination requests; and that the matters set forth in the foregoing responses to 

inforination requests are true and accurate to the best of his knowledge, inforination and belief, 

after reasonable inquiry. 

Ricliard B. Ra teo f f i ah t  

Subscribed and sworn to before me by ??,‘&Lw~ 73. &2&5 on this 54 day of May 

201 1. 

My Cominissioii Expires: 0=4/26/’20/8 

413108 



VERIFICATiON 

State of North Carolina ) 

County of Mecklenburg ) 
) ss: 

The undersigned, Elliott Batson, Jr., being duly sworn, deposes and says that he is the 

Vice President, Regulated Fuels, that he has supervised the preparation of the responses to the 

foregoing information requests; and that the matters set forth in the foregoing responses to 

information requests are true and accurate to the best of his knowledge, information and belief, 

after reasonable inquiry. 

f F 4  6&w[ 
U o t t  Batson, Jr., Affiant 

Subscribed and sworn to before me by E'//{ D +f & D I ~  on this A-day of May 

201 1. 

412613 



VERIFICATION 

State of North Carolina ) 
) 

County of Mecklenburg ) 
ss: 

The undersigned, Keith Butler, being duly sworn, deposes and says that he is the Senior 

Vice President, Tax, that he has supervised the preparation of the responses to the foregoing 

information requests; and that the matters set forth in the foregoing responses to information 

requests are true and accurate to the best of his knowledge, information and belief, after 

reasonable inquiry. 9 

Subscribed and sworn to before me by $e $k G. $&-/-/cJ on this 2 k d  day of May 

201 1. 

My Commission Expires: 82 / /  6 d u / ~  

412.588 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
) ss: 

0 

The undersigned, Carl J. Council, Jr., being duly sworn, deposes and says that he is the 

Director Asset Accounting, Duke Energy Business Services, LLC, that he has supervised the 

6 

preparation of the responses to the foregoing information requests; and that the matters set forth 

in the foregoing responses to information requests are true and accurate to the best of his 

knowledge, information and belief, after reasonable inquiry. 

-- 

Subscribed and sworn to before me by c hr\ 3’. Gun LL \ ~ si. on this 9 day of May 

201 1. 

My Commission Expires: IO - I 7 4 

4 12770 



VERIFICATION 

State of North Carolina ) 
1 ss: 

County of Wake ) 

The undersigned, Andrew D. Cox, being duly sworn, deposes and says that he is 

employed by Progress Energy, Inc., as Director, CBE Program Office and Integration Planning; 

that on behalf of Progress Energy, Inc., he has supervised the preparation of the responses to the 

foregoing information requests; and that the matters set forth in the foregoing responses to 

information requests are true and accurate to the best of his knowledge, information and belief, 

after reasonable inquiry. 

Anzrew D. Cox, Affiant 

Subscribed and sworn to before me by w 13, COX on this day of May 

412410 



VERIFICATION 

State of North Carolina ) 

County of Meeldenburg ) 
1 ss: 

The undersigned, Swati V. Daji, being duly sworn, deposes and says that she is the Vice 

President, Global Risk Management & Insurance & CRO, that she has supervised the preparation 

of the responses to the foregoing infoiination request; and that the matters set forth in the 

foregoing response to infoiination request are true and accurate to the best of her knowledge, 

information and belief, after reasonable inquiry. 
r 

on this 9 day ofMay ( I .  

Subscribed and swoiii to before ine by & td \f , Dqj; 
201 1. 

413829 



VERIFICATION 

State of North Carolina ) 

County of Mecltlenburg ) 
) ss: 

The undersigned, Stephen G. De May, being duly sworn, deposes and says that he is the 

Senior Vice President, Investor Relations & Treasurer, that he has supervised the preparation of 

the responses to the foregoing infoiination requests; and that the matters set forth in the 

foregoing responses to infoiination requests are true and accurate to the best of his knowledge, 

infoiination aiid belief, after reasonable inquiry. 

Subscribed and swoin to before me by 

201 1. 

My Coininission Expires: \ J 2/2 *Lo 

4 I 2493 



VERIFICATION 

State of North Carolina ) 

County of Mecldenburg ) 
) ss: 

The undersigned, Tim Duff, being duly sworn, deposes and says that he is the General 

Manager, Retail Customer & Regulated Strategy, Duke Energy Business Services LLC, that he 

has supervised the preparation of the responses to the foregoing information requests; and that 

the matters set forth in the foregoing responses to information requests are true and awtuate to 

the best of his knowledge, information and belief, after reasonable inquiry. 

Subscribed and sworn to before me by 7o-1 h F ' F  on this 3 day of May 

201 1. 

My Commission Expires: 

412849 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
) ss: 

The undersigned, Christopher M. Fallon, being duly sworn, deposes and says that he is 

the Vice President, Office of Nuclear Development, that he has supervised the preparation of the 

response to the foregoing information request; and that the matters set forth in the foregoing 

responses to information requests are true and accurate to the best of his knowledge, information 

and belief, after reasonable inquiry. 

Subscribed and sworn to before me by ~ % v j 5 h p h w  f l  .fid/Dflon this 9 day of May 

201 1. 

413991 



VERIFICATION 

State of Ohio ) 

County of Hamilton ) 
) ss: 

The undersigned, John Finnigan, being duly sworn, deposes and says that he is the Vice 

President, Government & Regulatory Affairs, that he has supervised the preparation of the 

response to Attorney General-Data Request-01-106; and that the matters set forth in the 

foregoing response to said request are true and accurate to the best of his knowledge, information 

and belief, after reasonable inquiry. 

Subscribed and sworn to before me by on this day of May 

2011. 

4 13348 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
1 ss: 

The undersigned, Michael S. Hendershott, being duly sworn, deposes and says that he is 

the Director, Service Financial Accounting & Reporting, Duke Energy Business Services LL, 

that he has supervised the preparation of the responses to the foregoing information requests; and 

that the matters set forth in the foregoing responses to information requests are true and accurate 

to the best of his knowledge, information and belief, after reasonable inquiry. 

&LNq 
Michael S. Hendershott, A rant 

Subscribed and sworn to before me by -6 , on this b day of May 

201 1. 

__- 

My Commission Expires: 

114 2’9-2015 

4 12848 



VERIFICATION 

State of Ohio ) 

County of Hamilton ) 
) ss: 

The undersigned, Julia S. Janson, being duly sworn, deposes and says that she is the 

President, Duke Energy Ohio and Duke Energy Kentucky, that she has supervised the 

preparation of the responses to the foregoing information requests; and that the matters set forth 

in the foregoing responses to information requests are true and accurate to the best of her 

knowledge, information and belief, after reasonable inquiry. 

Subscribed and sworn to before me by 

2011. 

My Commission Expires: 

412430 



VERIFICATION 

State of North Carolina ) 
) ss: 

County of Wake ) 

The undersigned, William D. Johnson, being duly sworn, deposes and says that he is 

employed by Progress Energy, Inc., as Chairman, President and Chief Executive Officer; that on 

behalf of Progress Energy, Inc., he has supervised the preparation of the responses to the 

foregoing information requests; and that the matters set forth in the foregoing responses to 

information requests are true and accurate to the best of his knowledge, information and belief, 

f%h&%iEs  6 day ofMay 
I .  I -  

Subscribed and sworn to before me by L/),~.&fl~,n~h . . .  

201 1. 0; 

412410 



VERIFICATION 

State of North Carolina ) 

County of Mecklenberg ) 
) ss: 

The undersigned, Jose Merino, being duly sworn, deposes and says that he is the 

Director, Load Forecasting, that he has supervised the preparation of the response to the 

foregoing information request; and that the matters set forth in the foregoing responses to 

information requests are true and accurate to the best of his knowledge, information and belief, 

after reasonable inquiry. 

Subscribed and sworn to before me by c/ostr. fkcl ; . ,  I) -- on this 2% day of May 

201 1 .  

My Commission Expires: 2 f  ao/a 

413831 



VERIFICATION 

State of North Carolina ) 

County of Meckleiiburg ) 
) ss: 

The undersigned, AR Mullinax, being duly sworn, deposes and says that he is the Senior 

Vice President & Chief Information Officer, Duke Energy Business Services, LLC, that he has 

supervised the preparation of the responses to the foregoing in forination requests; and that the 

matters set forth in  the foregoing responses to inforination requests are true and accurate to the 

best of his knowledge, information and belief, after reasonable inquiry. 

AR Mullinax, Affiant 

Subscribed arid sworn to before me b on thi day of May 

2011. 

NOTARY PIJBLIC 

My Commission Expires: 

412608 



VERIFICATION 

State of Ohio ) 

County of Hamilton ) 
) ss: 

The undersigned, Barry E. Pulskamp, being duly sworn, deposes and says that he is the 

Senior Vice President, Regulated Fleet Operations, that he has supervised the preparation of the 

responses to the foregoing information requests; and that the matters set forth in the foregoing 

responses to information requests are true and accurate to the best of his knowledge, information 

and belief, after reasonable inquiry. 

Barty E. Pulskamp, Affiant ‘ 
Subscribed and sworn to before me by ,,&$?FY$~ 6 b  fikkcJ77L,pn this r y d a y  of May 

c/ 
201 1. 

ll8A MINER ROSNER, Attorney at La# 
NOTARY P U R L I C  - STATE OF OHlQ 
My Commlsslon h a s  no explratlon 
data. Section 147.03 Q.R.6, 

412615 



VERIFICATION 

State of North Carolina ) 

County of Mecltlenburg ) 
1 ss: 

The undersigned, James E. Rogers, Jr., being duly sworn, deposes and says that he is the 

Chairman, President and Chief Executive Officer of Duke Energy Corporation that he has 

contained therein are true and correct to the best of his iiifonnation, knowledge and belief. 

Subscribed and sworn to before me b 

201 1. 

NOTARY PUBLIC 

d My Conimission Expires: 

41 1568 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
) ss: 

The undersigned, Brian D. Savoy, beiiig duly sworn, deposes and says that he is the 

Managing Director Corporate Financial Planning Analysis, Duke Energy Business Services, 

LLC, that he has supervised the preparation of the responses to the foregoing information 

requests; and that the matters set forth in the foregoing responses to information requests are true 

and accurate to the best of his knowledge, information and belief, after reasonable inquiry. - 

Subscribed and sworn to before me by A mu L I ’dez ty  
L J 

on this 2”’day of May 

2011. 

My Commission Expires: f / / I @  /z’’L 

412772 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
) SS: 

The undersigned, Jini Stanley, being duly sworn, deposes and says that he is the Senior 

Vice President of Power Delivery, that he has supervised tlic preparation of the responses to the 

foregoing information requests; and that thc matters set forth in the foregoing responses io 

information requests are truc and accurate to the best of his knowlcdge, information and belicf, 

after reasonable inquiry. 

% Subscribed and sworn to before me by 3, m &o\n\cu on this day of May 

201 1. 

52L?s?h&m.u~~- 
NOTARY PTJBLIC 

My Commission Expires: 

North Carolina 
Lincoln County  

4 12548 



VERIFICATION 

State of Ohio 1 

County of Hamilton 1 
1 ss: 

The undersigned, William Don Watlieii Jr., being duly sworn, deposes and says that lie is 

the General Manager aiid Vice President of Rates of Duke Energy Ohio and Duke Energy 

ICentucky, that lie has supervised tlie preparation of tlie responses to tlie foregoing infoniiation 

requests; and that tlie matters set foi-tli in the foregoing responses to irifoiination requests are true 

and accurate to tlie best of his knowledge, infoiinatioii, arid belief, after reasonable inquiry. 

William Don Watlieri Jr., Affiant 

Subscribed aiid sworn to before me by this T?ay of May 

201 1. 

MTARY PUBLJC 

My Commission Expires: 

4 12439 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
) ss: 

The undersigned, Jennifer Weber, being duly sworn, deposes and says that she is the 

Group Executive, Human Resources & Corporate Relations, Duke Energy Business Services, 

L,L,C, that she has supervised the preparation of the responses to the foregoing information 

requests; and that the matters set forth in the foregoing responses to information requests are true 

and accurate to the best of her knowledge, information and belief, after reasonable inquiry. 

Subscribed and sworn to before me by . 'IkV I$ebe(. on this 3 day of May 
201 1. 

s. R o m e  
NOTARY PUBLIC 

Y 
My Coinrnission Expires: 3 m u  

412611 



VERIFICATION 

State of North Carolina ) 
) ss: 

County of Wake ) 

The undersigned, Holly H. Wenger, being duly sworn, deposes and says that she is 

employed by Progress Energy, Inc., as Assistant Secretary; that on behalf of Progress Energy, 

Inc., she has supervised the preparation of the responses to the foregoing information requests; 

and that the matters set forth in the foregoing responses to information requests are true and 

accurate to the best of her knowledge, information and belief, after reasonable inquiry. 

Subscribed and sworn to before me by &I I #. bdk4-@x- on this day of May 

201 1 

PAMELA P. HENSLEP 
NOTARY PUBLIC 
Johnston County 
North Carolina 

MY Commission Expires /all I 1 1 1  

NOTARY PUBLAC 0 

My Commission Expires: la 1 I I 1 1( 

412410 



VERIFICATION 

State of North Carolina ) 

County of Mecldenburg ) 
) ss: 

The undersigned, Danny Wiles, being duly sworn, deposes and says that he is the General 

Manager of Duke Energy & Vice President US Franchised Electric & Gas Accounting, that he 

has supervised the preparation of the responses to the foregoing infomation requests; and that 

the matters set forth in the foregoing responses to information requests are true and accurate to 

the best of his knowledge, infomation and belief, after reasonable inquiry. 

Danny Wiled Affiant 

Subscribed and sworn to before me by Bonn 3 ~ L , J  on this & day of May 

2011. 

MY Coinmission Expires: 0- 2 d 201 + 

412528 



VERIFICATION 

State of North Carolina ) 

County of Mecklenburg ) 
1 ss: 

The undersigned, Steve K. Young, being duly sworn, deposes and says that he is the 

Senior Vice President, that he has supervised the preparation of the responses to the foregoing 

information requests; and that the matters set forth in the foregoing responses to information 

requests are true and accurate to the best of his knowledge, information and belief, after 

reasonable inquiry. 

Subscribed and sworn to before me by 6\g\re _1L. Youo&, on this 01 day of May 

201 1. 

,&e- 
NOTARY PUBLIC 

My Commission Expires: 10 -1 7 /$ 

413832 



COMMONVVEAL,TH OF KENTUCKY 

BEFORE THE 
JiI3NTUCKY PUBLiIC SERVICE COMMISSION 

IN THE MATTER OF: 

THE JOINT APPLICATION OF DUKE 
ENERGY CORPORATION, CINERGY 

PUBLIC SERVICE 
COMMISSION 

COW., DUKE ENERGY OHIO, INC., 
DUKE ENERGY KENTUCKY, INC., ) Case No. 201 1-0124 
DIAMOND ACQUISITION CORPORATION, ) 
AND PROGRESS ENERGY, INC FOR ) 

) 

APPROVAL OF THE INDIRECT 1 
TRANSFER OF CONTROL OF ) 
DUKE ENERGY KENTUCKY ) 

JOINT APPLICANTS’ PETITION 
FOR CONFIDENTIAL TREATMENT OF INFORMATION 

Duke Energy Corporation (Duke Energy), Cinergy Corp., Duke Energy Ohio, 

Inc., Duke Energy Kentucky, Inc., Diamond Acquisition Corporation, and Progress 

Energy, Inc., (collectively Joint Applicants), pursuant to 807 KAR 5:O01, Section 7, 

respectfully request the Coinrnission to grant confidentiality to, and protect from public 

disclosure, certain information provided by Joint Applicants in response to the 

Cominissioii Staffs first set of discovery requests and the Attorney General’s first set of 

information requests in this proceeding. In support, the Joint Applicants, individually 

and collectively, state: 

1. Joint Applicants are filing responses to the initial information requests of the 

Cornrriission Staff and the Attorney General on May 10, 201 1. These responses contain 

tlie following Confidential Information: 



(a) Attorney General Request 12 - analysis and analyst presentations of the 
debt associated with North Carolina Lee Nuclear Station; 

(b) Attorney General Request 28 - Duke Energy Kentucky's most recent 
load forecast; 

(c) Attorney General Request 41 - board of director and meeting minutes;' 

(d) Attorney General Request 48 - reports/ analysis of economies of scale and 
scope;2 

(e) Attorney General Request 52 - costs to achieve discussion; 

(0 Attorney General Request 54 - internal allocations calculations; 

(g) Attorney General Request 55 - internal allocations calculations regulated 
and nonregulated companies; 

(h) Attorney General Request 57 - due diligence  report^;^ 

(i) Attorney General Request 64 - presentations and financial analysis; 

(j) Attorney General Request 67 - Hart-Scott-Rodino filing; 

(k) Staff Request 32- merger-related reports/analysis; 

2. The Kentucky Open Records Act exempts from disclosure certain information, 

inter alia proprietary information and/or sensitive commercial information. KRS 

6 1.878( I)(c). The information identified above is confidential or proprietary infomation 

and, if openly disclosed, would permit an unfair commercial advantage to competitors of 

the Joint Applicant(s) that disclosed the records. 

3. Attorney General Request Number 12 asks in relevant part for information 

relating to Duke Energy's construction of its Lee Nuclear Station. This confidential 

The requested documents were also responsive to AG-DR-01-067. Rather than providing multiple copies 
of documents, Joint Applicants have provided its responses as part of AG-DR-01-067. 

Id. 

Id" 



information was created for Duke Energy as part of its ongoing analysis of the project 

and is neither jurisdictional to Kentucky nor does it involve Duke Energy Kentucky. The 

documents responsive to the request include internal documents that analyze the project, 

including timing of construction, assumptions regarding financing, and confidential 

presentations. Release of this proprietary and confidential information will harm Duke 

Energy and its customers in the Carolinas because it will give insight into Duke Energy’s 

uropnehay and c o n f i d e n t l a l v s i s  of the p i e c t  

financing and put the company at a competitive disadvantage in the marketplace in 

negotiating contracts with outside vendors. 

in obtalnin: 

4. Attorney General Request Number 28 includes Duke Energy Kentucky’s most 

recent draft of its future load forecast. This confidential forecast shows Duke Energy 

Kentucky’s expected sales by customer class for the next twenty-five years. This 

information is highly sensitive and proprietary in that it is forward looking and shows 

Duke Energy Kentucky’s own analysis and projections of its future sales and power 

needs. Duke Energy Kentucky would be at a competitive disadvantage in the 

marketplace for services or replacement power if it was required to disclose the 

Company’s needs as part of this proceeding. 

5. Attorney Geiieral Requests Numbers 41, 48, 52, 55, 57, 64 and Staff Request 

Number 32 seek meeting minutes, reports and analysis related to economies of scale and 

scope, analysis of costs to achieve, due diligence reports, and financial presentations and 

other reports/analysis, respectively, related to the negotiation and implementation of this 

merger transaction. Release of this information will harm the Joint Applicants. This 

information is highly confidential and proprietary in that it discusses the business analysis 



and strategy of Duke Energy and Progress Energy related to considering, negotiating and 

entering into the transaction. Release of this information will place the Joint Applicants at 

competitive disadvantages in all jurisdictions as it will provide insight into the Joint 

Applicants’ sensitive and confidential business strategies and hinder the Joint Applicants’ 

efforts to obtain the desired synergies associated with the transaction. Additionally, a 

significant portion of this information was submitted as part of the Joint Applicants’ 

Hart-Scott-Rodino filing pursuant to 15 U.S.C. Section 18a, which is considered 

confidential and exempt from disclosure under the Freedom of Information Act, and is 

thus exempt from disclosure under the Kentucky Open Records Act pursuant to KRS 

61.878( l)(k). 

6. Attorney General Requests Numbers 52 and 54 includes Duke Energy’s initial 

draft analysis regarding allocation of costs for the combined company after completion of 

the merger. This information is highly confidential and proprietary in that it is both 

preliminary in nature and describes Duke Energy’s business strategy regarding cost 

management within the company following the implementation of the merger. 

7. Attorney General Request Number 67 seeks the Joint Applicants’ Hart-Scott- 

Rodino filing. As noted above, the Hart-Scott-Rodino filing contains confidential and 

proprietary commercial information related directly to issues of competition, and public 

disclosure of these materials would cause the Joint Applicants harm. Pursuant to 15 

U.S.C. Section 18a (h), the entirety of a Hart-Scott Rodino filing is considered 

confidential, and is exempt from disclosure under the federal Freedom of Information 

Act. The Hart-Scott Rodino filing is also exempt from disclosure under the Kentucky 

Open Records Act, pursuant to KRS 61.878(1)(k), as a result. Furthermore, Joint 



Applicants are providing the non-privileged portions of this filing under seal.4 This 

information has routinely been afforded confidential treatment by this Commission given 

its sensitive nature and protection under federal proced~res ,~ and such treatment should 

be provided again. 

8. Disclosure of the individual factors contained in the aforementioned data 

requests would damage Joint Applicants’ positions and business interests. This 

information reveals the business models the Joint Applicants used, the procedures 

followed and the factorshputs considered - in entering into this transaction. If the 

Commission grants public access to the information requested, competitors and possible 

vendors aiid service providers could manipulate pricing for services to the detriment of 

Joint Applicants and their respective ratepayers. 

9. The information for which Joint Applicants seek confidential treatment has not 

been publicly disclosed and is only known and available to those individuals employed 

by the Joint Applicants’ respective companies who have a legitimate business reason to 

have access to the information. 

10. Joint Applicants do not object to limited disclosure of the non-privileged 

confidential information described herein, pursuant to an acceptable protective 

agreement, to the Attorney General or other intervenors with a legitimate interest in 

reviewing the same for the purpose of participating in this case. 

Information that is privileged and thus protected under the doctrines of attorney client privilege and 
attorney work product has been withheld. Documents that are only partially privileged are provided in 
redacted form. 

See e.g. In Re. Joint Application of PPL Corpoi-ation et al., for Appi-oval of an Acquisition of Ownership 
and Control Over Utilities, Case No. 2010-204, (Letter Granting Confidential Protection)(September 30, 
2010). 



11. In accordance with the provisions of 807 KAR 5:OOl Section 7, the Joint 

Applicants are filing one set of the Confidential Information under seal, in unredacted 

format, except for redacting privileged and confidential attorney-client communications. 

Joint Applicants agree to make the Confidential Information available to the Attorney 

General’s office and any other non-competitive intervenor in this case upon the execution 

of an appropriate confidentiality agreement by such party or parties. 

WHEREFORE, Joint Applicants respectfully request that the Commission 

grant confidentiality to, and protect from public disclosure, certain information filed 

herewith under seal as set forth herein. 

This 10”’ day of May, 201 1. 

Respectfully submitted, 

Mark David Goss 
David S. Samford 
Frost Brown Todd L , L C  
250 West Main Street, Suite 2800 
L,exington, KY 40507-1 749 
(859) 23 1-0000 - Telephone 
(859) 231-001 1 -Facsimile 

Counsel for Joint Applicants, 
Duke Energy Corporation 
Cinergy Corporation 
Duke Energy Ohio, Inc. 
Duke Energy Kentucky, Inc. 
Diamond Acquisition Corporation and 
Progress Energy, Inc. 

- and - 



Rocco D’Ascenzo 
Amy B. Spiller 
Duke Energy Business Services LLC 
139 East Fourth Street 
1301 Main 
P. 0. Box 960 
Cincinnati, Ohio 4520 1-0960 

Counsel for Joint Applicants, 
Duke Energy Corporation 
Cinergy Corporation 
Duke Energy Ohio, Inc. 
Duke Energy Kentucky, Inc. and 
Diamond Acquisition Corporation 

CERTIFICATE OF SERVICE 

This is to certify that a copy of the foregoing has been served via hand 

delivery to the following party on this 1 Oth day of May 20 1 1 : 

Hon. Dennis Howard 
Hon. L,arry Cook 
Office of the Attorney General 
Utility Intervention and Rate Division 
1024 Capital Center Drive 
Frankfort, Kentucky 4060 1 

Counsel, for .Joint Applicants, 
Duke Energy Corporation 
Cinergy Corporation 
Duke Energy Ohio, Inc. 
Duke Energy Kentucky, h e .  
Diamond Acquisition Corporation and 
Progress Energy, Inc. 

LEXLibrary 0106219 0583960 465662~1 



F KENTUCICY 

ICE C O M ~ I S S ~ O N  

IN THE MATTER OF: 

THE JOINT APPLICATION OF UKE ENERGY ) 
CORPORATION, CINERGY CORP., 1 

KENTUCKY, INC., DIAMOND ACQUISITION ) 
CORPORATION, AND PROGRESS ENERGY, INC., ) 
FOR APPROVAL, OF THE INDIRECT TRANSFER ) 

DUKE ENERGY OHIO, INC., DUKE ENERGY ) CASE NO. 201 1-00124 

1 

INDEX TO THE JOINT APPLICANTS’ RESPONSE TO THE 
COMMISSION STAFF’S INITIAL INFORMATION REQUESTS 

Volumes Containing Non-Confidential Information 

Volume I Tabs 1-7 and 8A-8D 

Volume I1 Tabs 8E-8F 

Volume I11 Tabs 9A-9B 

Volume IV Tabs 9C-9D 

Volume V Tabs 9E-9F 

Volume VI Tabs 9G-9H 

Volume VI1 Tabs 10-28 

Volume VI11 Tabs 29A-29E 

Volume IX Tabs 30-32 

Confidential Information 

Sealed Envelope Tab 32 





Duke Energy Kentucky 
Case No. 2011-124 

Staff First Set Data Requests 
Date Received: April 25,201 1 

STAFF-DR-01-001 

REQUEST: 

. c i - € e m s  rrovide corporate o r r  3 3 
. .  

of Duke Energy and Progress as of December 3 1,201 0 The format should be similar to 
that used in each company’s Securities and Exchange Commission (“SEC”) reports In 
addition, indicate whether the subsidiary or afiliated company is an active or inactive 
entity 

RESPONSE: 

Please see Attachment Staff-DR-OI -OO I (Duke) 

The following have been dissolved 

Duke Energy International Bolivia Floldings No 1, LLC (Delaware), 
TE Happy Jack, LLC (Delaware), 
Cinergy Retail Power, L. P (Delaware) 

Please see Attachment Staff DR-0 1-00 1 (Progress) 

PERSON RESPONSIBLE: James E Rogers 
Holly H Wenger (Progress) 

1 



Exhibit 40. Z 1 

PROGRESS ENFRGY. BYC. 
Lis! of Subridirtries 

Flo:ida Progtss CoipmAon Elorida 
Florida Florida Powr  Corporation d/bW Prognss EirrK, Floridn. Inc 



E X H I B I T  ZI 

Catamount Celtic Energy L.imited (Scotland) 
Catamount Energy Corporation (Vermont) 
Catamount Energy SC I (Scotland) 
Catamount Energy SC I! (Scotland) 
Catamount Energy SC 3 (Scotland) 
Catamount Rtimford Corporation (Vermont) 
Catamount Sweetwater 1 LLC (Vermont) 
Catamount Sweehvater LLC (Vermont) 
Caiamount Sweetwafer .? LLC (Vermont) 
Catamount Sweetwater 4-5 LLC (Vermont) 
Catamount Sweetwater 6 LLC (Vermont) 
Catamount Sweetwater Corporation (Vermont) 
Catamount Sweehvater Holding LL.c (Vermont) 
Catawba Manufacturing and Electric Power Company 
(North Carolina) 
CEC 1JKI Holding Corp. (Vermont) 
CE.C UK2 Holding Corp. (Vermont) 
CEC Wind Development LLC (Vermont) 
Centra Gas Toluca S R.L. de C.V.. (Mexico) 
CGP Global Greece Holdings. SA (Greece) 
Cinergy Climate Change Investments, LLC (Delaware) 
Cinergy Corp. (Delaware) 
CinerLy Foundation, Inc. (Indiana) 
Cinergy General Holdings. LL.C (Delaware) 
Cinergy Global (Cayman) Holdings, Inc. (Cayman 
1 s 1 XI ds) 
Cinergy Global Ely. Inc. (Delaware) 
Cinergy Global Hellas S A (Greece) 
Cinergy Global Holdings. Inc. (Delaware) 
C i n e r g  Global Power (UK) Limited (England) 
C i n e r g  Global Power Africa (Proprietary) Limited 
(South Africa) 
CinerLy Global Poxver. Inc (DelaLvare) 
C i n e r g  Global Resource.;, Inc. (Delaware) 
Cinerg) Global Trading Limited (England) 
Cinergy Global Tsavo Poner (Cayman Islands) 
Cinergq Investments. Inc ( D e l a ~ ~ a r e )  
Cinergy L imitetl Holdings. L L.C (Delaware) 
Ciners) Originatioli & Trade. L LC [Delaware) 
Ciner?? PoLrer (.ierieration Ser-\ice.;. L L  C (Dela\+are) 
C'inersy Recei\ables Conipan! ILLC (Delaware) 
Cineigq lietail Poner General. l i i c  ( T e ~ n s )  
Cincrg! Retail Poi\t'r ILimited. l nc  (Dela\\nre) 
Cirirrg) listail h t e r  I.. I' (L)ela\vare) 

I IST O F  S l~BSIDIARIES CCT <;cner;ll. L L C -  I e \ a \ )  
(15r Grecn Poncr I I' (Delanare) 
CST I iinited. I LC (Dsla\!are) 
D I'D Holdings. 1 LC !Lkla\care) 
D TD International Tenices Bras11 Ltda (Brazil) 
D FD Oper,iting S e r y i ~ e s  1 LC (Drla\rare) 
DE Marketing CilIIadJ L td (Canada-Federal) 
DE Nuclear Engineering. Inc ( N o r t h  Carolina) 
DEB - Pequenas Centrals Hidieletricas Ltda (Brazil) 
DEGS Biomass. LLC (Delaicare) 
DEGS h C  Solar. I I C (Delaware) 
DEGS O&M, LLC (Delanare) 
DEGS of Boca Raton. L L C (Delaware) 
DEGS of Cincnnati. LLC (Ohio) 
DECS ot Delta Township. LLC (Delauare) 

flic tolloning IS a lrrr ot csrtciin sub5idiaries Igreatrr than 
5Oo D iw ned) ot the registrmt m i  their respectn e m t e s  or 
countlies 01 tnroiporatlon 

,~ctividades A 1 D. S A IGuateniala) 
,\d\ance SC I LC (South Caolma)  
Aguajtia Energ: del Peru S R L L ttla (Peru) 
,\gun>tia Energq. I LC (Dela\vare) 
,Attil\i Denmark ApS (Denmark) 
t3ison Insurance Companq L imited (Berniuda) 
Rro\\nsville Power I. L L C (Delaware) 
C'altlwett Power Cornpan) ( ~ 0 1 t h  Carolinaj 

DEGS of Lansing, L.1.C (Delaware) 
DEGS ofblonaca, LLC (Delaware) 
DEGS ofNarrows, L1.C (Delaware) 
DEGS of Philadelphia, LLC (Delaware) 
DEGS of San Diego, Inc. (Delaware) 
DEGS of Shreveport. LLC (Delaware) 
DEGS of South Charleston, LLC (Delaware) 
DEGS ofSt. Bernard, LLC (Delaware) 
DEGS of St. Paul, LL.C (Delaware) 
DEGS of Tuscola. Inc. (Delaware) 
DEGS Solar, L.LC (Delaware) 
DEGS Wind I, LLC (Delaware) 
DEGS Wind Suppiy 11, L.LC (Delaware) 
DEGS Wind Supply, LLC (Delaware) 
Delta Township Utilities: LLC (Delaware) 
DENA Partners Holding, L.1.C (Delaware) 
DETMl Management, Inc. (Colorado) 
Dixilyn-Field (Nigeria) Limited (Nigeria) 
Dixilyn-Field Drilling Company (Delaware) 
Dixilyn-Field International Drilling Company, S A .  
(Panamaj 
DTMSl Management Ltd (Canada) 
Duke Broadband. LLC (Delaware) 
Duke Capital Partners. L.LC (Delaware) 
Duke Communications Holdings, Inc. (Delaware) 
Duke Energy Americas. L L C  (Delaware) 
Duke Energy Business Services LLC (Delaware) 
Duke Energy Carolinas Plant Operations, LLC [Delaware) 
Duke Energy Carolinas. L.L.C (North Carolina) 
Duke Energy Cerros Colorados. S.A. (Argentina) 
Duke Energy Comiiiercial Enterprises. Inc. (Indiana) 
Duke Energy Corporate Services. lnc. (Delaware) 
Duke Energy Development Pry Ltd (Australia) 
Duke Energy Egenor S en C por A (Peru) 
Duke Energy Electroquil Partners t,Dela\care) 
I>uke Energy Engineering. Inc (Ohio) 
Duke Energy Faystte I I  1 I C  (Dela\varc) 
Duke Energ? Fossil-I-i>dro Calitomia. Inc (De1an:tre) 

nerg) Fossil-II\dro. I.1.C (Delanare) 
nergz Generating S A (Argentina) 

Duke Energ  (kneraiion Services I-loldirig Coii1pan-. Inc 
(Delauare) 
Duke liners) Generation St'niccs. Inc (Uelan;ire) 



Cineiy  Solutions ~ l . ' t i l i ~ "  Inc ( l l e l L ~ u : m )  
C inerg> Solutions Ptirtners. LLC (Dela\\;?rej 
C i nergy Tec I1 ii o I op! . I n  c . ( I 11 J ia na j 
Cinrrg! l ik Int:. (Lklware j  
Cinergy \+'holel;ale Energ?, inc (Oliic;) 
Cinerg)'-Cenrrus Coiririiunicarions. I n c  ( Ltela\\are) 
f:inergj.-Cei:trus. Inc ( Dela\\aIii) 
CinFuel Resources. Inc iDelattare.) 
CinPoner I .  L.L.C (Delmare)  
Claibomc Energy Serbices. Inc. (1.ouisianai 
Comercializadora Duke Energy de Centro America. 
Liniitada (Guatemala) 
CSCC Holdings Limited Partnership (British Columbia. 
Canada) 
CSGP General, L LC (. Irxas) 
CSGP Limited. LLC (Delaware) 

r i c i ~ \  ( J I O U ~  Iloldiilgs. 1 I C i I k l a \ r m )  
ricrg\ G I O U ~  1 LC (Dela\\,ire) 

I)uke IIiierp! Hanging Rock I I .  L I C (Delware)  
nergL Indima liic I n d i a n ~ l  
nerp! Indristri,tl Sale5 LLC (Delanare) 
iierg) lnteriiatiorial (Europe) I Ioldings ApS 

(Denmark) 
Duhc Eneig  International (rurope) I mired (United 
h in g k ~ i i  i 
Duke Energ) International .lrgentina Holdings (Cakman 
Island\) 
Duke Enercp lnrernational Argentina Marketing/Tratling 
(Bermutla) Ltd (Bermuda) 
Duke Energy Inrernational Asia Pacific 1 td (Bermuda) 
Duke Energj International Boiivid I loldings No I .  LL,C 
(Delaware) 
Duke tnergy International Bras11 Lornrnercial. ttaa. 
(Brazil) 
Duke Energ) International Brasil Holdings. LLC 
(Delaware) 
Duke Energy International Brazil Holdings L.td 
(Bermuda) 
Duhe Energy International Chile C P A. (Chile) 
Duke Energy International Chile Holding 1 B V 
(Netherlands) 

Y 



h1,c Lncrg? lntc*rri~t~c~n~il ( h i le  Iloldrng I I  I3 1, 
( \ ctherlnn ds 1 
Lhke Cncrg? Interiidtioml Coiiierci,ili/aclor;t de I I 
Sdracinr. S 1 de (. \ ( E l  5 , i l \ d o r )  
Duke Fncrg? InternJtioiial tlel LcuLidor Cia L k l d  

( I-cll.ldor) 
Duke tncrpb IritemdIionril 1-1 %I\ador Inratriieilis ' 40  1 
I td (Bermuda) 
1)uhe Energ  International El Saliatlor ln~estnients No I 
s Cia S enC de C V (El  S d \ a d n r )  
Duke Eiiergq Internationdl El Salvador. S en C de CV ( E l  
Salvador) 
Duhc Frierg) International Electroquil I loldings. I-LC 
(De1,iware) DukeTec I I .  LLC (Dela\iare) 
Duhe Energy InternationJ Espaii'i Holdings. S I U 
(Spain) 
Duhe Energy International Group Cooperatie CI A 

Duke Venture_s Real Lmte L L c  ( D e l a i t ~ r e )  
Duke \ cntures. L I C ( h a  a h )  
Duhe kluor L3aniel (Noi-th ( arolin,i) 
1M.e fluor Ihniel  Cmbbenn. C 1: (Pucno !?I< o )  
Duhc I-luor Daniel El Sal \ .dor  5 1 cic C V ( t l  C d r x l o r )  
[hike f luor  Daniel Intenidiondl (Nevada) 
Duhe Fluor h n i e l  Intein,itional Sen ices (Ne\ada) 
Duke Fluor Daniel Internattoiial Sen IC es (Trinidad) I id 
(Trinidad and robago) 
Duke Louis Dre)!u\ L L C (Nev,idn) 
Ihke-Cadence. Inc (Indiana) 
Duke-Keliant Resources. liic (Delan are) 
DukeTec I. LLC 

DukeTec, L L C (Delaware) 
Eastman Whipstock do Brasil Ltda 
Eastman W h i o s t o c k . 1  

(Netherlands) 
Duke Energy International Group. Ltd. (Bermuda) 
Duke Energy International Guatemala Holdings No .  I .  
Ltd. (Beiniuda) 
Duke Enersy International Guatemala Holdings No. 7, 
Ltd (Bermuda) 
Duke Energy International Guatemala Holdings No. 3 
(Cayman Islands) 
Duke Energy International Guatemala L.iniitada 
(Guatemala) 
Duke Fnergy International Guatemala y Compania 
Sociedad en Coniandita por Acciones (Guatemala) 
Duke Energy International Holding Ltd. (Bermuda) 
Duke Energy International Holdings B.V. (Netherlands) 
Duke Energy International Investments No 2 Ltd. 
(Bermuda) 
Duke Energy International L.atin America. Ltd.(Bermuda) 
Duke Energy International Mexico Holding Company 1, 
S.  de R.L. de C V.(Mexico) 
Duke Energy International Mexico, S A de C.V 
(Mexico) 
Duke Energy International Netherlands Financial Services 
B V (Netherlands) 
Duke Energy International Operaciones Guatemala 
Limitada (Guatemala) 
Duke Energy International Peru lnversiones No 1. S..R.L. 
(Peru ) 
Duke Energy International Peru Investments No. I ,  L.td 
(Bermuda) 
Duke Energy International PIP Holdings, Ltd (Bermuda) 
Duke Energy International Southern Cone SRL. 
(Argentina) 
Duke  Energy International i n d i n g  and Marketing ( U K )  
I. imited (tlnitcd tiingdom) 
L3uke Energy International Tnnsniision Guatemala 
i. ini i tada (G uaieriiala ) 
Duke E n e r g  International Uruguay I~oldings. ILLC 
( Lklaware) 
Duke Energy International Uruguay Investments S R L. 
(1Ji-uguay) 

nergy Intemaiioiial. Brusil L.ttla. (Brazil j 
ncrp) Internat ioiiaL (iemcno Parnnnpaneiiia S A 

(13razil) 
I h k c  Energ! International. I I C (l)ela\r:ire) 

Eastover Land Company (Kentucky) 
Eastover Mining Company (Kentucky) 
Electroquil, S A .  (Ecuador) 
Energy Pipelines International Company (Delaware) 
Equinox Vermont Corporation (Vermont) 
Etenorte S.R.L.(Peru) 
Eteselva S. R. L.(Peru) 
event  Resources Holdings LLC (Delaware) 
event  Resources I L,LC (Delaware) 
event  Resources Overseas I, LLC (Dela\vare) 
Gas Integral S.R.L. (Peru) 
Generadora La Laguna Duke Energy International 
Guatemala y Cia., S.C.A. (Guatemala) 
Green Frontier Windpower Holdings, LLC 
Green Frontier Windpower. LLC 
Greenville Gas and Electric Light and Power Company 
(South Carolina) 
Happy Jack Windpower, LLC (Delaware) 
IGC Aguaytia Partners. L.LC (Cayman Islands) 
INDU Solar Holdings, LLC 
lnver Energy Holdings (Cayman Islands) I 
lnver Energy Holdings 11 (Cayman Islands) 
Inver-Energy y Cia. SCA (Cayman islands) 
Kit Carson Windpower, L.L.C (Delaware) 
KO Transmission Company (Kentucky) 
Laurel Hill Wind Energy, LLC 
LH I. LLC (Delaware) 
MCP, LLC (South Carolina) 
Miami Power Corporation (Indiana) 
Mountain Air Windpower I-ioldings. LL.C (Delaware) 
North Allegheny Wind. L.L.C (Delaware) 
NorthSouth Insurance Company Limited (Bermuda) 
Notrees Windpower. L P  (Delaware) 
Oak Mountain Products. LLC (Delaware) 
Ocotillo Windpower. L.P (Delaware) 
Ohio River Vrrlley Proparre. L.L.C (Delaware) 
P.I D C. Aguqtia. I. L C (Lklaware) 
Pacitic Power Holdings No I .  B.V (Nerherlmds) 
Pan  Service Coinpan! Delaware) 
PonEnerg) Corp (Delanare) 
Perit Eiiergq Holdings. L.L.C (Dtela\\are) 
Pioneer Transmission. 1.L.C (Indiana) 
Prolecto de Autonbnstecimir:rito L;i Silln. S de K I ( I C  
C V (Mex ico)  



1. ist of Suhsidiar-ics 

Duke I<iwrg> l i c . r i t t t ~ . l \>  Inc (K.;zntuc_k? ) : i.2 

Duke Energ> Lee I I .  L.LC‘(Drla\iare) 
Duke Eiicrg! hlarkct ing ?tmcriun. I. L.C (I)clni\are) 
Duke Energ) Rlarketing Corp (Ne\.ada) 
Duke tlnerg: hlnrketing i iniiteti I’artncrsliip (Alheria. 
Canada) 
Duke Fnei-g). Merchants. i 1 C (Dela\cure) 
Duke Energy hioapa. L 1.C (L)ela\bare) 
Duke Energ) Murray O p e r ~ t i n ~ .  LLC (Delan are) 
Lhke E,iiergy North America. L L.C (Delaware) 
Duke Energy Ohio. lnc (Ohio) 
Duke Energ) One. Inc I Delaware) 
Duke E.nel-gy Peru Holdings S.R L (Peru) 
Duke Energy Receivables Finance Company. L.L.C 

Sand) Kiber Timber. L.i.(_ !South Carolin;i) 
Seahorse do Brasil S e n  icos hlaritirnos Ltda (Brazil) 
Searchlight M’ind Energ) L. 1.L (Nebada) 
SEC Bellefonte SD Solar One. ILLC ( l k l a n a r e )  
SEC BESD Solar One. L,i..C (Dela\\are) 
Silcer Sage Windpwer.  L L C  (Dela\\are) 
Solar Star North Carolina I. LLC (Delnnare) 
Solar Star North Carolina I I .  LLC (Delaware) 
South Construction Company. Inc. (Indiana) 
Soutfiern Power Company (North Carolina) 
Spruce Mountain Investments. LL.C (Delware)  
Spruce Mountain Products. I..L,C (Delaware) 
SUEZ-DEGS of Lansing. LLC (Delaware) 
SUEZ-DEGS of Orlando LLC (Delaware) 

Sugartree I imber. LLC (Delaware) 
cy -  I Lc: # e , j w )  

( Delau are) 
Duke Energy Registration Services, Inc. (Delaware) 
Duke Enerw Retail Sales. L LC (Delaware) 
Duke Ener; Royal, LLC (Delaware) 
Duke EnerLg Services Canada ULC (British Columbia, 
Canada) 
Duke Energy Services: Inc. (Delaware) 
Duke Energy Trading and Marketing, L L.C. (Delaware) 
Duke Energy Transmission Holding Company, LLL 
(Delaware) 
Duke Energy Vermillion I I ,  LLC (Delaware) 
Duke Energy Washington 11, L.L.C (Delaware) 
Duke Engineering rft Services (Europe) Inc. (Delaware) 
Duke Engineering & Services International, Inc. (Cayman 
Is Ian ds) 
Duke Investments, LLC (Delaware) 
Duke Prqject Services, Inc. (North Carolina) 
Duke Supply Network, LL.C (Delaware) 
Duke Technologies. Inc. (Delaware) 
Duke Trading Do B r a d  Ltda. (Brazil) 
Duke Ventures I I ,  LLC (Delaware) 

Taylorsville, Solar, L,L.C (Delaware) 
TBP Properties, LLC: (South Carolina) 
PE Happy Jack, LLC (Delaware) 
TE Notrees, LL.C (Delaware) 
TE Ocotillo, LL,C (Delaware) 
Teak Mountain Products, LLC (Delaware) 
TEC Aguaytia, Ltd (Bermuda) 
Termoselva S. R. L. (Peru) 
Texas Eastern (Bermuda) 1.td. (Bermuda) 
Texas Eastern Arabian L.td (Bermuda) 
The Duke Energy Foundation (North Carolina) 
Three Buttes Windpower, LLC (Delaware) 
Top of the World Wind Energy LLC (Delaware) 
Top of the World Wind Energy Holdings L1.C (Delaware) 
TRES Timber, LLC (South Carolina) 
Tri-State Improvement Company (Ohio) 
Wateree Power Company (South Carolina) 
Western Carolina Power Company (North Carolina) 
Willow Creek Wind Energy 1 L C (Delaware) 
Willow Mountain Products, LLC (Delaware) 





Duke Energy Kentucky 
Case No. 201 1-124 

Staff First Set Data Requests 
Date Received: .April 25,201 1 

STAFF-DR-01-002 

REQUEST: 

For all r - m  r.iir-re.u.tlv filed with the SFC bv Duke Fnerrrv and Promess, 
provide separately for each company a list of all reports or forms routinely filed with the 
SEC Include the name of the report or form, the reference number (i e ~ Form 10-K, 
Form %IC, etc ), a brief description of the information provided in the report oi form, a 
statement of how frequently the report or fonn is filed with the SEC, and explain whether 
the report or form will continue to be filled with the SEC after completion of the 
proposed merger 

RES PON SEE 

See Attachment Staff-DR-01-002 (Duke) 

See Attachment Staff-DR-01-002 (Progress) 

PERSON RFSPONSIRLE: James E Rogers (Duke) 
Holly H Wenger (Progress) 



ITEM 2: REPORTSiFORMS ROUTINELY FILED WITH THE SEC BY PROGRESS ESERGY. INC. 

S1;BMlSSIOS 
TYPE DESCRIPTION 

FREQl-EUCY 
OF FIIJNG 

specified by the SE.C and tor reports of non- 
public inforrnat~on required to be disclosed b! 

IO-K 
of the Sccuntics Erchangc Act of 1934 

ihnual report of cniplo!cc stock purchase. 
savings and similar plans 

Quarterh report pursuant to Section 13 or Qunrterh 
l5(d) of the Sccuntics Exchange Act of 1934 

Annuall) 1 I-K 

Definitiw additional materials related lo an 
upcoming sharcholder vote 

Annually 

DEJ 14A Definitive proxy stateinent .4niiually 

DEFAI4A 

WI1.L FORhl CONTlNllE TO BF 
F1 I,  ED POST-Rl CRG ER? 

FoIloi\ing the coinplction of thc merger. 
this forni \ \ i l l  no longcr be filed uith thc 
SEC b? Progress Fiicrp? Inc 

Folloning die completion of the merger 
this form vi11 n o  longcr be filcd vi th  the 
SEC b\ Progress Lncrg\ Inc 

Follouing che completion of tlie merger. 
this form \ \ i l l  no longcr bc filed w t h  the v- 
Folloiiing thc completion of the nieger 
this form will  no longcr be filed with the 
SEC b) Progress Energ). Inc 

Follonrng die completlon of the merger 
this form w l l  no longcr be filed with the 
SEC b! Progress Energ\. Inc 

Foloiloi\ing the completion of the niergcr. 
this form \%ill no longer be filed nith  the 
SEC by Progress Energ.  Inc 



DUKE ENERGY FILINGS 

Description 

Filing under the Securities Exchange Act of 1934, as 
amended (the "Exchange Act") providing detailed 
financial informaiion on a company as of the end of 
their last fiscal year, as well as a comprehensive 
overview of the business and material issues of the 
company 
Filing under the Exchange Act providing financial 
information on the company for a certain quarter 
and an update on all material issues of the company 
Filing under the Exchange Act providing annual 
financial information on employee stock purchase, 
savings and similar plans 
Filing under the 5ecuritiesAct o f  1933, as amended 
f&&SecwiH-ntaiRiR+&&ein=: 
and financial information with respect t o  a particular 
securities offering 
Filing under Securities Act Rule 425 of certain 
prospectuses and communications in connection 
wi th  business combination transactions 
Filing under the Exchange Act which reports the 
occurrence of any material events or corporate 
change that would be important t o  investors 
Filing under Schedule 14A of  the Exchange Act which 
provides shareholders with the information 
necessary t o  enable them to vote at an annual or 
special shareholder meeting. 
Filing under Schedule 14A of  the Exchange Act of 
additional materials accompanying the definitive 
proxy statement such as the Notice of the meeting 
Filing under the Securities Act of any writ ten 

Number 

~ 

Frequency Post-merger Filing 

Annually Yes 

Yes Quarterly 

Annually Yes 

As needed Yes 

As needed Yes 

As needed Yes 

Annually Yes 

Annually Yes 

Yes As needed 

DEF 14A 

DEFA 14A 

FWP 

Name 

Annual report 

Quarterly report 

Annual report of 
employee stock plan 

Prospectus 

Prospectus 

Current report 

Definitive proxy 
statement 

Additional definitive 
proxy soliciting materials 

Free writing prospectus 



C;lSC$'. 2011-124 
ST.\FP~llRdtI-OOZ 
Plgr 2 or2 

Registration statement 

Automatic shelf 
registration statement 

Registration statement 

communication associated with the offer to sell a 
security used as a supplement to  a formal 
prospectus 
Fiiing under the Securities Act to register securities 
t o  be offered i n  certain specified transactions 
Filing under the Securities Act t o  registw securities 
of well-known seasoned issuers, which are 
companies that have a market value of $700 million 
or meet certain other thresholds provided by the 
SEC Both Duke Energy and Progress Energy are 
well-known seasoned issuers 
Filing under the Securities Act t o  register securities 
t o  be issued in connection with business 
combination transactions 

Yes 

Yes 

As needed 

As needed 

As needed Yes 

I employee plans 

Registration stateinent ' Filing under the Securities Act t o  register securities As needed Yes 





Duke Energy Kentucky 
Case No. 2011-124 

Staff First Set Data Requests 
Date Received: April 25,201 1 

STAFF-DR-01-003 

RFQUEST: 

a Indicate the number of directors, executives. officers. or employees of Duke 
Energy who will be eligible for change of control payments as a result of the 
proposed merger Also provide the total estimated amount of the change of 
control payments for Duke Energv 
1 dentify the directors, executives, offices. or employees of Duke Kentucky who 
will be eligible for change of control payments as a result of the proposed merger 
Also provide the estimated amount of the change of control payment for each 
Duke Kentucky director, executive, officer, or employee 
Describe the mechanisms i n  Duke Kentucky’s accounting system that will prevent 
the recording of any change of control payments - either directly, indirectly. or 
allocated - on Duke Kentucky’s books and records 

b 

c 

RESPONSE: 

a The proposed merger will not constitute a ”change i n  control” within the meaning 
of the compensation and benefit plans maintained by Duke Energy, Duke Energy 
Kentucky, and their respective affiliates As a result, the directors, executives, 
officers, and employees of Duke Energy, Duke Energy Kentucky, and their 
respective affiliates will not be eligible for change of control payments as a result 
of the proposed merger Please see Direct tcstimony of Julie S Janson at page 42 

c Thcrc will be no changc in control payments made  directly by Duke Energy 
Kentucky The procedures and processes fol allocating costs are subject to 
approvals and therefore any change of control paynients that might be allocated to 
Duke Energy Kentucky nould  be detected during processing Further, monlhfy 
assessments of actual vs budgeted costs are performed and any costs that were 
allocated but no( budgeted woiild be detected diiiing the variance analysis 
process 

1 



PFRSON RESPONSIBL,E: ( a b )  Jennifer Weber 
( c )  Danny Wiles 

2 





Duke Energy Kentucky 
Case No. 201 1 - 1  24 

Staff First Set Data Requests 
Date Received: April 25. 201 1 

STAFF-DR-01-004 

REQUEST: 

s- Fx-w P r n a n i 7 ~  0 spry= (& as 
accounting, human resources, procurement and IT) to accomplish the savings and 
transparencies desired in the synergies of the proposed merger 

RESPONSE: 

Duke Energy and Progress are currently in the process of analyzing the shared services to 
be provided post-merger A s  addressed in page 14 of the Direct Testimony of William 
Don Wathen Jr , it is anticipated that the Progress service company will be consolidated 
into the Duke Energy service company sometime in the future, but it is unknown at this 
time when this consolidation will occur 

While the integration of shared services fimctions is expected to result in net synergies 
savings over time, it is premature to assert how the underlying functions will be 
organized after the close of the merger A s  of May 201 1, integration teams are in the 
process of gathering facts and comparing the operations of Duke Energy and Progress 
Enersy Organizational design decisions - such as the combination of the Duke Energy 
and Progress Energy shared services functions - will be made at a later date 

PERSQN RESPONSIBLE: AR Mullinax (Duke) 
Andrew D Cox (Progress) 

1 





Duke Energy Kentucky 
Case No. 2011-124 

Staff First Set Data Requests 
Date Received: April 25,201 1 

STAFF-DR-01-005 

REQUEST: 

AS i CT 
foreseeable savings as to licensing agreements, such as for software applications, which 
are used by both Duke Energy and Progress 

RESPONSE: 

Yes, savings of this nature are expected See also response to Staff DR-01-004 

PERSON RESPONSIBLE: AR Mullinax (Andrew D Cox-Progress) 





Duke Energy Kentucky 
Case No. 201 1 - 1  24 

Staff First Set Data iiequests 
Date Received: April 25,201 1 

STAFF-D R-01-006 

REQUEST: 

Dr\ 7 
\L 15 nf t h P a & m t i f v  the: unsxubbed coal 

. .  

generation capacity that will exist upon completion of the proposed transaction, the age 
of the facilities and the owner(s) thereof 

RESPONSE : 

See Attachment Staff-DR-01-006 (Duke) 

And Attachment Staff-DR-01.-006 (Progress) 

PERSON RESPONSIBLE: Barry Pulskamp (Duke) 
William D Johnson (Progess) 

I 



7 13' 

,;e 
15c 
i l l  

155 

TOTAL CAPACITY = 4650 MW Duke Energy Share (MW) 



Case \o 2011-124 
%.iff-DR-01 006 ittarhniciil 
(Progrrss Fnei a) 
I ’n~e  1 of 1 

Florida Power Cor~oration 

Crystal h v e r  Unit N o  1 
440 5 M W  maximum nameplate 
Comniercial in-service date of 1966 

Crystal h v e r  Unit  No 2 
533 8 MW maximum nameplate 
Commercial in-service date of I969 

Carolina Power & Light Company 

Robinson Unit No 1 
187 85 MW maximum nameplate 
Commercial in-service date of 1960 

Cape Fear (two units) 
328.475 MkV maximum nameplate 
Commercial in-service date of 1956 

Lee (three units) 
446.6‘72 MW maximum nameplate 
Commercial in-service dates of 1952 - 1962 

Sutton (three units) 
671 618 MW maximum nameplate 
Commercial in-service dates of 1954 - 1972 

Weatherspoon (three units) 
165.5 MW maximum nameplate 
Commercial in-service dates of 1949 - 19.52 





Duke Energy Kentucky 
Case No. 201 1-124 

Staff First Set Data Requests 
Date Received: April 25, 201 I 

STAFF-DR-01-007 

Pefer tn F Y ~  I nf t the m e  ffili ate . .  nded a 
agreements to which the Progress companies are to be added as parties Provide copies 
of the five existing agreements with all proposed changes tracked 

RE SBON SE: 

Please see Staff DR-01-007 Attachments (1-5) 

PERSON RESPONSIBLE: William Don Wathen Jr 

I 





I-liis I? rlLI-1) MONEJ' POOL. ,ACiKEEklENT (this "Agreenient") i s  made and 
cntcrcd i!ito as of ("E.ffective Date") by and among Duke Energy 
L'wpirxiion. a Dcla\varc corporation (-'Duke Energy"). Cinergy Corp.. a Delaware 
corporation ("C inergy.'). Duke E,nergy Carolinas. L.L C. a North Carolina limited liability 

1ndian;i"). Duke Energy Ohio, Inc , an Ohio corpoiation ("DE,-Ohio"). Duke Energy 
lientuchy. Inc a Kentucky corporation ("DE-Kentucky"). Miami Power Corporation, an 
Indiana corporation ("Miami"). KO Transmission Company. a Kentucky corporation 

t-:!ICl jJ\ -. i 
Carolina Power & L.i& Company d/b/a Progress Energy Car 
Carolina corporation ("PE-North Carolina"). Florida Power Corporation d/b/a Progress 
Energ? I;lorida, Inc., a Florida corporation ("PE-Florida"), Progress Energy Service 
Company. LLC, a North Carolina corporation !"Proi.rzss Ser:icc:a, and Duke E,nergy 
Business Services L . K .  a Delaware limiied I 

coiiipnny (-~~)t.-(.arolrnas 1. DuKe Energy iiimm . inc .. an i v  

f .'55 1 ("KO"). Progress Energy. lnc.. a North Carolina corporation 1 . '  ------zil 

Agreement supersedes and replaces in its entirety the Utility Money Pool Agreement 
dated November 1.2008. 

Recitals 

Each of DE-Carolinas, DE-lndiana, DE-Ohio. DE-Kentucky, PE-Florida PE- 
North Carolina and Miami is a public utility company and a subsidiary company of Duke 

I Energy. D E f ? S W &  and Proerrss S e a i c e s  at.&+ subsidiary service c0mpani.s; 
of Duke Energy KO is a nonutility company and a subsidiary company of DE-Ohio. 

rhe parties from time to time have need to borrow funds on a short-term basis. 
Some of the parties from time to time have funds available to loan on R short-term basis. 
The parties desire to establish a cash management program (the Yltility Money Pool") to 
coordinate and provide for certain of their short-term cash and working capital 
requirements 

NOW If IEREFOKE. in consideration of the premises. arid the mutual promises 
set forth herein. the parties hereto agree as fitllows: 

ARTICLE I 
CONTRIB(!TIONS A N D  BORROWINGS 



r m b  c)t ititercst. IS uscd i o  t u n d  loari\ throiiy11 rhc U t t l i p  I l o n e ~  Pool. c x h  borroi%irlg 
part) \ \ i l l  borrow pro rata Irom each TunJ wurcc i n  the 5amc proportion that thc unotint 
ot funds pro\ided by rliat Iund souice bears 111 the toral niilotliit 0 1  ilron-term funds 
abail,ible to the 1 kility \lonry Piiol 

Sectrttn 1 4 Authonzation ( a )  Each loan \hall bc duthoiized by the lending p d ~ t y ' ~  
chiel Iin,mci~~l officer or tieasurci, or by de51gntc thereof 

( b )  A11 borrowings froin tire 
borrowing patty's chief financial of f i re i  oi treasurei. or by a designee tliereot No party 
dial1 be required to effect a borrowing througli the Lfttlity Money Pool if such pdrty 
detcrniines that i t  can (and IS  authorized to) etfcct such borrowing at lower cost from 
other sources. including but not liniitetf to directly from banks or through the sale ot i ts 
own commercial paper 

Section I 5 Interest Each party receiving a Ioai shall accrue interest monthly on 
the unpaid principal amount of such loan to the Utility Money Pool from the date of such 
loan until such principal amount shall be paid in fiill. 

(a) I f  only Internal Funds comprise the funds available in the IJtility Money Pool. 
the interest rate applicable to loans of such Internal Funds shall be the CD yield 
equivalent of the .;O-day Federal Reserve "AA" Industrial Commercial Paper Composite 
Rate (or. if no such Composite Rate i s  established tor that day. then [he applicable rate 
shell be the Composite Rate for the next preceding day for which such Composite Rate 
was established) 

(b) I f  only External Funds comprise the funds available in the Utility Money Pool, 
the interest rate applicable to loans of such External Funds shall be equal to the lending 
party's cost for such External Funds (or, if inore than one party had made available 
External Funds on such day, the applicable interest rate shall be a composite rate. equal to 
the weighted average of the cost incurred by the respective parties for such External 
Funds). 

( c )  In cases where both Internal Funds and External Funds are concurrently 
borrowed through the Utility Money Pool, the rate applicable to all loans comprised of 
such "blended" kinds shall he n composite rate, equal to the weighted average of the (i) 
cost of all Internal Funds contributed by parties (as determined pursuant to Section 1 5(a) 
above) and ( i i )  the cost of all such External Funds (as determined pursuant to Section 
1 5(b)  above); provided. that in circumstances where Internal Funds and E,xternal Funds 
are available for loans through the Utility bloney Pool. loans inay be inade exclusively 
fiom Internal Funds or Estemal Fuiids. rather than from a "blend" of such funds, to thc 
extent i t  is expectcd that such loans would result in a lower cost olhorrowing. 

Section I .6 Cei-tniii Costs The cost of i:ompensating balances and fees paid IO 
banks to inaintaiii credit lines by parties lending Exteinal Funds to the Utility hhiiey 
Pool shall initially be paid b) the parry niainlaining such line. .? portion of sui:ll c a t s  



k c t i o n  2 3 Allocation of lntcrcbt lncoinc md  Investment t a u  I hc  InIcicht 
inconie and other in\ estnient inconic earned h? the I t i l i t >  \lone\ Pool on loans nnJ 
t n \ w ; n i w i  of s u i ~ ~ l u ~  funds \vtII be allwaretl anions the parties in accorrlmcs x i r l i   he 
propoi tioii each party's contnbiitioii ot funds i n  tlic' IJtiliry hloney Pool hcars to the total 
amount of fiinds in the iltiirty Money Pool and tlie cost of .in> Cxtemal rtinds provided 
IO tlic l i t i l i ty Money Pool by s d i  patty lntcrcst and othri investment eaiiiings w ~ l l  be 
computed on a daily basis and settled once per month 

Section 2 J Event ot Default if  any party shall generally not pay its debts ;LS such 
debts become due, 01 shall admit i n  writing its inability to pay its debtc generally. or shall 
make a general assipnicnt for the benefit of creditors, or any proceeding shall be 
iiisiituted by or against any party seeking to adjudicate i t  a bankiiipt or insolvent. then the 
other parties may declare the unpaid principal amount of any loans to such party. and all 
iiitercu thereon, to be foithwith due and payable and all such amourits shall foithwith 
beconir due and payable 

ARTICLE I I I  
MISCELLANEOUS 

Section 3 1 Amendments No amendment to this Agreement shall be effective 
unless set forth in writing and executed by each of the parties. To the extent lhal 
applicable state law or regulation or other binding obligation requires that any such 
amendment be filed with any affected state public utility commission for its review or 
otherwise, the parties shall coinply in all respects with any such requirements. 

Section .3.2 Legal Responsibility. Nothing herein contained shall render any party 
liable for the obligations of  any other party hereunder and the rights, obligations and 
liabilities of the parties are several in accordance with their respective obligations. and 
not joint. 

Section 3 3 Goveniine Law rhis Agreement shall be governed by and construed 
in accordance with the laws of the State of New York, without regaid to conflicts of laws 
principles thereof 

Section 3 4 Effective Date; Term This Agreement shall become effective on 
tlie Effective Date and shall continue in full  force and effect until terminated by the 
parties. This Agreement inay be terminated and thereafter will be of no further force and 
effect upon the mutual consent i n  writing of all of the parties 

Section 3 5 Entiie Arieenient. This Agrccnicnt contains the entire agrccmcnt 
between and amoiig the parties with respect to the subject matter hereof and supersedes 
m y  prior or contemporaneous contracts agreements. understandings or arrangements 



iN  \IITNESS \L-HE,REOF. h e  undersigncd coinpanits l i n e  dill, catised t h i s  
Liriliry M o n q  Pool -tgreerncnr IO he esecured on rl:eir behalf o n  the Fifecrive Dare ahnce 
by the undersigned tht.rcunto duly authorized. 

BY. 
Richard G Beach 
Assistant Corporate Secretary 

CINERGY CORP. 

By: 
Richard G Beach 
Assistant Secretary 

DUKE ENERGY BIJSINESS SERVICES L.LC 

€3 y : 
Richard G. Beach 
Assistant Secretary 

DUKE ENERGY CAROL INAS. L L C  

BY:-- ______-_ - - ____ 
Richard G Beach 
Assistnnt Secretary 

DUKE ENERGY INDIANA. INT' 
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CAROLIN \ I'O\hLR X: LiGl I I C OhlP,\N\ D~l3 /h  
PROGRES? FivERGJ CAROL INAS INC 

____. - .. . .- -. .. - . . ., 
FL.ORIDA POWER CORPORATION D/B/A PROGRESS - : Formatted: Indent: Left: 1.77,  First line: O" I 

ENERGY FLORIDA, INC. 

By: 

PROGRESS ENERGY SERVICE COMPANY. LL.C 

By: 
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--- DUKE ENERGY CORPORATION AND CONSENTING MEMBERS OF ITS 
CONSOLIDATED GROUP 

I &E%-&'-K-?':Ei ~'kCGE2 AGREEMENT FOR FILING CONSOLIDATED 
INCOME TAX RETURNS AND FOR 

ALLOCATION OF CONSOLIDATED INCOME 
TAX LIABILITIES AND BENEFITS 

Duke Energy Corporation, a Delaware corporation ("Duke Energy"), and rts 
to join annually I Members hereby agree as of QCZCSXF 1;-XK% 

in the filing of a consolidated Federal income tax return and to allocate the 
consolidated Federal income tax liabilities and benefits among the Members of 
the Consolidated Group in accordance with the provisions of this S m f J  

t ("Agreement") T k e - w ~ & k % - & - - %  
&*e2-:% -. - - -_ - 9 .  - e - t € H M * s n  ; i  

@."?% f&&: -t&--pa&&*FR@-+eafii&~ .wh&--.-em-.*W-* 
qrm+F+-..am$ i w % e - W ~ - ~ ~ . . . , T l i i s  Acreement,7xersedes ant 
._____- realaces in -____F its entiietv the Agcemeni  -_--- for Filina Consolidaled income Tax _ _ _ - ~  ReLurns and for Abcstion of ~ Consolidated Income -.-̂..._I-_ and ,____._ Tax Liabilities and 
~ SeneSk ~ dated _-._ October I, 2008. 

9 .  DEFINtTIONS 

! "bffiliate" means a corporatlon, or a company that is treated as a 
corporation or a company wholly owned by an entity treated as a 
corporation that is disregarded for purposes of US. federal income 
taxation, other than the common parent which is a Member of the Affiliated 
Group 

"Affiliated Group" means a group of corporations, or companies that are 
treated as corporations or disregarded for purposes of U.S. federal income 
taxation. as defined in Internal Revenue Code ("IRC') section 1504 and 
the regulations enacted thereunder, 

"Consolidated Grow" means a group filing (or required to file) 
consolidated returns for the tax year. 

"Consolidated tax" is the aggregate current Federal income tax liability for 
the Consolidated Group for a tax year shown on the consolidated Federal 
income tax return. including any adjustments thereto, or as described in 
section 5 hereof 

i 

I 

Formatted: Fom. (Dehuk) Mal . ............ 

......... I........_"...I._. ........ 
: h-ttfd:vm'ne ..................... . . . . . . . .  ___: 

"Cornorate taxable income" is the positive taxable income of an Affiliate 
for a tax year, computed as though such company had filed a separate 
return on the same basis as used in the consolidated return, except that 
dividend income from Affiliates shall be disregarded, and other 
intercompany transactions eliminated in consolidation, shall be given 
appropriate effect 
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”Corporate taxable- is the taxable loss of an Affiliate for a tax year. 
computed as though such entity had filed a Separate return on the same 
basis as used in the consolidated return, except that dividend income from 
Affiliates shall be disregarded. and other intercompany transactions, 
eliminated in consolidation, shall be given appropriate effect 

“Cornorate tax credit“ is a negative separate regular tax of an Affiliate for a 
tax year, equal to the amount by which the consolidated regular tax is 
reduced by including the Corporate taxable loss of such Aftfliate in the 
consolidated tax return 

‘ Environmental Tax” The Superfund Amendments and Reauthorization 
Act of 1986 imposed a new Environmental Tax. The tax was imposed 
only for the years beginning after December 31, 1986 and before JanlJary 
1. 1996. The environmental tax was equal to 0 ‘12 percent ($12 of tax per 
$10,000 of alternative minimum taxable income (“AMTI”)) of the excess of 
AMTI over $2,000,000 and was imposed whether or not the taxpayer was 
subject to the alternative minimum tax. The Environmental Tax is included 
in this Agreement for the purposes of any refund on liability with respect to 
those years when it was in effect. 

”Gm&” - means a group of Affiliates as defined in IRC section 1504 

“Separate return” is the tax liability calculated on the taxable income or 
loss of an Affiliate as though such entity were not a Member of a 
Consolidated Group. 

“Member is an Affiliate, including a Regulated Business as indicated in 
section 3 herein, which is part of the Affiliated Group as defined in IRC 
smion 1504 that files consolidated tax returns and agrees to be subject to 
this Agreement. 

These definitions shall apply, as appropriate. in the context of the regular income 
tax and the Alternative Minimum Tax (”AMT”) unless otherwise indicated in the 
Agreement 

2 &LING OF RETURNS 

A U S consolidated federal income tax return shall be filed by Duke 
Energy as the common parent for the lax year ended December 31,2008. 
and for each subsequent taxable period for which the Affiliated Group IS 
required or permitted to do so Each Member of the Affiliated Group 
consents to the  filing by Duke Energy of consolidated federal income tax 
returns for all taxable periods in which it is eligible to be a member of the 
Affiliated Group Duke Energy and each Member of the Affiliated Group 
agrees to execute and file such consents, elections and other documents, 
and to take such other action as may be necessary. required or 

2 . ...-_.__.. . -  . I  , .... 



appropriate far the proper filing of such returns. Duke Energy will timely 
pay the Affiliated Group's federal income tax liabilfty for each taxable year 

3 REGVLATED BUSINESSES OPERATING IN LLC OR LP FORM 

For purposes of allocating the consolidated federal and state tax liabilities 
and tax benefits under this Agreement, each business operating as a LLC, 
or LP that is subject to the rules and regulations of the Federal Energy 
Rwulatory Commission or state utilities commissions (hereinafter, a 

" R e g u l a t e d o n s o l i a f t h e t e d  
Group, and shall be responsible for its allocable share of taxable income (or 
shall be entitled to a credit for its allocable share  of tax loss), as se t  forth in 
Sections 4 through 7 hereof. For purposes of this Agreement, the 
determination of a Regulated Business's allocable share shall be made (i) 
as if such Regulated Business w a s  a taxable or regarded entity for I J  S 
federal income tax purposes and (ii) utilizing the separate "taxable income" 
method. 

4 ALLOCATION P R O C E D M Z  FOR CONSOLIDATED FEDERAL INCOME 

For all taxable periods, Duke Energy shall calculate the consolidated 
federal income tax liability (including, if applicable, alternative minimum tax 
liability) of the  Affiliated Group for the period. The Members agree that 
their respective shares of the Consolidated tax liability for each year shall 
be a n  amount equal to  the amount determined under the income method 
in accordance with IRC 1552(a)(2)', with the absorption of tax benefits 
determined under the percentage method in accordance with Treas. Reg. 
section 1,1502-33(d)(3)*, using 100% as the applicable percentage for 
allocation of any excess  of a member's Separate return liability over that 
determined under the income method. To the  extent that the 
Consolidated Group federal income tax liability is reduced by a loss or tax 
credit available to  it as a result of the inclusion of a Member in the 
consolidated federal income tax return, Duke Energy shall make a 
payment or a n  intercompany account adjustment for the amount of the 
beneffi to the Member as determined in accordance with this section. 

To illustrate the above, the Consolidated tax liability shall be  allocated 
among the Members of the Group utllizing the separate return "taxable 
income" allocation method attributable to  each Member, in the fdlowing 
manner. 

' Under IRC IS51foX2). lax liability is allocated lo  the several members of the group on !he basis of the 
percentage oithe total tax which the tax of such membw ifcomputed on a separate return would bear to the 
totd amount of the taxes for ell members of the group so computed 
* The percentage method under this regulation "allocates tax liability based on the absorption of tax 
attributes, without loking into account the ability of any member to subsequently absorb its own tax 
attributes I-he aflocntion under this method is in addition to the allocation under section I552 '' 



a) Each Member, which has a Corporate taxable loss, will be entitled to 
a Corporate tax credit equal to the amount by which the consolidated 
regular income tax is reduced by including the corporate tax loss of 
such Member in the consolidated tax return The Members having 
corporate taxable income will be allocated an amount of regular 
income tax liability equal to the sum of the consolidated regular tax 
liability and the Corporate tax credits allocated to the Members 
having corporate tax losses based on the ratio that each such 
Member's Corporate taxable income bears to the total corporate 
taxable Income of all Members having Corporate taxable income 

If the aggregate of the Members' Corporate taxable losses are not 
entirely utilized on the current year's consolidated return, the 
consolidated carryback or carryforward of such losses to the 
applicable taxable year(s) will be allocx4ed to each Member having a 
Corporate taxable loss in the ratio that such Member's separate 
Corporate tax loss bears to the total corporate tax losses of all 
Members having Corporate taxable losses. 

The consolidated Environmental Tax will be allocated among the 
Members of the Group by applying the procedures set forth in 
subsection a) above, except that the basis for allocation will be 
Alternative Minimum Taxable Income ("AMTI") rather than regular 
corporate taxable income 

The consolidated AMT will be allocated among the Members in 
accordance with the procedures and principles set forth in Proposed 
Treasury Regulation section 1.1502-55 in the form such Regulation 
existed on the date on which this Agreement was executed 

d) Tax benefits such as general business credits, foreign tax beneffis, or 
other tax credits shall be apportioned directly to those Members 
whose investments or contributions generated the credit of benefit 

If the credit or benefit cannot be entirely utilized to offset current 
Consolidated tax, the consolidated credit carryback or canyfmard 
shall be apportioned to those Members whose investments or 
contributions generated the credit or benefd in proportion to the 
relative amounts of credits or beneffis generated by each Member. 

If the amount of Consolidated tax allmated to any Member under this 
Agreement, as determined above, exceeds the separate return tax of 
such Member, such excess shall be reallocated among those 
Members whose allocated tax liability is less than the amount of their 
respective separate return tax liabilities The reallocation shall be 
proportionate to the respective reductions in separate return tax 
liability of such Members Any remaining unallocated tax liability 
shall be assigned to Duke Energy The term "tax" and "tax liability" 

b) 

c) 

e) 



used in the subsection shall include regular tax, Environmental Tax 
and AMT. 

5 TAX PAYMENTS AND COLLECTIONS FOR ALLOCATIONS 

Duke Energy shall make any calculations on behalf of the Members 
necessary to comply with the estimated tax provisions of the Internal 
Revenue Code of 1986 as amended (the "Code"). Based on such 
calculations. Duke Enerav shall chame or refund to the Members 
appropriate amounts at intervals consistent with the dates indicated by 
Code section 6655. Duke Energy shall be responsible for paying to the 
Internal Revenue Service the consolidated current Federal income tax 
liability. 

After filing the consolidated Federal income tax return and allocating the 
Consolidated tax liability among the Members, Duke Energy and the 
Members agree to settle hetween them the difference, if any, between the 
allocable federal income tax liability as determined under this Agreement 
and the sum of all payments or inter-company adjustments previously 
made relating to that tax year by means of actual payments, in the case of 
Regulated companies, or adjustments to their respective intercompany 
accounts. 

6 ALLOCATION OF STATE TAX LlABlLlTlES OR BENEFITS 

State and local income tax liabilities will be allocated, where appropriate, 
among Members in accordance with principles similar to those employed 
in the Agreement for the allocation of consolidated Federal income tax 
liability. 

7 T M  RETURN ADJUSTMENTS 

In the event the consolidated tax return is subsequently adjusted by the 
Internal Revenue Service, state tax authorities, amended returns, claims 
for refund, or otherwise, such adjustments shall be reflected in the same 
manner as though they had f m e d  part of the original consolidated return. 
Interest paid or received, and penalties imposed on account of any 
adjustment will be allocated to the responsible Member. 

8. NEWMEMBERS 

If, at any time, a corporation becomes a Member of the affiliated group. 
the parties hereto agree that such new Member shall become a party to 
this Agreement by executing a duplicate copy of this Agreement. Unless 
othelwise specified, such new Member shall have similar rights and 
obligations of all other Members under this Agreement, effective as of the 
day they become a member of the Affiliated Group that elects to file a 
consolidated return. 
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9 MEMBERS LEAVING THE AFFILIATED GROUP 

In the event that any Member of the Affiliated Group at any time leaves the 
Group and, under any applicable statutory provision or regulation, that 
Member is assigned and is deemed to take with it all or a portion of any of 
the tax attributes (including, but no! limited to, net operating losses, credit 
carryforwards, and Minimum Tax Credit carryforwards) of the Affiliated 
Group, then, to the extent the amount of the attributes so assigned differs 
from the amount of such attributes previously allocated to such Member 
under this Agreement, the leaving Member shall appropriately settle with 
the Group. Such settlement shall consist of payment on a dollar-for-dollar 
basis for all differences in credits and, in the case of net aperating loss 
differences, in an amount computed by reference to the highest marginal 
corporate tax rate The settlement amounts shall be allocated among the 
remaining Members of the Group in proportion to the relative level of 
attributes possessed by each Member and the attributes of each Member 
shall be adjusted accordingly. 

10 

11 

12. 

13 

j 

SUCCESSORS, ASSIGNS 

The provisions and terms of the Agreement shall be binding on and inure 
to the benefit of any successor or assignee by reason of merger, 
acquisition of assets. or otherwise, of any af the Members hereto. 

AMENDMENTS AND TERMINATa 

This Agreement may be amended at any time by the written agreement of 
the parties hereto at the date of such amendment and may be terminated 
at any time by the written consent of all such parties 

GOVERNING LAW 

This Agreement Is made under the law of the State of Delaware, which 
law shall be controlling in all matters relating to the interpretation, 
construction. or enforcement hereof 

- EFFECTIVE DATE 

This Seee~Geesded Agreement is effective for the allocation of the 
current Federal income tax liabilities of the Members for the conso!idated 
tax year 20x98 and all subsequent year6 until this SkssW%w-&$ 
Agreement is revised in writing. 

The above procedure for apportioning the consolidated annual net current federal 
and state tax liabilities and tax benefits of Duke Energy and consenting Members 
of its Consolidated Group have been agreed to by each of the below listed 
Members of the Consolidated Group as evidenced by the signature of an officer 



of each entity 
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IN WITNESS WHEREOF, each of the parties hereto has caused this 
Agreement to be executed an its behalf by an apprapriate officer thereunto duly 
authorized 

DUKE ENERGY CORPORATION 

BY. 
Richard G. Beach 
Assistant Corporate Secretary 

CINERGY GORP 

By: 
Richard G .  Beach 
Assistant Secretary 

DUKE ENERGY BUSINESS SERVICES LLC 

BY:--.. 
Richard G Beach 
Assistant Secretary 

DUKE ENERGY OHIO, INC 

BY.-. 
Richard G Beach 
Assistant Secretary 

DUKE ENERGY INDIANA, INC 

BY ~. 
Richard G Beach 
Assistant Secretary 

SOUTH CONSTRUCTION COMPANY. INC 

BY ______ 
Richard G Beach 
Assistant Secretary 
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DUKE ENERGY KENTUCKY, INC. 

BY"___ - 
Richard G Beach 
Assistant Secretary 

nUKF FNFRGY CAROLINAS. LLC 

By: 
Richard G. Beach 
Assistant Secretary 

MIAMI POWER CORPORATION 

By: 
Richard G. Beach 
Assistant Secretary 

TRI-STATE IMPROVEMENT COMPANY 

BY 
Richard G. Beach 
Assistant Secretary 

KO TRANSMISSION COMPANY 

By: 
Richard G Beach 
Assistant Secretary 

CINERGY INVESTMENTS, INC 

BY I__..- 

George Dwight, I 1  
Assistant Secretary 
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CINERGY TECHNOLOGY. INC. 

BY.- 
Richard G Beach 
Assistant Secretary 

CINERGY UK. INC. 

-1_1 
By: 

Richard G Beach 
Assistant Secretary 

DUKE ENERGY ENGINEERING, INC 
1 ! f t '%ww@p&pmw 

BY 
George Dwight, I1 
Assistant Secretary 

BY:- - 
George Dwight, I I  
Assistant Secretary 

DUKE-CADENCE, INC 

By: 
Richard G. Beach 
Assistant Secretary 
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BY :-.-- 
George Dwight, I I  
Assistant Secretary 

CINERGY GLOBAL POWER, INC. 

BY:- 
Joseph E. Lentz, Jr. 
Vice President 

CINERGY GLOBAL RESOURCES, INC 

By: I- 

Joseph E. Lentz, Jr 
Vice President 

DUKE-RELIANT RESOURCES, INC 

By: -- 
Richard G. Beach 
Assistant Secretary 

CINERGY-CENTRUS COMMUNICATIONS, INC 

BY- -- 
Richard G. Beach 
Assistant Secretary 

CINERGY-CENTRUS, INC.. 

By: 
Richard G Beach 
Assistant Secretary 

CINERGY GLOBAL HOLDINGS, INC 

BY _____. 
James D Duncan, Jr 
Vice President 
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DEGS OF TUSCOIA. INC 

BY.--. 
George Dwight, t i  
Assistant Secretary 

DUKE ENERGY ONE, INC. 
( k f * - b ' ~ y Q ~  

BY 
Richard G. Beach 
Assistant Secretary 

BY.--- 
Joseph E. Lentz, Jr 
Vice President 

DUKE ENERGY GENERATION SERVICES, INC 
1 &-#p&.+~C&g#' ' ,  _ I .  , ,+we.im j 

BY--- 
George Dwight, I I  
Assistant Secretary 
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CINERGY WHOLESALE ENERGY, INC 

BY 
Joseph E. Lentz, Jr 
Vice President 

DUKETEC. LLC 
(forme@ CinTec CLC) 

BY 
Richard G .  Beach 
Assistant Secretary 

CINERGY RETAIL POWER LIMITED, INC. 

BY-- 
Richard G Beach 
Assistant Secretary 

CINERGY RETAIL POWER GENERAL, INC 

BY' .~ 
Joseph E Lentz, Jr 
Vice President 

DEGS OF PHILADELPHIA. LLC 

BY 
George Dwight. I I  
Assistant Secretary 

CINFUEL RESOURCES, INC 
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George Dwight, II 
Assistant Secretary 

CINERGY CLIMATE CHANGE INVESTMENTS, LLC 

BY I_- 

Richard G. Beach 
..%si&& Secretary 

DUKE ENERGY RETAIL SALES, LLC 
I *--*€+ei+y~L*k?s &4;j 

BY. I__- 

Richard G Beach 
Assistant Secretary 

By: - ~ . _ _ _ -  
George Dwight, l l  
Assisiant Sfkretafy 

CINERGY SOLUTIONS UT)LITY, INC 

BY- -- 
Richard G. Beach 
Assistant Secretary 

BISON INSURANCE COMPANY LIMITED 

By: 
GeorgeV Brown 
President and Chief Executive Officer 

CALDWELL POWER COMPANY 

BY -. -- 
Richard G Beach 
Assistant Secretary 



CATAWBA MANUFACTURING AND ELECTRIC POWER COMPANY 

By: 
Richard G. Beach 
Assistant Secretary 

CLAIBORNE ENERGY SERVICES . "  INC 

By: 
Richard G. Beach 
Assistant Secretary 

DE NUCLEAR ENGINEERING, INC. 

By: 
d*S.-&?mR 
Secretary 

t 

DRlVll MANAGEMENT, INC. 

By: .- 
Richard G. Beach 
Assistant Secretary 

DIXILYN-FIELD DRILLING COMPANY 

BY 
Richard G. Beach 
Assistant Secretary 
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DUKE ENERGY FOSSIL-HYDRO CALIFORNIA. INC 

By: - 
Richard G Beach 
Assistant Secretary 

DUKE ENERGY GROUP HOLDINGS, LLC 

DUKE ENERGY MARKETING AMERICA, LLC 

__-_. 

Greer E. Mendelow 
I Assistant Secretary 

BY' 

DUKE ENERGY MARKETING CORP 

BY --- 
Richard G Beach 
Assistant Secretary 

DUKE ENERGY REGISTWTION SERVICES, INC 

BY .....-- 
Julia S Janson 
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Secretary 

DUKE ENERGY SERVICES, INC 

BY. ---. 
Richard G. Beach 
Assistant Secretary 

DUKE ENGINEERING & SERVICES (EUROPE) INC 

5Y 
Richard G. Beach 
Assistant Secretary 

DUKE PROJECT SERVICES, INC. 

BY. 
Richard G. Beach 
Assistant Secretary 

DUKE VENTURES, LLC 

By: 
Richard G. Beach 
Assistant Secretary 

DUKEPJET VENTMECO. INC. ' 5 v  

P.ss1stant Secretary ____I--. c 

EASTOVER LAND COMPANY 

BY. _- 
Richard G Beach 
Assistant Secretary 

EASTOVER MINING COMPANY 

BY- -- 
Richard G Beach 



Assistant Secretary 

ENERGY PIPELINES INTERNATIONAL COMPANY 

By: -- 
Richard G. Beach 
Assistant Secretary 

GREENVlLLE GAS AND ELECTRIC LIGHT AND POWER COMPANY 

By: 
Richard G. Beach 
Assistant Secretary 

NORTHSOUTH INSURANCE COMPANY LIMITED 

George V. Brown 
President and Chief Executive Officer 

By: 
Richard G. Beach 
Assistant Secretary 

PANENERGY CORP 

BY 
Richard G Beach 
Assistant Secretary 
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SOUTHERN POWER COMPANY 

BY I___ -I --- 
RichardG Beach 
Assistant Secretary 

WESTERN CAROLINA POWER COMPANY 

BY:- 
Richard G Beach 
Assistant Secretary 

WATEREE POWER COMPANY 
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Assistant Secretary 

DUKE ENERGY TRANSMISSION HOLDING COMPANY, LLC 

BY - 
Richard G. Beach 
Assistant Secretary 

i 
Catamount Energy Corporation 

BY.- 
Richard G Beaih 
Assistant Secretary 

Catamount Rumford Carporation 

BY .-I___ 

Richard G. Beach 
Assistant Secretary 

Catamount Sweetwater Corporation 

By : - 
Richard G Beach 
Assistant Secretary 

CEC UKI  Holding Corporation 

By: 
Richard G Beach 
Assistant Secretary 

CEC UK2 Holding Corporation 

BY 
Richard G Be&h 
Assistant Secretary 

Duke Energy Corporate Services, Inc 
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By: 
Richard G. Beach 
Assistant Secretary 

Equinox Vermont Corporaiion 

By: 
Richard G. Beach 
Assistant Secretary 

Florida Power Corpcration dlbfa Prooress Enerov Florida. Inc 

BX-- 

, .  . ..L.L-. :i .. _. . . .. 



Flonda Proaresgr'undina Corcoration 

!a!&-.. 
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PiH Tax Credit Fund V. !nc. 

E%>+: _cI 

Proaress Svnfuel Holdtnas,& 

BY 
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This ~ n ~ e ~ c o ~ p ~ n ~  Asset Transfer Agreement (this “Agreement”) is made and entered 
~ (the “Effective Date”) by and among Duke Energy 

Carolinas, L,LC, a North Carolina limited liability company (“DE Carolinas”), Duke Energy Ohio, 
Inc., an Ohio corporation (“DE Ohio”), Duke Energy Indiana, Inc., an Indiana corporation (“DE 

1 into as o f B e e e m + e w 8  

. .  . 

W I T N E S S  ETH:  

WHEREAS, Duke Energy Corporation (“Duke Energy”) is a Delaware corporation; 

WHEREAS, each Operating Company is a subsidiary of Duke Energy and a public utility 
company; 

WHEREAS, in the ordinary course of their businesses, the Operating Companies maintain 
inventory and other assets for the operation and maintenance of their respective electric utility, and 
with respect to DE Ohio and DE Kentucky, gas utility, businesses; and 

WHEREAS, subject to the terms and conditions herein set forth, and taking into 
consideration the Operating Companies’ utility responsibilities, each Operating Company is willing, 
upon request from time to time, to transfer Assets, as defined herein, to each other Operating 
Company, as each shall request from each other. 

NOW, THEREFORE, in consideration of the premises and the mutual covenants herein 
contained, the parties agree as follows: 

ARTICLE 1. TRANSFER OF ASSETS 

Section 1.1 Transfer. Upon request from one party (“Recipient”), the other party 
(“Transferor“) shall transfer to the Recipient those Assets requested by Recipient, provided that (i) 
Transferor believes, in its reasonable judgment, that such transfer will not jeopardize Transferor’s 
ability to render electric utility service to its customers consistent with Good L’tility Practice and, 
for DE Carolinas, such a transfer is consistent with the priority of service condition approved by the 
NCUC by Order dated October 30, 2006, in Docket No. E-7, Sub 8 IO; (ii) the Cost of any shipment 
of trarismission- or generation-related item(s) does not exceed $10,000,000; (iii) DE Carolinas shall 
not transfer any Asset hereunder in contravention of S C Code Ann. 58-27-1.300; ( 5 )  DE 
Kentucky shall not transfer any Asset hereunder in contravention of KRS 278.218; (iv) DE 
Carolinas shall not transact with DE Ohio‘s generation operation under this Agreement and shall 
not transact with DE Kentucky or DE Indiana for purposes of circumventing or avoiding this 
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prohibition: and (v) DE Carolinas shall not transfer or take receipt of any transmission transformers 
or other equipment under this Agreement other than transmission-related equipment that may be 
used onlwith transformers within a range of voltages or regardless of voltage. “Assets” means parts 
inventory, capital spares, equipment and other goods except for the following: coal; natural gas; he1 
oil used for electric power generation; emission allowances; electric power; and environmental 
control reagents. “Good Utility Practice” means any of the practices, methods and acts engaged in 
or approved by a significant portion of the electric utility industry in the United States during the 
relevant time period, or any of the practices, methods and acts which, in the exercise of reasonable 
judgment in light of the facts known at the time the decision was made, could have been expected to 
accomplish the desired result at a reasonable cost consistent with good business practices, 
reliability, safety and expedition. Good Utility Practice is not intended to be limited to the optimum 
practice, method, or act to the exclusion of all others, but rather includes ail acceptable practices, 
method, or acts generally accepted in the region 

Section 1.2 ComDensation. Except to the extent otherwise required by Section 
482 of the Interrial Revenue Code or analogous state tax law, Recipient shall compensate Transferor 
for any Assets transferred hereunder at Cost; provided however that any transfers of electric 
generation-related Assets between DE Ohio, on the one hand, and DE Indiana, or DE Kentucky on 
the other hand, will be priced in accordance with Federal Energy Regulatory Commission’s 
(“FERCyy) affiliate transaction pricing requirements. Accordingly, generation-related Assets 
transferred from DE Indiana or DE Kentucky to DE Ohio shall be priced at the greater of Cost or 
market, and generation-related Assets transferred from DE Ohio to DE Indiana or DE Kentucky 
shall be priced at no more than market. c6Cost7y means (i) for items of inventory accounted for in the 
FERC Uniform System of Accounts account 154 fi‘lnventory Items”), the average unit price of such 
Inventory Items as recorded on the books of the Transferor, plus stores, freight, handling, and other 
applicable costs, and (ii) for assets other than Inventory Items, net book value. 

Alternatively, to the extent that an Asset may be transferred under this Agreement, the 
Transferor and Recipient may agree that the Asset transferred to the Recipient be replaced in kind. 
In this event, Transferor and Recipient shall agree to the timing of such replacement, and other 
necessary terms and conditions, and such in-kind replacement shall be deemed a transferred Asset 
for all purposes hereunder. 

Section I .3 Pavment. Each Operating Company shall reasonably cooperate with 
each other Operating Company to record billings and payments required hereunder in their common 
accounting systems. 

Section 1.4 Deliverv: Title and Risk of Loss. The parties shall cooperate in providing 
transportation equipment necessary to deliver the Assets to the Recipient. Assets will be delivered 
FOB transportation equipment at the Transferor’s location where such Assets reside (“Shipping 
Point”). All costs of transportation, including the cost of transporting in-kind replacement Assets to 
Transferor, shall be borne by the Recipient. Title to and risk of loss of the transferred Assets shall 
pass &om the Transferor to the Recipient at the Shipping Point. 
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ARTICLE 2. WARRANTIES 

Section 2.1 Warranties. Each Operating Company, as Transferor, warrants that it will 
have good and marketable title to the Assets transferred hereunder. Further, each Operating 
Company, as Transferor, warrants that it shall obtain release of any liens or other encumbrances on 
the transferred Assets within a reasonable time. ALL ASSETS TRANSFERRED HEREUNDER 
ARE BEING SOLD ”AS IS, WHERE IS” AND WITHOUT ANY WARRANTY AS TO ITS 
CONDITION, INCLUDlNG WITHOUT ANY WARRANTY AS TO MERCHANTABILITY OR 
FITNESS FOR A PARTICIJLAR PURPOSE. 

n - . .  
t L r n L . L  i3rXkmm. 11 r i  Fn 

t iY 

HEREUNDER, EACH OPERATING COMPANY AS TRANSFEROR MAKES NO 
WARRANTY OR REPRESENTATION OTHER THAN AS SET FORTH IN SECTION 2.1, AND 
THE PARTIES HERETO HEREBY AGREE THAT NO OTHER WARRANTY, WHETHER 
STATIJTORY, EXPRESS OR IMPLJED (TNCL,UDING BUT NOT LIMITED TO ALL 
WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE 
AND WARRANTIES ARISING FROM COURSE OF DEALING OR USAGE OF TRADE), 
SHALL BE APPLICABLE TO SUCH ASSETS. THE PARTIES FIJRTHER AGREE THAT THE 
REMEDIES STATED HEREIN ARE EXCLUSIVE AND SHALL CONSTITUTE THE SOLE 
AND EXCL,IJSIVE REMEDY OF ANY PARTY HERETO FOR A FAILURE BY ANY OTHER 
PARTY HERETO TO COMPLY WITH ITS WARRANTY OBLIGATIONS. 
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Section 3.1 Indemnification; Limitation of Liability. 

(a) Subject to subparagraph (b) of this Section 3.1 , each party (the “lndemnifylng Party”) 
shall release, defend, indemnify and hold harmless the other party (the ”Indemnified Party“), 
including any officer, director, empIoyee or agent thereof, from and against, and shall pay the full 
amount of, any loss, liability, claim, damage, expense (including costs of investigation and defense 
and reasonable attorneys’ fees), whether or not involving a third-party claim, incurred or sustained 
by or against any such Indemnified Party arising, directly or indirectly, from or in connection with 
Indemnifying Party’s negligence or willful misconduct in the performance of its obligations 

(b) Notwithstanding any other provision hereof, each party’s total liability hereunder with 
respect to any Assets shall be limited to the amount actually paid to Transferor for such Assets for 
which the liability arises, and under no circumstances shall Transferor be liable for consequential, 
incidental, punitive, exemplary or indirect damages, lost profits or other business interruption 
damages, by statute, in tort or contract, under any indemnity provision or otherwise (it being the 
intent of the parties that the indemnification obligations in this Agreement shall cover only actual 
damages and accordingly, without limitation of the foregoing, shall be net of any insurance proceeds 
aclually received in respect of any such damages). 

Section 3.2 Erocedure for Indemnificatiog Within 15 business days after receipt by an 
Indemnified Party of notice of any claim or the commencement of any action, suit, litigation or 
other proceeding against it (a “Proceeding”) with respect to which it is eligible for indemnification 
hereunder, the Indemnified Party shall noti& the Indemnifying Party thereof in writing (it being 
understood that failure so to notify the Indemnifying Party shall not relieve the latter of its 
indemnification obligation, unless the IndemniFying Party establishes that defense thereof has been 
prejudiced by such failure). Thereafter, the Indemnifying Party shall be entitled to participate in 
such Proceeding and, at its election upon notice to such indemnified Party and at its expense, to 
assume the defense of such Proceeding. Without the prior written consent of such Indemnified 
Party, Indemnifying Party shall not enter into any settlement of any third-party claim that would lead 
to liability or create any financial or other obligation on the part of such Indemnified Party for which 
such Indemnified Party is not entitled to indemnification hereunder. If such Indemnified Party has 
given timely notice to Indemnifying Party of the commencement of such Proceeding, but 
Indemnifying Party has not, within 15 business days after receipt of such notice, given notice to 
indemnified Party of its election to assme the defense thereof, Indemnifying Party shall be bound 
by any determination made in such Proceeding or any compromise or settlement made by 
Indemnified Party. A claim for indemnification for any matter not involving a third-party claim 
may be asserted by notice from the applicable Indemnified Party to Indemnifying Party. 

ARTICLE 4. MISCELLANEOUS 

Section 4.1 Amendments. Any amendrnents to this Agreement shall be in writing 
executed by each of the parties hereto. To the extent that applicable state law or regulation or other 
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binding obligation requires that any such amendment be filed with any affected state public utility 
commission for its review or otherwise, each Operating Company shall comply in all respects with 
any such requirements. 

Section 4.2 Effective Date; Term. This Agreement shall become effective on the 
Effective Date and shall continue in full force and effect until terminated by either party upon not 
less than 30 days prior written notice to the other party. This Agreement may be terminated and 
thereafter be of no further force and effect upon the mutual consent of the parties hereto. 

Section 4.3 Entire Agreement. This Agreement contains the entire agreement between 
the parties hereto with respect to the subject matter hereof and supersedes any prior or 

with respect thereto. Any oral or written statements, representations, promises, negotiations or 
agreements, whether prior hereto or concurrently herewith, are superseded by and merged into this 
Agreement. 

, 

Section 4.4 Severability. If any provision of this Agreement or any application thereof 
shall be determined to be invalid or unenforceable, the remainder of this Agreement and any other 
application thereof shall not be affected thereby. 

Section4.5 Assianment. Neither this Agreement nor any of the rights, interests or 
obligations hereunder shall be assigned, in whole or in part, by operation of law or otherwise by any 
party hereto without the prior written consent of the other party. Any attempted or purported 
assignment in violation of the preceding sentence shall be null and void and of no effect 
whatsoever. Subject to the preceding two sentences, this Agreement shall be binding upon, inure to 
the benefit of, and be enforceable by, the parties and their respective successors arid assigns. 

Section 4.6 Governing Law. This Agreement shall be construed and enforced under and 
in accordance with the laws of the State of New York, without regard to conflicts of laws principles. 

Section4.7 Cautions, etc. The captions and headings used in this Agreement are for 
convenience of reference only and shall not affect the construction to be accorded any of the 
provisions hereof. As used in this Agreement, “hereof,” “hereunder,” “herein,” “hereto,” and words 
of like import refer to this Agreement as a whole and not to any particular section or other paragraph 
or subparagraph thereof. 

Section 4.8 Counterparts. This Agreement may be executed in one or more counterparts, 
each of which shall be deemed a duplicate original hereof, but all of which shall be deemed one and 
the same Agreement. 

Section 4.9 DE Carolinas Conditions. In addition to the terms and conditions set forth 
herein, with respect to DE Carolinas, the provisions set out in Exhibit A are hereby incorporated 
herein by reference In addition, except with respect to the pricing of Asset transfers as set forth 
herein, DE Carolinas’ participation in this Agreement is explicitly subject to the Regulatory 
Conditions and Code of Conduct approved by the NCUC in its Order Approving Merger Subject to 
Regulatory Conditions and Code of Conduct issued March 24, 2006, in Docket No. E-7, Sub 795 
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(“Merger Order”), as such Regulatory Conditions and Code of Conduct may be amended from time 
to time. In accordance with Regulatory Condition 9 as approved in the Merger Order, nothing in this 
Agreement shall be construed or interpreted so as to commit DE Carolinas, or to involve DE 
Carolinas in, joint planning, coordination, or operation of generation, transmission, or distribution 
facilities with one or more affiliates nor shall it be interpreted as otherwise altering DE Carolinas’ 
obligations with respect to the Regulatory Conditions approved in the Merger Order. In the event of 
a conflict between the provisions of this Agreement and the Regulatory Conditions and Code, the 
Regulatory Conditions and Code shall govern, except as altered by the Commission by Order for 
this Agreement. 

Section4.10 DE Indiana Conditions. DE Indiana agrees and acknowledges that in 
accordance with its Attiliate Standards, Section I 1  13 (3  It will make Assets available to non- 
affiliated wholesale power marketers under the same terms, conditions and prices, and at the same 
time, as it makes Assets available to a DE Ohio’s wholesale power marketing function, and (ii) it 
witi process all requests for Assets from DE Ohio’s wholesale power marketing function and non- 
affiIiated wholesale power marketers on a non-discriminatory basis. 

Section 4.1 1 Renulatow Approvals. This Agreement is expressly contingent on the receipt 
of all regulatory approvals or waivers deemed necessary by the parties. 
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IN WITNESS WHEREOF, each of the parties hereto has caused this Agreement to be 
executed on its behalf by an appropriate officer thereunto duly authorized. 

Duke Energy Carolinas, LLC 

By: 
Richard G. Beach 
Assistant Secretary 

Duke Energy Indiana, Inc. 

By: 
Richard G. Beach 
Assistant Secretary 

Duke Energy Ohio, Inc. 

BY: ___ 
Richard C. Reach 
Assistant Secretary 

Duke Energy Kentucky, Inc. 

By: I_ 

Richard G. Beach 
Assi Stan t Secretary 
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In connection with the North Carolina Utilities Commission (“NCUC”) approval of the 
Merger in NCIJC Docket No. E-7, Sub 795, the NCUC imposed certain Regulatory Conditions 
(“Regulatory Conditions”) and adopted a revised Code of Conduct goveining transactions between 
DE Carciinas and its affiliates (“Code of Conduct”). Pursuant to the Regulatory Conditions and 
Code of Conduct, the following provisions are applicable to DE Carolinas and considered to be 
incorporated into the Intercompany Asset Transfer Agreement filed in Docket No. E-7, Sub 844: 

T! 
( 1  I 

mm l-l 

L. . I ? , C - e L  
obligated to take or provide services or make any purchases or sales pursuant to this Agreement, and 
DE Carolinas may elect to discontinue its participation in this Agreement at its election after giving 
notice under Section 4.2 of the Agreement. 

(2) DE Carolinas may not make or incur a charge under this Agreement except in 
accordance with North Carolina law and the rules, regulations and orders of the NCIJC promulgated 
thereunder. 

( 3 )  DE Carolinas may not seek to reflect in rates any (i) costs incurred under this 
Agreement exceeding the amount allowed by the NCUC or (ii) revenue level earned under this 
Agreement less than the amount imputed by the NCUC; and 

(4) DE Carolinas will not assert in a n y  forum that the NCUC’s authority to assign, 
allocate, make pro-forma adjustments to or disalIow revenues and costs for retail ratemaking and 
regulatory accounting and reporting purposes is preempted and will bear the f i l l  risk of any 
preemptive effects of federal law with respect to this Agreement. 

(5) DE Carolinas’ authority to engage in transfers pursuant to this Agreement at cost- 
based pricing as an exception to its Code of Conduct is limited to single Asset transfers where the 
Cost of such Asset does not exceed $100,000. The annual aggregate limit on (i) transfers of Assets 
hereunder at cost-based pricing as an exception to DE Carolinas‘ Code of Conduct; plus (ii) 
transactiondservices rendered to and from DE Carolinas under Section IlI(D)(3)(d) of the Code of 
Conduct, shall be $8.5 million on a DE Carolinas total company basis. Any transfers of Assets 
above the single itedtransaction limit shall be priced according to Sections IlI(D)(3)(a) and 
m(D)(3)(b) of DE Carolinas’ Code of Conduct. Any proposed transfers over the aggregate annual 
limit are outside the scope of this Agreement and will be filed with the Commission pursuant to N.C. 
Gen. Stat. (j 62-153. 

(6) DE Carolinas shall retain appropriate documentation verifying compliance with the 
terms hereof for Public Staff and NCUC review. 

(7) DE Carolinas shall submit to the NCUC for approval any changes in the terms and 
conditions ofthis Agreement having or likely to have a material effect on DE Carolinas. 
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(8) DE Carolinas snail file a separate detailed report in this docket with respect to all 
transfers engaged in by Duke puzsuant to the Agreement. 

(9) DE Carolinas acknowledges and agrees that for ratemaking purposes, NCUC 
approval of DE Carolinas’ participation in this Agreement does not constitute approval of the 
amount of compensation paid with respect to transactions pursuant to the Agreement, and that the 
authority granted by the NCIJC is without prejudice to the right of any party to take issue with any 
provision of the Agreement or with any transaction pursuant thereto in a hture proceeding. 
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&-Operating Companies Service Agreement (this 
ctive Date"), by and among Duke Energy Carolinas, 
ny ("'DE-Carolinas"), Duke Energy Ohio, Inc.? , an 

WHEREAS, Duke Energy Corporation ("Duke Energy") is a Delaware corporation; 

WHEREAS, each Operating Company is a subsidiary of Duke Energy and a public utility 
company; 

WHEREAS, in the ordinary course of their businesses, Operating Companies maintain 
organizations of employees with technical expertise in matters affecting public utility companies and 
related businesses and own or acquire related equipment, facilities, properties and other resources; 
and 

WHEREAS, subject ta the terms and conditions herein set forth, and taking into 
consideration the parties' utility responsibilities or primary business operations, as the case may be, 
the parties hereto are willing, upon request from time to time, to perform such services, and in 
connection therewith to make available such equipment, facilities, properties and other resources, as 
they shall request from each other; 

NOW, ~ ~ E ~ ~ ~ ~ ,  in consideration of the premises and the mutual covenants herein 
contained, the parties agree as follows: 

Section 1.1 Provision of Services. 

(a) Upon receipt by a party hereto (in such capacity, a "Service Provider") of a written 
request in substantially the form attached hereto as Exhibit A (a "Service Request") from another 
party hereto (in such capacity, a "Client Company") for the provision to such Client Company of 

1 



such services as are specified therein, including if applicable use of any related equipment, facilities, 
properties or other resources (collectively, ”Services”), the Service Provider, if in its sole discretion 
it has available the personnel or other resources needed to perform the Service Request without 
impairment of its utility responsibilities or business operations, as the case may be, shall furnish such 
Services to the Client Company at such times, for such periods and in such manner as the Client 
Company shall have SQ requested and otherwise in accordance with the provisions hereof. 

(b) For purposes of this Agreement, “Services” may include, but shall not be limited to: 
services in such areas as engineering and construction; operations and maintenance; installation 
services; equipment testing; generation technical support; environmental, health and safety; and 
procurement services. 

(c) “Services” may also include the use of assets, equipment and facilities, provided the 
Client Company compensates the Service Provider for such use in accordance with Article 3,  

(d) For the avoidance of doubt, affiliate transactions involving sales or other transfers of 
assets, goods, energy commodities (inciuding electricity, natural gas, coal and other combustible 
fuels) or thermal energy products are outside the scope of this Agreement. 

Section 1.2 Loaned Emdovees. 

(a) If specifically requested in connection with the provision of Services, Service 
Provider shall loan one or more of its employees to such Client Company, provided that such loan 
shall not, in the sole discretion of Sellice Provider, interfere with or impair Service Provider’s utility 
responsibilities or business operations, as the case may be. After the commencement thereof, any 
such loaned employees may be withdrawn by Service Provider from tasks duly assigned by Client 
Company, prior to completion thereof as contemplated in the associated Service Request, only with 
h e  consent of Client Company (which shall not be unreasonably withheid or delayed), except in the 
event of a demonstrable emergency requiring the use of any such employees in another capacity for 
Service Provider. 

(b) While performing work on behalf of Client Company, any such loaned employees 
shall be under its supervision and control, and Client Company shall be responsible for their actions 
to the same extent as though such persons were its employees (it being understood that such persons 
shall nevertheless remain employees of Service Provider and nothing herein shall be construed as 
creating an employer-employee relationship between any Client Company and any loaned 
employees). Accordingly, for the duration of any such loan, Service Provider shall continue to 
provide its loaned employees with the Same payroll, pension, savings, tax withhoiding, 
unemployment, bookkeeping and other personneI support services then being provided by Service 
Provider to its other employees. 

ARTICLE 2. SERVICE REQIJESTS 

Section 2.1 Procedure. All Services (including any loans of employees) (i) shall be 
performed jn accordance with Service Requests issued by or on behalf of Client Company and 
accepted by Service Provider and (ii) shall be assigned to applicable activities, processes, projects, 
responsibility centers or on other appropriate bases to enable specific work to be properly assigned. 
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Service Requests shall be as specific as practicable in defining the Services requeskd. Client 
Company shall have the right from time to time to amend or rescind any Service Request, provided 
that (a) Service Provider consents to any amendment that results in a material change in the scope of 
Services to be provided, (b) the costs associated with an amended or rescinded Service R-equest shall 
include the costs incurred by Service Provider as a result of such znendment or rescission: and (c) no 
amendment or rescission of a Service Request shall release Client Company from any liability for 
costs already incurred or contracted for by Service Provider pursuant to the original Service Request, 
regardless c;f whether any labor or the furnishing of any property or other resources has been 
commenced or completed. 

Section 3.1 Cost of Services. As compensation for any Services rendered to it pursuant to 
this Agreement, Client Company shall pay to Service Provider the Cost thereof, except to the extent 
otherwise required by Section 482 of the Internal Revenue Code; provided, however, that Services 
provided to or by DE-Carolinas shall be priced in accordance with DE-Carolinas’s North Carolina 
Code of Conduct approved by the North Carolina T-Jtilities Commission; and further provided that 
with respect to Services relating to wholesale merchant or electric generation functions, such 
Services provided by DE Carolinas, DE Indiana, or DE Kentucky to DE Ohio shall be priced at the 
greater of Cost or market, and such Services provided by DE Ohio to DE Carolinas, DE Indiana, or 
DE Kentucky shall be priced at no more than market. “Costs” means the sum of (i) direct costs, (ii) 
indirect costs and (iii) costs of capital. As soon as practicable after the close of each month, Service 
Provider shall render to each Client Company a statement reflecting the billing information necessary 
to identify the costs charged for that month. By the last day af each month, Client Company shall 
remit to Service Provider all charges billed to it. For avoidance of doubt, the Service Provider and 
each Client Company may satisfy the foregoing requirement by recording billings and payments 
required hereunder in their common accounting systems without rendering paper or electronic 
monthly statements or remitting cash payments. 

Section 3.2 Exception. In the event any Services to be rendered under this Agreement are 
to be provided to or from DE-Carolinas in accordance with DE-Carolinas’s North Carolina Code of 
Conduct at anything other than fully embedded cost as described above, then prior to entering into 
the transaction, DE-Indiana, DE-Kentucky or DE-Ohio, whichever is applicable, shall provide 30 
days written notice to the respective state commission staffs and state conswier representatives 
explaining the proposed transaction, including the benefits of the transaction. If no objection is 
received within 30 days, then the transaction may proceed. If one or more third parties object to the 
transaction in writing within 30 days, then DE-Indiana, DE-Kentucky or DE-Ohio, whichever is 
applicable, must seek specific state commission approval of the transaction prior to entering into the 
transaction. 

Section 4.1 Limitation of Liabilitv/Services. In performing Services pursuant to Section 
1 . 1  hereof, Service Provider will exercise due care to assure that the Services are performed in a 



workmanlike manner in accordance with the specifications set forth in the applicable Service 
Request and consistent with any applicable legal standards. The sole and exclusive responsibility of 
Service Provider for any deficiency therein shall be promptly to correct or repair such deficiency or 
to re-perform such Services, in either case at 110 additional cost to Client Company, so that the 
Services fully conform to the standards described in the first sentence of this Section 4.1. No Service 
Provider makes any other warranty with respect to the provision of Services, and each Client 
Company agrees to accept any Services without fiwther warranty of any nature. 

Section 4.2 Limitation of LiabilitvLoaned Employees. In furnishing Services under 
Section 1.2 hereof (i.e., involving loaned employees), neither the Service Provider, nor any officer, 
director, employee or agent thereof, shall have any respons:brlity whatever to any Client Company 
receiving such Services, and Client Company specifically releases Service Provider and such 
persons, on account of any claims, liabilities, injuries, damages or other consequences arising in 
connection with the provision of such Services under any theory of liability, whether in contract, tort 
(including negligence or strict liability) or otherwise, it being understood and agreed that any such 
loaned employees are made available without warranty as to their suitability or expertise. 

Section 4.3 Disclaimer. WITH RESPECT TO ANY SERVICES PROVIDED UNDER 
THIS AGREEMENT, THE SERVICE PROVIDER THEREOF MAKES NO WARRANTY OR 
REPRESENTATION OTHER THAN AS SET FORTH IN SECTION 4.1, AND THE PARTIES 
HERF,,TO HEREBY AGREE THAT NO OTHER WARRANTY, WHETHER STATIJTORY, 
EXPRESS OR IMPLIED (INCLlJDCNG BUT NOT LIMITED TO ALL WARRANTIES OF 
IMERCHANTABILITY AND FITNESS FOR A PARTICIJLAR PURPOSE AND WARRANTIES 
ARlSING FROM COURSE OF DEALING OR USAGE OF TRADE), SHALL BE APPLKABLE 
TO THE PROVISION OF ANY SUCH SERVICES. THE PARTIES FURTHER AGREE THAT 
THE REMEDIES STATED HEREIN ARE EXCLUSIVE AND SHALL CONSTITUTE THE SOLE 
AND EXCLUSIVE REMEDY OF ANY PARTY HERETO FOR A FAILURE BY ANY OTHER 
PARTY HERETO TO COMPLY WITH ITS WARRANTY OBLIGATIONS. 

Section 4.4 Indemnification. 

(a) Subject to subparagraph (b) of this Section 4.4, Service Provider shall release, defend, 
indemnifL and hold harmless each Client Company, including any officer, director, employee or 
agent thereof, from and against, and shall pay the full amount of, any loss, liability, claim, damage, 
expense (including costs of investigation and defense and reasonable attorneys’ fees), whether or not 
involving a third-party claim, incurred or sustained by or against any such Client Company arising, 
directly or indirectly, from or in connection with Service Provider’s negligence or willful misconduct 
in the performance of the Services. 

(b) Notwithstanding any other provision hereof, Service Provider’s total liability hereunder 
with respect to any specific Services shall be limited to the amount actually paid to Service Provider 
for its performance of the specific Services for which the liability arises, and under no circumstances 
shall Service Provider be liable for consequential, incidental, punitive, exemplary or indirect 
damages, lost profits or other business interruption damages, by statute, in tort or contract, under any 
indemnity provision or otherwise (it being the intent of the parties that the indemnification 
obligations in this Agreement shall cover only actual damages and accordingly, without limitation of 
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the fmegoing, shall be net of any insurance proceeds actually received in respect of any such 
damages). 

Section 4.5 Procedure for Indemnification. Within 15 business days after receipt by any 
Client Company of notice of any claim or the commencement of any action, suit. litigation or other 
proceeding against it (a “Proceeding”) with respect to which it is eligible for indemnification 
hereunder, such Client Company shall notify Service Provider thereof in writing (it being understood 
that failure so to notifj Service Provider shall not relieve the latter of its indemnification obligation, 
unless Service Provider establishes that defense thereof has been prejudiced by such failure). 
Thereafter, Senrice Provider shall be entitled to participate in such Proceeding and, at its election 
upon notice to such Client Company and at its expense, to assume the defense of such Proceeding. 
Without the pnor written consent or” such C l c y  
settlement of any third-party claim that would lead to Iiability or create any financial or other 
obligation on the part of such Client Company for which it such Client Company is not entitled to 
indemnification hereunder. If such Client Company has given timely notice to Service Provider of 
the commencement of such Proceeding, but Service Provider has not, within 1.5 business days after 
receipt of such notice, given notice to Client Company of its election to assume the defense thereof, 
Service Provider shall be bound by any determination made in such Proceeding or any compromise 
or settlement made by Client Company. A claim for indemnification for any matter not involving a 
third-party claim may be asserted by notice from the applicable Client Company to Service Provider. 

ARTICLE 5. MISCEL1,ANEOIJS 

Section 5.1 Amendments. Any amendments to this Agreement shall be in writing 
executed by each of the parties hereto. To the extent that applicable state law or regulation or other 
binding obligation requires that any such amendment be filed with any afTected state public utility 
commission for its review or otherwise, each Operating Company shall comply in all respects with 
any such requirements. 

Section 5.2 Effective Date: Term. This Agreement shall become effective on the 
Effective Date and shall continue in full force and effect as to each party until terminated by any 
party, as to itself only, upon not less than $0 days prior written notice to the other parties hereto. 
Any such termination of parties shall not be deemed an amendment hereto. This Agreement may be 
terminated and thereafter be of no M e r  force and effect upon the mutual consent of all of the 
parties hereto. 

Section 5.3 Entire Agreement. This Agreement contains the entire agreement between the 
parties hereto with respect to the subject matter hereof and supersedes any prior or contemporaneous 
contracts, agreements, understandings or arrangements, whether written or oral, with respect thereto. 
Any oral or written statements, representations, promises. negotiations or agreements, whether prior 
hereto or concurrently herewith, are superseded by and merged into this Agreement. 

Section 5.4 Severability. If any provision of this Agreement or any application thereof 
shaII be determined to be invalid or unenforceable, the remainder of this Agreement and any other 
application thereof shaIl not be affected thereby. 
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Section5.5 Assignment. Neither this Agreement nor any of the rights, interests or 
obligations hereunder shall be assigned, in whole or in part, by operation of law or otherwise by any 
of the pxties hereto without the prior written consent of each of the other parties. Any attempted or 
purported assignment in violation of the preceding sentence shall be null and void and of no effect 
whaisoever. Subject to the preceding two sentences, this Agreement shall be binding upon, inure to 
the benefit of, and be enforceable by, the parties and their respective successors and assigns. 

Section 5.6 Governing Law. This Agreement shall be construed and enforced under and 
in accordance with the laws of the State of New York, without regard to conflicts of laws principles. 

Section 5.7 Cautions. .e&. The captions and headings used in this Agreement are for 

provisions hereof. As used in this Agreement, “hereof,” “hereunder,” “herein,” “hereto,” and words 
of like import refer to this Agreement as a whole and not to any particular section or other paragraph 
or subparagraph thereof. 

c 
C Q m C c :  U l  1 

Section 5.8 Counterparts. This Agreement may be executed in one or more counterparts, 
each of which shall be deemed a duplicate original hereof, but all of which shall be deemed one and 
the same Agreement. 

Section 5.9 DE-Carolinas Conditions. In addition to the terms and conditions set forth 
herein, with respect to DE-Carolinas, the provisions set out in Appendix B are hereby incorporated 
herein by reference. In addition, except with respect to the pricing of Services as set forth herein, 
DE-Carolinas’ participation in this Agreement is explicitly subject to the Regulatory Conditions and 
Code of Conduct approved by the NCLJC in its Order Approving Merger Subject to Regulatory 
Conditions and Code of Conduct issued March 24, 2006, in Docket No. E-7, Sub 795, as such 
Regulatory Conditions and Code of Conduct may be amended from time to time. 

IN MTNESS WHEREOF, each of the parties hereto has caused this Agreement to be 
executed on its behalf by an appropriate officer thereunto duly authorized. 

Duke Energy Carolinas, LLC 

_- By: 
Richard G. Beach 
Assistant Secretary 

Duke Energy Ohio, Inc. 

BY: __I-_ -- 

Richard G. Beach 
Assistant Secretary 
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Duke Energy Indiana, Inc. 

By: 
Richard G. Beach 
Assistant Secretary 

Duke Energy Kentucky, Inc. 

By: 
Richard G. Beach 
msistant secretary - 

Miami Power Corporation 

BY: - 
Richard G .  Reach 
Assistant Secretary 
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Exhibit B 

DE-CAROLINAS CONDITIONS 

I .  In connection with the North Carolina IJtilities Commission ("3JCUC7') approval of 
the Merger in NCUC Docket No. E-?, Sub 795, the NCUC adopted certain Regulatory Conditions 
("Regulatory Conditions") and a revised Code of Conduct governing transactions between DE- 
Carolinas and its affiliates ("Code of Conduct"). Pursuant to the Regulatory Conditions and Code of 
Conduct, the following provisions are applicable to DE-Carolinas: 

(a) DE-Carolinas's participation in this Agreement is voluntary. DE-Carolinas is not 
obligated to take or provide services or make any purchases or sales pursuant to this Agreement, and 
DE-Carolinas may elect to discontinue its participation in this Agreement at its election after giving 
I m n i .  .L 

(b) DE-Carolinas may not make or incur a charge under this Agreement except in 
accordance with North Carolina law and the rules, regulations and orders of the NCUC promulgated 
thereunder. 

(c) DE-Carolinas may not seek to reflect in rates any (i) costs incurred under this 
Agreement exceeding the amount allowed by the NCUC or (ii) revenue level earned under this 
Agreement less than the amount imputed by the NCUC; and 

(d) Except to the extent that requesting FERC review and authorization pursuant to 
I275(b) of Subtitle F in Title XI1 of PIJHCA 2005, as provided in Regulatory Condition 21 , may be 
determined to have preemptive effect under the law, DE-Carolinas will not assert in any forum that 
the NCUC's authority to assign, allocate, make pro-forma adjustments to or disallow revenues and 
costs for retail ratemaking and regulatory accounting and reporting purposes is preempted and will 
bear the hll risk of any preemptive effects of federal law with respect to this Agreement. 

2. Transfers by DE-Carolinas. With respect to the transfer by DE-Carolinas under this 
Agreement of the control of, operational responsibility for, or ownership of any DE-Carolinas assets 
used for the generation, transmission or distribution of electric power to its North Carolina retail 
customers with a gross book value in excess of ten million dollars, the following shall apply: (a) 
DE-Carolinas may not commit to or cany out the transfer except in accordance with all applicable 
law, and the rules, regulations and orders of the NCUC promulgated thereunder; and (b) DE- 
Carolinas may not include in its North Carolina cost of service or rates the value of the transfer, 
whether or not subject to federal law, except as allowed by the NCUC in accordance with North 
Carolina law. 

3 .  Access to DE-Carolinas Infomation. Any Operating Company providing Services to 
DE-Carolinas pursuant to this Agreement, including any loaned employees under Section 1.2 of the 
Agreement, shall be permitted to have access to DE-Carolinas Customer Information and 
Confidential Systems Operation Information, as those terms are defined in the Code of Conduct, to 
the extent necessary for the performance of such Services; provided that such Operating Company 
shall take reasonable steps to protect the confidentiality of such Information. 
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"Agreement")), dated +2mm-.. (the "Effective Date") ;% 

by and among Duke Energy Carolinas, L.LC ("DE-Carolinas"), a North Carolina 

limited liability company, Duke Energy Ohio, lnc., an Ohio corporation ("DE- 

-t%mY), uuke tnergy inaiana, inc., an Indiana corporation ("Ut -Indiana"), UrJke 

Energy Kentucky, Inc., a Kentucky corporation ("DE-Kentucky"), Miami Power 
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WHEREAS, the Service Cornpans and the Client Companies have 

entered into this Agreement whereby the Service Compan agrees to provide 

and the Client Companies agree to accept and pay for various services as 

provided herein at cost, except to the extent otherwise required by Section 482 

ot me internal Kevenue Lode; and 

I 

WHEREAS, economies and efficiencies benefiting the Client Companies 

1 will result from the performance by the Service Companiesy of services as herein 

provided; 

NOW, THEREFORE, in consideration of the premises and the mutual 

agreements herein contained, the parties to this Agreement covenant and agree 

as follows: 

ARTICLE I - SERVICES 

Section 1.1 The Service Cornpan&? shall furnish to the Client 

Companies, upon the terms and conditions hereinafter set forth, such of the 

services described in Appendix A hereto, at such times, for such periods and in 

such manner as the Client Companies may from time to time request and which 

the Service Company concludes it is equipped to perform. The Service 

1 Companiesy shall also provide Client Companies with such special services, 

including without limitation cost management services, in addition to those 

services described in ADpendix A hereto, as may be requested by a Client 

Company and which the Service Company concludes it is equipped to perform. 

I In supplying such services, the Service CornpanGk may (i) arrange, where it 

deems appropriate, for the services of such experts, cansultants, advisers and 

other persons with necessary qualifications as are required for or pertinent to the 

I 



rendition of such services, and (ii) tender payments to third parties as agent for 

and on behalf of Client Companies, with such charges being passed through to 

the appropriate Client Companies. 

Section -1.2 Each of the Client Companies shall take from the Service 

1 Compani,csy such of the services described in Section 1.1 and such additional 

general or special services, whether or not now contemplated, as are requested 

from time to time by the Client Companies and which the Service Company 

con- IT IS equtppeu to penorm. .. . 

Section 1.3 The services described herein shall be directly assigned, 

distributed or allocated by activity, process, project, responsibility center, work 

order or other appropriate basis. A Client Company shall have the right from 

time to time to amend, alter or rescind any activity, process, project, 

responsibility center or work order, provided that (i) any such amendment or 

alteration which results in a material change in the scope of the services to be 

performed or equipment to be provided is agreed to by the Service Company, (ii) 

the cost for the services covered by the activity, process, project, responsibility 

center or work order shafl include any expense incurred by the Service Company 

as a direct result of such amendment] alteration or rescission of the activity, 

process, project, responsibility center or work order, and (iii) no amendment, 

aiteration or rescission of an activity, process, project, responsibility center or 

work order shall release a Client Company from liability for all costs already 

incurred by or contracted for by the Service Company pursuant to the activity, 

process, project, responsibility center or work order, regardless of whether the 

services associated with such costs have been completed. 

Section 1.4 The Service Companieslj shall maintain a staff trained and 

experienced in the design, construction, operation, maintenance and 

management of public utility properties. 

I 
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Section 2.1 Except to the extent otherwise required by Section 482 of 

the Internal Revenue Code, as compensation for the services to be rendered 

hereunder, each of the Client Companies shall pay to the Service Company all 

costs which reasonably can be identified and retated to particular services 

performed by the Service Company for or on its behalf. Where more than one 
. .  j € + f ? V d  , 

costs will be directly assigned, distributed or allocated, as set forth in Appendix A 

hereto, between or among such companies on a basis reasonably related to the 

service performed to the extent reasonably practicable. 

Section 2.2 The method of assignment, distribution or allocation of costs 

described in Appendix A shail be subject to review annualiy, or more frequently if 

appropriate. Such method of assignment, distribution or allocation of costs may 

I be modified or changed by the Service Companiesy without the necessity of an 

amendment to this Agreement, provided that in each instance, all services 

rendered hereunder shall be at actual cost thereof, fairly and equitably assigned, 

distributed or allocated, except to the extent otherwise required by Section 482 of 

I the Internal Revenue Code. The Service Companies? shall promptly advise the 

Client Companies and the North Carolina Utilities Commission (“NCUC”)F the 

Public Service Commission of South Carolina (‘‘PSCSC”), the Indiana Utility 

Regulatory Commission (”IURC”), The Public Utilities Commission of Ohio 

(”PUCO”), the Kentucky Public Service Commission (“MPSC;” and together with 

the NCUC, the PSCSC, the IURC and the PUCO, t he  “Affected State 

Commissions”) from time to time of any material changes in such method of 

assignment, distribution or allocation. Such notice shall be in compliance with 

the requirements of applicable state law, regulations and regulatory conditions 

Section 2 3 The Service Cornpang? shall render a monthly statement 

to each Client Company which shall reflect the billing information necessary to 
I 
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For avoidance of doubt: the Service Cornpan-! and each Client Company may 

Section 2.4 Subject to Section 482 of the Internal Revenue Code, it is 

he by the 

to the Client Companies shall cover all the costs of its doing 

business (less the cost of services provided to affiliated companies not a party to 

this Agreement and to other non-affiliated companies, and credits for any 

miscellaneous income items), including, but not limited to, salaries and wages, 

office supplies and expenses, outside services employed, property insurance, 

injuries and damages, employee pensions and benefits, miscellaneous general 

expenses, rents, maintenance of structures and equipment, depreciation and 

amortization and compensation for use of capital. Without limitation of the 

foregoing, “cost,” as used in this Agreement, means fully embedded cost, 

namely, the sum of (1) direct costs, (2) indirect costs and (3) costs of capital. 

1 Service Compan 

Section 3 1 This Agreement is entered into as of the Effective Date and 

shall continue in force with respect to a Client Company until terminated by the 

I Service Cornpans>.: and Client Company with respect to such Client Company 

(provided that no such termination with respect to less than all of the Client 

Companies shall thereby affect the term of this Agreement or any of the 

provisions hereof) or until terminated by unanimous agreement of all the parties 

then signatory to this Agreement 

ARTICLE 1V - ACCOUNTS A 
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Section 4.1 The Service Cornpansy shall utilize the Uniform System of 

Accounts prescribed by the Federal Energy Regulatory Commission. 
I 

Section 4.2 The Service Companxsy shall permit each Affected State 

Commission and applicable statutory utility consumer representative@), together 

with other interested parties as required under applicable iaw, access to its 

accounts and records, including the basis and computation of allocations, 

necessary for each Affected State Commission to review a Client Company's 

i 

operating results. 

ISCELMMEOUS 

Section 5.1 Counterparts. This Agreement may be executed in one or 

more counterparts, all of which shail be considered one and the same 

agreement and shall become effective when one or more counterparts have 

been signed by each party and delivered to the other parties. 

Section 5 2 Entire Aareement: No Third Pam Beneficiaries This 

Agreement (including Appendix A and any other appendices or other exhibits or 

schedules hereto) (i) constitutes the entire agreement, and supersedes any prior 

agreements and understandings, both written and oral, among the parties with 

respect to the subject matter of this Agreement -(mssb&% ~$LL%WA~-/I~--%~ 

Awm&q&s:-4- R-&&& Sw-m~~&yez-x*; and (ii) is not intended to confer 

upon any person other than the parties hereto any rights or remedies 

Section 5.3 Governing Law. This Agreement shall be governed by, and 

construed in accordance with, the laws of the State of New York, regardless of 

the laws that might othewvise govern under applicable principles of conflict of 

laws. 

Section 5 4 Assiqnrnent Neither this Agreement nor any of the rights, 

interests or obligations hereunder shall be assigned, in whole or in part, by 



operation of law or otherwise by any of the parties hereto without the prior written 

consent of each of the other parties. Any attempted or purported assignment in 

violation of the preceding sentence shall be null and void and of no effect 

whatsoever. Subject to the preceding two sentences, this Agreement shall be 

binding upon, inure to the benefit of, and be enforceable by, the parties and their 

respective successors and assigns. 

Section 5.5 Amendments. This Agreement may not be amended except 

by an instrument in writing signed on behalf of each of the parties. To the extent 

that applicable state law or regulation or other binding obligation requires that 

any such amendment be filed with any Affected State Commission for its review 

OF otherwise, each Client Company shall comply in all respects with any such 

requirements. 

Section 5.6 Internretation. When a reference is made in this Agreement 

to an Article, Section or Appendix or other Exhibit, such reference shall be to an 

Article or Section of, or an Appendix or other Exhibit to, this Agreement unless 

otherwise indicated. The headings contained in this Agreement are for 

convenience of reference only and shall not affect in any way the meaning or 

interpretation of this Agreement. Whenever the words “include”, “includes” or 

“including” are used in this Agreement, they shall be deemed to be followed by 
the words “without limitation”. The words “hereof‘, “herein” and “hereunder” and 

words of similar import when used in this Agreement shall refer to this 

Agreement as a whole and not to any particular provision of this Agreement. 

The definitions contained in this Agreement are applicable to the singular as well 

as the plural forms of such terms and to the masculine as well as to the feminine 

and neuter genders of such term. References to a person are also to its 

permitted successors and assigns 

Section 5.7 DE-Carolinas Conditions. In addition to the terms and 

1 conditions set forth herein, with respect to DE-Carolinas, the provisions set out 



in Appendix B are hereby incorporated herein by reference. fn addition, DE- 

Carolinas’ participation in this Agreement is explicitly subject to the Reguk?sry 

Conditions and Code of Conduct approved by the NCUC in its Order Approving 

Merger Subject to Regulatory Conditions and Code of Conduct issued March 24, 

2006, in NCUC Docket No. E-7, Sub 795. In the event of any conflict between 

the provisions of this Agreement and the approved Regulatory Conditions and 

Code of Conduct provisions, the Regulatory Conditions and Code of Conduct 

shall govern 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
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IN WITNESS WHEREOF! the parties hereto have caused this 3wz+2 

,;%~er+S-??ta>.id kG%&&Service Agreement to be executed as of the date and 

year first above written. 

DUKE ENERGY BUSINESS SERVICES LLC 

Assistant Secretary 

DUKE ENERGY CAROLINAS, LLC 

BY l- I 

Richard G. Beach 
Assistant Secretary 

DUKE ENERGY OHIO, INC. 

-- -. By: 
Richard G. Beach 
Assistant Secretary 

' DUKE ENERGY INDIANA. INC. 

By: 
Richard G. Beach 
Assistant Secretary 

DUKE ENERGY KENTUCKY, lNC 

By: 
Richard G. Beach 
Assistant Secretary 
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MIAM! POWER CORPORATION 

BY 
Richard G. Beach 
Assistant Secretary 

--- CAROLINA FO'tAER &. LIGHT COMPANY dibla 
- PROGRESS ENERGY CAWOLlMAS, IHbi 

- FLORIDA POWER CORPOWTION d/b/a 
-.- PROGRESS ENERGY F L O R I D A ~ ~  

---_---- PROGRESS ENERGY SERVICE COMPANY, LLC 



APPENDIX A 

Description of Services and Determination 
- of C m e s  for Services 

I I .  
The Service Cornpan: will maintain an accounting system for accumulating all 

costs on an activity, process, project, responsibility center, work order, or other 

appropriate basis To the extent practicable, time records of hours worked by Service 

Company employees will be kept by activity, process, project, responsibility center or 

work order. Charges for salaries will be determined from such time records and will be - u e COST of"nge Denetns, 

indirect labor costs and payroll taxes. Records of employee-related expenses and other 

indirect costs will be maintained for each functional group within the Service Company 

(hereinafter referred to as "Function"). Where identifiable to a particular activity, process, 

project, responsibility center or work order, such indirect costs will be directly assigned to 

such activity, process, project, responsibility center or work order. Where not identifiable 

to a particuiar activity, process, project, responsibility center or work order, such indirect 

costs within a Function will be distributed in relationship to the directly assigned costs of 

the Function. For purposes of this Appendix A, any costs not directly assigned or 

distributed by the Service Company will be allocated monthly. 

II. Service Company costs accumulated for each activity, process, project, 

responsibility center or work order will be directly assigned, distributed, or allocated to the 

Client Companies or other Functions within the Service Company as follows: 

1. Costs accumulated in an activity, process, project, responsibility center or 

work order for services specifically performed for a single Ciient Company or Function will 

be directly assigned and charged to such Client Company or Function. 

Costs accumulated in an activity, process, project, responsibility center or 

work order for services specifically performed for two or more Client Companies or 

Functions will be distributed among and charged to such Client Companies or Functions. 

The appropriate method of distribution will be determined by the Service Company on a 

case-by-case basis consistent with the nature of the work performed and will be based on 

the application of one or more of the methods described in paragraphs IV and V of this 

2. 

1 
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Appendix A. The distribution method will be provided to each such affected Client 

Company or Function. 

3. Costs accumulated in an activity, process, project, responsibility center or 

work order for services of a general nature which are applicable to all Client Companies 

or Functions or to a class or classes of Client Companies or Functions will be allocated 

among and charged to such Client Companies or Functions by application of one or more 

of the methods described in paragraphs IV and V of this Appendix A. 

111. 

be utilized: 

For purposes of this Appendix A, the following definitions or methodologies shall 

I .  Where applicable, the following will be utilized to convert gas sales to 

equivalent electric sales: I cubic foot of gas sales equals 0.303048 kilowatt-hour of 

electric sales (based on electricity at 3412 Btu/kWh and natural gas at 1034 Btulcubic 

foot). 

2. “Domestic utility” refers to a utility which operates in the contiguous lJnited 

States of America. 

3. “Gross margin” refers to revenues as defined by Generally Accepted 

Accounting Principles, less cost of sales, including but not limited to fuel, purchased 

power, emission allowances and other cost of sales. 

4. “Distribution” means electric distribution and local gas distribution as 

applicable. 

5. “Distribution Lines” mean electric power lines at distribution voltages 

measured in circuit miles, and gas mains and lines, as applicable. 

The weights utilized in the weighted average ratios in paragraph V of this Appendix 

A shall represent the percentage relationship of the activities associated with the function 

for which costs are to be allocated. For example, if an expense item is to be allocated on 

the weighted average of the Gross Margin Ratio, the Labor Dollars Ratio and the Total 

Property, Plant and Equipment (“PP8E”) Ratio, and the activity to be allocated is one- 

third gross margin related, one-third labor related and one-third PP&E related, 33 percent 

of the Gross Margin Ratio would be utilized, 33 percent of the Labor Dollars Ratio and 34 

percent of the PP&E Ratio would be utilized To illustrate this application, assuming that 
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the Gross Margin Ratio were 53.75 percent for Company A and 46.25 percent for 

Company B, the Labor Dollars Ratio were 25 percent for Company A and 75 percent for 

Company B, and the Total PP&E Ratio were 60 percent for Company A and 40 percent 

for Company 8, the following weighted average ratio would be computed: 

Activity 
CompanvA __ CompanvB 

Weight Ratio Weighted Ratio Weighted 

Gross Margin Ratio 33% 53.75% 17.74% 46.25% 15.26% > O/n 8 xo/ 75 QQ.. Oh 347306 
Total Property, Plant 
and Equipment Ratio 34% 60.00% 20.40% 40.00% 13.60% 

100% 46.39% 53.61 % 

IV. The following allocation methods will be applied, as specified in paragraph V of 

this Appendix A, to assign costs for services applicable to two or more clients and/or to 

allocate costs for services of a general nature. 

1. Sales Ratio 

A ratio, based on the applicable domestic firm kilowatt-hour electric sales 

(and/or the equivalent cubic feet of gas sales, where applicable), excluding 

intra-system sales, for a preceding twelve consecutive calendar month 

period, the numerator of which is for a Client Company and the 

denominator of which is for all utility Client Companies (and Duke Energy 

Corporation's non-utilrty and non-domestic utility affiliates, where 

applicable), This ratio will be determined annually, or at such time as may 

be required due to a significant change. 

2. Electric Peak Load Ratio 

A ratio, based on the sum of the applicable monthly domestic firm electric 

maximum system demands for a preceding twelve consecutive calendar 

month period, the numerator of which is for a Client Company and the 

denominator of which is for all utility Client Companies (and Duke Energy 

Corporation's non-utility and non-domestic utility affiiiates, where 



applicable). This ratio will be determined annually, or at such time as may 

be required due to a significant change. 

3, Number of Customers Ratio 

A ratio, based on the sum of the applicable domestic firm electric customers 

(and/or gas customers, where applicable) at the end of a recent month in 

the preceding twelve consecutive calendar month period, the numerator of 

which is for a Client Company and the denominator of which is for all 

domestic utility Client Companies (and Duke Energy Corporation’s non- 

utility and non-domestic utility affiliates, where applicable). This ratio will be 

determined annually, or at such time as may be required due to a significant 

change. 

4. Number of, EmDlovees Ratio 

A ratio, based on the applicable number of employees at the end of a 

recent month in the preceding twelve consecutive month period, the 

numerator of which is for a Client Company or Service Company Function 

and the denominator of which is for all Client Companies (and Duke Energy 

Corporation’s non-utility and non-domestic utility affiliates, where applicable) 

and/or the Service Company. This ratio will be determined annually, or at 

such time as may be required due to a significant change. 

5. Construction-ExDenditures Ratio 

A ratio, based on the applicable projected construction expenditures for the 

following twelve consecutive calendar month period, the numerator of which 

is for a Client Company and the denominator of which is for all Client 

Companies (and Duke Energy Corporation’s non-utility and non-domestic 

utility affiliates, where applicable). Separate ratios will be computed for total 

construction expenditures and appropriate functional plant (Le., production, 

transmission, Distribution, and general) classifications. This ratio will be 
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determined annually, or at such time 2s may be required due to a significant 

change. 

6. Miles of Distribution Lines Ratio 

in the case of electric Distribution, a ratio, based on the applicable installed 

circuit miles of domestic electric Distribution Lines, and in the case of gas 

Distribution, a ratio, based on the applicable installed miles of domestic gas 

Distribution Lines, in either case at the end of the preceding calendar year, 

the numerator of which is for a Client Company and the denominator of 

which is for all domestic utility Client Companies. This ratio will be 

determined annually, or at such time as may be required due to a significant 

change. 

7. Qrcuit Miles of Electric Transmission Lines Ratio 

A ratio, based on the applicable installed circuit miles of domestic electric 

transmission lines at the end of the preceding calendar year, the numerator 

of which is for a Client Company and the denominator of which is for all 

domestic utility Client Companies. This ratio will be determined annually, or 

at such time as may be required due to a significant change. 

8. Number of Central Processinu Unit Seconds Ratio 

A ratio, based on the sum of the applicable number of central processing 

unit seconds expended to execute mainframe computer software 

applications for a preceding twelve consecutive calendar month period, the 

numerator of which is for a Client Company or Service Company Function, 

and the denominator of which is for all Client Companies, (and Duke 

Energy Corporation's non-utility and non-domestic utility aff iiiates, where 

applicable) and/or the Service Company. This ratio will be determined 

annually, or at such time as may be required due to a significant change 

9. Revenues Raiio 

I 22?0?5403791 5 



A ratio, based on the total applicable revenues for a preceding twelve 

consecutive calendar month period, the numerator of which is for a Client 

Company and the denominator of which is for all Client Companies (and 

Duke Energy Corporation's non-utility and non-domestic utility affiliates, 

where applicable). This ratio will be determined annually or at such time as 

may be required due to a significant change. 

10. lnventorv Ratio 

A ratio, based on the total applicable inventory balance for the preceding 

year, the numerator of which is for a Client Company and the denominator 

of which is for all Client Companies (and Duke Energy Corporation's non- 

utility and nondomestic utility affiliates, where applicable). Separate ratios 

will be computed for total inventory and the appropriate functional plant (i.e., 

production, transmission, Distribution, and general) classifications. This 

ratio will be determined annually or at such time as may be required due to 

a significant change. 

-I -I. Procurement Soendine Ratio 

A ratio, based on the total amount of applicable procurement spending for 

the preceding year, the numerator of which is for a Client Company or 

Service Company Function and the denominator of which is for all Client 

Companies (and Duke Energy Corporation's non-utility and non-domestic 

utility affiliates, where applicable) and/or the Service Company. Separate 

ratios will be computed for total procurement spending and appropriate 

functional plant (i.e., production, transmission, Distribution, and general) 

classifications. This ratio will be determined annually or at such time as may 

be required due to a significant change. 

12. Square Footaqe Ratio 

A ratio, based on the total amount of applicable square footage occupied in 

a recent month in the preceding twelve consecutive month period, the 

numerator of which is far a Client Company or Service Company Function 



and the denominator of which is for all Client Companies (and Duke Energy 

Corporation's non-utility and non-domestic utiiity affiliates, where applicable) 

andlor the Service Company. This ratio will be determined annually or at 

such time as may be required due to a significant change 

13. Gross Marqin Ratio 

A ratio, based on the total applicable gross margin for a preceding twelve 

consecutive calendar month period, the numerator of which is for a Client 

Company and the denominator of which is for all Client Companies (and 

Duke Energy Corporation's non-utility and nondomestic utility affiliates, 

where applicable). This ratio will be determined annually or at such time as 

may he required due to a significant change. 

14. Labor Dollars Ratio 

A ratio, based on the total applicable labor dollars for a preceding twelve 

consecutive calendar month period, the numerator of which is for a Client 

Company or Service Company Function and the denominator of which is for 

all Client Companies (and Duke Energy Corporation's non-utility and non- 

domestic utility affiliates, where applicable) and/or the Service Company. 

This ratio will be determined annually or at such time as may be required 

due to a significant change. 

4 5. Number of Personal Computer Work Stations Ratio 

A ratio, based on the total number of applicable personal computer work 

stations at the end of a recent month in the preceding twelve consecutive 

month period, the numerator of which is for a Client Company or Service 

Company Function and the denominator of which is for all Client 

Companies (and Duke Energy Corporation's non-utility and non-domestic 

utility affiliates, where applicable) and/or the Service Company. This ratio 

will be determined annually or at such time as may he required due to a 

significant change. 

16. Number of fnformation Svstems Servers Ratio 

I 22-74325403791 7 



A ratio, based on the total number of app!icable servers at the end of a 

recent month in the preceding twelwe consecutive month period, the 

numerator of which is for a Client Company or Service Company Function 

and the denominator of which is far ail Client Companies (and Duke Energy 

Corporation’s non-utility and non-domestic utility affiliates, where applicable) 

and/or the Service Company. This ratio wili be determined annually or at 

such time as may be required due to a significant change. 

17. -I-. 

I cmtf3werr\r, PIanr ana tquiQment Katio 
- 

A ratio, based on the total applicable Property, Plant and Equipment 

balance (net of accumulated depreciation and amortization) for the 

preceding year, the numerator of which is for a Client Company and the 

denominator of which is for all Client Companies (and Duke Energy 

Corporation’s non-utility and non-domestic utility affiliates, where 

applicable). This ratio will be determined annually or at such time as may 

be required due to a significant change. 

18. Generating Unit MW CaDabilitv Ratio 

A ratio, based on the total applicable installed megawatt capability for the 

preceding year, the numerator of which is for a Client Company and the 

denominator of which is for all Client Companies (and Duke Energy 

Corporation’s non-utility and non-domestic utility affiliates, where 

applicable). This ratio will be determined annually or at such time as may 

be required due to a significant change. 

19. Number of Meters Ratio 

A ratio, based on the number of electric andlor gas meters, as applicable, 

the numerator of which is for a Client Company and the denominator of 

which is for all domestic utility Client Companies. Separate ratios will be 

computed for appropriate meter classifications (e.g , type of metering 

a 



technology). This ratio will be determined annually, or at such time as may 

be required due to a significant change. 

20. O&M Expenditures Ratio 

A ratio, based on the operation and maintenance (OgM) expenditures for a 

prior twelve month period, the numerator of which is for a Client Company 

and the denominator of which is for all Client Companies (and Duke Energy 

I w- - w w ' s  1 W M - s  
.. .. 

applicable). Separate ratios will be computed for total O&M expenditures 

and appropriate functional plant (Le., production, transmission, Distribution, 

and general) classifications. This ratio will be determined annually. 

V A description of each Function's activities, which may be modified from time to 

1 time by the Service Companiesy, is set forth below in paragraph "a" under each Function. 

As described in paragraph 11, "I" and "2" of this Appendix A, where identifiable, costs will 

be directly assigned or distributed to Client Companies or to other Functions of the 

Service Company. For costs accumulated in activities, processes, projects, responsibility 

centers, or work orders which are for services of a general nature that cannot be directly 

assigned or distributed, as described in paragraph 11, "3" of this Appendix A, the method 

or methods of allocation are set forth below in paragraph "b" under each Function. For 

any of the functions set forth below other than Information Systems, Transportation, 

Human Resources or Facilities, costs of a general nature to be allocated pursuant to this 

Agreement shall exclude costs of a general nature which have been allocated to affiliated 

companies not a party to this Agreement. Substitution or changes may be made in the 

methods of allocation hereinafter specified, as may be appropriate, and will be provided 

to state regulatory agencies and to each Client Company. Any such substitution or 

changes shall be in compliance with the requirements of applicable state law, regulations 

and regulatory conditions. 
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I information Svstems 

a. Description of Function 

Provides communications and electronic data processing services. The 

activities of the Function include: 

(I) Development and support of mainframe computer software applications. 

(2) Procurement and support of personal computers and related network and 

software applications. 

(3) Development and support of distributed camputer software applications 

(e.g., sewers). 

(4) installation and operation of communications systems. 

(5) Information systems management and support services. 

b. Method of Allocation 

(I) Development and support of mainframe computer software applications - 
allocated between the Client Companies and other Functions of the 

Service Company based on the number of Central Processing Unit 

Seconds Ratio, or allocated among the Client Companies on a weighted 

average of the Gross Margin Ratio, the Labor Dollar Ratio and the PP8tE 

Ratio as appropriate. 

(2) Procurement and support of personal computers and related network and 

software applications - allocated to the Client Companies and to other 

Functions of the Service Company based on the Number of Personal 

Computer Work Stations Ratio. 

(3) Development and support of distributed computer software applications - 
allocated to the Client Companies and to other Functions of the Service 

Company based on the Number of Information Systems Servers Ratio. 

(4) Installation and operation of communications systems - allocated to the 

Client Companies and to other Functions of the Service Company based 

on the Number of Employees Ratio 

(5) Information systems management and support services - allocated to the 
Client Companies and to other Functions of the Service Company based 



on a weighted average of the Gross Margin Ratio, the Labor Dollar Ratio 

and the PP&E Ratio. 

2. Meters 

a. Description of Function 

Procures, tests and maintains meters. 

b Method of Allocation 

Allocated to the Client Companies based on the Number of Customers Ratio. 

3. Transportation 

a. Description of Function 

(I) Procures and maintains vehicles and equipment. 

(2) Procures and maintains aircraft and equipment. 
b. Method of Allocation 

(1) The costs of maintaining vehicles and equipment are allocated to the 

Client Companies and to other Functions of the Service Company based 

on the Number of Employees Ratio. 

(2) The costs of maintaining aircraft and equipment are allocated to the Client 

Companies and to other Functions of the Service Company based on a 

weighted average of the Gross Margin Ratio, the Labor Dollars Ratio and 

the PP&E Ratio. 

4. System Maintenance 

a. Description of Function 

Coordinates maintenance and support of electric transmission systems and 

Distribution systems. 

b. Method of Allocation 

(1) Services related to electric transmission systems - allocated to the Client 

Companies based on the Circuit Miles of Electric Transmission Lines 

Ratio. 



(2) Services related to electric Distribution systems - allocated to the Client 

Companies based on the Miles of Distribution Lines Ratio. 

(3) Services related to gas Distribution systems - allocated to the Client 

Companies based on the Labor Dollars Ratio. 

5. Marketinq and Customer Relations 

a. Description of Function 

The activities of the Function include: 

(1) Design and administration of sales and demand-side management 

programs. 

(2) Customer meter reading, billing and payment processing. 

(3) Customer services including the operation of call center. 

b. Method of Allocation 

(1) Design and administration of sales and demand-side management 

(2) Customer billing and payment processing - allocated to the Client 

programs - allocated to the Client Companies based on the Sales Ratio. 

Companies based on the Number of Customers Ratio. 

(3) Customer Services - allocated to the Client Companies based on the 
Number of Customers Ratio. 

6. Transmission and Distribution Ensineerina and Construction 

a. Description of Function 

Designs and monitors construction of electric transmission and Distribution 

Lines and associated facilities. Prepares cost and schedule estimates, visits 

construction sites to ensure that construction activities coincide with plans, and 

administers construction contracts. 

b. Method of Allocation 

(I) Transmission engineering and construction allocated to the Client 

Companies based on the Electric Transmission Plant’s Construction- 

Expenditures Ratio. 

1 227025403791 12 



(2) Distribution engineering and construction allocated to the Client 

Companies based on the Distribution plant's Construction-Expenditures 

Ratio 

7 .  Power Enqineerinq and Constructioy! 

a. Description of Function 

Designs, monitors and supports the construction and retirement of electric 

generation facilities. Prepares specifications and administers contracts for 

construction of new electric generating units, improvements to existing electric 

generating units, and the retirement of existing electric generating equipment, 

including developing associated operating processes with operations 

personnel. Prepares cost and schedule estimates and visits construction sites 

to ensure that construction and retirement activities meet schedules and 

plans.. 

Allocated to the Client Companies based on the Electric Production Plant's 

Construction-Expenditures Ratio. 

b. Method of Allocation 

8. Human Resources 

a. Description of Function 

Establishes and administers policies and supervises compliance with legal 

requirements in the areas of employment, compensation, benefits and 

employee health and safety. Processes payroll and employee benefit 

payments. Supervises contract negotiations and relations with labor unions. 

b. Method of Allocation 

Allocated to the Client Companies and to other Functions of the Service 

Company based on the Number of Employees Ratio. 

9. Materials Manaqement 

a. Description of Function 

13 



Provides services in connection with the procurement of materials and contract 

services, processes payments to vendors: and provides rnanagernent of 

material and supplies inventories. 

b. Method of Allocation 

(I) Procurement of materials and contract services and vendor payment 

processing - allocated to the Client Companies and to other Functions of 

the Service Company based on the Procurement Spending Ratio. 

(2) Management of materials and supplies inventory - allocated to the Client 

Companies an the Inventory Ratio. 

4 0. Facilities 

a. Description of Function 

Operates and maintains office and service buildings. Provides security and 

housekeeping services for such buildings and procures office furniture and 

equipment. 

Allocated to the Client Companies and to other Functions of the Service 

Company based on the Square Footage Ratio. 

b. Method of Allocation 

‘i 1. Accounting 

a. Description of Function 

Maintains the books and records of Duke Energy Corporation and its affiliates, 

prepares financial and statistical reports, prepares tax filings and supervises 

compliance with the laws and regulations. 

b. Method of Allocation 

Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollar Ratio and the PP&E Ratio. 

12. Power and Gas Ptanninq and ODerations 

a. Description of Function 

i 4  



Coordinate the plmning, management and operation of Duke Energy 

Corporation’s power generation, transmission and Distribution systems. The 

activities of the Function include: 

( I )  System Planning - planning of additions and retirements to the electric 

generation units and transmission and Distribution systems belonging to 

the regulated utilities owned by Duke Energy Corporation. 

(2) System Operations - coordination of the dispatch and operation of the 

electric generating units and transmission and Distribution systems 

belonging to the regulated utilities owned by Duke Energy Corporation. 

(3) Power Operations - provides management and support services for the 

electric generation units owned or operated by subsidiaries of Duke 

Energy Corporation. 

(4) Wholesale Power Operations - coordination of Duke Energy 

Corporation’s wholesale power operations. 

b. Method of Allocation 

(1) System Planning 

(a) Generation planning - allocated to the Client Companies based on 

the Electric Peak Load Ratio. 

(b) Transmission planning .- allocated to the Client Companies based on 

the Electric Peak Load Ratio. 

(c) Electric Distribution planning - allocated to the Client Companies 

based on a weighted average of the Miles of Distribution Lines Ratio 

and the Electric Peak Load Ratio. 

(d) Gas Distribution planning - allocated to the Client Companies based 

on the Construction-Expenditures Ratio. 

(2) System Operations - 
(a) Generation Dispatch - allocated to the Client Companies based on 

the Sales Ratio. 

(b) Transmission Operations - allocated to the Client Companies based 

on a weighted average of the Circuit Miles of Electric Transmission 

Lines Ratio and the Electric Peak Load Ratio. 

15 
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(c) Electric Distribution operations - allocated to the Client Companies 

based on a weighted average of the Miles of Distribution Lines Ratio 

and the Electric Peak Load Ratio. 

(d) Gas Distribution Operations - allocated to the Client Companies 

based on the Construction-Expenditures Ratio. 

(3) Power Operations - allocated to the Client Companies based on the 
Generating Unit MW Capability Ratio. 

Wholesale Power Operations - allocated to the Client Companies based 

on the Sales Ratio. 
(4) 

13. Public Affairs 

a. Description of Function 

Prepares and disseminates information to employees, customers, government 

officials, communities and the media. Provides graphics, reproduction 

lithography, photography and video services. 

b. Method of Allocation 

(1) Services related to corporate governance, public policy, management and 
support services - allocated to the Client Companies based on a weighted 

average of the Gross Margin Ratio, the Labor Dollar Ratio and the PP&E 

Ratio. 

(2) Services related to utility specific activities - allocated to the Client 

Companies based on a weighted average of the Number of Customers 

Ratio and the Number of Employees Ratio. 

14. Leqal 

a. Description of Fiinction 

Renders services relating to labor and employment law, litigation, contracts, 

rates and regulatory affairs, environmental matters, financing, financial 

reporting, real estate and other legal matters. 

b. Method of Allocation 

16 
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Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollar Ratio and the PP&E Ratio. 

15 Rates 

a. Description of Function 

Determines the Client Companies’ revenue requirements and rates to electric 

and gas requirements customers. Administers interconnection and joint 

ownership agreements. Researches and forecasts customers’ usage. 

Allocated to the Client Companies based on the Sales Ratio. 

b. Method of Allocation 

16. Finance 

a. Description of Function 

Renders services to Client Companies with respect to investments, financing, 

cash management, risk management, claims and fire prevention. Prepares 

budgets, financial forecasts and economic analyses. 

b. Method of Allocation 

Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollar Ratio and the PP&E Ratio. 

17. m h t s  of Way 

a. Description of Function 

Purchases, surveys, records, and sells real estate interests for Client 

Companies. 

b. Method of Allocation 

Services related to Distribution system - allocated to the Client Companies 

based on the Miles of Distribution Lines Ratio. 

Services related to electric generation system- allocated to the Client 

Companies based on the Electric Peak Load Ratio. 

Services related to electric transmission system - allocated to the Client 

companies based on the Circuit Miles of Electric Transmission Lines 

Ratio. 
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18. internal Auditinq 

a. Description of Function 

Reviews internal controls and procedures to ensure that assets are 

safeguarded and that transactions are properly authorized and recorded. 

b. Method of Allocation 

Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollar Ratio and the PP&E Ratio. 

19. Environmental, Health and Safetv 

a. Description of Function 

Establishes policies and procedures and governance framework for 

compliance with environmental, heakh and safety (“EHS”) issues, monitors 

compliance with EHS requirements and provides EHS compliance support to 

the Client Companies’ personnel. 

h. Method of Allocation 

(I)  Services related to corporate governance, environmental policy, 

management and support services - allocated to the Client Companies 

based on a weighted average of the Gross Margin Ratio, the Labor Dollar 

Ratio and the PP&E Ratio. 

(2) Services related to utility specific activities -- allocated to the Client 

Companies based on the Sales Ratio 

20. Fuels 

a. Description of Function 

Procures coal, gas and oil for the Client Companies. Ensures compliance with 

price and quality provisions of fuel contracts and arranges for transportation of 

the fuel to the generating stations. 

b. Method of Allocation 

Allocated to the Client Companies based on the Sales Ratio 

21. Investor Relations 



a. Description of Function 

Provides communications to investors arid the financial community, performs 

transfer agent and shareholder record keeping functions, administers stock 

plans and performs stock-related regulatory reporting. 

b. Method of Allocation 

Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollars Ratio and the PP&E Ratio. 

22. Planning 

a. Description of Function 

Facilitates preparation of strategic and operating plans, monitors trends and 

evaluates business opportunities. 

b. Method of Allocation 

Allocated to the Client Companies based on a weighted average of the Gross 

Margin Ratio, the Labor Dollars Ratio and the PP&E Ratio. 

23. Executive 

a. Description of Function 

b. Method of Allocation 

Provides general administrative and executive management services. 

Allocated to the Client Companies based on a weighted average of the Gross 
Margin Ratio, the Labor Dollars Ratio and the PP&E Ratio 
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APPENDIX B 

BE-CAROLINAS CONDITIONS 

1 ~ In ccjnnection with the MCUC approva! the Merger in NCUC Docket No. E-?, 
Sub 795, the NC3C adopted certain Regulatory Conditions and a revised Code of 
Conduct governing transactions between DE-Carolinas and its affiliates. Pursuant to the 
Regulatory Conditions, tne following provisions are applicable to DE-Carolinas: 

(a) DE-Carolinas’ participation in this Agreement is voluntary. DE-Carolinas is 
not obligated to take or provide services or make any purchases or sales pursuant 
to this Agreement, and DE-Carolinas may elect to discontinue its participation in 
this Agreement at its election after giving notice under Section 3.1 of the 
Agreement. 

(b) DE-Carolinas may not make or incur a charge under this Agreement except 
in accordance with North Carolina law and the rules, regulations and orders of the 
NCUC promulgated thereunder. 

(c) DE-Carolinas may not seek to reflect in rates any (i) costs incurred under 
this Agreement exceeding the amount allowed by the NCUC or (ii) revenue level 
earned tinder this Agreement less than the amount imputed by the NCUC; and 

(d) Except to the extent that requesting FERC review and authorization 
pursuant to Section 1275(b) of Subtitle F in Title XI1 of PUHCA 2005, as provided 
in Regulatory Condition No. 21, may be determined to have preemptive effect 
under the law, DE-Carolinas will not assert in any forum that the NCUC’s authority 
to assign, allocate, make pro-forma adjustments to or disallow revenues and costs 
for retail ratemaking and regulatory accounting and reporting purposes is 
preempted and will bear the full risk of any preemptive effects of federal law with 
respect to this Agreement. 

2. With respect to the transfer by DE-Carolinas under this Agreement of the 
control of, operational responsibility for, or ownership of any DE-Carolinas assets used 
for the generation, transmission or distribution of electric power to its North Carolina retail 
customers with a gross book value in excess of ten million dollars ($10 million), the 
following shall apply: 

(a) DE-Carolinas may not commit to or carry out the transfer except in 
accordance with all applicable law, and the rules, regulations and orders of the 
NCUC promulgated thereunder; and 

(b) DE-Carolinas may not include in its North Carolina cost of service or rates 
the value of the transfer, whether or not subject to federal law, except as allowed 
by the NCUC in accordance with North Carolina law. 
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STAFF-DR-01-008 

Provide the Duke Energy and Progress annual reports to shareholders and audited 
financial statements, including notes to the financial statements. for the years 2006 
throuh 2008 

RE SWONSE: 

a Please see Attachment Staff-DR-01-008 (a) - (c) for Duke Energy annual reports 

b. Please see Attachment Staff DR-Ol-O08(i)-(iii) for Progress Energy annual 
reports 

PERSON RESPONSIBLE: a James E Rogers (Duke) 

b William D Johnson (Progress) 
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... to solve the new energy equation. 

We face a new eiiergy eqiiation with niany variables. Increasing demand 
f:ir eriergy is a key driver of rising energy prices. As a result, there is 
;? rei.iewed ioclis a? m e w a b l e  energy and energy efficiency 
VS. yriegawatts. There is niounting concern about global climate change 
ai!!? further reducing air emissions. And, we inust continue to grow earnings 

a n cl divide rids . 

"saie-a-watts" 

These variables present both challenges and oppsrtiinities. We believe \pie 
can solve this new equation wit'h o u r  sustainabi!ity foci-!s. This means working 
til ba!ai?ce the needs of all of our stdteholders. These efforts will iieey, our 
p r i ~ e s  af.fordable a n d  our service reliable as we cont i i iw to w o r k  to reduce 
ai..! r 2 n vi 1-0 n in e n t a I footprint a 17 t: ear !-I super i r ret I,/ r 1-1 s . 
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CHAIRMAN'S  LETTER TO STAKEHOLDERS 

Dear feliuvi inve~fors,  C L [ S % Q ~ ~ T S ,  employees and ai! who have a 
vested interest in our success - w r  parffievs, suppfiers, policymakers, 
rrzgiilators and communities: 

I want to t i m i k  fhe entire Duke Energy team for accomplishing 120th a 
merger and a spiiinff last year. Never before iii my career have ! seen 

peoljie wi;rk so hard to vescilve so inany complex issues. Our many financial, 
operational and policy accomplishments in 2006 were the result of your 
dedication and  support^ 

(LEFT) JaMES E ROGERS CHAIRMAN. PRESlCEtJT AND CHIEF EXiClJTIVE OF'ICER 
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',Ve r i d i n d  oLr car.lirgs volatility and b~,siness ris'n oy 
our comrllerci21 rrarketing a-d trading operatiois, 

and effectivel> half of oLr real esia!e developmeni corrpany, 
Cresrcnt Resources Tiese transactions -aissd almost 

92 billion in after tax cash most of !which will be invested 

in cur lower risk, energy infrastructure businesses 

In customer satisfaction, we haw consistently ranked in the 
lop qtx ' i le in several independent utility studies Last year, 

x i 1  utilr'y companies in It-e South 2nd Midwest finished in 
the top 10 nationally in the Key Account Benchmark Study 

lii addition, we ranked first in the South and best in the 

naiion among small and mid-sized business customers, 

according to J D Power and Associates 

\Ne provided leadership on industry issues I currently Serve 

JS chairman of Edison Electnc Institute and I co-chair the 
i\ldtional Action Plan on Energy Efficiency and the Alliance 

to Save Energy Other members of the Duke Energy 

leadciship team also help lo shape the state and federal 

policy decisions that alfect our business 

We orilinued to build a high-performance, sustainability- 
focused culture characterized by diversity, inclusion, 

employee development and leadership And we estabfrshed 
new safety inrentives for 2007 to reinforce our concern 

foi each other and our customers 

SO WHY DID W E  CHOOSE TO GET LARGER 

AMD 1 KEN GET SMALLER? 

Very simply scale and focus 

Our merger with Cinergy in April 2006 gave our electric 
business the Scale it needed to stand alone To unlock even 

greaici value, three months later we announced that we 
would separate our natural gas business and our electric 

business inro two strong pure-play companies Spectra 

Energy for gas and Duke Energy lor electric power We 
ccinpleted the spinoff of Spectra Energy in January 2007 
Today Duke Energy is one of the top five electric companies 

in the United States in market capitalization 

Having the strategic focus of a pure play Electric company 

will helo us meet tPe challenges and seize the opportuni 
ties to solve wPat we call the new energi, equation 

In this eqbztion we rnust meet oLr custoniers' needs 

ior affordable and reliable Electric power while meeting 

more strrngert environmental rules that will inevitably 
incrzase costs 

We must raise capital fcr long-term investments in more 

environmentally friendly generation capacity, renewable 

energy arid energy efficiency And we must reassure 

investors who may be wary of long-term capital 

construction programs 

Wua- 
tion will require a new approach to utility regulation I: 
will require us to change minds and change habits It will 

require LJS to see and understand the goals of each of our 

stakeholder groups This letter and the rest of this report 
will detail our plans to do that 

WHAT INVESTORS CAN EXPECT IN 2007 

AND BEYOND 

Our strategy to increase earnings and dividends in the 
long term is straightforward: 

m Steadily improve our sales growth 

m Earn solid returns on our significant capital investments, 

and 

m Continue achieving additional cost reductions from the 

merger and from our continuous improvement efforts 

These three drivers - sales, investments and cost 
savings - are essential to achieving both our 2007 
Financial objectives and long-term growth 

You can read al l  of our 2007 objectives in our Charter on 
page 9 Our 2007 employee incentive target of $1 15 per 
share is based on ongoing diluted earnings. The $1 15 
serves as the basis for 4 to 6 percent annual earnings 
growth through the end of 2009 We expect dividend 
growth io be in line wi;h earnings growth 

Our business plan projects a quarterly dividend increase 
of $0 01 beginning in the third quarter of 2007. This 
dividend increase - to be decided by the board 01 
directors - w a i d  be in line with our expecbticn to 

increase dividends consistent with a 70  to 75 perceit 
payout target 
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SOLVING THE i4EW EiJEFiGY EQUATION. 

CHANGING MINDS AND CHANGING HABITS 

Our actiox in 2006 ,ut us in a strong position to grow 

as we address the bariables of t i e  new energy equation 

a Building new powrr plantr to meet steadily 
increasing demand 

II Using a diverse mix of fuels and technologies at 

our new plants to limit our future price reliability 

and environmen’al risks 

6 Deploying new technologies to modernize our 
transmission and distribution grids :o boost 

efficiency and reliability, aqd to support new 
energy efficiency initiatives 

BI Obtaining legislation and regulatorv treatment that 
will let us recover our financing costs as we build new 

and more efficient power plants (megawatts) and as 
we promote energy eHiciency (“save-a-watts”) with 
new initiatives on both sides of the meter 

ra Realizing the efficiencies and cost savings from the 
merger while maintaining our operational excellence, and 

w Shaping new federal rules that limit carbon emissions 
to ensure our customers and other stakeholders are 

fairly treated 

We will solve the new energy equation by challenging 
conventional wisdom We will invest in new technology 

We will balance the variables by working collaboratively 
with all stakeholders to find the best and fairest solutions 

Let me briefly highlight each variable and spell out our 

strategy for addressing it This will also give you a good 
overview of our near-term and long-term growth strategies 

Building new power plants to meet steadily increasing 
demand. In the Carolinas. we are adding between 40,000 
and 60,000 new customers annually In Indiana, Kentucky 
and Ohio, we are adding 11,000 to 16.000 new custom- 

ers each year For the next three years, we expect annual 
kilowart-hour sales growth of about 1 5 percent in the 

Carolinas and about 1 Dercent in the Midwest 

We are required by law to meet the electric power needs 
of our ciistomers as economically a i d  reliably as possible 

Each year, we perform an extensive analysis to update our 

forecasts for customer power derra-id and sti,dy dll viable 
and economical options to meet that demand In the past, 

we have been successful in meeiing our customer growth 

by operating our power plants efficiently, by purcnasing 

peaking power plants and by buying power on ihe whole- 

sale market as needed 

Today’s growth projections suggest that we wiil need 
to increase our generating capacity by approximately 

6,400 megawarts over the next 10 years. Most of this 

new caoacib will be in the Carolinas. and the remainder 

in Indiana 

Even now, we need nearly 1,500 megawatts of new gener- 

ation in Ohio to meet existing demand We plan to build or 
buy new generation there if the state enacts legislation that 

will allow utilities to own generation facilities. 

Our newest base load plants - those designed to operate 
around the clock -were completed in 1986 in the 
Carolinas and in 1991 in the Midwest It takes six lo 

10 years to plan, permit and construct such plants We 
are seeking permits now for plants that we’ll need in 

201 1, when we expect to have more than 250,000 
additional customers 

We anticipate annual capital expenditures of approximately 
$3 5 billion from 2007 through 2009 for expansion of our 

generation capacity, environmental retrofits, nuclear fuel, 
maintenance and other expenses Included in this amount 
is expansion capital for: 

PI Expanding generation in North Carolina 

Planning a new cleaner-coal integrated gasification 
combined cycle (IGCC) plant in Indiana, and 

8 Exploring the development of a new nuclear plant in 

South Carolina 

We expect that new generation and other infrastructure 
investments over the next three years will increase the 

total rate base in our five states by about 25 percent from 
the current $16 billion to $20 billion (less depreciation 

and amortization) The rettirns generated from a growing 

rate bzse will ultimately iranslate into long-term earnings 
growth - and we expect our rates to remain below the 

national average 
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COMPARISON OF 2006 TOTAL RETURN COMPARISON OF FIVE YEAR ClJMIJLATIVE TOTAL RETURN 
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Philadelphia Stock Lxchange Ulility Sector index 

OVER A FIVE-YEAR PERIOD BEGINNING DECEMBER 31, 2001. DUKE ENERGY'S TOTAL SHAREHOLDER RETURN (TSR) HAS LAGGED BOTH 

THE S&P 500 INDEX AND THE PHILADELPHIA STOCK EXCHANGE UTILITY INDEX BUT IN 2006. INVESTORS RESPONDED FAVORABLY TO THE 
DECISIVE ACTIONS WE TOOK TO LOWER OUR RISK PROFILE AN0 REPOSITION DUKE ENERGY AS A LEADING PURE.PLAY ELECTRIC COMPANY 

DUKE ENERGY'S TSR FOR 2006 IPRE-SPINOFFOF SPECTRA ENERGY) WAS 26 3 PERCENT, WHICH EXCEEDED 
THE PHILADELPHIA STOCK EXCHANGE UTILITY SECTOR INDEX I20 PERCENT) AND THE S&P 500 INDEX 115 8 PERCENT) 

Using a diverse mix of fuels and technologies at our 
new plants to limit our future price, reliability and 
environmental risks. One of the reasons our average 

price for electricity is below the national average is that 

98 percent of our energy is generated from coal and 
nuclear power 

For our Cliffside Station, we proposed building two new 
800-megawatt units using supercritical coal technology 
This is the most environmentally efficient pulverized coal 

technology available today Because of their Increased 
efliciencies, these plants typically burn 10 percent less 
coal than conventional units and emit significantly less 

sulfur dioxide and nitrogen oxide 

As I was finishing this letter, we received a notice of deci- 
sion from the North Carolina Utilities Commission (NCUC), 

which authorized building o w  of the two units The com- 

mission also accepted our commitment to invest 1 percenl 
of our revenues in the Carolinas for energy efficiency, 

subject to appropriate regulatory ireatment, and our 

plar: to retire older, less efficient units 

Our cast estimates were based on two units, and we still 
need an air permit for this project So as you read this, 
we are studying the Clilfside project to determine how to 

proceed. We won't make a decision until we have a clearer 
understanding of the overall costs as well as the conditions 
of the air permit. We are also evaluating the possibility 
of enhancing and accelerating natural gas-lired plants 
in our portfolio 

In Indiana, we coniinue to explore development of a new 

630-megawatt IGCC plant IGCC technology is less proven, 
but has the potential lo significantly reduce emissions 
Additionally, the geology of the plant location is conducive 

to underground storage of captured carbon emissions 

We believe that investing in this next generation of coal- 
plant technology is an important part of meeting our 

environmental commitments 

Because the Cliffside and IGCC projects use more 
environmentally friendly technologies, they were auihorired 

for significant federal tax credits by the IJ S Department 
of Energy upon their zompletion This IS further evmdenre 
that Duke Energy IS on the forefront of new cleaner 

coal technology 
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b"& 2-e aiso p:opasing to biiild 

in South Carolina New wclear plants vvill encounter 

chal.enges. including used fuel storage. cos1 recovery 
and a new licensing process But nuclear energy has one 

big advantage: It produc:es no greenlouse gas emissions. 

and we belleve that will help offset the other challenges. 

ncw nlrclear plant 

Deploying new technologies to modernize our 
transmission and distribution grids to boost efficiency 

and reliability, and to support new energy efficiency 

initiatives. Complementing our capital investments in new 

generation is our renewed commitment to energy efficiency 
Our job is to educate and support our customers - to 

cliange minds and habits - to help them better manage 

their energy use to reduce both peak and overall demand 

EnerEy efficiency can be measured in save-a-watts, the 

number of megawatts we don't need to supply when 
customers are being smart about their energy consumption 
Efficient energy practices are just as important as coal, 
nuclear, natural gas and renewable energy Thai's why 

we ihink of efficiency as the "fifth fuel " 

With our strong customer relationships and back office 
systems, we are well positioned to make energy efficiency 

a significant part of our portfolio Duke Energy has 
appointed a vice president of energy efficiency, a chief 
technology officer and a vice president of regulatory 
strategy You will meet them in the pages that follow 
We believe that their focused approach will make energy 

efficiency a new asset for all of our stakeholders, especially 
our customers and investon 

Energy efficiency is the core of our commitment to building 
a sustainable business model We intend to manage 
financial, environmental and social opportunities and 

risks effectively, so we'll still be doing business many 

years from now. 

You can be part of our commitment to sustainability leader- 
ship, too We are again offering to make a $1 donation to 
The Nature Conservancy for every shareholder 'who signs 
up fcr electronic delivery of our annual rsport, proxy state- 
ment and our clther financial information Currently, more 

than 80.000 of you have chosen electronic delivery. and 
we intend to make an equivalent donation in dollars to The 

Na i im Conservancy Electronic delivery he:ps us in two 

ways. It preserves c)u~ natural resc)urc?s. and 11 significartly 

reduces our prir;ting and mailing costs You need !o 
sign up cnly once, and you can do so at tkis Web link: 
https iiwww icsdelivery comiduiu'index btml 

Obtaining legislation and regulatory treatment that will 

let us recover our financing costs as we build new and 

more efficient power plants (megawatts) and as we 

promote energy efficiency (save-a-watts) with new 
initiatives on both sides of the meter We are working 

this year to create a regulatory framework that balances the 
needs of our customers, our investors and our environment 

Allowing us to recover financing rosts as we incur them 

would lower the overall cost of projects as well as allow us 
to spread out rate increases over the course of the building 

cycle, avoiding large one-time increases 

We are pursuing such legislation in the Carolinas that 
would cover both the Cliffside station in North Carolina 

and a proposed new nuclear station in South Carolina We 
are also seeking to recover our upfront development costs 
for the nuclear plant We have been clear that we will not 

move forward with a nuclear plant unless we know that 
WE can recover our financing costs in rates as we build 

In Ohio, we are pursuing a two-part regulatory strategy 

First, we filed a request to extend the Rate Stabilization Plan 
through 2010 Second, we are also promoting legislation 
that would allow a regulated distribution company the 
choice of whether to build or to purchase new generation 

Success on [his front depends on our ability to change 
wnds We need to persuade legislaton and regulators to 

give energy efficiency investments the same werght as 
new generation investments Conventional wisdom says 
that regulators reward us for selling more of our product, 

not less We want to change the paradigm, by persuading 

'hem that utilities should be rewarded for energy efficiency 
as well as sales If we can earn almost as much for saving 
a vyatt as for makirig a watt, Everyone will benefit With 
this kind of economic rmpartiajity, we can provide reliable 

service, conserve precious resources and rduce emissions 
while s~il l delivering a fair return to our investors 

W? believe v ~ e  can succeed with our regulatory agenda 

We are seehing 3 consensus on Golicies that balance 

the needs of all of our stakeholders This collaborative 
approach has produced csnst'uctide regulatory outcomes 

for oJr jtaheholders hefore 
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“Our challenges are as great as  our opportunities, but I 
a m  contident that by listenirig to all of our stakeholders 
arid engaging them in our efforts, we will solve the 
new energy equation - for the benefit of all.” 

Realizing the efficiencies and cost savings from the in partnership with the U S Department of Energy, 
etiMtRt.atRHtgettt-t#i0=---- . . .  

We are on track to realize $650 million in net savings 
from the Cinergy merger over the first five years. We are 
beginning to see the full benefits of those savings as most 
of lhe merger-related rate reductions expire this year In 
2007, we are focusing on continuous improvement We 
intend to carefully manage our costs and simplify our 
operations to deliver our products and services as reliably 
and efficiently as possible. 

Shaping new federal rules that limit carbon emissions to 

ensure our customers and other stakeholders are fairly 
treated. Duke Energy is the third-largest consumer of coal 
in the United States, so we are mindful of our environmen- 
tal responsibilities A growing body of scientific evidence 
suggests that the burning of fossil fuels is changing our 
climate We are committed to making the best technology 
clhoices, ones that will limit our emissions and optimize oui 

investments so that we can keep our prices competitive 

Reducing greenhouse gases with advanced power genera- 
tion technology will take decades and cost billions of 
dollars The work will continue well into this century 
But i f  we don‘t begin to solve the problem now, the costs 
will go even higher 

To demonstrate our corporate commitment to tackling this 
issue, in January 2007, Duke Energy joined the United 
States Climate Action Partnership (USCAP) This diverse 
coalition of businesses and environmental groups includes 
Alcoa, DuPcint Caterpillar, General Electric and other 
utilities - FPL Group, PG&E Corp and PNM Resources - 
as well as Environments1 Defense, Natural Resources 
Defense Council, World Resources Institute and the 
Pew Center on Global Climate Change Together, ‘we Pave 
begur a dialogue and offered recommendations cn national 
policies for dealirg with this pressing issue Additionally 

our East Bend Station in Kentucky 

PATIENCE IS NEEDED TO CHANGE MINDS 
AND HABITS 

The strategies I‘ve outlined will position Duke Energy to 
be a leader on several fronts, including new technologies, 
energy efficiency, continuous improvement and sustainabil- 
ity Our challenges are as great as our opportunities, but 
I am confident that by listening to all of our stakeholders 
and engaging them in our efforts, we will solve the new 
energy equation - for the benefit of all 

I again thank our employees, management and board 
of directors - both past and present - for our many 
successes in 2006 You achieved our strategic agenda 
while keeping the gas flowing and the lights on 

I thank our investors for your support during the merger 
and the spinoff Your confidence in us is the best evidence 
that the new direction we have taken to become one of the 
nation’s premier electric companies is the right direction 

We are energized by the prospects of a bright future We 
have a solid investment proposition, and we are in a strong 
position to change minds and habits to creab significant 
value for all of our stakeholders From a sustainability 
standpoint, I aelieve that our grandchildren will be proud 
of how we are addressing the energy and environmental 
issues of our day 

James E Rcgers 
Chairman. President and Chief Executive Officer 

March 2, 20Q7 
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DUKE ENERGY BUSINESS SEGMENTS 

Taking the U.S. Franchised Electric and Gas and Cnmmercial Power segments together, we expect no ie  than 85 percent of 
Duke Energy's forecasted 2007 ongoing total segment EBK will come from sales to regulated customers. 

'2007 Iorecatcd oigoing l&l w e n t  E B i l  crcludcs -Us far h operations Iabdd 0th. 
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efining the new energy equation 

For more than a ceiitiiry, we have supptied our customers with affordable 
and reliable electricity. Our protjiic,t is considered an essential service. It has 
also i-[lade possible many irinomtive technologies that eriliance our custoniers' 
stmdard of living. And it has helped keep our local arid state e c ~ n m i e s  
cnmpetitive in the giobal niarlietp1ac.e. 

Providing adeqi!ate power was once as simple as balancing SLipply arid demand 
Althnugh that IS still the core rif what 
face the Linprecedented challerige of solving a new energy equation. 

do, times have changed. Today. we 
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To meet the growing demand for power, we are investing 
in a new generation of highly efficient and environmenlally 
advanced power plants, new environmental controls for 
existing plants, and transmission and distribution system 
upgrades Our emphasis on new energy efficiency programs 
and technologies will help meet growing demand. 

We call energy efficiency the “fifth fuel” because it comple- 
ments coal, nuclear power, natural gas and renewable 
energy, the four primary sources of electric power for the 
future We see it as one of our most promising solutions, 
because the most environmentally sound, inexpensive and 
reliable kilowatt-hour is the one we don’t have to produce 
Generating ”save-a-watts” is just one part of the equation 
that requires our customers to change how they use elec- 
tricity We are looking at ways to help them do that. 

UNDERSTANDING THE VARIABLES 

Solving the new energy equation means understanding all 
of its variables. One of the most significant and unpredict- 
able variables is future environmental regulation Today’s 
irregular patchwork of federal and state environmental 
requirements has already prompted substantial investments 

Recognition of global warming as a serious problem has 
increased the call for regulation of greenhouse gases, 
primarily carbon Mandatory carbon dioxide (CO,) 
emission reductions are being considered in Congress 
When legislation passes, utilities will need to make 
suhs!antial investments to comply It is critical that any 
such carbon regulations be phased in Lo avoid causing 
economic disruption and :hat the affected companies 
receive emission allowances to delray ihe cost 
of comdiance 

POLICY LEADERSHIP 

Our stakeholders, particularly our customers, investors and 
communities, expect us io play a leading role in shaping 
a national policy that addresses ihis national and global 
challenge We take that responsibility seriously Our goal is 
a policy that will slow the growth of greenhouse gases and 
then begin to reduce them -while protecting the economy 
and our customers from price shocks. 

Another variable is the prospect of mandatory renewable 
portfolio standards (RPS) at both the federal and state level 
Twenty-two states currently have such standards, which 
require Electric utilities to generare anywhere from 5 to 
20 percent of their power from “climate-friendly” renewable 
energy sources such as solar, wind, geothermal and agri- 
cultural waste, over varying periods of time. Congress is 
evaluating legislative proposals for a national RPS 

As a company focused on sustainability, we have invested 
in pilot projects involving wind and agricultural waste so 
that we can gain an understanding of the technologies 
and costs that would be required on a larger scale before 
rnandaiory standards are put in place Today, we are also 
:he second-largest generator of renewable hydroelectric 
power in the United States 

Like any other publicly traded company, we have a 
responsibility to meet our customers’ needs while 
recovering our investments and earning a good return 
on those investments for our shareholders To solve the 
new energy equation, we must use nuclear, coal, natural 
gas, renewable energy and energy efficiency Our strategy 
for doing so is outlined on the following pages 
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Solving the new energy equation 

it is clear that we need to irivest in er!Imced reliability and in the expansion 
rJf oijr capacity to generate electricity to i > m t  growing ciistcjmer demand. 
VVe Ii iiow that i nves t me 11 t s i ti new s t a te- of- t 1-1 ?--art generation, rei? w a  b I es 
arid energy efficiency can be imade reasonably with appropriate arid timely 
cost recovery. 

Historically, regulators have rewari:led utilities for selling inore (nf their 
ycldLict, not less To c.ol\~e the new energy ?quation, we w e d  to change 
rriincls about the types of investments that  shoulcl be eligible for recovery 
thrciigh rates. 
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We are working to shift the paradigm in the way regulators 
treat the business of energy efficiency and in !he way 
utilities develop and deliver such programs We believe 
utilities are uniquely positioned to provide universal access 
to energy efficiency Services and new technologies to their 
customers This would dramatically change the way utilities 
develop and deliver energy efficiency programs as part of 
their standard customer offerings 

To create a sustainable "fifth fuel" system resource 
accessible by all customers, energy efficiency investments 
must be on par with new generation investments. 

STRIKING A BALANCE 

Changing the regulatory paradigm will also help IJS avoid 
some of the price jumps that can occur when a new plant, 
project, initiative or program finally gets up and running 
Such constructive regulatory treatment would give us znd 
others in our industry further incentives to explore and 
invest in these programs and projects 

BUILDING A CONSENSlJS 

To achieve this goal, we are collaborating with numerous 
stakeholder groups We hope to build a consensus that will 
convince lawmakers and regulators that everyone wins with 
appropriate regulatory treatment of investments in efficiency 
and renewable energy 

Our new chief technology officer and new vice president 
of energy efficiency and their teams are committed to 
achieving success on these two fronts. They know that our 
customers need innovative products and services to help 
them better manage their energy costs and reduce their 
own environmental footprints - while maintaining the 
comfort and conveniences they want and expect. 

We believe that this balanced strategy is a winning proposi- 
tion for all stakeholders Our customers will save money, 
the environment will be cleaner and our investors will earn 
fair returns on their investments 
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Challenging conventional wisdom 

Our customers want LIS to salve the new energy equation, arid our track record 
Gives ::> them confidence that we can do it. TIiey i;~ar;t better information about 
tiieir O\NI-I energy use arid i-nore opticns to control it. For Duke Energy, that 
means riot only providing our customers with electricity, hut also showing them 
how to personalize their energy use. That's a i r  cotntnitment. 

We will start by digitizing oiir electric distribiiticn and transmission grids. 
These huge networks already fink meters, trafisfortmers, substations and other 
technologies with a cornrminicatioii and control infrastriicture. By taking our 
mostly ana!og distribution grid and c.mvertir!g it to a digital network, we can 

create ai-; infrjri?iation-ric,l-i coiiir?~utiication systerri. C k i r  plan is to create the 
,*ati!ity (;f the htixe." . .  
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UTILITY OF THE FUTURE 

As the electric grid goes digital, we can meet our customers’ 

growiiig appetite for better energy-efficiency information, 

progrxris and technologies; for plug-in electric hybrid 
vchicfes; for distributed generation, which is power 

produced from smaller and more localized generating 

units, and for more base load power generated from 

renewable sources 

A NEW BUSINESS MODEL 

The utility of the future will focus on generating, delivering 
and using energy more efficiently. The btJSineSS model 

is based on capturing information and relaying it to our 
customers, who can use it to make better energy decisions 
This model will also help us balance supply and demand, 

and respond faster to Service interruptions 

For example, new “smart meters” will tell customers 
exactly how much electricity they are using at any given 

time These meters will also tell LJS when, how and in what 

quantities customers are using power This wilt allow us 
Lo provide exactly what they need along the most efficient 
distribution circuits In essence, the meter becomes an 

interactive information gateway, not just a passive billing 

device The usage data we compile vdI  also help us 
make Oeiler long-term decisions about the need lor 
new transmission and distribution systems 

The utility of the future will make us all mere efficient 
Already zn the drawing board are designs for new traris- 

formers that will convert voltages with greater efficiency 
!or homes and busiresses New electric wire alloys 

wll let us transmit power with less resistance A l l  of 

the components of the energy delivery system will be 
linked through real time communication over wires 

already in place in every home and business 

We have several other initiatives already under way, 
including our broadband-over-power-line (BPL) pilot 

programs in Charlotte, N C., and Cincinnati, Ohio Our 
energy monitoring and metering solution at the EPA 
labs and computing center at Research Triangle Park 
in North Carolina (see pages 23-25) can be the 

platform for the expansion of this technology to 
residential, commercial and industrial customers 

FORMING ALLIANCES 

Our imaginative initiatives aren’t limited to smart 

metering and exploring new technologies To promote 
energy efficiency, we are forming new collaboratives with 

our stakeholders, including alliances with retailers and 
suppliers, to inform customers - both small and large - 
of readily available tools and technologies to reduce 

energy use 

Duke Energy is well positioned to solve energy problems 

for our customers. We understand energy use, we have 
a low cost of capital, and we are working through alliances 
and with third parties to implement the best solutions 

for cuslomers 

The long-term goal for the utility of the future is simple: 
to provide greater reliability with less environmental impact 

at a lower cos! to our customers New programs delivered 

through new channels will make it happen 
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BOARD OF DIRECTORS 

William Barnet 111 
Chairman Presidenl and CEO, Jhe Barnet Co Inc , 
Chair. Finapce and Risk Managment Comm nee. 
iWmDer. Nuclear O~ersight Committee 
Barnet joined Duke Erergy's board in 2005 He has been 
mayor of Spartanburg, S C , since 2002 He serves on the 
board or directors of Bank of America and is a trustee of the 
Duke Endowment Barnet was named to the South Carolma 
Business Hall of Fame in 2004 

G Alex Bernhardt Sr 
Chairman and CEO Bernhardt Furniture Co , 

Beinhardt joined Duke Energy's board in 1991 Besides leading 
the family business in Lenoir, N C , he serves on the board of 
directors of Communities In Schools He is director emerilus and 
past president of the American Furniture Manufacturers Association 
and past president of the International Home Furnishings 
karketing Association 

Michael G. Browning 
President and Chairman of Lhe Board, Browning Investments lnc , 
McrnbPr, Compensation, Corporate Governance, and Finance 
tno' Il'ifk Management Committees 
Orowntrig joined Cinergy's board in 1994 He IS a former director 
of PSI Criergy He is a member of the boards of directors of the 
Indianapolis Convention & Visitors Association and the Indianapolis 
Museum of Art He serves on the St Vincent Hospital and Health 
Care Center advisory h a r d  and on the Indiana Public Officers 
Compensalion Cornmission 

Phillip R. Cox 
President and CEO, Cox Financral Corp , 
Chair, Audit Committee 
Cox became a Cinergy director in 1994 He IS a former director 
of Cincinnati Gas & Electric He is chairman of the board of 
Cincinnati Bell He is a board member of Touchstone Mutual 
Funds, The Timken Company and Diebold Inr He also serves 
on the boards of the Cincinnati Business Committee and Ihe 
University of Cincinnati 

Ann Maynard Gray 
Former Presideni, Diversified Pubhshtng Group of ABC lnc , 
Lead Director Chair. Corporate Governance Committee 
Mmiber Compe.isation, and Finance and 
Risk Management Committees 
Gray became a Duke Energy direc:or in 1994 She has held 
3 riiirnbcr of senior positions with American Broadcastirg 
Comparies. including senior vice president of finarce treasurer 
and vice prcsidenl of planning She serves on the boards of the 
Phoerix Conpants and Elan Corp plc, and sPe is a p z t  member 
of the board of irustcf-s of J P Morgan Funds 

"?,*M-eQc 

James H. Hance Jr. 
Retired 'Vce C/?arrmm. Chie! Financial OHfcer 
and Board Merrerrber. Bank ot America. 
Chzir. Compensation Committee. Mem!)er, Finance 
and Risk Management Committee 
Hince joined Duke Energy s board in 2@05 A certified public 
accoun!ant. he sper;t 1 7  years with Price Waterhouse He serves 
on the boards of directors for Sprint Nexlel Corp , Cousins 
Properties Inc and Rayonier Corp He is a trustee of Washington 
(Jniversity and of Johnson & Wales University 

James T. Rhodes 
m i r m a n .  President and CEO. Institute of Nuclear 
Power Operations flNPOJ. 
Chair. Nuclear Oversight Committee. Member; Audit C'omrnrttm 
Rhodes became a dircctor of Duke Energy in 2001 A former 
president and CEO of Virginia Power, he is  a member of the 
Electric Power Research Institute's advisory council Rhodes 
is  a former board member of INPO. the Nuclear Energy Institute. 
Virginia Declrtc and Power Co , Dornrnion Resources Inc , 
Fdison Electric Institute. the Southeastern Electric Exchange 
and NationsBank N A 

James E Rogers 
Chairman, President and CEO, Duke Energy 
Rogers became chairman of Duke Energy in 2007 He was chair- 
man and CEO of Cinergy prior to its merger with Duke Energy 
Rogers is chairman and Serves on the Executrve Committee of the 
Edison Electric Institute He is a director of Fifth Third Bancorp 
and Cigna Coip He is  a member of the boards of directors of the 
Nuclear Energy Institute, the lnstilule of Nuclear Power Operations 
the Alliance to Save Energy, the National Coal Council and the 
Nicholas Institute for Environmental Policy Solutions 

Mary L. Schapiro 
Chairman and CEO, National Associarion of Securities 
Dealers (NASDI, 
Member, Audit and Corporate Governance Committees 
Schapiro became a Cinergy director in 1999 She is a member of 
the board of governors of NASD, the world's largest private-sector 
securilies regulator Previously, as chairman of the Commodity 
Futures Trading Commission, she participated in the President's 
Working Group on Financial Markets She also served as a 
Commissioner on the Securities and Exchange Commission for six 
fears She currently scrves on the board of direclors of Kraft Foods 
inc and the board of trustees of Franklin dild Marshall College 

Dudley S. Taft 
Presiden: and CEO Tat: Broadcasting Co 
!Member Cornpensarion and Nuclew Oversight Commiitfes 
Taft sefied on Cirergy s board beginning in 199Q and was a 
director of Cincinnati Gas & Electric ftom :985 Lntil 1995 
He serves on the boards of the U ~ f i  b1ut.A Holding Co 
Fifth Thiro Bancorp ara Tribune CJ He is chairmar cf 'he 
Cincinnati Association for the Ar's a r t l  a t i i i s l ic  of Boys 3rd 
Girls CIt bs 0' G Eater C r c i r r i d i  

35 





EXECUTIVE MANAGEMENT 

Henry E. Barron Jr. 
Group Execu1,ce and Chief Nuclear O?r,,cer 
Barrcn became Duke Energy s chief iluclear officer In 200; He IS 

respcnsible for the safe operation of the company 5 three nuCleal 
generating stations He joined Duke Power in 1972 as a nuclear 
power plant ergineer 

Paul H. Barry 
Senior Vice President and Chief Oevelopmeni Offrcer 
Barry is responsible for all corporate developnlent. mergers 
and acquisitions He previously served as group execulive and 
president of Duke Energy Americas, where his responsibilities 

Thomas C. Q'Connor 
Grc:; Execohve and +5ldEflr Conrnen?l  Businesses 
0 Cormor is resfic:sibie for The V d w s t  con-reglilatffi generation, 
Duke Energ). lnt-lrnaiional. Duhe Erergy Generation Services, the 
teleccmmunications businesses. the companv s equity interest in 
Cresccrt Fiesoilrces. and a11 corporate developmert ard merger 
and acquisition acl!vities 

Cathy S. Roche 
Senior Vice President and Ch id  Communications Olficer 
Roche is respcnsible for directing and managing Duke Erergy's 
communications with internal and external audiences. as well as 

marketing, and international operations 

Lynn J. Good 
Senior Vice Presideni and Treasurer 
Good leads the treasury functions for the company, as well as 
insurance. market and credit risk management, and corporate 
financial planning and analysis She previously served as 
executive vice president and chief financial officer for Cinergy 

David L. Hauser 
Group Executive and Chiel Financial Officer 
Hauser became Duke Energy's CFO in 2004 He leads the 
financial function, which includes the controller's ofice. treasury. 
tax. risk management and insurance Since Hauser joined 
Duke Power in 1973. he has held various leadership positions, 
including controller 

Julia S. Janson 
Senior Vice President. Ethics and Compliance. and 
Corporate Secreiary 
.Jansan directs Duke Energy's ethics and compliance program and 
serves as corporate secretary Until the recent merger, she was with 
Cinergy. where she was named corporate secretary In 2000, and 
chief compliance officer in 2004 

Marc E. Manly 
Group Execurive and Chief legal Officer 
Manly leads a group that comprises the legal department. internal 
audit services, the ethics and compliance office. and the corporate 
secretary He served as Cinergy's executive vice president and chief 
legal officer irom 2002 until Cinergy merged with Duke Energy 

William R. McCollum Jr. 
Group Executive and Chief Regulared Generabon Officer 
McCollum is :csponsible for the company's regulaled fossil fuel and 
hydroelectric power generation including portfolio optimization. 
engineering, corstrucfion. project management and procurement 
He joined Duke Power as a nuclear power plant engineer 'n 1974 

Sandra F! Meyer 
President. Duke Enerzy O!J!U and DiAe Ewrgy %enlirk:, 

and brand management and strategy 

Christopher C. Rolfe 
Group Executive and Chief Adminisifative Oilicer 
Rolfe leads several of Duke Energy's corporate functions, including 
human resources, information technology and operations services 
He previously served as group executive and chief human 
resources officer 

Ellen T. Ruff 
President, Duke Energy Carolinas 
Ruff leads Duke Energy's utility business in North Carolina and 
South Carolina. which serves more lhan 2 2 million customers 
She was formerly group vice president of planning and external 
relations for Dlike Power 

Jim L. Stanley 
President, Ouke Energy Indiana 
Stanley leads Duke Energy's Indiana utility business. which 
serves more than 760,000 customers He previously served 
as vice president of field operations ior Duke Energy's Midwest 
service area 

R. Sean Trauschke 
Vice President. lnwesior Relalions 
Trauschke is responsible for monitoring trends in investment 
markets and for maintaining key relationships with investors. 
financial analysts and linancial institutions He was formerly the 

company's vice president of risk management. chief risk officer 
and chief credil officer 

B. Keith Trent 
Group Execulive and ClJiei Strategy and Policy Officer 
Trent is responsible for strategy, federal policy and government 
affairs energ! efficiency and lechnolcgy initiatives. cnvironmerilal 
health and safety policy. corporate communications. and sustain- 
ability and cornmunrly affairs He was formerly chief development 
officer and general councel 

James L. Turner 
Group Eiecul ie and Frfsrde.?r. L' S Franchised Electric arid Gas 

Meyer leads D u k  Enera s Ohio 2nd Kentucky c?pera!icns 
which serve more than 810 000 cuslorners Slie was formerly 
group iice pcesidei!t of i me: wr'vice. sakes and marketing 
for Duke k v m  

* Turner has wcrall profi' and 10s rcsponsitilitj for thc corrpany's 
U S Franctiiced E'ecrric a i d  Gas business. ,which wves  
3 9 miliicr ius:omers lr stztm Prior to the mcrgr of 
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MON-GAAP FINANCIAL MEASURES 

ZOO6 APJO 2005 ONGOING DILUTED E A R N I N G S  

PER St lARE ("EPS") 
The Mowing is fhe cetarl of the BO 88 'n special items impacting 
diluted EFS for 2005 

Duke Energy s 2C06 Sum-nary Annual Report references 
2006 and 2005 ongoing diluted EPS of $1 81 and $1 73 
respectively Ongoing oiluted EPS is a non-GAAP (generally 
accepted accounting principles) financial measure, as I t  

rcpresmts diluted EPS from continuing operations plus the 
pw-s l im  effect of any discon:inued operations from our Crescent 
Resources real esiate development company ("Crescent") prior to 
the deconsolida!ion of Crescent in September 2006, adjusted for 
the pcr shale impact of special items Special items represent 
certain charges and credits which management believes will not 
be recurring on a regular basis The following is a reconciliation 
of reported diluted EPS from continuing operations to ongoing 
diluted EPS for 2006 and 2005 

2006 ' 2005 

Dilutffi EPS from continuing operations. as reported 8 1.70 $ 2 60 
Dilutm CPS lroni discontinued operations, as reported (0.131 (0.72) 

Dilukcri IKPS, as reported 1.57 1 8 8  
Adjustmenls to reported CPS: 

. 

Diliited FPS from disconlinued operalions 
excluding Crescent Resources. 
and cumulative effect of change 
in accounting princiQle 0.13 0 7.3 

Diluted EPS impact of special items 
(see detail betow) 0.11 (0.881 

lliluted EPS, ongoing $1.81 $1.73 

The following is the detail of the $(O 11) in special items impact- 
ing diluted EPS for 2006: 

2006 
Diluted 

Pie-Tax Tax E P S  
(In millions, exceot per-share amounts) Amount Effect Impact 

Natural Gas Transmission gain on 
contract settlement $ 24 S 18) 5 001 

Duke Energy portion of gain on 
Duke Energy Field Services" 
('DEW1 m e t  sale 

Costs to achieve the Cincrgy merger 
Costs to achieve the spinoff of Spectra Energy 
Impairment of C,anipxhe investment 
Gain on sale of iriterest in Crescent 
Gain related to the issuance of units 

of N a t d  Gas Transmission's Canacian 
InCO.mE lune 

Settlemen: reserm 
Impaiirner.t of 8.31ivia investnent 
B r  aciustncnt 

14 
( 1  28) 

(60) 
!50) 
246 

(5) 
4 5 

7 

( 1  241 

._ 

(5) 
58 
31 

0 

0 01 
(0 07) 
10 05) 
(0  04) 
o 10 

2005 
Diluted 

Pre.Tax Tax EPS 
(In millions. except per-share amounts: Amount ERect Impact 

Gain on sale of TEPPCO GF 
(net of minority interest of 
5343 mill'on) $791 $1293) 5 0 5 1  

Gain on sale of TEPPCO LP units 97 (36)  0 0 6  
Loss on de designation of Field Scrvices 

hedges, net of settlements on 
2005 pusitions (23)  9 ( U U I )  

mutual insurancc companies (28) 10 (0021 
Additional liabilities related to 

Gain an transfer of 19 7 percent 
interest in DEFS to ConocoPhillips 576 (213) 0 3 7  

6 (001) Impairment of Campeche investment (20) 
Initial and subsequent net mark lo market 

gains on de-designating Southeast 
Duke Energy North America 
I'DENA) hedges 21 (81 001 

Loss on Southeast DENA contract 
termination (75) 28 (004)  

Tax adjustment5 

Total Diluted EPS impact 

.- 12 001 

$ 0.88 
__ 

PROCEEDS FROM CERTAIN SIGNIFICANT 2006 
DISPOSITION TRANSACTIONS 

Duke Energy's 2006 Summary Annual Report references the 
nearly $2 billion in after-tax proceeds raised from selling the 
commercial marketing and trading ITMY) operations and 
effectively half of Crescent. The following represents the 
components of the after-tzx proceeds from these transactions: 

[In millions) 

Proceeds related to Creation of Crescent Joint Venture 
Net proceeds from issuance of debt by Crescent 
Proceeds received Imm sale of equity interest 
Estimsted income tax payments resulting from transaction 
Reduction in ieportcd cash due lo deconsolidation of Crescent 

$1,190 
415 

(135) 
(30) 

$1 440 
- 

Net after tax oroceeds 

Proceeds on Sale of CMT 
Net proceeds received (inducing iriorking capital and base price) 
Estimated income lax payments resulting from transaction 

5700 
(145) 

5555 

51,995 

~ 

..____ 
Net after t3x proccds __ 

Total comblned net after-tax proceeds 

Total Diluted EPS impact 
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2007 EMPLOYEE INCENTIVE TARGET MEASURE FORECASTED 2007 ONGOING SEGklENT AND 
TOTAL SEGMENT EBlT 

Duke Energy's 2006 Slimmary Annual Report references :he 
company's ZOO? emnloyee incentive target The EPS measure 
used for employee incentive oonuses is based on ongoing diluted 
EPS Ongoing diluted EPS is a non-GAAP firancial measure as it 
represents diluted EPS from continuing operations adjusted for the 
per-share impact of special items Special items represent certain 
charges and credits which management believes will not be 
recurring on a regular basis The most directly comparable GAAP 

Duke Energy's 2006 Summary Annual Report includes a 
discussion of forecasted 2007 ongoing EBlT for each of Duke 
Energy's reportable segments as a aercentage of forecasted 2007 
ongoing total segment EBlT Forecasted 2007 ongoing segment 
and total segment EBlT amounts are non-GAAP financial 
measures, as they reflect segment and total segment EBIT, 
adjusted for ihe impact of special items Special items represen! 

measure for ongoing diluted EPS IS reported diluted EPS from certain charges and credits which management believes will not 
be recurring on a regular basis The most directly comparable continuing operations, which includes the impact of special items 

Due to the forward-looking nature of this non-GAAP financial 
measure, information to reconcile it to the most directly 
comparable GMP financial measure is not available at this time. 
as management is unable to forecast any special items for any 
fulure periods. 

ANTICIPATED ONGOING DlLlJTED EPS 
GROWTH PERCENTAGES 

Dtilte Energy's 2006 Summary Annual Report references the 
company's anticipated growth in ongoing diluted EPS through 
the end of 2009. These growth percentages are based on 
anticipated ongoing diluted EPS. Ongoing diluted EPS is a 
non-GAAP financial measure, as it represents diluted EPS from 
continuing operations adjusted for the per-share impact of special 
items Special items represent certain charges and credits which 
management believes will not be recurring on a regular basis. 
The most directly comparable GAAP measure for ongoing diluted 
EPS is reported diluted EPS from continuing operations, which 
includes the impact of special items Due to the forward-looking 
nature of this non-GAAP financial measure for future periods, 
information to reconcile this non-GAAP financial measure to the 
most directly comparable GAAP financial measure is not available 
at this time, as management is unable to forecast any special 
items for any future periods 

GAAP measure for forecasted ongoing segment EBIT is reported 
segment EElT from continuing operations, which includa the 
impact of special items The most directly comparable GMP 
measure for ongoing total segment EBlT is reported total segment 
EEIT, which includes the impact of special items Due to the 
forward-looking nature of these non-GAAP financial measures for 
future periods, information to reconcile these non-GAAP financial 
measures to the most directly comparable GAAP financial 
measures is not available at this time, as management is 
unable to forecast any special items for any future periods 
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Annual Meeting 
T?e 20C7 Pnnual Veeting of 
Duke Energy Shareholders uiII be 
Date Thursday, May ! O  2007 
Time 10 a TI 

Place O J Miller Auditorium. 
Energy Center 
526 South ChLrch Street 
Charlotte, NC 28202 

Shareholder Services 

cash p ~ )  :%en: d tdi.bridends Aildi:ionall~. 
nxticipanis may register for DUK-Online. 
o ~ r  rnline account management tool 

Financial Publications 
Duke Energy's cLrrent anniial report, 
SEC Form 10 Y and related financial 
publica'ions can be founo on our Web 
site at www duke-energy comlinvestors 
Printed copes are also available free of 
charge Jpon request 

Dividend Payment 
Ouke Energ, has paid quarterly cash 
dividends on its common stock for 
80 ccnsecutrve years For the rest of 2007. 
dividends on common s t x k  are expected 
to be paid, subject to declaration by ihe 
Board of Directors, on June 18, Sept 17 
and Dec 17. 2007 

Bond Trustee 

- .. Shareholden may call (800) 438-3853 
or (704) 382-3853 with questions 

If you have questions regarding your 
bond account, call (800) 275-2048, 

about their stock accounts, legal 
transfer requirements, address changes. 
replacement dividend checks, replacement 
of lost certificates or other services 
Additionally, registered users of DUK- 
Online, our online account management 
service, may access their accounts through 
the Internet 

Send written requests to: 
Investor Relations 
Duke Energy 
P.0 Box 1005 
Charlotte, NC 28201-1005 

For electronic correspondence, visit 
www duke-energy com/contactlR. 

Stock Exchange Listing 
Duke Energy's common stock is listed 
on the New York Stock Exchange 
The company's common stock trading 
symbol is OUK 

Web Site Addresses 
Corporate home page 
www duke-energy com 
Investor Relations: 
www duke-energy com/investors 

InvestorDirect Choice Plan 
The InvestorDirect Choice Plar; provides 
a simple and convenient way to purchase 
common stock directly through ihe 
company, without incurring brokerage 
fees Purchases may be made weekly 
Bank drafts for monthly purchases, as 
well as a safekeeping option for dwositing 
certificates into the plan, are available 
The plan also provioes for full 
reirvestnent direct deposii or 

txcirori iL ueitvery vi W i i l C  tu; 

As part of our commitment to sustainability 
leadership, we are again offering to make 
a $1 donation to The Nature Conservancy 
for every shareholder who signs up for 
electronic delivery of our annual report, 
proxy statement and our other financial 
information Currently, more than 80,000 
of you have chosen electronic delivery. and 
we intend to make an equivalent donation 
in dollars lo The Nature Conservancy This 
effort helps preserve our natural resources 
and significantly reduces our printing and 
mailing costs 

You only need to sign up once 
To enroll in electronic delivery, go to 
https / / w w  icsdelrvery com/duk/lndex 
html To learn more about the work 
of The Nature Cooservancy, visit 
http //www nature org 

Duplicate Mailings 
If your shares are registered in different 
accounts, you may receive duplicate 
mailings of annual reports, proxy 
statements and other shareholder 
information Call Investor Relations for 
instructions on eliminating duplications 
or combining your accounts 

Transfer Agent and Registrar 
DiJke Energy maintains shareholder 
records and acts as transfer agent and 
registrar for the company's commoi 
stock issues 

The Bank of New York 
Global Trust Services 
101 Barclay Street 
New York, NY 10286 

NYSE CEO Certification 
Duke Energy Corporation has filed the 
certification of its chief executive officer 
and chief financial officer pursuant to 
Section 302 of the Sarbanes-Oxley 
Act of 2002 as exhibits to its Annual 
Report on Form 10-K for the year ended 
December 31, 2006. In November 2006, 
Duke Energy Corporation's chief executive 
officer, as required by Section 303A 12(a) 
of the NYSE Listed Company Manual, 
certified to the NYSE that he was not 
aware of any violation by Duke Energy 
Corporation of the NYSE,'s corporate 
governance listing standards. 

Send Us Feedback 
We welcome your opinion on Duke 
Energy's 2006 Summary Annual Report 
Please visit www duke-energy corn/ 
investors, where you can view the online 
Annual Report and provide feedback 
on both the print and online versions 
Or contact Investor Relations directly 

Duke Energy is an equal opportunity 
employer This repr t  is published solely 
io inform shareholders and is not to be 
considered an offer, or the solicitation 
of an offer, to buy or self securities 
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Ctiairman's Letter to Stakeholders 

b-. uearndfuw I-, 0- 

and all who have an interest in our success - 
our partners, suppliers, policymakers, regulators 
and communities: 

r 

We believe that all companies should have great 
aspirations. A t  Duke Energy, we have two aspirations 
that guide our planning and serve as a bridge to 

generation fleet, and 12) Help make the communities 
we serve the rnost energy efficient in the world. 

These aspirations are grounded in our comniitments to provide our 

customers with clean, affordable arid reliable electric and gas services, 

and to allocate capital over the long term to grow earnings for investors. 
Our aspirations are also shaped by the ongoing debate over how to address 

global climate change. They are action-based. They recognize our intent to 

ensure that rules limiting greenhouse gas (GHG) emissions will fairly balance 
the needs of all of our stakeholders. 

In this letter I will describe how we are building bridges to a low-carbon 

JAMES E ROGERS 
Chairman. President and 
Chiel Executive Officer 

the future: (1) Moderriize and decarbonize our 

future My confidence in o ix  ability to succeed is based on the dedicatirm 
of our people. Their hard work and perseverance was evident in oiur 
L7 !XI7 res!-; Its. 
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2007 - A STRONG, rates without a material impact on Demand for eleclrtcity IS growing locally 
PRODUCTIVE YEAR 

Last year, we faced wealher-related 
challenges of record-setting summer heat 
throughout our service territory and a 
persistent drought in the Carolinas. We 
continued to make progress in integrating 
our 2006 merger with Cinergy, and we 
completed the spinoff of our natural gas 
businesses. The people of Duke Energy 
riiet these challenges while achieving solid 
results in customer service and operations 

a We increased earnings per share and 
total return: Ongoing diluted earnings 
per share of $1 24 in 2007 exceeded 
2006  ongoing diluted earnings per 
share of $0 99 Duke Energy's total 
shareholder return (TSRI - a combi- 
nation of the change in stock price plus 
dividends paid out - was more than 
9 percent in 2007. This beal the 
S&P 5 0 0  index TSR of 5 5 percent. 

a We achieved constructive legislative 
and regulatory outcomes: We received 
approvals to build two new advanced 
coal planls in Indiana and North 
Carolina. Thanks lo the diligent work of 
our teams, we received final air permits 
for both in January 2008 We helped 
pass comprehensive energy legislation 
in North Carolina and South Carolina 
The legislation enables the more timely 
recovery of certain operating costs, 
such as the reagents and c'lemicals 
we use in our environmental equipment 
on our coal plants And it allows more 
timely recovery of the financing costs 
associated with the construction of new 
baseload seneration !n Norlh Carolina, 
we settled our rate case. which rauced 

~ industrial, ccmmerciai and residential 

2008 earnings In Ohio, we continue 
to support legislation that wili ensure 
future rate certainty for our customers 
in thal state 

a We grew our renewable energy 
portfolio: Our Cammercial Businesses 
acquired 1,000 megawatts of wind 
power assels planned or under 
development in the western and 
southwestem United States. We 
also began construction of two small 
hydroelectric power plants in Brazil. 

3 We dedicated ourselves to customer 
service and economic development: 
We achieved improvements in our key 
internal satisfaction measures for ali 
customer classes. Economic develop- 
ment efforts helped Stimulate new 
capital investments and new jobs 
in our five-state service territory 

a We met productivity targets: Our 
nuclear and coal plants performed 
superbly when we needed them the 
most Our nuclear fleet had its third. 
best year ever for capacity Despite 
the drought, careful management of 
our coal and hydro units enabled us 
to successfully meet our customers' 
record demand for both peak and 
baseload power 

BUILDING DRIDGES TO 
A LOW-CARBON F U T U R E  

In 2008, we'll continue to focus on 
delivering r rwl ts  for both customers and 
investors in our basic business At  the 
Sam? time. we will c o n t w e  to chip away 
st the inost difricult challenge in Ihe history 
10: our industry: global climate change 

and globally Each year, Duke Energy 
alone is adding approximateiy 40.000 to 
60.000 new cuslomers in the Carolinas, 
and 11.000 io 16,000 new customers in 
the Midwest This means we will need 
more than 6.000 megawatts of new gener- 
ating capacity by 2012 According to the 
U S Department of Energy, nationwide 
power demand will grow approximately 
35 percent by 2030 

that carbon dioxide (CO,) released into 
the atmosphere from burning fossil fuels 
is creating conditions that COlJld change 
our way of life Scientists know climate 
change is a problem, yet they aren't able 
to accurately predict its full scope. I leave 
the science to the scientists, but as an 
energy company CEO, I have a responsi- 
bility to protect our assets against such 
risks - to meet the need for power, 
without risking our children's futures. 

We must plan ahead It lakes five or 
more years to build a new baseload coal 
plant, and 10 to 15 years to build a new 
nuclear plant To ensure we can deliver 
reliable and affordable power to our 
customers, we have to start now. But 
today, we lack advanced technologies 
that can achieve this seemingiy irnpossible 
dual mission: high growth and low carbon 
Consequently, we have developed a 
multi-pronged strategy lo bridge the 
gap between our current high-carbon 
ecovomy and a low-carbon future 

Let in€ explain in this letter how the 
people of Duke Energy 2re building four 
bridges: (1) from "production" (making 
watts) to efficiency" (caving watts); 
( 2 )  froin c,onYer,tioral to uncoruent,cn.zl 
generating technologies: (3! spanning 

At Ihe same time, evidence is growing 
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L 7007 MAJOR ACHlEVElLlENTS 

rtiies; and (4) from following the status quo 
to leading with lorward-looking policies 

THE FIRST BRIDGE: 
FROM PRODUCTION (MAKING WATTS) 
TO EFFICIENCY (SAVING WATTS) 

Most of the electricity generated in this 
country is fueled by four natural resources: 
coal, uranium, natural gas and water We 
include a fifth fuel - energy efficiency 
By helping OUI customers use power 
more efficiently, we can help them save 
money and reduce the need for new power 
plants In aggregate, energy efficiency 
investments are the least expensive and 
most environmentally benign source of 
energy for our customers. 

Why isn‘t more being done to promote 
energy efficiency? As co-chair of the 
National Action Plan on Energy Efficiency 
and the Alliance to Save Energy, I reviewed 
state regulatory plans for energy efficiency. 
We found that many utilities don’t invest 
in such programs, beCaLJSe the current 
regulatory framework is biased against 
investments in energy efficiency in favor 
of putting steel in the ground Our goal 
is to change that regulatory paradigm so 
that earnings from energy efficiency are 
on a par with earnings from investments 
in new power plants 

In 2007, we introduced Duke Ewrgy’s 
energy efficiency plan which is designed 
to set investmen: returns for the costs and 
savings of energy e’ficiency programs 
Customers would benefit k c a m  they 
would pay 10 to :5 percent less for energy 
efficiency than for 2 new power Flarit We 
filed for ieguletorp approval of tnis plan in 
Indiana North Carolina and South Carolin?. 
As I was wil ing this letter. we reached 

combined cycle UGCC) power plan1 In southwestern lncriana IPM air per 
received In January 2008). 

8 Settled rate case in North Camllna, which reduced industrial, commercial a 
residential rates with no materhl impact on 2008 earnings. 

8 Filed =pitations wili’i state reguisbnn for certificates of public convenlence and 
necesity to ad@ bw 620-megawatt combined cycle, natural gas-fired ur.;tS at 
tvm w&r! p-wr plans in North Carolina. 

e Submitted a mrfbmer! cotdmction and operating license applicatlon to 
the U.S Nuclear Regulatory Comrnisslon for the proposed 2.234-megawatt 
Lee Nuclear Statlon in Cherokee County, S C. 

rn 2007 ongoing diluted earnings per share of 91 25 weeded  2006 ongoing 
diluted earnings per share of $0 99 

FULL YEAR 

rn Continued Gush for federal cap-and-trade legislation limltlng greenhouse 
gas emissions 

I 
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a partial settlement in South Carolina for of looking for a "silver bullet" strategy, we annually and runs about 30 percent of 
our plan We expect to file similar plans 
in Ohio and Kentucky in 2008 

We were pleased that in February 
2008, the Alliance to Save Energy, the 
American Council for an Energy-Efficient 
Economy and the Energy Future Coalition 
endorsed our energy efficiency model as 
"an innovative and promising new direction 
for the company and its customers." 

Building the smart grid - the backbone 
of reliability 

In 2007, we began installing smart 
meters in Charlotte. N C , Cincinnati, Ohio, 
and northwestern South Carolina Turning 
analog meters into digital or smart meters 
enables real-time communication between 
our power grids and ow customers' homes 
This will help our customers monitor and 
manage their power consumption We 
have about 7,500 smart meters in place 
today With appropliate regulatory recovery, 
we expect to install an additional 60,000 
by the end of 2009. 

Over the next five years, we plan to 
spend about $1 billion to digitize our distri- 
bution system These improvements will 
help us better balance supply and demand, 
pinpoint lrouble sooner, and restore 
outages Faster or avoid them altogether 

THE SECOND ERIOGE: 
FROM CONVENTIONAL TO 
UNCQNVENTIONAL GENERATING 
TECHNOLOGIES 

Our energy efficiency focus is vital to 
providing reliable and cast-effective 
e!ectricity in the future But efficiency 
alone cannot satisfy growing demand 
and at the same t i r e  reduce oLr CO, 
emissions WE mast do more Instead 

6 

are taking a "silver buckshot" approach 
Using new technologies, we plan to build 
an efficient generation portfolio powered by 
coal, nuclear, natural gas and renewables. 
Over the next five years, we plan to invest 
approximately $23 billion (almost equal to 
our current market cap) to make our entire 
system more efficient, retire inefficient 
plants and increase renewable generation 

Advanced coal technologies 

committed to a low-carbon future continue 
to build new coal plants?" I remind them 
of these key facts: Today, coal accounts 
for about 50 percent of our nation's total 
electric generation. In the United States, 
Duke Energy's system is about 70 percent 
coal We burn coal today because it is 
the most abundant and economical fuel 
available for large-scale reliable power 
generation. We are finding ways to use 
coal more efficiently and cleanly 

Indiana regulators approved our 
four-year plan to build a cleaner-coal 
integrated gasification combined cycle 
(IGCC) plant The 630-megawatt 
Edwardsport plant is currently expected 
to cost approximately $2 billion To 
encourage this new technology, the 
project will receive $460 million in local. 
State and federal tax incentives and credits 

cleanest and most efficient coal-fired 
power plants in the world It will emit less 
sulfur dioxide (SOz), nitrogen oxides (NO,) 
and particulates than the plant i t  replaces 
- while providing more than i0 times 
the power of the existing plant The 
current 160-megawatt Flant emits about 
l3,OQO :on5 of SO. NO, and particclates 

When people ask, "How can a company 

The new plan1 will be one of the 

the time. By comparison, a new 630- 
megawatt IGCC plant running 100 percent 
of the time will emit about 2.900 tons 
of the same pollutants. It will also lJSe 
about 11 million gallons of water a day, 
compared Io the current plant, which 
uses almost 190 million gallons daily 

Eventually we hope to be able to 
capture and permanently store the COz 
emitted from this plant in nearby under- 
ground formations, keeping it out of 
the atmosphere. 

North Carolina regulators approved 
our plan to build a new 800-megawatt 
unit at our Cliffside Steam Station At 
a cost of approximately $2 4 billion, this 
plant will use supercritical coal-combustion 
technology, which is 30 percent more 
efficient than the units it will replace As 
a result, i t  will generate twice the amount 
of electricity of the existing plant with only 
one-seventh of the SO,, one-third of the 
NO, and one-half the mercury emissions 
The new unit's air permit includes limits 
on SO, and NO, emissions that are stricter 
than current state and federal rules The 
state's mercury limits are already more 
stringent than federal rules The project 
will receive 5125 million in federal clean- 
coal tax credits 

CO, mitigation plan for Cliffside. As part 
of that plan, we will retire the plant's four 
older coal units by 2012 and shut down 
SO0 megawatts Gf other older coal units 
by iO!8 In addition. w agreed :o invest 
1 percent or approximately S5C million 
of our North Carolira iever.ues from 
our regulated ope:ations each year In 

energy ef'iciency, pending approprhte 
-egulatory apFroval 

We also agreed to implerrieril a unique 
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Natural gas 
Natural gas emits less CO, than coal, 

but it is more expensive - so we use it 
judiciously in our portfolio We filed with 
our regulators to build two 620-megawatt 
gas-fired units, one each at our Buck 
arid Dan River steam stations in North 
Carolina. Last year, we purchased nearly 
1,300 megawatts of gas-fired generation 
in the Midwest and North Carolina, adding 
to our existing gas assets 

Non-fossil fuel: nuclear and 
renewable energy 

Today, approximately 28  percent of the 
power we generate in the United States 
comes from zero C0,-emitting nuclear and 
renewable energy -about 5,000 mega- 
watts of nuclear capacity and about 
3,200 megawatts of hydroelectric capacity. 
We also have more than 3,100 megawatts 
of hydroelectric capacity in Soulh America. 

To reduce CO, emissions and meet 
demand growth, nuclear power must 
play an even larger role in our portfolio 
In December. we filed an application with 
the Nuclear Regulatory Commission for 
a combined construction and operating 
license for our proposed two-unit, 
2.234-megawatt Lee Nuclear Stalion in 
South Carolina. We also filed with South 
Carolina regulators to invest and recover 
up to $230 million in the plant's upfront 
development costs We saw similar cost 
recovery assurance legislation pass in 
North Carolina Assuming timely regulatory 
approvals. we would anticipate unit 1 
coming on line in 2018 

We will slso increase our use of renew- 
able energy, by adding wind. solar and 
biornass Io our hydroelectric capacily We 
will add up to 200 megawatts from renew- 

customers. and we are purchasing 
renewable energy capacity to supply 
our North Carolina customers starting in 
2012 As noted earlier. our nonregulated 
business is also building a renewable 
energy portfolio When compleled, these 
projects will sell wholesale power to other 
utilities. We expect the first 240 megawatts 
of these nonregulated assets lo come 
on line in 2008 and 2009 

THE THIRD BRIDGE: 
SPANNING INVESTOR EXPECTATIONS 
AND NEW REGULATORY RULES 

During the 1970s and 1980s, the industry 
invested trillions of dollars to build new 
baseload generation. The result was a 
sobering demonstration of the limitations 
of traditional rate-of-return regulation - 
for both customers and investors. This 
conslruction binge resulled in rate shocks 
for customers, cost overruns. the cancella- 
tion of half-finished plants and ultimately 
red ink for shareholders 

In the 1990s. we turned to the 
deregulation of power markets, relying 
on market signals to build new generation 
cost-effectively. But these experiments 
produced other undesirable outcomes: 
overbuilding in premium fuels such as 
natural gas and the under-recovery of 
true investment costs 

The iessons are clear to customers, 
investors, regulators and policymakers 
We need new rules based on what we 
learned from both building eras. Customers 
and investors can both benefit when 
regulators reduce the time between wher, 
we invest a d  when we start recovering 
our investments 

= Bazr;kwr-Wrew.*n;rfa 
about what we do. We strive 
excellence. We take personal 
accountability for wr -x-rions, 

m Respect - We value b i  
talents. w q x d ~ ~ ~  itfwi wperi- 
wccc. We treat W I ~  the w q  
we want b he trC&& 

SSZctgr - We put safety first in 
all we do. 
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In 2007 South Carolina passed com- 
prehensive energy legislation that includes 
provisions allowing recovery of new nuclear 
plant financing costs during the construc- 
tion phase Similarly, North Carolina 
lawmakers passed legislation that allows 
us to seek plant financing costs through 
a rate case This legislation enables us to 
synchronize capital spending and rate 
cases associated with our major invest- 
ments The North Carolina law also 
provided a workable renewable energy 
and energy efficiency portfolio standard 
requiring investor-owned utilities to supply 
12 5 percent of their power from renew- 
able energy sources by 2021 

This far-thinking leadership will allow 
us to build new plants so we can deliver 
reliable and affordable service to our 
customers while reducing the risk of 
regulatory lag 

Our strong balance sheet allows us 
to fund our ambitious five-year building 
program without issuing public equity. 
Beginning in 2010, we expect lo raise 
equity of about $200 million per year 
through our dividend reinvestment and 
internal benefit programs 

THE FOURTH BRIDGE: 
FROM FOLLOWlMG THE STATUS QUI? 
TO LEADIRG WITH FORWARD-LOOKING 
POLICIES 

I've described actions we are taking in 
our service territory to meet our growing 
demand for powe! and reduce our 
carbon foctprint With these steps we 
will achieve our aspirations of modernizng 
ard deca:bonizirg our fleet and making 
m r  rommunities more energy ef f icwt  

Bbt we must co more As  the tt-ird 
lar&est emitter of CO- in the Uniled States 

e 

I believe we have a responsibility to provide 
policy leadership. We must imagine a 
low-carbon future for our grandchildren 
and act to lower COi emissions now 
Achieving a low-carbon future wiil require 
rigorous engineering wlutions, continuing 
technological discoveries, the political will 
to bridge local interests and global needs, 
and leaps of imagination. 

In 2007, we worked to win Congres- 
sional support of cap-and-trade rules 
to control GHG emissions, so that all 
businesses can calculate the investment 
needed to reduce their carbon footprints. 
We advocated for legislation that treats 
all industries and regions of the nation 
fairly and ensures that utility customers 
in high coal-using states aren't penalized. 
We believe a cap-and-trade approach 
is the fairest and most equitable and 
practical way to achieve a 60 to 
80 percent reduction in our nation's 
GHG emissions by 2050.  

'We also need new ways to fund 
research, development and deployment 
of CO,-reducing technologies Without 
such funding, we won't make it across 
the bridge to a low-carbon future 

leaders are stepping forward to cross that 
bridge They're not waiting for others to 
act Such leaders are also emerging in our 
company They and their colleagues know 
it's easier not to rock the boat Yet they've 
chosen to act and to take personal recpon- 
sibility for :heir resuits They've chosen to 
lead with integrity. discipline, vision and 
compassion - and help prepare and 
deve!op our workforce for the future 

During the next five years. we expect 
almost a third of that workforce to retire 
Thiz pieserts both a recruitment challenge 

More business, political and community 

and a great opportunity to grow talent 
within the company One of my team's 
top priorities is development of a highly 
talented workforce that has the skill 
and the will to position us for a low- 
carbon future. 

FOCUSED ON GRO'NTH 

Based on current assumptions, we expect 
to grow ongoing diluted earnings at 5 to 
7 percent compounded annually through 
2012. We've set our 2008 employee 
incentive target at 51 27, based on ongoing 
diluted earnings per share. Our growth 
objectives are slipported by our commitment 
to balance the needs of our stakeholders. 
including future generations 

Our many accomplishments this 
past year were possible because of the 
diligence, hard work and imagination of 
the people of Duke Energy I thank them 
on your behalf, and mine 

The catalysts to increase future earn- 
ings will be continuing cost management, 
execution on our investment-recovery 
strategy and steady organic growth 
This represents a strong value proposition 
for our investors, and one that allows 
us to honor commitments to all of our 
stakeholders 

We will focus on these priorities as 
we continue to build bridges io a low- 
carbon future I look forward to working 
together with you io achieve that goal 

JAMES E KOGERS 
Chairman. Presider? and 
Chief Executive Office; 

March 7 2008 
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Leadership on Climate DisclosiAre 

Investors, customers and other stakeholders need to know the risks and opportunities 
the company will face in a world of tightening greenhouse gas constraints. They also want 
to know what the company is doing to position itself for success in a low-carbon future. 

As part of its commitment to transparency, Duke Energy has been reporting its carbon 
dioxide (CO,) emissions to the U S. Department of Energy and to the U S Environmental 
Protection Agency since 1995. For the past five years, the company has also participated 
in the Carbon Disclosure Project (CDP). The CDP IS an independent organization that 
works with shareholders and parbcipatrng companies who voluntarily share their assess- 
ment of the business risks and opportunities they face due to climate change and the 
associated regulatory requirements. Duke Energy's current CDP report can be found at 
www cdproject.net and on the company Web site at www.duke-energy,com/environmenv 
reports/carbondisckmre project.asp. 

Duke Energy's SEC Form 10-K for 2007 included a detailed assessment of the climate 
policy debate in Washington and potential costs customers could see under specific 
legislative proposals. (This form can also be accessed on the company Web site.) The 
company pointed out that compliance costs will be highly dependent on allowance prices, 
and will be tied closely to Congress' decision with respect to the allocation of allowances. 

In January 2008, Duke Energy agreed to participate i n  The Climate Registry (TCR) as 
a Founding Reporter. TCR represents a collaboration of 39 US. states, seven Canadian 
provinces and two Mexican states. Participants in the registry agree to report their 
greenhouse gas emissions using a common platform. A more detailed description 
can be found by visiting www.lheclimateregistry.org. 

In 2007, Duke Energy joined the Advisory Committee of the Climate Disclosure Standards 
Board (CDSB) - an international partnership of seven organizations formed to establish 
a generally accepted framework for corporate climate change risk-related reporting. 
The board's long-term goal is to ensure that companies file these reports with regulatory 
authorities as part of their annual financial reporting More information is available at 
www weforum org. 

Duke Energy has agreed to participate this year in the CDSB's pilot program to "rcad test" 
lhe template, which includes emissions disclosure, physical risks, regulatory risks and risk 
management strategy. Once the program is up and running in 2009, ccmplered reports 
will be posted on the Web sites of participating companies 

These are some of the ways Duke Erergy 1s working to keep its stakeholders informed 
about its strategy for addressing clivate change and the associated regulatory risk, now 
and in the luture. For more information on the company's climate disclosure and overall 
transparency efforts, please also see DiJke Energy's 2007/2008 Sustainability Report on 
the company Web site 

http://cdproject.net
http://www.lheclimateregistry.org




BLJlLDlNG BRIDGES TO A LOW-CARBON FUTURE: 

Where we are now 

Duke Energy IS one of the largest electricity suppliers in North 
and South America. We serve our retail and wholesale customers 
reliably and affordably with approximately 40,000 megawatts of 
electt ic generating capacity fueled froin coal, nuclear, natural gas? 
hydroelectric and a growing portfolio of renewable energy. In the 
United States, about 70 percent of the power we generate today 
comes from coal, which releases carbon dioxide (COJ into the 
atmosphere arid is linked to cliniate change 

CO, and most other greenhouse gases (GHG) have always 
been present, keeping the earth hospitable for life by trapping 
heat that woulcl otherwise escape into space. We Itnow this as 
the greenhouse effect. Since the industrial revolution, however, 
the concentration of GHG in the atrnosphere from the burning 
of fossil fuels and other human activities has increased, trapping 
more heat and arnplifyirig the natural greenhouse effect. 

A majority of the public and pokymakers now believe that 
the earth's climate is changing, caused in part by GHG emitted 
into the atmosphere froin human activity. 

As the third largest cniitter of CO,  in the United States 
-- more than 100 million tons annually, the equivalent of 
about 10 million cars on the highway - -  we realize we have 
a special responsibility to address this issue 

mir iiahe!iolciers, our nation. our wotIcI and future generaticns. 
0:ir focus is on finding praciical soli.itions that wil! bcnefit 

"I monitor and analyze emerging 
environmental issues f w  the company. 
Over the last few years, the debate 
over global climate change has 
intensified. We believe it is no longer 
a question of if Congress will enact 
carbon limits, but when - and 
what will be required. We have to be 
ready to comply in a way that keeps 
customer prices competitive." 

MIKE STROBEN 

Director Environmental Policy Analysis 

& Strategy 

Duke €nergy 

Cnar!otre, N C 
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BC!ILDIKG BRIDGES TO A LOW-CARBON FCITURE: 

Where w e  a e  going 

We are taking actions Today to build a sustainable nLrslness 
that allows our stakeholders and our company to prosper while 
balancing environmental, social and economic. needs 

We don’t know when federal restrictions on GHG eniissions 
will be enacted, but we must assume they are coming. Some 
believe it is premature to set specific ernission-retluction targets. 
But without a stake in the ground, we can’t expect to make 
meaningful progress We believe that preparing for a c.arbon- 
cmistrained world now carries substantially less risk for our 
customers and our shareholders than if we wait. 

To be ready, we are assessing what it wo~r ld  take to cut our 
CO,. emissions in half - approxiniately 50 niillion tons - by 
2030 By then! we will likely have replaced our oldest coal-fired 
power plants with advanced cleaner-coal and other technologies 
inc,luding nuclear power, natural gas, renewable energy and 
energy efficiency 

demand while keeping our prices coiiipetitive, a niiinber of 

lhirlgs must happen. These include new technology develop- 
inenIs and workable legislahe and regiilatory solutions 

We will w e d  riew, lower-emitiing coal-based generating 
technologies so we  can continlie using CiJal, our nation‘s niost 
a b  wdaii t  and economical fuel We will need acf::anctfd zero- 
emitting ni.!clear generation LVe will n x d  approval of a new 
h 11 si n e s   nod e I to sign if ic. a i 1 t I y F’X pa n d en erg y e f fi r i  i PI i c  y 

tech I i 01 og is and ;N%:! res s uti e y. ~ E C  Ted t:.h a I I e I 1 ges i ha t vv i I I 

To achieve :hat rediictioii and nieel our projected elec,tricity 

As ! ‘~e  rca l ix  mir visiwi. we will be ready lo adopt new 

ely r!):-l-lC ,<long 

“If we are serious about addressing 
climate change, we have to be 
serious about nuclear power. Nuclear 
power plants safely generate more 
than 70 percent of all carbon-free 
electricity in the United States. 
Along with advanced coal, natural 
gas, renewable energy and energy 
efficiency, nuclear power must 
be part of the mix to meet our 
need for clean, affordable and 
reliable electricity.” 

DAVID JONES 
Director. Nuclear Policy & Strategy 

Duke Energy 

Chararlolfe. N C 

13 

I 





BUILDING BRIDGES TO A LOW-CARBON FUTURE: 

How we will get there 

VVe arc taking tive steps to build cur bridges to a iow- 
carbon future. 

First, we are working to shape public policy We are 
piirsuirig passage of federal carbon legislation that will give 
the clec,tric utility industry the time it needs to make the 
transition to low-carbon generation, without severe damage 
to our economy and our customers. 

Second, we are pursuing new technology for generation 
and distribution of electricity and for energy effic.iency to 
reduce our carbon footprint 

Third, we are building new generation plants. We are also 
developing our talent base so we have the workforce we need 
to successfully transition to a low-carboil future 

Fourth, we are balancing diverse interests We are engaging 
with stakeholders to iintlerstand all viewpoints and find the besl 
path to sustainable carbon rerlurtion 

Fifth. we are taking a long view Halving our CO. einissions 
won't happen overnight. This is a marathon, not a sprint - -  but 

tlie sooiier we start. the greater the heriefits 
The following pages describe these five S ~ C P S  in greater detail 

"I've been a meter reader and worked 
in Customer Service, Accounting and 
Human Resources. In my current role, 
I bring the customer perspective to 
lawmakers and their staffs on Capitol 
Hili. This helps them better understand 
how we are trying to minimize the 
impact on our customers as we 
work to reduce our greenhouse 
gas emissions." 

JOHN HAYSBERT 
Manager, federal Governmenla/ Affairs 

Duke Energy 

Washington. D C 
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HOW W E  W I L L  GCT TIHERE 

Shaping public policy 
intensi;.e nations need to achieve this 
reduction level by the middle of this 
century to sIw//. stcp and revsrse the 
effects of climate change For Dbke Energy, 
we expect :hat all cf our currently operating 

~ 

j 
baseload nuclear and coal-fired genera:ing 
units will be retired by 2050. with the 
possible exception of ore of our newest' 
coal plmts in Ohio, which will then be 
59 years old 

Given the unknowns - the timing of 
new low-carbon generation tecbnologies 
and future carbon dioxide KO.) emission 
constraints - &e decided to look instead 

-' 'Cusr(irners are concerned about energy costs 
The), want to k.now \E\/liat they arid their families 
car1 do io reduc.e their power bills 111 that sense, 
I think Diike Energy's focus on energy efficiency 
is corning a i  the right time:' 

MARITZA RIVERA 
?a// Center Team Lead 

Duke Energy 
Ch,3r/oli~ N c 

Congress could pass legislation enacting 
a greenhouse gas (GHG) cap-and-trade 
program as early as 2009 As we strive to 
shape that legislation, we are working to: 

m Better understand the impact 
alternative policy approaches could 
have on our industry, our operations 
and our customers. 

Better understand the technology 
gap for low- and zero-emitting power 
generation and promote the funding 
mechanisms needed to close that gap 

YI Communicate with policymakers and 
other stakeholders, who can help mold 
and shape federal policy while new 
technologies develop This report ana 
our 2007!2008 Sustainability Report 
are part of that communication process 

emissions in half - by approximately 
50 million tons - by 20.30 Due to their 
relicensing, our three nuclear plants will 
still be operating. and our planned fourth 
nuclear plant, Lee Nuclear Station, will 
have been on line lor about 12 years, 
hased on the current schedule 20.30 
gives us a mole realistic horizon over 
which to evaluate potential emission- 
reduction strategies 

With passage of the right cap-and- 
trade legislation and new technologies, 
we believe we could successfully reduce 
our CO, emissions like we have our 
nitrogen oxide (NO,) and sulfur dioxide 
(SO,) emissions Through 2010. we will 
have invested approximately $5 billion to 
further reduce our SO, and NO, emissions. 
We project that by 2010, those emissions 
will be about 70  percent lower than they 
were in 1997 The SO, and NO, controls 
we have been installing have the added 
benefit of capturing a significant amount 
of mercury 

The point is, we acted proactively 
before to achieve workable regulations 
and made the necessary investments in 
new technology to comply We can do 
that again with carbon legislation and 
forge a solution that protects our customers, 
our business and our natioii's economy 

Most pending federal legislation cabs 
for reducing our nation's i;HG emissions 
by EO !o 80 percent by 2050 Scientists 
say the United Slates and other carhon- 
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HOW WE WILL GET THEPE 

i P u rs C.J i n g R e w  tech n o I o g y 
I 

I 

more than 1 200 niegatwatts of rdtural 
g a s - f i ~ 3  generatior: capacity to meet 
ncraasing d tnand  This Icwer-emitting 

gas genera:ion v,ill also rcplace older 
ceal un ts 

We are using our more t ian three 
decades 0' experience ,n building and 
operaring nLclear plants '0  plan a new 
2,234-megawatt nuclear power plant in 
South Carolira - a plant that will have 
zero CO, emissions 

We are increasing our use of renewable 
energy by purchasing renewable capacity 
to help meet our domestic energy demand 

"The Lo& Hesearch iemi s:iirlies I h w  ~ i d  ~ r h m  --- 
o w  cistorrieis are ijsing energy. This inforination 
helps io plan for our ci.istorii?rs' fukire i:(?eds and 
to identify the rcle that emerging techiidogim and 
energy effic.iency will ?lay i r i  meeting rhose needs" 

WILLIAM BAKER 

Manager, Load Research 
Duke Energy 
Charlotte, N C 

We are using new technologies to reduce 
our GHG emissions on both the supply 
and demand sides On the supply side, 
we're building a cleaner-coal integrated 
gasification combined cycle (IGCC) plant 
that will replace a half-century-old coal 
plant We're building this 630-megawatt 
plant in southwestern Indiana, where the 
geology is conducive to underground 
capture and permanent storage of CO, 
emissions. As that technology develops, 
we will evaluate its eventual use at the site 

In the Carolinas we're building an 
advanced 800-megawatt coal plant that 
will eventually replace 1,000 megawatts 
of old higher-emitting coal units in North 
Carolina We're not building an IGCC plant 
as the geolcgy there is not suitable for CO; 
storage, but this will likely be the las! new 
coal plant we build in North Carolina for at  
least 20 years By then. we would expect 
CO, capture technology to advance so it 
can be usec on %iirtually any coal plant, 
regzrdless of the geology Also in North 
Carolina :ve have applied to build 

Our Commercial Businesses are planning 
and developing more than 1,000 mega- 
watts of wind power 

On the demand side, we are transform- 
ing our passive analog distribution grids 
into digital information networks to further 
improve reliability and expand energy 
efficiency We are installing "smart" meters, 
remotely controlled appliance sensors 
and other energy-saving technologies in 
customers' homes 

We intend to make energy efficiency 
part of our standard service offering. This 
includes providing customers with tools 
to reduce their energy use without sacri- 
ficing comfort, convenience or productivity. 

Technology and energy efficiency 
breakthroughs won't happen without the 
right regulatory treatment We seek state 
regulations that treat energy efficiency as 
the "fifth fuel" - just like coal, nuclear, 
natural gas and renewable energy in 
meeting growing demand We seek IO 
earn a return on the avoided cost of 
building new power plants through 
our energy efficiency gains 
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hOW W E  WILL SET THERC 

~ Bui!ding projects and talent 
instailation on 2n existing unit of that plant 
Project ana constructicn maragernent 
tezm leaders working on the scrubber at 
B&ws Creek Steam Station <will transition 
io the new gas-fired urits being plannec 

NEETA PATEL 

Direclor, Technology Development & Application 
Duke Energy 
Cincinnati. Ohio 

Building new baseload power plants 
requires sophisticated coordination of 
planning, labor and malerials. We have a 
long tradition of hands-on involvement in 
large-scale construction projects In fact, 
our existing generation fleet was almost 
entirely engineered and built and is now 
operated by our own workforce 

Before the merger of Cinergy and 
Duke Energy in April 2006. both 
companies were in the process of 
completing large environmental retrofits 
- installing scrubbers and SCR (selective 
cata!ytic reduction) systems on some of 
their largest coal-fired units Experience 
gained on !hose projects by our project 
management teams and through partner- 
ships with design, engineering and 
construction firms is being transferred 
to the new power plant projects 

For example, in the Carolinas, projec: 
and construction management team 
leaders from the Marshall Steam Station 
scrubber project are moving t3 wcrk on 
t i e  new Cliffside unit and :he scrubber 

on the sites of the Buck 2nd @an River 
steam stations These prcject management 
teams w ! l  also work on the new Lee 
Nuclear Starion in South Carolina In the 
Midwest, Duke's project management 
teams completing Environmental retrofits 
at the Gibson and Galiagber coal-fired 
plants in Indiana are tramitioning to the 
new Edwardsport IGCC plant 

ment, materials and labor has increased. 
But with our existing relationships with 
contractors and suppliers and our use 
of fixed-price purchase orders, we have 
already locked in much of the costs for 
the new coal and gas plants 

We also completed a workforce plan- 
ning effort to better understand the effects 
of an aging workforce on our future plans 
We found that, due to expected retirements 
and attrition, we will need to replace 
almost a third of our workforce over the 
next five years. Many of our contractors 
face similar challenges. 

Our response strategies include 
supporting state and local workforce 
development efforts, providing an ernploy- 
ment proposition attractive to a diverse 
population, broadening existing and 
initiating new programs to ensure access 
to top talent, and significantly expanding 
our employee development. engagement 
and retention programs 

We have already taken a number of 
actions, including expanding our staffing 
functions, ramping up our co-op and sum- 
mer student hiring programs, developing 
knowledge transfer strategies, increasing 
the frequency of internal talent reviews 
from annually to quarterly, and enhancing 
our professional development and super- 
visoryhnanagemeni training programs 

We have also become more active in 
industry. state and local efforts :o develop 
the workforce of the luture For example, 
we are supporting K-12 science, tech- 
nology and math education. and we have 
par!nered with community colleges and 
technical schools lo train technicians to 
wcrk for 'JS or our contractors W e  also 
edvise Jniversities on how to keep 
curriculim currect 

. - - - - 4 a - m -  
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HOW W E  WILL GET THERE 

R a I a nc i n g d i \/e r se i n te re sts 
Last year we conducted a series io{ 

energy efficiency surrinits ;n coliaboraticn 
with ô  broad range o i  srawholders entd 
nationilly known energy efficiency ep?rts 

' 
i These gatheritlgs fo r i sp j  cn lhe benefits 

an erective energy efficiency program can 
offer customers and Jtilities A dialogLe 
began on the best flay to move energy 
efficiency forward in each state These 
efforts also provided a framework for 
building grassroots support for research 
and development funding 'or new clean 
energy technologies, and most importantly 
for federal cap-and-trade legislation to 
c2dU-m 

proposed cnugy efficicnc.y pians for Niirth Carolina and 
South Carolina These sessions brought together a broad 
array of staketio!ders to find ways to piit energy efficiency 
on a niore eqiial foo;ing with riew paver plants - a position 
iiltimately endorsed by the North Carolina legislatiire i i i  
a bill passed last wnii-ner " 

CARL WlLKlNS 
Direcfor, Ufilify Services 
Advanced Energy Carp 
Raleigh. N C 

The new rules of engagement in our 
world, our nation and our industry are 
conversation and collaboration To 
effectively address the climate change 
problem, we are working to engage all 
of our stakeholders in the debate and in 
our plans Climate change doesn't respect 
borders, so to build support for our strategy 
we are defining our community broadly 

tions with and among stakeholders are 
increasingly important to achieving our 
goals As we work to build bridges between 
stakeholder groups, we must also balance 
their frequently competing needs 

As noted earlier, we will have a greater 
reliance on energy efficiency to meet our 
customers' future energy needs How we 
develop and implement this new regulatory 
paradigm will largely be decided by state 
utiliiy regulators But the momentum to get 
ihe job done is coming from many sectors 
includirg utilities. customer groups and 
:he env.ronmenta1 community 

As a sustainable business, our connec- 

On the national level, we joined with 
seven other utilities - representing nearly 
20 million customers in 22 states - who 
committed to a combined investment in 
energy efficiency of about $1 5 billion 
annually When fully implemented in 
10 years, this increased level of investment 
in energy efficiency will reduce CO? emis- 
sions by about 30 million tons - avoiding 
the need for 50 500-megawatt peaking 
power plants 

Action Partnership (USCAP), a group of 
businesses and leading environmental 
organizations united in calling on the 
federal government to move quickly to 
enact strong national legislation to 
reduce GHG emissions. 

Recognizing that this isn't just a national 
problem, we're also working very closely 
with Combat Climate Change ( 3 0 ,  a group 
of 46 leading companies located arourd 
the world The .3C coalition is committed to 
finding a common framework for address- 
ing global climate change by 201.3 

We believe that engaging diverse 
stakeholders in our service areas, !he 
nation and around the world will lead to 
carbon reduction policies that are fair and 
sustainable for the long term and for all 

We also helped form the U S Climaie 

the world's people 
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HCW 'WE WILL GET THERE 

Taking the long view 
sve reed to take the first steps to lower 
our emissions so that future concentrations 
don t exceed 450 to 550 ppm 

Emissions from less-developed 
countries ?wit! continiie to grow as those 
societies simply improve their lives This 
increases the urgency to get to work to 
develop new non-emitting technologies 
and bwer their cos: so they can also be 
built in the developing world 

The task for our generation IS to get 
'he policy rigbt, get started and stick to it 
We need to develop the least costly way 
to address climate change and do it righi 
% + k - f R ~ f f e w :  

" I  feel !hat being in wind energy is :!le hest place to 
he right now. As the iechnol:igi/ has advaiiced arid 

our nation's demarirl for eleciricAy continaes to grow. 
reiiewahle energy is 3 growth opportunity for our 
coinpany and supports our sirategy io significantly 

H U D I  I-IENTSCHEL 
D!recfur, Finance - Wind Energy 
Duke Energy Generafion Services 

Austin. Texas 

People today aren't used to looking far 
into the future or Contemplating issues of 
the scale and complexity of global climate 
change We focus on the quick fix. We deal 
with problems now - then we move on to 
the next one. Climate change is different. 
The future can only be changed if we begin 
today and keep going Hitting a big target 
in 2030 or 2050 may be helpful, but to hit 
longer-term objectives, we need to change 
the technologies that are vital to a modern 
society - including those used to generate 
and distribu!e e!ectricily 

Today's concentration of CO, in the 
atmosphere is about 380 parts per million 
(ppm) - only about 100 ppm more than 
!n pre-inoustrial times If we continue to 
use the same technologies, projections 
of CO: concentrations by the end of this 
century will top 900 ppm The earth hasn't 
seen that level of GOi for about 35 million 
years, w ien  things were a lot hotter avd 
we:ter than :hey are today Scientists say 

based and cover most, if not all, of the 
economy. The early years of a cap should 
encourage more energy efficiency and 
lower-cost actions that can slow, stop 
and begin to reverse the growth in CO, 
emissions. Policies should encourage the 
development and commercialization of 
technologies we will need to make the 
necessary deep RdLJCtiOnS. Policymakers 
need to avoid the temptation to demand 
immediate deep emissions cuts, which 
would result in a greater reliance on natural 
gas. We must give clean coal technologies 
the time to develop so that we may deploy 
them as we retire current technologies 

Future generations will continue this 
work The technologies we develop today 
around CO, capture and storage will serve 
as a bridge for the next generation of tech- 
nologies. Our grandchildren will need new 
energy sources, whether advanced solar, 
space-based solar or even nuclear fusion. 
We may also find new technologies to 
remove CO, from the atmosphere, 
perhaps using a combination of biomass 
and carbon capture and storage There 
will be plenty of opportunity for innovation 
and adaptation to a warmer world 

We think of this as "cathedral thinking" 
- remembering that the architects and 
builders of the great cathedrals of Europe 
never saw them completed Frequently 
these inspired creations were not finished 
until the builders' grandchildren were 
themselves old Yet that didn't cause them 
to lose faith. nor did it dull their vision of 
wqat might be if they merely began - 
despite the work, despite the cost and 
despite the iact they'd never see the end 
result Such a ccmmitnent IS needed lor 
achieving a low-carbon future 

?C L J  



Board of Directors 

WILLIAM G ALEX 
BARNET 111 BERNHARDT SR. 

MICHAEL G. 
BROWNING 

PHILLIP R COX DANIEL R DlMlCCfl ANN MAYNARD 
GRAY 

WILLIAM BARNET Ill 
ChaJrnlan. Presrdent and CEO, 
The Barnet Co IPC and 
Barnet Dwelopment Corp 
Chair I ifldnce and Risk Management 
CommJrtec, Member, Nuclear OversJghr 

Commit lee 

Director of Duke Energy and 11s predecessor 
companies since 2005 Barnel IS the mayor 

of Spartanburg, S C He serves on the board 
of Bank of America and is a trustee of the 
Duke Endowment 

G ALEX BERNHARDT SR 
ChaJrJflan and CEO, 
Bernhardt furniture Co ; 
Member. Audil and Nuclear Oversighl 
Commitfees 

Director of Duke Energy and ils Dredecessor 

companies since 1991 Besides leading the 
family business in Lerioir. N C , Bernhardt 

serves on the board of Communities In 

Schools He is past president of the American 
Furniluie Manufacturers Assccialion and 

of lhe International I-lome Furnishings 
Marketing Association 

MICHAEL G BROWNING 

President and Chairman of the Board. 
Browning Investments Inc ; 

Member, Compensation, Corporare Governance. 

and Finance and Risk Management Commiltees 

Director of Duke Energy and its predecessor 

companies since 1990 Browning serves on lhe 
boards of the Indianapolis Convention & Visitors 
Association and the Indianapolis Museum of Art. 
He is a member 01 the Indiana Public Officer 

Compensation Committee 

PHILLIP R COX 

President and CEO, 
Cox Financial Corp , 

Chair, Audit Committee 

Director of Duke Energy and ils predecessor 
companies since 1994 Cox is chairman of 
the board of Cincinnati Bell and serves on the 
boards of The Timken Company, Diebold Inc.. 
the Cincinnati Business Committee, Touchstone 

Mulual Funds and lhe University of Cincinnati 

DANIEL R DlMlCCO 
Chairman. President and Chief Executive Officer. 

Nucor Corporation; 
Member, Compensation and Corporate 
Governance Committees 

Director of Duke Energy since 2007 DiMicco 
began his career with Nucof Corporation in 
1982 and held a number of senior positions 

before being named chairman in 2006 He 
is a former chair of the American Iron and 
Steel Institute 

ANN MAYNARD GRAY 

former Presidenl. 

Diversified Publishing Group of ABC lnc , 

Lead Direcfor, Chair, Corporate Governance 

Commitlee; Member. Compensation and 
Finance and Risk Management Committees 

Director of Duke Energy and its predecfssor 

companies since 1994 Gray has held a number 
of senior positions with American Broadcasting 
Companies and serves on the boards of Ihe 

Phoenix Companies and Elan Corp plc 
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JAMES li HANCE JR JAMES T RHODES JAMES E ROGERS MARY L SCHAPIRO PHILIP R SHARP DUDLEY S TAFT 

.JAMES H HANCE JR 
Retired Vice Chairman. Chief financial Officer 
and Bozrd Member, Bank ot America Corp ; 
Chair. Compensalion Committee; Member, 

Finance and Risk Management Committee 

Director of Duke Energy and its predecessor 

companies since 2005. A certified public 
accountant. Hmce spenl 17 years with 
Price Walerhouse. He serves on the boards 

of Sprint Nexlel Corp , Cousins Properties Inc 
and Rayonier Corp 

JAMES T RHODES 
Retired Chairman. President and CEO. 

Institute of Nuclear Power Operations IINPO); 

Chair. Nuclear Oversight Committee; 
Member, Audil Committee 

Director of Duke Energy and its predecessor 

compznies since 2001 Rhodes is a member 
of Ihe Electric Power Research Institute’s 
advisory council and a former board member 

of INPO. Ihe Nuclear Energy Institute. 
Edison Electric lnstitule and the Southeastern 

Electric Exchange 

JAMES E ROGERS 

Chairman. Preridenf and CEO. 
Duke Energy 

Rogers became president and CEO of Duke 

Energy in 2006. having served as chairman 
and CEO 01 Cinergy Corp since 1994 and 

PSI Energy since 1988 He is chairman of the 
Institute lor Eleclric Efficiency and the Edison 
Foundation, and serves as co-chair of the 
National Action Plan lor Energy Efficiency and 

the Alliance lo Save Energy He is a director of 

Fiflh Third Bancorp and Cigna Corp and serves 
on the boards and Executive Committees of 
the World Business Council for Sustainable 
Development and the Edison Electric lnstilule 
He Is also a board member d Ihe Nuclear 

Energy Institute. Ihe Institute of Nuclear 
Power Operations and the Nicholas Institute 
for Environmental Policy Solutions. 

MARY L SCHAPIRO 

Chief Executive Officer, financial Irduslfy 
Regutatcry Authority; 

#Vernber, Audit and Corporate Governance 
Commiitees 

Director of Duke Energy and its predecessor 
companies since 1999 Schapiro previously 
served as chairman and CEO of the National 

Association of Securities Dealers. as chairman 
of the Commodity Fulures Trading Commission 
and on the Secuii!ics and Exchange 

Conm:ssion She currently s e r m  on Ihe 

board of Kraft Foods Inc 

PHILIP R SHARP 
President, 

Resources tor the Future; 
Member. Audit and Nuclear Oversight 
Committees 

Director of Duke Energy sir%e 2007. having 

served on one 01 its predecessor companies 
from 1995 to 2006 A former member 01 

the Indiana delegation lo the U S House of 

Representatives. Sharp served as Congressional 
chair of the National Commission on Energy 

Policy and was a member of the House Energy 
and Commerce Committee 

DUDLEY S TAFT 

President and CEO. 
Tall Broadcasiing Co , 

Member, Comaensation and Finance and 
Risk Management Committees 

Director of Duke Energy and its predecessor 

companies since 1985 Taft serves on the 
boards of the Unili Mulual Holding Co and Filth 
Third Bancorp. He is chairman of the Cincinnati 

Association for the Arts and a truslee of the 
Cincinnati Convenlion & Visitors Bureau 
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Executive Management 

HENRY B STEPHEN G DE MAY LYNN J GOOD 
BARRON JR 

DAVID L HAUSER JULIA S JANSON 

MARCE MANLY BEVERLY K 
MARSHALL 

HENRY B BARRON ?A 

Group Executrve and 
Chief Nuclear Oifrcer 

Barron became Duke Energy's chief nuclear 
officer in 2004 He has been responsible lor 

the safe operatlon of the company's nudear 

generating stations He joined the company 
in 1972 as a nuclear power plant engineer 
Barron plans to retire March 31, 2008 

STEPHEN G DE MAY 
Vice President and Treasurer 

De May leads the treasury function lor 
Duke Energy. as well as risk management, 
insurance, and administration 01 pension 

and retiremefit plan assets He previously 

served as generat manager, corporate finance 

and assistant t reaswr 

LYNN J GOOD 
Group Executive and President. 
Commercial Businesses 

Good is responsible for Duke Energy's Midwest 

nonregulated genetalion, Duke Energy 

International Duke Energy Generation Services 
the lelecommrisal'ons businesses. nod 

al l  corporate development and melger a rd  
acouirition arlibilie5 She 3reviousIy sened 

as sen:or vice presieent 3 rd  tressvrer 
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SANDRA P MEYER DAVID W MOHLER 

DAVID L HAUSER 

Group Erecutive and 
Chief Financial Offlcer 

Hauser became Duke Energy's chief financial 

officer in 2004  He leads the financial function. 
which includes the controller's office, treasury, 
tax. risk management and insurance Hauser 
joined the company in 1973 

JULIA S JANSON 

Senior Vice Frevdent Ethics and 
Cornplrance and Corporale Secretary 

Janson directs Duke Energy's ethics and 

compliance Drogram and serves as corporate 
secretary She served as Cinergy's chiel 

Lornpliance officer since 2004 and corporate 
secretary since 2000 

MARC E MANLY 

Grcup Executive dnd Chief Legal OXcw 

Wanly leads D ike  Enefgy.s office of general 

counsel which includes legal. inlerral audit. 

ethncs and compliance. human resources and 
the corporate secretary He served as Cinergy's 
executive vice 2resideit and chief legal officer 

sirce 2002 

BEVERLY K MARSHALL 
Vice President, Federal Policy and 

Governmenl Affairs 

Marshall manages Duke Energy's Washington, 

D C , office and serves as the company's 
primary liaison with the U S. Congress. She 
joined the company in 1999 and has 20 years 
of experience in government affairs 

SANDRA P MEYER 
President. 

Duke Energy Ohio and Duke Energy Kentucky 

Meyer leads Duke Energy's Ohio and Kentucky 
operations. which serve more than 820.000 

customers She previously served as group 

w e  president of customer service, sales and 
marketing lor Duke Power 

DAVID LV MOHLER 
Vice Presidenl and Chief Technology Officer 

Mohler is responsible lor the develooment and 
application of lechnologies in rupoort 01 Duke 
Energy's strategic oSjcctives He previcusly 

server! as vice president of strategic planning 



ELLEN T RUFF JIM L STANLEY R SEAN TRAUSCHKE CATHY S ROCHE CHRISTOPHER C 
ROLFE 

B KEITH TRENT JAMES L TURNER 

CATHY S ROCHE 
Senior Vice President and 
Chief Communications Officer 

Roche is responsible for direcling and 
managing Duke Energy’s communications 
with inlernal and external audiences. as well 

as executive communications, corporate 
publications, advertising, and brand 
management and strategy 

CHRISTOPHER C ROLFE 
Group Executlve and 
Chief Administrative Oflicer 

Rolfe leads several of Duke Energy‘s CorWrate 
functions, including supply chain, informalion 

techFology, operations services and olher 
adminislratice iictivities He previousb’ 

served as group exwulive anc chiel human 

resource+ officer 

ELLEN 1 RUFF 

President. 

Duke Ener&y Caroiinas 

Rulf leads Duhe Energy’s Ltility bustress 13 

North Carolina and South Carolina. which 
iwes  mo:e than 2 3 miikon custnmeis She 

\was formerly group vice presiderlr 01 plarinirrg 

3nd f i ler ia l  rel?~tions for Dt ke Power 

STEVEN K YOUNG 

JIM L STANLEY 

President, 
Duke Energy lndiana 

Stanley leads Duke Energy’s Indiana uUliPj 
business, which serves more than 770,000 

cuslomers He previously served as vice 

president of field operations lor Duke Energy’s 
Midwest service area 

R SEAN TRAUSCHKE 
Senior Vice President. 
lnvesfw Relalions and financial Plaflnhg 

Trauschke is responsible lor monitoring trends 
in investmenl markets and for maintaining key 

relationships with investors, financial analysts 
and financial institutions. He also has oversighl 
of corporate financial planning and analysis 

B KEITH TRENT 
Group Executive and Chief Strategy, 
Policy and Regulatory Officer 

Trent is resoonsiblc for slralegy, !ederal policy 
and government alfairs. mer@ efficiency and 

technology initiatibes. enbironmental health and 
safety policy. corporate communtcalions. and 

sustainability and commdnity alfairs He a183 
has oversight 01 th? ieeulaled utility cornpanic-s 

in live slate: 

JAMES L TURNER 
Group Execulive: President and 
Chief Operating Officer, 

U S Franchised Electric and Gas 

Turner has overall prolit and loss responsibility 
for Duke Energy’s U.S Franchised Eleclric and 

Gas business, which serves approximately 
3 9 million customers in five stales. He leads 
the company‘s fcssil/hydto generalion, power 

delivery. gas distribution. customer service. 
wholesale business and new generation 

projects organizations 

STEVEN K YOUNG 
Senior Vice President and Controller 

Young is responsible for planning and directing 
the accounting allairs of Duke Energy, including 
preparation of financial statements and account 

ing and regulalory rcporls He joined the 
company in 1980 as a financial assistant 
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I b~Ion-GAAP Financial Measures 

! 
, FER S S A R E  (''EPS") 

20137 AND 7006 OPlGDlNG DiLLiTED EARNINGS GAAP measure for ongoing diluted EPS is reported dilutid EFS 
?om continuing operations, which includes the irncacr of special , 
items Due to tl-e forward-looking nature of this nan-GAAP 
financial measure, information to reccncile i t  tc the most directly 
camparable GAAP financial measure is not available at this 
time, as management is unable to forecast special items for 
future periods 

Cuke Energy's 2007 Summary Annual Report references 2007 
and 2006 ongoing diiuted EPS of 81 24 and 80 99, respertively 
Ongring diluted EFS is a non-GAAP !generally accep!ed account- 
ing pr,nciples) financial measure, as i t  represents diluted EPS from 
continuing operations, adjusted for t k  per-share impact of special 

i 

ANTICIPATED ONGOING DILUTED EPS GROWTH RATES 
THROUGH 2012 

items Special items represent certain charges and credits which 
management believes will not be recurring on a regular basis 
The following is a reconciliation of reported diluted EPS from con- 
tinuing operations to ongoing diluted EPS for 2007 and 2006. Duke Energy's 2007 Summary Annual Report references the 

2007 2006 _~ 
Diluted EPS from continuing operations, as reported $ 1.20 $ 0.91 
Diluted EPS from discontinued operations, as reported (0.02) 0 66 

Adjusinients to reported EPS: 
Diluiec EPS from discontinued operations 0.02 !O 66) 
Diluted EPS impact of special items (see detail below) 0 08 
Diluted EPS, ongoing $1.24 $ 0 9 9  

Diliiled EPS. as reported 1.18 $ 157  

0.04 

The following is the detail of the $30 04) in special items 
impacting diluted EPS for 2007: 

- 
2007 

Diluted 
Pre-Tax Tax EPS 

(In millions, except per-share amounts) Amount Effect Impact 
Convertible debt costs associaled with 

the spinofl of Spectra Energy $(21) - $(002) 
Costs to achieve the Cinergy merger (54) 19 (003)  
IT severance costs (12) 4 - 
Settlement reserves and adjustments 24 (9) 0 0 1  
Total Diluted EPS impact $(0.04) 

The following is the detail of the $(O 08) in special items 
impacting diluted EPS for 2006: 

2006 
Diluted 

Pre-Tax Tax EPS 
(In millions, except per share amounts) Amount Effect Impact 
Settlement reserves $(165) 58 $(009) 
Gain on sale of interest in Crescent 216 (124) 0 10 
impairment of Campeche investment (50) - (0 04) 
Costs to achieve the Cinergy merger 1128) 45 (007) 
Tax adjustments 27 0 0 2  
Total Diluted EPS Impact B(0.08) 
- - _____-____ 

2008 EMPLOYEE INCENTIVE TARGET MEASURE 

Cuhe Energy's 2007 Summary Annual Fieport references !he 
company's 2008 empioyee incentive target The EPS measure 
used for employee incentive bonuses is based on ongoing diluted 
EPS Ongoing diluted EPS is a non-GAAP iinancial measure as i t  
represents diluted EPS from continu ng operations adlusted for 
the per-share impact of special items Spec!at items represent 
certain charges and credits which management bejieves will 
inot be recu:ring on a regula: basis TI-e most directly cornparable 

expected range of growth of 5 to 7 percent in ongoing diluted 
EPS through 2012 on a compound annual growth rate ("CAGR") 
basis. These growth percentages are based on anticipated ongoing 
diluted EPS amounts for future periods Ongoing diluted EPS is 
a non-GAAP financial measure as i t  represents anticipated diluted 
EPS from continuing operations, adjusted for the impact of special 
items Special items represent certain charges and credits which 
management believes will not be recurring on a regular basis 
The most directly comparable GAAP measure for ongoing diluted 
EPS is reported diluted EPS from continuing operations which 
includes the impact of special items. Due to the forward-looking 
nature of ongoing diluted EPS and related growth rates for future 
periods, information to reconcile this non-GAAP financial measure 
to the most directly cornparable GAAP financial measure is not 
available at this time, as management is unable to forecast special 
items for future periods. 

FORECASTED 2008 ONGOING SEGMENT AND 
ONGOING TOTAL SEGMENT EBIT 

Duke Energy's 2007 Summary Annual Report includes a discus- 
sion of forecasted 2008 ongoing EBIT for each of Duke Energy's 
reportable segments as a percentage of forecasted 2008 ongoing 
total segment EBIT Forecasted 2008 ongoing segment and total 
segment EBlT amounts are non-GAAP financial measures, as 
they reflect segment and total segment EBIT, adjusted for the 
impact of special items Special items represent certain charges 
and credits which management believes will not be recurring on 
a regular basis The most directly comparable GAAP measure for 
forecasted ongoing segment EBlT is reported segment EBlT from 
continuing operations, which includes the impact of special items 
The most directly comparable GAAP rrieasure for ongoing total 
segment EBIT is reported total segment EBIT. which includes 
the impact of special items Due to the forward-looking nature of 
these non-GAAP financial weasures for future periods, information 
to reconcile these non-GAAP financial measures to the most 
directly comparable GAAP financial measures is not available 
at this time, as management is Lnable to forecast special items 
for future periods 
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Investor I nformatior 

Annual Meeting 
The 2008 Annual Meeting of 
Juke Energy Shareholders will be: 
Ja!e: Thursday, May 8, 2008 
Time: 10  a m  
Place: 0 .J Miller Auditorium 

Energy Center 
526 South Church Street 
Charlotte, NC 28202 

Shareholder Services 

Web Site Addresses Transfer Agent 3 rd  Registrar 
Corporate home page. 
VJWW duke-energy corn 
Investor Relatcons. 
www duke-energy comirnvestors 

InvestorDirect Choice Plan 
The InvestorDirect Choice Plan provides 
a simple and convenient way to purchase 
common stock directly through the 
company, wi thout incur r i  ng brokerage 

p p a i y  - .  

704482-3853 with questions about their 
stock accounts, legal transfer requirements, 
address changes, replacement dividend 
checks, replacement of lost certificates 
or other services. Additionally, registered 
users of DUK-Online, our online account 
management service, may access their 
accounts through the Internet 

Send written requests to: 
Investor Relations 
Duke Energy 
P.D. Box 1005 
Charlotte, NC 28201-1005 

For electronic correspondence. visit 
www duke-energy com/contactlR 

Stock Exchange Listing 
Duke Energy's common stock is listed 
on the New York Stock Exchange 
The company's common stock trading 
symbol is DUK 

Bank drafts for monthly purchases, as 
well as a safekeeping option for depositing 
certificates into the plan, are available. 

The plan also provides for full reinvestment, 
direct deposit or cash payment of 
dividends Additionally, participants 
may register for DUK-Online, our online 
account management tool 

Financial Publications 
Duke Energy's summary annual report, 
SEC Form 10-K and related financial 
publications can be found on our Web 
site at www.duke-ener@, com/investars 
Printed copies are also available free 
of charge upon request. 

Duplicate Mailings 
If your shares are registered in different 
accaunts, you may receive duplicate 
mailings of annual reports, proxy 
statements and other shareholder 
information Call Investor Relations for 
instructions on eliminating duplications 
or combining your accounts 

Duke Energ maintains shareholder records 
and ac!s as transfer agent and registrar for 
the company's common stock issues 

Dibidend Payment 
Duke Energy has paid quarterly cash 
dividends on its common stock for 
81 consecutive years For the rest of 2008, 
dividends on common stock are expected 
to be paid, subject to declaration by the 

I io  
and Dec 16,2008 

Bond Trustee 
If you have questions regarding your 
bond account, call 800-275-2048, 
or write to: 

The Bank of New York 
Global Trust Services 
101 Barclay Street 
New York, NY 10286 

Send 1Js Feedback 
We welcome your opinion on this 
summary annual report Please visit 
wwwduke-energy com/investors, where 
you can view and provide feedback on both 
the print and online versions of this report. 
Or contact Investor Relations directly. 

Duke Energy is an equal opportunity 
employer This report is published solely 
to inform shareholders and is not to be 
considered an offer, or the solicitation 
of an offer, to buy or sell securities 
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Forward- Looking Statement 

This report includes forward-looking statements within the meaning of Sectlon 27A of the %curlties Act of 1933 and Section 21E 
of the Securities Exchange Act of 1934. Forward-looking StatementS are based on managemenrs beliefs and assumptions. These 
f@nra$c!.lmking statements are identlfied by terms s;d p a w s  such as "antlcipzte," "believe.' 'intend," *estlff.3%," "expect" "continus," 
"sPxxW," "could,' "may," "plan." *pro]ect,' "pr@t,' 'wtii,= "gdenlJdl~" eromat ,"  "target," ml r:nilar expressions Forward-bkkg 
&ittmmig involve r i s k  and uWertAnfie$ C?dt m,sy w11w acB)al w R s  to be raleri& different from the cnb'ts nr&idirJ.erf. Factms 
'itat mi3 came am& -Its to &f'm mz!&a+y from h ind;nad ;1 bnwd-!cL?king f;*armt!f Iwli;rJs, but at4 not W%?& 
to: s b b ,  Federal and %wig ie@isBe ~rxi zgtL&oqf inlvat&s. ifickd:ng ecsrs d com&ixe wist ak5t.g ax! lu!uire smirnrrenta! 

! 
i 

Products with a Mixed Sources l ab4  suppart the development @f responsible form1 management worldwide 
The wood comes from Forest Stewardship Council (FSC)-cerilfied wellmacaged forests. company-controlied sources 
and;or recycled material. The recycling qmboi identifies post-consurier recycled content in these products 
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526 SOirth Cnufch Street 
Charlotte, NC 28202-1802 

www duke-energy corn 
704-594-6200 

m By runnifg our busices and providing CXEiJntt customer 
service, we can minlmm! prk+ impacts to our customers sr?d 
maintain the flnandal hraith uf the company. 

We must balance the A3#& of  a m h m t a i n e d  fufum 
with our cusfomen’ energy demands 

We must deliver on our commilments. 
Environmental 1cgij:akn will significantly affect Duke Energy 
We aim for fairness for our customers and shareholders. 

m We will steadily grow earnings - making our company 
attractive to investors - and achieve our employee incentive 

m In our regulated and commercial businesses, we will pursue target of 31.27 of ongoing diluted earnings per share. 
low-carbon WWm - like clean coal and natural gas - 
and no-carbon solutions - like n m a :  and renewable energy- 
We will also pursue innovative energy efficiency and Utility of 

s We will continue to balance our regulated and commerc!al 
Investments based on the business environment. 

the Future (advanced power grid) initiatives. rn We will strive to be simply the best. 
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Duke Energy is the third largest electric 
power holding company in the United 
States, based o t i  ki Iowa tt- hour sales. 
Our regulated utility operations serve 
a 
located in five states in the Southeast 
and Midwest, representing a population 
of approximately 11 million people. 
Our commercial power and international 
business segments own and operate 
diverse power generation assets in North 
America and Latin America, including a 
growing portfolio of renewable energy 
assets in the lJnited States. 
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C ha i r MZ! 9's let ter  to Sta lte t i  o I d er-s 

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

. .  . . 

, I  . ... . 
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Pvlaintainirig Our Liquidity and Cash Position; 

An Ewlving Mission 
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creating new castcmer partnerships and 
providing universal access to clean arid 
efficient e ne rgy. 

GOlNG BEYOND 'THE METER: 

Modernizing Our Distribution System 



L.3.w l o .  2031-124 
\? A F F  DK 01 008 ( e )  Duke E n e r g  
Page 8 of 36 

Visiting the Future 

By Duke Energy 

MEETING FUTURE NEEDS 
THROUGH SUPPLY: 

Replacing Old Coal with New Clcmer-Burning 
Coal Teciinoiogies 
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Advancing Renewable Energy 
THE CLIMATE CHALLENGE: 

I. -, 



A PRIVILEGE TO SERVE 





Kedefi n i ng Technology 

- __ 

An i?Ie~,iwd wlh Cambridge Energy Research 
Associates 

Cambridge Mass 
Larry Ma kovic h vice President d m  Senior Aclvisor 

DUKE ENERGY: What new 
technologies do you see 
coming into the energy space 
in the next five years, and 
what impact will they have? 

LARRY MAKO'JICH: CI~ar l y  
1 that e:iery- 

bv-ly's exciierf ah:ui is ihe 
smar? grill D!ilts Ecefgg IS 

m o n g  a nuivber nf power 
rcoinpaiiie: 3t [lie Itadirig 
edgs of tl;ij innovation. 

The smari grid will ieshap? 
power ilernsnd, deliver grcaier 
efiicie!icy dnd provide Lhings 
like better :;er.urity for horn-s 
and bUsinessS it ~?~ili er!r;ble 
be&r piedictivc mainletiaxe 

: tha!'s :,cry p e i n -  

DE: How does the smart 
grid ivork? 

things like nnnrjttidiilrilcgy 
and op~in~i;.zi:iun scifw:t'JrE 

a v-isr ier grid :/?I!! fullc!alixn- 
ially change the way eleclric 
pustorncrs inisract with 
i k i i  suppliers. 

DE: How can the traditional 
cost-of-service regulatory 
utility model survive? How 
can it be moved into the 
21st century to promote 
the benefits of new 
technologies? 

LM: Rqalations !iave siways 
focused Oil  traditiorial eleciric 
service, which is often just 
neasuiecl in k.ili:wait.h!iurs 
:if energj consurned or mega- 

vnu rhinlc aboiit !I-e f!.it!iie 
and these e:<pai:ding ba!iild- 

iVa!!s til peak &iYaXl. When 

DE: We're in  a period of 
rising energy prices.. We're 
in a recession and Congress 
may pass climate legislation 
in 2009 or 2010, which will 
further impact energy prices. 
As an industry, how do we 
leverage technology while 
keeping prices affordable? 

LM: it ir: 3 ci?all::!?ging I?:?*;/- 

o i i nen t  Tna real 01ice of 
e!ec;riciij, ;:as been iiwcnsii-cg 

DE: In your view, is scale 
important to promote 
new technologies? 

LM: Companies werl '3?e 

e:xperin:eiita!ian ani1 ijcn GY- 

meiit of new tcciinologies 

zcaiiorlc. Thcy need !a team 
un wiih regull?i!orr, 10 inizle- 
mcnt pilei GrNigran-is t:, gain 
the er=erience ai?d hcwiedge 
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Redef i n i ng 

-____ 
An intmiew with Alliance to Save Energy 

Presidcnt Kateri Calla han Washington, E c 

D U K E  ENERGY: Why the 
sense of urgency around 
energy efficiency? 

ugeiicy !o deploy energy fffi- 
ciency at an iinpreceden'ii-d 
level c~dd! i ' t  be greakr. Even 

KATERI CALLAHAN: rile 

of incrrmed electricity iise in 
ihe LJi;i!td Staies (if nearly 
30 pe,cent between ncv4 Find 
2050 - only 22 years 

.To mcs-i Ihat demand. utilities 
are gi;ing to have to pur n e w  
rower :;tarts into their plans 
lilew power OiJtiOi!S areii t 
great and ihey with a 
heavy Drice :le rna1:c-r whal 
you pick If by i.icii:g eilergy 
>,l- :,. ..,llcicn<y >vi? can delay 

DE: Do rising then falling 
energy prices remove 
that  urgency? 

DE: What should regulators 
do to encourage the 
research, development and 
deployment (RD&D) of new 
technologies that would 
benefit energy efficiency? 

K C  If ragii1a:ors .wo!jld alI0.4 
u:ilitiec In e3rn a F d i t  on 
energy efficiency - jus t  as 
ihey di; alre:iify oi: cc~ven- 
iional capacit;' - this wculd 
be iiicredihly ijsefbl in clriviiig 
iutiiity investments in clean 
rech and green iech, not 
only tq t.!:ilitim, but aim 
by kchrmlogy developrs 
and eiiireprerieus 

TI:? Alliance to Save Eiiergy 
is also p:.islii!ig h a d  j t  ;he 
federzl lwei lo cioul~le fecreral 

ciencj RD%D My kope -f&~lil 
he :hdt !;io!?: doilsrs co!.:ld 
517ur greai-r ir ivesi~neni by 
tJtiliiit?s iii oartnersl.iips 
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Redefining Climate Legislation 

~ - __ -- 

As- i itcr.ii.v 81th 

Fred Krupp 
Environmental Defense Fund 
Presidcrt 
NEW 'rork N Y 

DUKE ENERGY: HOW do YOU 

view Duke Energy in terms 
of the way it is trying to 
redefine its boundaries 10 
address climate change? 

FRED KRUPP: I appreciate 
Clt ik t  taking a corxtrticlivi 

and sokiions on natimal 

p i n g  io tlisagiee QI? Sonia 
ihings, hiii the idea thai 

wiliirig io join ihe voices of 
icadership on !his issue arid 
s q  "Yes, this is how we can 
do it," ;:?stead cli the n~oIe 
typicsl, *No. let's stsrict pat," 
- f ry  ! W C h  appreciated 

mli) ,_,._ ' in searckiiig for answers 

liere's .? cijinpany that's 

D E  What should be the 
role of companies like 
Duke Energy in meeting 
the climate challenge? 

DE: In your opinion, 
what are the minimum 
requirements for federal 
climate legislation? 

FK: Any climate Icgislation 
needs to be 3 capa!itJ-traifc 
program that siaris with a 
:nanda!ory :kclining o p  !h?i 
gets IJS 20 CjerCent reductiaris 
in the nation's eix:s:im: '.y 
2020, 42 per:xni rcdLciims 
!iy X 3 0  and s G  percent 
by 2u5n 

DE: HOW should such 
legislation address energy 
efficiency and the technology 
options of carbon capture 
and storage? 

DE: Do you think we'll have 
climate legislation in time 
for the Copenhagen Climate 
Conference this December, 
or is 2010 more likely? 

DE: HOW should such 
legislation protect consum- 
ers, especially those in  
the two dozen or so states 
whose electricity is primarily 
generated from burning coal? 

FK: fi's iniporiant in ! t ~  
Lr?n$!iiJri to a low-carbon 
et:oi'oiriv tha! vgc !rex nil 
consumers, iccludrng 
CtinSlJmCI'S in states thal are 
now heavily deperideni on 
coal, in an Equitable way 
: r ~  ease transiii.s:i 

DE: How can we better 
educate consumers about 
how such a market-based 
system would work? 

FK: h y  xhititin st;irrs wiih 
firm iin:i:s r:!i z!&A !;dli!ri?ii7g 

pofliiiioi1 A miiriw; sijliiiicii; 

i~nplenw?!s :hese legal l in i is  

i : i 3.1- E.ic, 
! 
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ii Anuja Ratnayake 

Stralegic Initiatives. Technolow 
~ ~ ~ ~ ~ , ,  Assessment & Applications 

Charlolle, N C 

Technology Focus 
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I /  

Regulation Focus Q 
From lett to light: 

Catherine Neigel 
Associate General kunsei .  
Duke Energy Carolinas 
Chariotle. N C 

Raiiord Smith 
Director, 
Marketing Operations. 
Marketing a,-d Energy Efficiency 
Charlotte. N C 

Dick Stevie 
Managing Director. 
Customer Market Analktics 
Corprale Strategy and Planning 
Cincinnati Ohio 
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i t  Managing Directnr 
Climate Policy 
Cincinnati. Ohio 

. .  
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Board of Directors 
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Executive Management 

Marc E. Manly 



David V I  Mohler 

.uic! t l ie l ioatris uf GriiJPoirit ?rid Advanced 
Erwruy Ccr~i 

Jim L. Stanley 



Forecasted 2009 Adjusted Segment EBIT 2nd 
2008 8djus:ed TaQl Segment D I T  
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Special 
Items - Economic 

Emission Iiedges 
Adjusted Alloivances [r&a:k-to- Rqnrted 

%itlarkel) ESIT - . .... 

Forward- Looking Statement 
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In 2000, when Carolina Power & 

Light and Florida Progress joined to  

form Progress Energy, w e  were a very 

different company than w e  are today. 

Now, just six years later, w e  are on 

the road to becoming the country's 

largest utility focused solely on the 

regulated electric utility business. We 

have a strong balance sheet and a 

clear, achievable strategy for growth. 

Today, we are a t  our best because 

we are focused on what we do best: 

the electric utility business. We have 

fol lowed through oi l  our commitment 

to  divest noncore holdings and reduce 

debt At the same time, we have made 

significant investments in our regulated 

utilities, Progress Energy Carolinas and 

Progress Energy Florida, bringing both to  

a level of industry leadership recognized 

in 2006 by  the Edison Electric Institute. 

And now w e  are ready to  drive our 

company forward successfully for our 

communities, our shareholders and 

our employees. 

With our strong operational record, 

g row  i ng c u st o in e r b a se , i o n st r u ct i ve 

reg u I a t o ry en v i r o n m e  nt s a ii d t re m en - 

dous opportunities for  growth, w e  see 

a bright future for Progress Eneri;y 

And we want tc  share with y c \ ~  c u r  

enthusiasm for The Road 4iieat:l 







Dear Shareho 
Progress Ene 

ders: 
gy had a very successfml year in 2006 and 

has entered 2007 with a healthy balance sheet and a clear 
strategic focus. We are concentrating ori our two strong 
electric utilities and the robust growth in the Carolinas and 
Florida. I'm enthusiastic about the road ahead. 

I n  21106 we created subst ant  id positive moinentuiii 

i n  both operational and tinaiicial perlorinmce and 

Li id  the strategc groundwork tor the next 15 to 

20 yca1s 

Thc opcrational cuccllcncc achicvcd by o u r  

cmployccs cariiccl Progress Encrgy o u r  industry's 

11 i gli est lioii or: the s() i i  Award I TI1 i s 11 a ti i ) n a1 
recognit.ion came on the heels o i  ijur becomin,~ t.lie 
lirst utility i n  i . 1 ~  natii)i1 to win die J 1). l?.wer 

FOLI ndei- 's Award, which recupii zes corn m i t 11-1 en t 
to custi)iiier satislaction, in late '2005 These back- 

to-back awards reflect tlic priority IVC place on 

excelling in t h e  tiintlameiitals ( I t  the uriliiy 

husiiiew It's the i t r~int la t ioi i  to r  (mi succcss 

earn i ngs-pe r-sli a re target , i 11 creased o u r  divi cteii tl 
lor the 19th conseciitive year and earned a total 

sharelioliler return 0 1  18 1 percent lor the year. We 

cxpcci L(.) p~iirtticc cmping carnings pc)wt11 in 2007 

and 2008 i l i a t  is suhstaiitially greater than die 

3 pciceiit t o  S pcrccnt t h a t  we had prcvioiisly 

iargctcd iro11I 0111 cnrc hiisiii 



good strategic combination, it le11 u s  with sigiiticant 

debt that took longei- t h n  expected t o  pay down. I t  

also proitticcd a cvmplcx corpoiatc structure with 

I-II(:}~C 1.1ia i i  a d ozcn ope1 a t i  ng si1 h i  r l i  a r i cs, i iic 1 u di iig 

s such as syiitlictic IUCIS, iiatural 

gas pi'ocl tic t ion a n d  11(111- titi l i  ty pr wcr gcncr a ti on I 

This dividcd o u r  att.cntioii and  cxposi:cl o u r  company 

to iiiorc risk than  we lilcc. 

As ot early lO(l?, however, we've nearly tinislied 

exiting the  ionr re plated bnsinesses, a n d  we expect 

1.0 ci)nipletc these divestitures i n  2008  This will 

make 11s the largest U.S. utility solely Iocusec1 on 

the re:,?ilnted electric utility hrisiness 

As a rcsuli ol this planning, which wc continually 

update as coiiditioiis ciiaiigc, we arc implcmciitiiig 

:I l-talaiiccd approach to acklrcssing the iiicrcasiiig 

cnc~gy deinaiicl i11(:lcd by growth in tlic Carolinas 

and Flo ricia. 

4 



Case No. 2011-124 
Staff-DR-01-008 i att 

Page 7 of 136 
- - - - - - - (Progress Energy) - ._ - .  

- - - . _ .  - 

As lo r  existing plants, we aiiii(.)unced nialui 

initiatives last year to increase tlie power output 0 1  

our (:ry:stal River Nuclear Plaiit and to i:oiivci t the 

oil-iiicd Bartow Plaiit to natural gas. jT11c LZartow 

project will ciociblc the plant’s outpiit while reducing 

nil- (missions in the clcnscly popu1atc:t:l Tainpa Kay 

regioii., Also in 2006, oiir Bruiiswiclt Nuclear Plant 

rcccivcd a 20-year cxtciision 0 1 1  its ieilcral opciating 

liccnscs aiid carnccl tlic nuclear iiidustry‘s Bcst 01 

tlic Bcst Award lor its capacity-upgradc piojcct.. 

We’re also taking steps to prepare lor ;iclcti ii<y new 
generating tacilities. I n  ZOO6 we announced two 

sites lor potential nuclear expansii)n: one site in 
Levy (:OLII~LJ~, Fla , and the other i i i  Wake Cwiity, 

N (: We arc hard :it work on tlic extensive liccnsc 

:ipplicat.ioiis inr tlicsc two iiiiclcar prtiiccts to kccp 

tliesc priiinisin:; options opeii, h u t  \ v c ‘ r ~  1101 ;IL tlic 

point ivliere ~ , v e  ~ i e c d  to make 21 ii1i:il tlucisicin to 

pursue ctt11cr project. 

pldiis, techni)logics a n d  service teriitories are i i i  our 

11~1sines5, it’\ the people ot Progress Eiierby ~ i n c l  the 

way they work topcthcr that givc o u r  company a 

pcrloiinancc c d p ~  

I m immenscly g a t c i d  ior the super11 way o i i r  

more than 1 O,O(?O employees meet ever). cliallenpe, 

whether quickly respondin,? to dama,@iig storms o r  

generously helping with community needs. i Our 

?0(:)6 empliiyee chari table-,qivirig campaiyi exceeded 
i ts S1.X million goal by 12 percent.) 

5 
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G hi/ 
W h e r e  W e ‘ v e  B e e n  

-- I 1 j : ~ ’  J I L ; ~ ~  y~’:;c>/[;] ,ia~’(i/.s i l r l i ’ e  /.:c’c~i/ i j  

T R U E  T O  O U R  WORD. At Progress 

Energy, we have a consistent record of 

meeting our commitments to our customers, 

shareholders and employees. 

Following the merger in 2000, we were 

faced with significant debt as well as a 

complex, diversified corporate structure, a l l  

of which exposed us t o  more volatility and 

risk than desirable. Tct mitigate ihese iaciws, 

we made B commiiinent to reduce debt, 

strengthen our balance sheet in preparation 

for future growth and fOCUS on our core 

electric: utility business - all of which we 

have now achieved, including a $1.7 billion 

reduction in holding company debt. 

We have divested most of our noncore 

assets. Through rigorous cost management, 

we have significantly slowed the growth of 
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our annual nonfuel operating expenses Ar!d 

we have successfully resolved criitcal issues sitch 

as the IRS audit of four of our synthetic fuels 

facilities 

I N V E S T I N G  I N  O U R  U T I L I T I E S .  As part c j f  

our effort to focus on out core utilities, we 

launched an  amhitrotis plan to raise customer 

$100 million Commitment to Excellence program 

accomplished its goals, bringing Progress Energy 

Florida to a new level of industry leadership. 

We've continued to pursue constant improvements 

and have achieved a 26 percent increase in 

reliability since 2000. 

Efforts like these at both our utilities have greatly 

improved customer satisfaction, as evidenced in  

2005 wlxm we became the first utility ever to win 

the prestigious J.D. Power Founder's Award for 

customer service. 

D R I V E N  T O  S U C C E E D .  With our restored 

balance sheet, improved focus and reduced risk, 

Progress Energy is poised to take advantage of the 

opportunities in our growing communities to fuel 

long-range earnings growth and shareholder returns. 

Now, more than ever, Progress Energy is 

positioned to be a buy-and-hold stock offering 

superior, lower-risk returns. 

7 
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deeply ingrained in our culture 

Again this year, our nuclear and fossil fueled 

plants were ranked among the industry‘s best in 

production, safety aiid cost efficiency And the 

company completed a breakthrough mobile meter 

reading project that is expected to save $21 million 

P R O V E N  INDUSTRY L E A D E R .  In 2006, iiiiually in operating costs while increasiiig 

Progress Energy was awarded the indus- 

try’s highest honor, the Edison Award, 

in recognition of our innovation and 

industry leadership. Also in 2006 - for  

the second year in a row - PA Coiisulting 

Group named us t h e  Serviceone winner for 

meter accuracy aiid customer convenience. 

In short, we see every aspect of  o w  

operations as a n  opportunity to exceed 

o u r  previoijs standards and provitie a 

new level of satisfaction to our customers 

L E A D E R  I N  ENVIRONMENTAL 

exceptional customer service. This recogiiition 

shows that the pursuit of ever-higher standards is 

STEWARDSHIP. At Progress Energy, we are 

prep a r i 11 y t oti a y for tomorrow’s addition a I 
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environmental regulations, implen~enting state-of- 

the-art upgrades that will make coal-fired plants 

such as our Asheville facility among the clesnest in 

the country. And, once again in 2006, the company 

was named to the Dow Jones Sustainabiiity Index 

as an industry leader for our business approach to 

economic, environmental and social issues. 

STRONG P A R T N E R S H I P S  W I T H  O U R  

A FOUNDATION O F  TRUST. ,41 Progress 

Erwrcjy, we have R rcipii ta~ion f o r  meeting o t i r  

customers' needs reliably and efficiently - and 

for working with public officials and regulators 

c:ooperatively ant i  c:onstrrictively. Our ac:tions and 

our reputation together form a foundation upon 

which we are building for the future. 

COMMUNITIES. A regulated utility cannot thrive 

without strong, positive relationships with its 

communities and the people who live there. 

Progress Energy has a long history of supporting 

and enriching its service areas. In 2006, Progress 

Energy and the Progress Energy Foundation 

donated more than $12 million to community 

initiatives. The company also actively partnered 

with local leaders in our communities to  recruit 

new businesses, which created nearly 7,000 

new jobs and pumped more than $1.3 billion i n  

capital investment into the local economy. 
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the South has grown nearly 50 percent in the last 

30 years. 

To meet this growing demand, we expect to 

add approximately 12,500 megawatts of new 

generation by 2025. In fact, Progress Energy could 

double its size over the next 15 years simply from 

organic growth within our two utilities. 

O U R  B A L A N C E D  A P P R O A C H .  With this 

growing dernaiirf comes the opportunity to explore 

and develop the best energy solutions for the future. 

At Progress Energy, we believe in a balanced mix of 

energy efficiency, renewable energy, upgrading of 

existing plants and construction of new power plants. 

We anticipate increased consumer interest in 

energy efficiency and smart energy choices as well 

as greater need for us to help manage both energy 
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supply end demand. As we pursue 

the aggressive expansion of our 

energy-efficiency programs, we 

are aligning our strategy with our 

customers’ best interests. 

We are actively supporting 

the development of innovative 

renewable energy technologies, 

We are also modernizing our existing 

plants and considering plans to build new 

power plants. In 2006, we announced plans to 

potentially construct new nuclear plants in 

North Carolina and Florida. These large capital 

investment projects are a major part of our 

long-term strategy for meeting our customers’ 

needs and building value for our investors. 

S T R O N G  P L A T F O R M  F O R  F U T U R E  

G R 0 W T  H I This is a time of great opportunity 

and possibility for Progress Energy. We 

are positioned to lead the  industry in the 

pursuit of the most efficient, affordable 

and innovative solutions to our growing 

communities‘ energy needs. 

Now, more than ever, our path is 

clear and our momentum is growing. And 

we are excited to have you with us as we 

move forward on The Road Ahead. 

11 
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I N C R E A S E D  S H A R E H O L D E R  V A L U E .  Our goal is to  

g row earnings and dividends so w e  can achieve total 

annual shareholder returns of 8 percent t o  10 percent. 

I N D U S T R Y  L E A D E R .  In 2006, the Edisan Electric 

Institute recognized Progress Energy as the industry 

leader in customer satisfaction and Operational 

excellence with its highest award. 

C L E A R  F O C U S .  After fo l lowing through on our  

commitment to divest noncore assets, w e  are able to  

achieve a single-minded focus on our two regulated electric 

utilities, which ieduces risk and plays t o  our strengths. 

12 
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E M V I  R 0 f? h7 E R f  At. S T E W A R D  S H I f .  We are investing 

billions to  operate in  an increasingly environmentally 

responsible way as par i  Of our commitment to  our 

communities. 

G R O W I N G  COMMUNITIES. Our service territories are 

among the fastest-growing areas of the country, adding 

new residents and businesses at a rate significantly 

faster than the national average. 

GROWING DEMAND.  By 2025, we anticipate we’ll need 

to  add approximately 12,500 megawatts t o  keep up  with 

the growth in our service areas. 

B A L A N C E D  S O L U T I O N S .  Balance is key to  long-term 

energy skrpply. Energy efficiency, alternative energy, the 

modernization of existing plants and the constt uction 

of new power plants are all part of our strategy for 

the future. 

13 
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B O A R D  O F  D I R E C T O R S  

Edwin B. Borden 
Retired President, The 
Borden Manufacturing Co 
(texble manageinent services) 
Goldsboro. N.C 

Elected to the board in 1985 
and sits oii the following 
committees. Corporate 
Governance, Organization and 

nsation; Operations and 
r Oversight {Chair) 

Harris E. Detoach, Jr. 
Chairman, President and 
Chief Executive Officer, Sonoco 
Products Co. [manufacwrer of 
paperboard and paper and 
plastic packaging products) 
Hartsville, S C 

Elected to the board in 2006 and 
sits on the following committees 
Operations and i\!uclesr Owsight, 
Orgaiiiiatiori and Compensatim 

James E. Bostic, Jr. 
Managing Director, HEP ti Assoc- 
iates (business consulting) aiid 
retired Executive Vice President, 
Georgia-Pacific Corp (manufac- 
turer and distributor of tissue, 
paper, packaging, building prod- 
ucts, pulp and related chemicals) 
Adanta, Ga 

Elected to the board in 2002 
and sits on the following 
committees: Audit and 
Corporate Performance; 
Operations and Nuclear Oversight 

W. D. "Bill" Frederick, Jr. 
Citrus grower and rancher, 
forinerly mayor of Orlando 
and partner in the liw firm 
of Holland & Knight 
Orlando, Fla 

Elected to the board in 20rjO 

and sits on tfie following 
committees Audii and 
Corporate Perlorinance, 
Operations and h!uclear i jversiyht 

David L. Burner 
Rebred Chairman and Chief 
Executive Officer, Goodrich 
Corp (aerospace components, 
systeins and services) 
Uarby, Mon t  

Elected to&e board in 1 9 9  
aiid sits on the following 
committees Corporate 
Governance, Finance (Chair), 
Organization and Compensabon 

W. Steven Jones 
Dean and Professor of Management 
of Kenan-Flagler Business School a t  

the Unii/ersity of North Carolina at  
Chapel Hill 
Chapel Hill, M C 

Elected to the board in 2005 
and sits on the following 
committees Finance, Organization 
and Coinpeiisation 

Richard L. Daugherty 
Forinerly Executive Director, 
NCSU Research Corp., Vice 
President, IBM PC Company 
and Senior State Executive, 
IBM Corp. 
Raleigh, N C 

Elected to the board in 1992 
and sits on .die following 
committees: Audit and 
Corporate Performance 
(Chair); Corporate Governance; 
Finance. 

14 
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Robert B. McGehee 
Chairman and Chief Executive 
Officer, Progress Energy, Inc 
Raleigh, N C 

Elected to  the board in 2004 
Serves as Chairman, Progress 
Energy Carolinas and Chairman, 

Theresa M. Stone 
Executive Vice President, 
Massachusetts Institute of 
Technology and retired Pres- 
ident, Lincoln Financial Media 
!financial services compaiiyl 
Boston, Mass 

Elecsd to the bosrd in 2005 
anti sits on the following 
coininittees: Audit and 
Corporate Pcriorinance, 
Finance 

E. Marie McKee 
Senior Vice President, Corning, Inc. 
(manufacturer of components for 
high-technology systems for con- 
sumer electronics, mobile emissions 
controls, telecommunications and life 
sciences) anti President and Chief 
Executive Officer, Steuhen Glass 
Corning, N.Y 

Elected to the board in 1999 and 
sits on the following committees. 
Corporate Governance; Organization 
and Compensation IChair), 
Operations and Nuclear Oversight 

Alfred C. Tollison, Jr. 
Retired Chairman antl Chiei 
Executive Officer, Institute of 
Nuclear Power Operations 
ilNPO is a nuclear industry 
sponsored :ionprofit organization) 
Marietta, Ga 

Elected to the board in ZM& ai id 
sits on the follovting cominittees. 
Audit and Corporate Performance, 
Dpt?.at;ons and Nuclear Olversight 

John H. Mullin, 111 
Chairman, Ridgeway Farm, LLC 
(farming and Qmber management) 
and formerly a Managing Director, 
Dillon, Read & Co (westment 
bankers) 
Brookneal, Va 

Elected to the board in 1999, 
Lead Director and sits 
on the foliowing committees 
Corporate Governance (Chair), 
Rnance, Organrzabon and 
Corn pensatton 

Jean Giles Wittner 
President and Secretary, 
Wlittner & Co, Inc (real estate 
management antl insuraiice 
brokerage and consulting) 
St Petersburg, Fla 

Elected to the board i n  20QO 
and sits on the following 
committees: Audit and Corporate 
Perforinatice, Operations and 
Nuclear Oversight. 

Carlos A. Saladrigas 
Chairman, Premier American Bank 
and retired Chief Executive Officer, 
ADP TotalSource 
Miami, Fla. 

Elected to the board in 2001 and 
sits on tfie following committees: 
Audit and Corporate Performance, 
Finance 
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At Progress Energy, we consistently pursue exceiience in all our endeavors. Our internai controfs over 
financial reporting reflect that commitment and, as a result, Progress Energy achieved full compiiance with 

the applicable internal control requirements in connection with its 2006 financial reporting processes. 

S l B l L l T l E S  O F  K E Y  B O A R D  C O M W I i T T E E S  

AUDIT A N D  CORPORATE PERFORMANCE 

COMMITTEE 

This committee reviews the annual and quarterly 

financial results of the company and the various 

periodic reports the company files wi th the SEC. It 

is responsible for retaining the company's external 

auditors, overseeing and monitoring the auditors' 

activities and pre-approving all external audit and 

non-audit services and fees. This committee also 

oversees the activities of the internal audit depart- 

ment and the Corporate Ethics Program. 

CORPORATE GOVERNANCE COMMITTEE 

This committee is responsible for making 

recommendations on tlie structure, charter, practices 

and policies of the hoard, including ameritlments to 

the articles of iricorporatiori and bylaws. The corninit- 

tee ensures that processes are in place for aniitial 

CEO performance appraisal, reviews of siiccession 

planning and management development. it also 

recommends the process for the annual assessment 

of board performancs and criteria for board rnember- 

ship. In addition, it proposes ncrninees to the  board. 

FINANCE COMMITTEE 

This committee reviews and oversees the  company's 

financial policies and planning and the company's 

pension funds. It monitors the company's financial 

16 

position, reviews the company's strategic invest- 

ments and financing options and recommends 

changes in the company's dividend policy. 

O P E R A T I O N S  A N D  N U C L E A R  O V E R S I G H T  

GO M M ITT E E 
This committee reviews the company's load fore- 

casts and plans for generation, transmission and 

distribution, fuel procurement and transportation, 

customer service, energy trading, te rm marketing 

and other company operations. The committee 

ensures company policies, procedures and practices 

relative to environmental protection and safety-related 

issues are sufficient t o  achieve and maintain 

compliance w i th  applicable laws and regulations, 

and advises and makes recommendations to  t l ie 

hoard regarding these matters. 

ORGANIZATION A N D  COMPENSATION 

COMMITTEE 

This c:ornniittw reviews personnel policicts and 

procedures for (xinsisteticy w i th  yovc-?rnmeiital rules 

and regulations and ensures that the company 

attracts and retains competent, talented employees. 

The committee reviews all executive-devefopmerit 

and niai~agement-successiori plans, evaluates CEO 

performance and makes senior executive cornpen- 

sation decisions. 
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Progress Energ; Annual fieport 20% 

Roherl E.  PdllcGehEe 
Chairman and Chief Executive Officer 

William D. Johnson 
President and Chief Operating Officer 

Chief Financial Officer 
Progress Energy, Inc 

Jeirrey A. Cctrbet? 
Senior Vice President - Energy Delivery 
Progress Energy Florida, Inc 

John R. McArti?ur 
Senior Vice President - Corporate Relations 
General Counsel and Secretary 

M a r k  F. Mufhern 

Progress Energy Service Company, LLC Progress Energy Ventures, Inc 

Fred N. Day I!! 
President and Chief Executive Officer 
Progress Energy Carolinas, Inc. 

Jeffrey J. Lyash 
President and Chief Executive Officer 
Progress Energy Florida, lnc 

C. S. Hinnant 
Senior Vice President- Nuclear Generation 
and Chief Nuclear Officer 

F l N W N C l W L  R E P O R T  

Paula J. Sims 
Senior Vice President - Regulated Services 

E. Michael Williams 
Senior Vice President - Power Operations 

Lloyd M. Yates 
Senior Vice President- Energy Delivery 
Progress Energy Carolinas, Inc 

Safe Harbor for Forward-Looking Statements 

M a n a g e men t's 0 is c u s s i o n a n d An  a l y s is 

Market  Risk Disclosures 

Reports of Management and Independent Registered Public Accounting Firm 

Consolidated Financial Statements 

Income 

Balance Sheets 

Cash Flows 

Changes in Common Stock Equity 

C o m p r e t i  e n s i v e I n c o me 

Notes to COnSOlidateG Financial Statements 

S e I e c te d C o i i  s o I i d at  e d Fi i i  a n c i a I a i i  d 0 p e rating l l  a l a  i Una u d it e d 1 
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Certain matters discussed throughout  this Annual  our regulated service territories and the accompanying 
Report that are not n m r i c a l  facts are forward looking regulatory and financial risks, the ability to successfully 
and, accordingly, involve estimates p ro j x t i ons ,  goals, access caprtai markets on favorable terms, our ability io 
forecasts. assumptions, risks and uncertainties that could maintain our current credit ratings and the impact on  our 
cause actual results r rou tcemes  to differ materially from financial condition and abil ityto meet our cash and other 
those expressed in the forward-looking statements Any financial obligations in the event our credit ratings are 
forward-looking statement is based on information current downgraded, the impact that increases in leverage may 
as of the date of this report and speaks only as o i  the date have on us, the impact of derivative contracts used in the 
on which such statement is made, ana w e  undertake no normal course of business, the investment performance of 
obligation to  update any forward-looking statement o r  our pension and benefit plans, our ability to control costs, 
statements to reflect events or circumstances after the including pension and benefit expense, and achieve our 
daie on which such statement is made cost-maiiagenient targets for 2007, our ability to generate 

and utilize tax credits t ram tne  proauction ana sale of 
In addition, examples of forward-looking statements 
discussed in this Annual Report include, b u t  are n o t  
l imited to, "Management's Discussion and Analysis of 
Financial Condition and Results of Operations" (MD&A) 
including, but  no t  l imited to, statements under  the  
following headings a)  "Strategy" about otirft i ture strategy 
and goals, b )  "Results of Operations" about trends and 
uncertainties, c )  "Liquidity and Capital Resources" about 
operating cash flows, estimated capital requirements 
through the year 2009 and future f inancing plans; and 
d) "Other Mat ters"  about our synthetic fuels facilities, 
t he  effects of n e w  environmental regulations, nuc lear  
decommissioning costs and the effect of electric tttility 
in d u st ry restructuring 

Examples of factors that you should consider wit,h respect 
t o  any forward-looking statements made throughout this 
document include, but are not  limited to, the fol lowing 
the  impact of f luid and complex l aws  and regulations, 
including those relating to t.he environment and the Energy 
Policy A c t  of 2005; the f inancial resources and capital 
needed to comply with environmental laws and otir ability 
t o  recover eligible costs under  cost-recovery clauses; 
weather conditions that directly influence the production, 
delivery and demand for electricity, the ability to recover 
through the regulatory process costs associated with 
future significant wea the r  events; recurring seasonal 
fluctuations in demand for electricity, flucttiations in  the 
price o f  energy commodities and purchased power and 
our ability to recover such costs through the regulatory 
process, e c o t i  o mi c f I u c tu a ti o i i  s and the c o r r  e s pond i ii g 
impact on our conimercial and indttstrial customers, the 
ability of our subsidiaries to pay upstream dividerids or 
distributions to the Parent, t he  impact o n  our faci l i t ies 
and businesses froin a terrorist attack, the inherent  
risks associated with the operation of nuclear facilities, 
in c I ti d i ii E! e nviro n rn e iita I, health: reg ti I a tory a ii d f i i~ a n c i a I 
risks, the anticipated fuiure need for additioiia: baseload 
g en e ratio ii and a ss o c i a t e d tr a ns iii i ss i o ii fa c i I it i e s i ii 

qualifying synthetic fuels under Internal Revenue Code 
Section 29/45K (Section 29/45K), the impact  that future 
crude oil prices may have on our earnings from our coal- 
based solid synthetic fuels businesses; t h e  execution 
of our announced intent t o  dispose of ou r  Competitive 
Commercial Operations ( C C O )  business and additional 
resulting charges to  income, w h i c h  could exceed 
$200 million; ou r  ability to manage the r isks involved 
with the CCO business, including dependence on third 
parties and related counterparty risks, until completion 
of our disposal strategy; the outcome of any ongoing or 
future litigation or similar disputes and the impact of any 
such outcome or related settlements; and unanticipated 
changes in operating expenses and capital expenditures 
Many  o f  these r isks similarly impact our nonreporting 
subsidiaries 

These and other risk factors are detai led f rom t ime t o  
time in our filings with the United States Securities and 
Exchange Commission (SEC) All such factors are difficult 
to predict, contain uncertainties that may materially affect 
actual results and may h e  beyond ou r  control N e w  
factors emerge fromrime to time, and it is not  possible for 
managementto predict all such factors, nor can it assess 
the effect of each such factor on Progress Energy 



The fol lowing Management's Discussion and Analysis 
c o n t a i n s f o rw a rd -I o o ki n g s tat  e m e n t s t h a t  i nv o Iv e 
estimates, projections, goals, forecasts, assumptions, 
risks and uncertainties that could cause actual results 
or outcomes to differ materially from those expressed in 
the forward-looking statements Please review the "Safe 
Harbor for Forward-Looking Statements" for a discussion 
of the factors that may impact any such forward-looking 
Statements made herein As used in this report, Progress 
Energy, w h i c h  includes Progress Energy, inc holding 
company (the Parent) and its regulated and nonregulated 
subsidiaries on a consolidated basis, IS a t  times referred 
to as "we," "us" or "our" Additionally,we may collectively 

nonregulated businesses W e  believe that our two Electi i c  

titi lit i e s , c o rn b i n e d with o I! r r F! d u c e d n on re g u I are d b tis i n e s s 
i isk, position us well for long-ter m growth ~ W F  are focused 
oti the folletwing lkey priorities 

excel l ing in  t h e  dai ly fundamei i ta ls  of our  ut i l i ty 
business, 
preparing for future baseloacl due to high 
growth in our regulated 

* fur ther  s t rengthening o u r  f inanc ia l  f lexibi l i ty and 
growth, 

* malfitaining COilStrUCtlve regulatory relations, and 
0 executing our remaining divestiture transactions 

territories, 

refer to our electric utrlity subsidiaries, Progress Energy 
Carolinas and Progress Energy Florida, as the "Utilities '' 
Management's Discussion and Analysis should be read in 
conjunction wi th  the Consolidated Financial Statements 

I NTR 0 D u GTI 0 
Our reportable business segments and their primary 
operations include. 

Progress Energy Carolinas (PEC) - primarily engaged 
in  the generation, transmission, distribution and sale 
of electricity in  portions of North Carolina and South 
Carolina; 

0 Progress Energy Florida (PEF) - primarily engaged in 
the generation, transmission, distribution and sale of 
electricity in portions of Florida, and 

Q Coal and Synthetic Fuels - primarily engaged in the  
product ion and sale of coal -based sol id synthetic 
fuels in  Kentucky and W e s t  Virginia, t he  operation 
of synthetic fuels facil i t ies for third parties in W e s t  
Virginia, and coal terminal services in Kentucky and 
West  Virginia. 

The "Corporate and Other" segment is comprised of 
nonregulated businesses that do not  separately meetthe 
requirements as a business segmeiic It priniarily includes 
the activities of the Parent and Progress Energy Service 
Company, LLC (PESC), as w e l l  as other  nonregulated 
business areas 

Strategy 
W e  are an integrated energy company, with our primary 
focus on the end-use and wholesale electricity markets 
W e  operate in retail utility markets in The southeastern 
United States and in other fuels markets in tl'e Eastern 
United States Over the last several years we have 
reduced our business cisk by ex,r1n3 the n?s/or~ty of our 

Asummary of the significantfinancial objectives or issues 
impacting us, the lJtilities and o u r  remaining nonregulated 
operations is addressed m o r e  ful ly in t h e  fo l l ow ing  
disc iission 

W e  have several key financial objectives, the first of which 
is to  achieve sustainable earnings growth In  addition, we 
seek to  continue otir track record of dividend growth, as 
we have increased our dividend for 19 Consecubve years, 
and 31 of the last 32 years W e  also seek to continue our  
efforts to enhance balance sheet strength and flexibility 
so t h a t w e  are positioned to  accommodate the significant 
future growth expected at the Utilities 

In the shortterm, otir abilityto achieve these objectives will 
be impacted by, among other things, our ability t o  manage 
operation and maintenance (O&M) costs, the successful 
execution of our remaining divestiture transactions, 
increased env i ronmenta l  spending requirements, 
commodity pr ice risk, and the  scheduled expiration of 
the Internal Revenue Code (the Code) Section 29/45K tax 
credi t  program far our synthetic fuels business at the 
end of 2007 Our long-term challenges include continuing 
otir cost-management init iatives to mitigate escalating 
i ioiifuel and fuel operating costs, effectively managing 
capital projects, inc lud ing those for  environmental 
compliance and baseload capacity growth, achieving 
sufficient eai-iiings growth to sustain our track recoid of 
dividend growth, meeting the need for future baseload 
capacity in our regulated service territories, achieving 
regulatory stability and investment recoveiy at the Utilities 
and corn ply i i i  g wi th  i t ic  re a si ng ly s tri n g e n t e nvi i on me nfa I 
standards Please review the "Safe Harbor for Forward- 
Looking Statements" for  a discussion of the factors  
that may impact any such fo rward  looking statements 
made herein 
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Our ability to meet these financial objectives is largely 
dependent on the earnings and cash flows of the U?!itles 
The Utilities contiibuted $780 million of our segment n i o f i t  

and generated substantially al l  of our corisolidaterl cash 
f low from operations in 2006 Partially offsetting the i i e i  
income contribution provided by the LJtilitteS was a loss 
of $76 million recorded a t  our Coal and Synthetic Ftiels 
operations, primarily related t o  the impairment of our  
synthetic fuels assets and a loss of S190 million recorded 
at  Corporate and Other, primari ly related to interest 
expense on holding company debt 

Whi le  our synthetic fuels operations have historically 
provided significant net earnings driven by the Section 
29/45K tax credit program, which is scheduled to expire 
at  the end of 2007, the associated cash f low benefits 
from synthetic fuels are expected to come in the future 
when deferred tax credits are ultimately utilized The total 
Section 29/45K credits that have been generated through 
December 31, 2006, but  n o t  yet  utilized, are currently 
carried forward as deferred tax credits and will provide 
cash f low benefits when utilized At December 31, 2006, 
the amount of these deferred tax credits was $847 million 
See "Other Matters - Synthetic Fuels Tax Credits" below 
and Note 22D for additional information on our synthetic 
fuels operations 

Our total debt to total capitalization ratio calculated from 
the Consolidated Balance Sheet is 52 2 percent a t the end 
of 2006, a decrease from 57 7 percent at the end of 2005, 
primarily due to a reduction in total debt with proceeds 
f rom asset sales, recovery of s torm costs incurred in 
Florida during 2004, fuel cost  recovery, operating cash 
f l ow  and growth in equity f r o m  retained earnings and 
limited ongoing equity issuances We expecr total capital 
expenditures for 2007,2008 and 2009 to be approximately 
$2 4 billion, $2 5 bil l ion and $2 4 billion, respectively, 
primarily related to the ongoing Utilities' operations We 
believe that operating cash f lows plus availability tinder 
our  credit facil i t ies and shelf registration statements 
will be sufficient t o  fund our current business plans in 
the  near term In the long term, we expect t o  fund our 
business plans and any new baseload genei ation thi ough 
operating cash f lows and a combination of long-term 
debt, preferred stock and common equity, all o fwhich are 
dependent on our ability to successfully access capital 
markets W e  may also putsue joint ventures o r  similar 
arrangements with third paities in order to share some of 
the financing a i l d  operational risks associated with new 
Sa s d o  a d g e t i  era tic n 

In 2?CF,, the Psient's, PEC's, and PEFS corporate credit 
ratings nf BBB were affirmed and their ratings outlooks 
wei-t? ch,?.nged to "positive" from 'stable" by Standard 8( 
Poor s iS&Pi Moody's InLwstors Service, Inc iMoody's) 
upgraded the Parent's outlook to "stable from "negative" 
and upgraded PEC's outlook to "pcisitive" from "stable " 
Fitch Ratings (Fitch) upgraded the senior unsecured 
credit ratings o i  the Parent (BBBi, PEC (A-) and PEF (A-1, 
changed their ratings outlooks to "stable" and removed 
the Fatings Watch  Positive See "Credit Rating Matters" 
and "Guarantees" under ''Future Liquidity and Capital 
Resources" be low for  more information regarding the 
potential impact on our tinancial condition and results ot 
operations resulting from a ratings change 

a c i z j $ z  p''i\ . C T . I  ---:I:- 
? ; L a w L C % :  ts !-:! [ L i i  2275 

The Util i t ies' earnings and  operating cash  f l ows  are 
heavily inf luenced by weather, the economy, demand 
fo r  electr ici ty related t o  customer growth, actions of 
regulatory agencies, cost controls, the timing of recovery 
of fuel costs, and storm damage 

The Utilities operate in the southeastern United States, 
one of the fastest-growing regions of the country, and 
had  a net  increase of approximately 64,000 customers 
over  the past  year. However, lower  industrial sales 
related mainly to weakness in the textile sector a t  PEG 
have reduced the rate of revenue growth in recentyears. 
We do not expect any significant improvement or further 
degradation in industrial sales in the near term These 
combined factors under normal weather conditions are 
expected t o  contr ibute approximately 1 5  percent  t o  
2 0 percent annual retail kilowatt-hour (kWh) sales growth 
a t  PEC and approximately 2.5 percent t o  3.0 percent  
annual retail kWh sales growth at  PEF through a t  least 
2008 The Utilities also seek to maintain their regulated 
w h o I e sa I e b ti si ii e s s t h r o u g h ta rg e te d c on t r a c t renew a Is 
and  o r ig ina t i on  oppor tun i t ies.  The  Ut i l i t ies  m u s t  
continue to invest significant capital in additional energy 
conservation and eff iciency programs, development 
and deploymeiit of new energy technologies, and new 
generation, transmission and distribution facil i t ies to  
support t l x  load growth Subject to regulatory approval, 
these investments are expected to increase the Utilities' 
"rate base" or investment in utility plant, upon w h i c h  
additional return can be realized that creates the basis 
for long-term earnings growth in the Utilities. Through 
2008, w e  w i l l  mee t  this load growth at  PEC through 
existing resources and at PEF through the previously 
p I a n n e d  c o m b  i n e d  c y c I e I! n it of a p p 1'0 x i  m a t  e I y 
500 megawatts (TvlVIJi a t  PEF's Hines Energy Complex 
in 2007 The Utilities expect total capital expenditures 



Case No 2011-124 
Staff-DR-01-008 I attachment 
(Progress Energy) 
Page 23 of 136 

r i r -  - E n e r r  I Annual Report 2 0 6  

for 2007, 2008 and 2009 to be approximately $2 4 billion, 
S2 5 bil l ion and $2 4 bil l ion, respectively The Util i t ies 
expect to fund theii capital t eqiiit ements primai lly thr oiigh 
a combination of internally generated funds, long-term 
debt, preferred stock and/or contribution of equity from 
the Parer t  

W e  are focused on  mitigating the impact of rising fue l  
prices since the under-recovery of fuel costs impacts our 
cash flows, interest a i d  leverage, and rising fuel costs 
and higher rates also impact customer satisfaction Our 
efforts TO mitigate these high fuel costs include our diverse 
generation mix, staggered fuel ccntracts and hedging, 
and supplier and transportation diversity 

Meeting the anticipated growth within the Utilities’ service 
territories wi l l  require a balanced approach The three 
main elements of this balanced solution are increasing 
energy efftciency and investing in the development of 
new energy resources for the future, modernizing existing 
plants to  produce enerqy efficiently usinq state-of-the-art 

replenishment in Florida The lltilities continue to monitor 
proqress toward a more competitive environment No retaii 

The [Jtilities successfuily resolved key state regulatory 
issues in 2006, i i iciuding fue l  recovery fi l ings in South 
Carolina, Ncrth Carolina and Florida and srorm costreserve 

;ethnology, and investing in n e w  generating plants We 
estimate that w e  will require new baseload generation 
faci l i t ies at  bo th  PEC and PEF by  the middle of t he  
next  decade and a combined total of approximately 
12,500 MW of additional capacity by 2025, and w e  are 
evaluating the best available options for this generation, 
including advanced des ign nuclear and  c lean coa l  
technologies. The considerations tha t  will factor  into 
this decision inclcide construction costs, fuel diversity, 
transmission and site availability, environmental impact, 
the rate impact t o  customers and our abil ity t o  obta in  
cost-effective financing See ”Other Matters - Nuclear 
Matters” for additional information 

We are subjectto significant air qualityregulations passed 
by the United States Environmental Protection Agency 
(EPA) in  2005 that  affect our fossil fuel-f ired generating 
facilities, the Clean Air Interstate Rule (CAIR), the Clean 
Air Mercu ry  Rule (CAMR), and the Clean Air Visibil i ty 
Rule (CAVR) Additronally, a t  PEC’s coal-fired facilities in 
North Carolina, we are subjecttothe North Carolina Clean 
Smokestacks A c t  enacted in  2002 (Clean Smokestacks 
Ac t )  Including estimated costs for CAIR, CAMR, CAVR 
and the Clean Smokestacks Act, we currently estimate 
that total future capital expenditures for the Utilities to  
comply with current environmental laws and regulations 
addressing air and water  quality, wh ich  are eligible for 
regulatory recovery through either base rates or pass- 
through clauses, could be in  excess of $1 0 billion each 
at  PEG and PEF, respectively, through 2018, which is the 
latest compliance target date for current air and water  
quality regulations 

While the  l l t i l i t ies expect  retai l  sales growth in the  
future, they are facing, and expect to continue to  face, 
rising costs The liulit ies are committed to  continiilng to 
effectively manage costs to minimize the expecied grovvih 
in 08ll4 expenses The Utrlitres are allowed to recover 
prudently incurred fuel costs through the fuel port ion 
of our rares, which are adjusted annually in each state 

electric restructuring legislation has been introduced in 
the jurisdictions in which PEC and PEF operate As part 
of the Clean Smokestacks Act, PEC is operating under 
a base rate freeze in North Carolina through 2007 As a 
result of its 2005 base rate proceeding, PEF‘s base rate 
settlement extends through 2009 See Note 7 for further 
discussion of the Utilities’ retail rates 

:: 3 

Our pr imary nonregulated businesses are Coal and 
Synthetic Fuels. Earnings of Coal and Synthetic Fuels 
are impacted largely by the volume of synthetic fuels 
produced and tax credits generated, and volumes and 
prices of coal terminal sales. 

E il; iJ #y E g 2s I ?< ESS 5s 

Through our subsidiaries, w e  are a majority owner in five 
entities and a minority owner  in one entity, all of wh ich  
o w n  facil i t ies that  produce coal-based solid synthetic 
fuels as defined under Section 29/45K of the Code The 
production and sale of these products qualifies for federal 
income tax credits sa long as certain requirements are 
satisfied, including a requirement that the synthetic fuels 
differ significantly in chemical composition from the coal 
used to produce such synthetic fuels and thatthe fuel was 
produced from a facility that was placed in service before 
July 1, 1998 Although the Section 25i45K tax credit program 
is expected t o  continue through 2007, recent market 
conditions, world events and catastrophic weather events 
have increased the volatility and level of oi l  prices that 
could limit the amount of those credits or eliminate them 
entirely for 2007 This possibility is due to  a provision of 
Sectioii 29/45K that provides that if annual average market 
prices for crude oil exceed certain prices, the amount of 
tiix credits is reduced for thar year in January 2007, we 
entered into derivative contracis to hedge economically a 
portion of our  2007 synthetic fuels cash i i ow  exposure to 
the risk of rising oil prices The notional quantity of these 
oil price hedge instruments is 25 inillion barrels and will 
provide protection for the equivalent of approximately 
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8 million tons of 2007 synthetic fuels production The 
contracts wil l be marked-to-market wi th  changes in fair 
value recorded through earnings Our synthetic fuels 
production levels for 2007 remain uncertain because we 
cannot predict with any certainty &e price of oil for 2007 
W e  will continue to  monitor the environment surrounding 
synthetic fuels production and wil l adjust our production 
or consider other alternatives as warranted by changing 
conditions See additional discussion of synthetic fuels 
tax  credits in "Application of Critical Accounting Policies 
and Estimates - Synthetic Fuels Tax Credits" and "Other 
Matters -Synthetic Fuels Tax Credits " 

A s  d iscussed more  fu l ly  in Note 3 and  "Results of 
Operations - Discontinued Operations," i n  accordance 
with our business strategy to reduce our business risk and 
to focus on the core operations of the Utilities, many of 
our nonregulated business operations have been divested 
or are in the process of being divested Consequently, 
w e  no longer repor t  a Progress Ventures segment, and 
the composition of other continuing segments has been 
impacted bythese divestitures These operations have been 
classified as discontinued operations in the accompanying 
financial statements As of December31,2006, the carrying 
value of long-lived assets of the remaining nonregulated 
electr ic generation operations and energy marketing 
activities and the remaining coal mining operations and 
other fuels businesses was  $573 million 

RESULTS OF ~ ~ E ~ A T ~ ~  
In this section, earnings and the factors affecting earnings 
are discussed The discussion begins with a summarized 
overview of our consolidated earnings, which is followed 
by a more detailed discussion and analysis by business 
segment 

Overview 
FOR 2005AS COlW\Fl tD TO 200.5 AND 2005 AS CQMPARED 
TU 2004 
For the year ended December 31,2006, our net income 
w a s  $571 m i l l i on  o r  $228  pe r  share compared  t o  
$697 mill ion o r  $2 82 per share for  the same period in 
2005 For the year ended December 31,2006, our income 
from continuing operations was 5514 million compared tr! 
$721 million for the same period in 2005 The decrease in 
income from continuing operations as compared to prior 
year w a s  due primarily to 
* lower synthetic fuels earnings primarily due to lower 

t a x  credi ts,  

e impairment of all of our synthetic fuels assets and a 
port ion of our  coal  terminal assets, primarily due to 
high oil piices, 

0 unfavorable weather at the Utilities, 
0 the c o ~ ~ i n c u r r e d  to redeem holding company debt, 
0 unreal ized losses reco rded  o n  con t ingen t  va lue 

* increased nuclear outage expenses at  PEC, and 
obligations, 

t h e  p r io r  y e a r  ga in o n  t h e  sa le  of o u r  utility 
distribution assets serving the City of Winter Park, Fla 
(Winter Park) 

Partially offsetting these items were 
* prior year postret irement and severance expenses 

related to  the 2005 cost-management initiative, 
0 increased retail growth and usage a t the  Utilities, 
* the gain on sale of Level 3 Communications, Inc (Level 

3) stock acquired as part of the divestiture of Progress 
Telecom, LLC (PT LLC), and 

0 the prior year write-off of unrecoverable storm costs 
at  PEF 

For the year ended December 31,2005, our net  income 
w a s  $697 m i l l i on  o r  $ 2 8 2  p e r  s h a r e  compared  t o  
$759 mill ion o r  $3.13 per share fo r  t he  same period in 
2004 For the year ended December 31,2005, our income 
from continuing operations was $721 million compared to 
$673 million for the same period in  2004 The increase in 
income from continuing operations as compared to prior 
year was  due primarily to. 
0 increased synthetic fuels earnings, 
* customer growth at the [Jtilities; 
0 favorable weather at the Utilities, 
* increased wholesale sales at the Utilities; and 
* the  gain recorded on  the sale of W in te r  Park uti l i ty 

distribution assets 

Partially offsetting these items were 
postretirement and severance charges related to the 
20 05 c ost- ma n a g  ernenl im tca ti ve, 

* the change in accounting estimates for certain capital 
costs in our dlstribtition operations [Energy Deliveiyj, 
and 

0 the write-off of unrecoverable storm costs a t  PEF 
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Our segments contributed the following Dro% or loss 
from c o n:i n ti i rig opera ti o n s 

and ai i iwtization expense These were  partially offset 
by hiolier O&M charges primarily due i o  postretirement 
and severance charges related to the cost-management 
init iat ive and an increase in expenses charged to 

PFC s451 mt 74% 531 %% other, net  
PEF 326 68 253 175) I?? 

Coal and Sqtfiettc Fuels (76) U391 163 71  w 

Corporate and Other 1190) - (1901 18 (208) year and by customer class were  as follows 
PEC's electi"ic revenues and the percentage change by Total segment profit 704 1207i 911 ?0 si 

Total incoine froin 
canttiitling operatlotis 514 !207! 721 G! 673 hfi fl!!ihO/l$ 

Discontinued operattons, Customer Class 2006 YO Change 2005 $6 Change 2004 
i ie to l  tax < 

Cutnulative effect of 
change in accounting 
principle - I11 1 1 - 
Net income S571 S(126) S697 362) S759 

On February 28, 2005, w e  approved a work fo rce  
restructuring that resulted in a reduction of approximately 
450 positions In  addition to the workforce restructuring, 
the cost-management init iative included a voluntary 
enhanced ret irement program In connection with this 
initiative, w e  incurred approximately $164 million of pre- 
tax charges for severance and postretirement benefits 
during the year ended December 31, ZOOS. W e  did not  
incur any similar charges during 2006 The severance and 
postretirement charges are primarily included in O&M 
expense on the Consolidated Statements of Income and 
wil l  be paid over time 

Progress Energy ~ a ~ ~ ~ j ~ a s  
PEC con t r i bu ted  segmen t  prof i ts  of $454 mill ion, 
$490 mill ion and  $458 mil l ion in 2006, 2005 and  2004, 
respectively The decrease in profitsfor 2006 as compared 
to 2005 is primari ly due  to  the unfavorable impac t  
of weather, h igher  O&M expense related to  nuclear 
outages, the impact of suspending the allocation of the 
Parent's income tax benefi t  no t  related to acquisit ion 
interest expense and 2006 capital project write-offs See 
Corporate and Other below for additional information on  
the change in the t ax  benefit allocation in 2006 These 
were  partially offset by postretirement and severance 
expenses incurred in 2005 related to the 2005 cost- 
management init iative and increased retai l  customer 
growth aiid usage 

The increase in profi-s for 2005 as compared to 200d IS 

primarily due i o  increased revenue f rom retail customer 
growth, the favorable impact  of weather, increased 
wholesale margins primari ly due to a n  increase in 
excess generation revenues and lower depreciat ion 

Residential s1,462 28 S1,422 74 S1,324 

Cornmercial 1,004 68 940 59 888 

Industrial 711 3 9  Ee4 38 659 

Governmental 91 46 87 6.1 a2 
Total retail 

revenues 3268 43 3,133 6 1 2,953 
Wholesale 720 (5 1) 759 320 575 

Unbilletl (1) 4 - 10 

Miscellaneous 98 43 94 44  90 

4,085 2 4  3,990 100 3,628 

Fuel revenues (13141 - 11.161 - (9291 

- 

Total eleczic 
revenues 

Less 

Revenues 
excluding fuel S2,771 (1 2) S2.804 39 S2.699 

PEC's electric energy sales and the percentage change 
by year and by customer class were as follows 

i n  t~lOUSLi/IllS of Mlw?) 
Custoiner Class 2006 %Change 2CO5 YO Change 2004 

Resitleribal 16259 (24) 16,664 4 1 16,003 

Corninercial 1338 0 3  13,313 23 13,019 

Iritlusiml 12,393 (25) 12,716 (2 5) 13,036 

Governmental 1,419 06 1,410 (1 5) 1,431 
Total retail 

energy sales 43,429 ( 1  5) 44,103 1 4  43,489 
VVliolesale 14584 
1Jn bill erl (137) - (235) - 91 

iG9) 15,673 185 13,222 

lctal MWh sales 57,876 123) 59,541 48 56,802 

PEC's revenues, excliiding fuel revenues of $1 314 billion 
and SI I86 billion for 2006 and 2005, respectively, 
decrease3 $33 million The decrease 117 revenues was 
due piimarily to the $67 million unfavorable impact of 
weather partially offset by a S24 million increase in retail 
customer growth aiid usage Weather had an uniavora hle 
impact as cooling degree days were 9 percenr below2005 
and h e a m g  degree days were 12 percent below2005 The 
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increase in rerail customer growth and usage was driven 
by an approximate increase in the average number of 
customers of 29,000 as of December 31, 2006, compared 
to December 31, 2005 Although the change in wholesale 
revenue less fuel did not  have a material impact on the 
change in revenues, wholesale electric energy sales 
were down 6 9 percent primarily due to lower excess 
generation sales in 2006 compared to 2005, parbally offset 
by an increase in contracted wholesale capacity The 
decrease in excess generation sales in  2006 compared to 
20051s due to favorable market conditions during 2005 that 
resulted in strong sales to the mid-Atlantic United States 

fuel revenues That are s::bject tcl I-ecovery is deferred for 
f t i t t i iE  roiteciion from or refund TO customers 

Fuel and :!urchased power expenses were $1 507 billion 
fo r  2005, w h i c h  represents a 5117 mil l ion increase 
compared t o  2005 Fuel used in electric generation 
inc i  essedS137 millioii t o  $1 173 billion compared to 2005 
This increase is due to a $141 niiliion increase in defemed 
fuel expense partially offset by a $5 million decrease in 
fuel used In generation Geferred fuel expense increased 
as a result of a!? increase in North Carolina and South 
Carolina fuel recovery rates Fuel used in generation 
decreased primarily due to lower  system requirements 

PEC's revenues, excluding fuel revenues of $1.186 billion 
and $929 million for 2005 and 2004, respectively, increased 
$105 million The increase in  revenues was  primarily due 
to increased retail revenues of $22 million as a result of 
favorable weather, with cooling degree days 6 percent 
above prior year. Retail customer g rowth  contributed 
an additional $46 million in revenues in  2005 PEC's retail 
customer base increased as approximately 30,000 ne t  
n e w  customers w e r e  added during 2005. Wholesale 
revenues, excluding fuel revenues, increased $37 million 
when compared to $31 1 million in  2004 The increase in 
PEC's wholesale revenues in 2005 from 2004 is primarily 
the result of increased excess generation sales Revenues 
for 2005 included strong sales to  the mid-Atlantic United 
States as a resul t  of favorable market  conditions In 
addition, higher contracted capacity compared t o  2004 
f u irth er increased who I e s a I e r eve n u es 

Indust r ia l  e lect r ic  energy sales decreased in 2006 
compared to 2005 primarily due to continued reduction in 
textile manufacturing in the Carolinas as a result of global 
competition and domestic consolidation Industrial electric 
energy sales decreased in 2005 when compared to 2004 
primarily due to the reduction in textile manufacturing in 
the Carolinas and lower demand for both pulp and paper 
products The increase in  industrial revenues for 2006 
compared to 2005 and 2005 compared to 2004 is due to 
an increase in fuel revenues as a result of higher energy 
costs and the recovery of prior year fuel costs 

Fuel and purchased power costs represent the costs of 
generabon,which include fuel purchases for generation, as 
well as energy purchased in the market to meet customer 
load Fuel and a portion of purchased power expenses 
are recovered primarily t l iroiigh cost-recovery clauses, 
and, as such, changes in these expenses do not have 
a material impact on earnings The difference between 
fuel and purchased power  costs incurred and associated 

Purchased power  expenses decreased $20 mill ion t o  
$334 mill ion compared t o  pr ior  year The decrease in 
purchased power is due primarily to a change in volume 
as a result of lower system requirements 

Fuel and purchased power expenses were $1 390 billion 
f o r  2005, w h i c h  represents a $253 mil l ion increase 
compared t o  2004 Fuel used  in electr ic generation 
increased $200 million t o  $1 036 billion compared to 2004 
This increase was  due to a $308 million increase in fuel 
used in generation due to higher fuel costs, a change in 
generation mix and increased volume Higher fuel costs 
were  driven primarily by an increase in coal and natural 
gas  pr ices Outages at  severa l  facil i t ies during 2005 
resulted in increased combustion turbine generation, 
w h i c h  had a higher average fue l  cos t  The increase 
i n  fuel used in generation w a s  offset by a reduction in  
deferred fuel expense as a result of the under-recovery 
of 2005 fuel costs Purchased power expenses increased 
$53 million to $3,754 million compared to 2004 The increase 
in purchased power w a s  due primarily to a change in 
volume partially offset by a decrease in price 

. _ _  . PI --.- i: - ., E; .> r.%&cq n _ >  <: $.;E$ i: i $ti :, 7 I:-.: I ? :  6' f :  t i  i.: ,r. r L .: 
O&M expenses w e r e  $930 mil l ion for  2006, w h i c h  
represents an $1 1 million decrease compared to 2005 
This decrease is driven primarily by the $55 million impact 
of postretirement and severance expenses incurred in  
2005 re I ate d to the cost- man age me nt  i 11 i ti a tive pa rti a I I y 
offset b y  GO mill ion of higher 2006 outage expenses 
at  nuc lear  plants and capi ta l  pro ject  wr i te-of fs  of 
$16 million in 2006 

O & M  expenses w e r e  S941 mil l ion for  2005, w h i c h  
represents a $70 mill ion increase compared t o  2004. 
This increase w a s  driven primarily by postret irement 
and severance expenses related to the 2005 cost -  
in a n a g e men t in i t  i at iv e Post r e t i rem e nt a n d s ev e r a n c e 
expenses related t o  the cost-management init iative 
increased OPlM expenses by S53 millicii during 2005 This 
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increase included $55 million of charqes in 2005 cornpared - - -  

t o  2004 expenses, which included miiiicjn related t o  a 
separate initiative In addition, U&M expenses increased 
$26 million related to the change in accounting estimates 
for certain Energy Delivery capital costs, $25 million for 
higher emission allowance expenses, $16 million related 

Other operating expenses consisted of gain of Sl miilion 
in 2006 compared to a gain of $1 1 million in 2CO3, and a 
gain of $12 million iii 2004 The decrease in the 2006 gain 
is primarily due to fewer land sales 

to pension expenses and $6 million related to Hurricane 
Ophelia storm r e s t o r a t m  costs in 2005 These unfavorable 
items w e r e  partially offset by  decreased plant outage 
costs of $12 million compared to 2004, which included an 
additional nuclear plant outage, $8 million of lower health 
and life benefi t  expenses and a $6 mill ion reduction of 
surplus inventory expense I n  addition, results for 2004 

- 

Total other income lexpense) wasS5O million of income for 
2006, which represents a $57 million increase compared 
to 2005 This increase is primarily due to the $32 n i l l i on  
impact  of reclassifying $16 mil l ion of indemnif icat ion 
liability expenses incurred in 2UUS t or Pstimatea capital 

inc luded $19 mil l ion of costs associated with an  i ce  
storm that  impacted the Carolinas service terr i tory in 
the first quarter of 2004 and Hurricanes Charley and Ivan 
that impacted the Carolinas service territory in the third 
quarter of 2004 

Dqreciatigjn afafj &zfirrizatie;.n 

Depreciation and amortization expense was$571 million for 
2006, which represents a $10 million increase compared 
t o  2005. This increase is primarily attributable to the 
$12 mill ion impact of depreciable asset base increases 
and $3 million of deferred environmental cost amortization 
part ial ly o f fset  b y  a $7 mil l ion decrease in the Clean 
smokestacks A c t  amortization, We recorded $140 million 
of Clean Smokestacks A c t  amortization during 2006 
compared to $147 million in 2005. 

Depreciation and amortization expense was  $561 million 
for 2005, which represents a $9 million decrease compared 
to  2004. This decrease w a s  primari ly attributable to  
the  Clean smokestacks A c t  amortization decrease of 
$27 million to $147 million in 2005 compared to amortization 
of $174 million in  2004 This was partially offset by higher 
depreciation expense of $17 million for increases in the 
depreciable asset base 

- i ~ .., - I '> &. ,- 
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Taxes other than on income were $791 million for 2006, 
which represents a $13 million increase compared to2005 
This increase is primarily due to a $7 million increase in 
property taxes and a $6 million increase in gross receipts 
taxes related to higher revenue Gross receipts taxes are 
collected from ctistorners and recorded as revenues and 
then remitted tothe applicable taxing authority Therefore, 
rhese taxes have no material impact on earnings 

Taxes other than on income were $178 million f ~ i -  2005, 
which represents a $5 million increase compaied to 2004 
primarily due to  higher payroll taxes of $5 million 

costs associated with the  Clean Smokestacks A c t  
expected to be incurred in excess of the maximum billable 
costs to the joint owner This expense was  reclassified to 
Clean Smokestacks Act amortization and had no impact on 
2006 earnings (See Note 21B) Interest income increased 
$17 mill ion fo r  2006 compared t o  2005 primari ly due t o  
investment interest and interest on under-recovered fuel 
costs In addition, the change in  other income (expense) 
includes a $4 millioii favorable impactrelated to recording 
an audit settlement with the Federal Energy Regulatory 
Commission (FERC) i n  2005 

Total other income (expense) was $7 million of expense 
in 2005 compared to $3 million of income for 2004 The 
$10 million increase in expense for 2005 compared to 
2004 was  primarily due to the $16 million indemnification 
liability discussed above and $4 millioii related to an audit 
settlement with the FERC These were partially offset by a 
$7 million write-off of nontrade receivables in 2004 

;i>:,-r.-.a .": - * s t f i e  s:c* , i : . b , . G Z f  i . ! lC. ! j i .2 ,  i ' s b i  

Total interest charges, ne t  w e r e  $215 mil l ion fo r  2006, 
which represents a $23 million increase compared to 2005. 
This increase is primarily due to the $20 million impact of 
a net increase in average long-term debt 

2 :> <. 
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income tax expense was $265 million, $239 million and 
$239 million in 2006, 2005 and 2004, respectively The 
$25millionincometaxexpense increase in2006compared 
to 2005 is primarily due to the allocation of $23 million of 
the Parenr's tax benefit not  related to acquisition interest 
expense in  2005 that is no longer allocated in 2006 See 
Corporate and Other below fo r  additional information on 
the change in the tax benefit allccation i n  2006 Other 
fluctuations in income taxes are primarily due to changes 
in ure-tax income 
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PEF conrributed segment profits of $326 million,S258 million 

20% G; Change 2005 YG Chaiige 2003 increase in profits for 2006 as compared to 2005 is primarily 
due to the impact of postretirement and severance costs 

Resicleiitla1 20,021 0 6  15,854 2 8 19.347 
incurred in 2005, increased retail cListomer growth and 

11975 03 11,9J5 13  11,73 usage, an increase in  rental and other  miscellaneous 
4.160 05 4,140 17  4,N9 service revenues and the impact of the 2005 write-off of 

unrecoverable storm costs These were partially offset by Governmental 3,276 2 4  3,198 5 1 3,044 

the 2005 gain oi l  the sale of the utility distribution assets 
sales 39,432 0 7  39,177 26 38,194 serving Winter Park, the unfavorable impact of weather on 

n Wholesale 4533 (170) 5,464 7 1 5,101 "f 

PEF's electric energy sales and the percentage change 
by year and by customer class were as follows 

and $333 million in 2006,2005 and 2004, respectively The l 

Customer Class 

Co'nmerclal 

l ndus i r l a l  

Total retail energy 

I 

the Parent's tax benefit not related to aiquisit ian interest 
expense See Corporate and Other be low for additional 
information on the change in the tax benefi t  allocation 
in 2006 

The decrease in 2005 profits as compared to 2004 is 
primarily due t o  higher O&M expenses (as a result of 
postret irement and severance costs, t h e  change in 
accounting estimates for certain Energy Delivery capital 
costs, the write-off of unrecoverable s torm costs and 
costs associated with outages) and lower  average usage 
per retail customer partially offset by the favorable impact 
of weather, higher wholesale sales, the gain on the sale 
of the utility distribution assets serving Winter Park, and 
increased retail cusfomer growth 

2 p t p  E i'9 8 E r; 

PEF's electric revenues and the percentage change by 
year and by customer class were as fol lows 

Customer Class 2006 XChancie 2005 X Chancie 2004 

Resitleiitial 

Commercial 

lntlustrial 

Governinelital 

Revenue sharing 
r efuiid 
Total retail 

reveifues 
Wholesale 

Unbilled 

Miscellaneous 

S2361 
1.152 

346 

301 

1 

4,161 
319 

( 5) 

164 

180 S2,OOl IO 8 

215 948 11 1 

218 2&1 11 8 

2114 242 1.1 7 

- i l l  - 

19 8 .7,474 11 6 

(731 'M 28 4 

- l,5! - 

147 193 4 1 

$1,806 

853 

254 

211 

(11) 

3,113 

26.9 

7 

137 
Total electric 

revenues 4,639 177 ?955 12 2 3,525 
Less 

Fuel and other 
pass-through 
reveiiues (3,038) - (2355) - 12.007) 

Un billed (274) - (205) - 358 

Total fvlWh sales 43,731 (1 6) 44,436 18 43,653 

PEF's revenues, excluding fuel and other pass-through 
revenues of $3 038 billion and $2 385 billion for 2006 and 
2005, respectively, increased $31 million The increase in 
revenues is due to increased retail customer growth and 
usage of  $25 million and a $21 million increase in rental 
and other miscellaneous service revenues partially 
offset by a $13 million unfavorable impact of weather The 
increase in retail customer growth and usage was driven 
by a n  approximate increase in the average number of 
customers of 35,000 as of December 31, 2006, compared 
to December 31, 2005 The weather impact is primarily 
due to a 16 percent decrease in heating degree days 
compared to 2005 

PEF's revenues, excli iding fuel and other pass-through 
revenues of $2 385 billion and $2 007 billion for 2005 and 
2004, respectively, increased $52 mill ion The increase 
in revenues w a s  due in p a r t  t o  favorable wea the r  in 
2005 of $16 million with cooling degree days 11 percent 
higher than 2004 Retail customer growth contributed an 
additional $21 million as the approximate average number 
of customers increased 30,000 as of December 31,2005, 
cornpared to 2004, and there was  a significant reduction 
in hurricane-related customer outages compared to 2004 
This growth in retail revenues was offset by lower retail 
revenues of $10 million in the Winter  Park area due to 
the sale of the related distribution system in 2005 and an 
$8 iiiillion decline in average use per customer Wholesale 
revenues net  of fuel increased $18 million attributed to 
n e w  contracts, including the service t o  Winter  Park 
result ing f ro iv  the swi tch ing of t he  sales t o  these 
customers from retail to wholesale Revenues were also 
favorably impacted by a reduction in the  provision for 
revenue sharing of Si0 million and higher miscellaneous 
revenues of S6 million 

Rewiues 
exciuctiiia fuel S1.601 20 S1.570 3 4  S1.513 
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to the 2005 write-off of GridFlorida regional transmission 
organization (RTO) startup costs that  w e r e  previoiisly 
recovered in revenues The environmental cost-recovery 
expenses are recovered through an environmental cost- 
recover\/ clause and, therefore, have n o  material impact 
on earnings 

O&M expenses w e r e  $852 mil l ion in 2005, w h i c h  
represents a $222 mill ion increase w h e n  compared t o  
2004 Postretirement and severance costs associated with 
the cost-management initiative increased O8M costs by 
$102 mil l ion during 2005 In addition, PEF wro te  off 
$17 million of unrecoverable storm costs associated with 

Fuel and purchased power costs represent the costs of  
generation, which include fuel purchased for generation, 
as well  as energy and capacity purchased in  the market 
to meet  customer load Fuel, purchased power  and 
capaci ty  expenses are recovered primarily through 
cost-recovery clauses, and, as such, changes in these 
expenses d o  n o t  have a material impac t  o n  earnings 
The difference between fuel and purchased power costs 
incurred and associated fuel revenues that are subjectto 

l o r  future collection trom or retund 
to  customers 

Fuel and purchased power expenses were$2 601 billion in 
2006, which represents a $584 million increase compared 
to 2005. Fuel used  in electr ic generation increased 
$512 million due to a $552 million increase in deferred fuel 
expense resulting from an increase in the fuel recovery 
rates on January 1, 2006 This w a s  partially offset by a 
$4? mil l ion decrease in current  year fuel costs due 
primarily to lower system requirements. Purchased power 
expense increased $72 million primarily due to a $48 million 
increase in current year purchased power costs resulting 
from higher market prices and a $23 million increase in the 
recovery of deferred capacity costs 

Fuel and purchased power expenses were$2.017 billion in 
2005, which represents a $275 million increase compared 
to  2004 This increase was due to increases in fuel used 
in electric generation and purchased power expenses of 
$148 million and $127 million, respectively. Higher system 
requirements and increased fuel costs in 2005 accounted 
for $342 mill ion of the  increase in  fue l  used in electr ic 
generation The increase in fuel used in generation was 
offset by a reduction in deferred fuel expense as a result 
of the under-recovery of 2005 fuel costs. Purchased power 
increased primarily due to higher prices of purchases in 
21305 as a result of increased fuel costs 

fl&ivl expenses w e r e  $684 mil l ion in 2006, w h i c h  
represents a $168 mill ion decrease compared t o  2005. 
The decrease is primarily due to a $102 million impact of 
p o st re t i re men t a n d s 8 v  e r a n c e c os ts a ss o c i a t e d with the 
cost-management initiative in 2005, $24 million of lower 
environmental cost-recovery expenses due to  a decrease 
i n  emission allo1wances and lower  recovery rates, 
$17 million related to  the 2005 write-off of unreccvershle 
storm restoi atiori costs !See Note 7C!, aS9 million decrease 
in nuclear outage costs and a $6 mill ion impact related 

the 2004 hurricanes (See Note 7C) O&M expense also 
increased $37 mill ion primari ly related to the change 
in account ing estimates fo r  cer ta in  Energy Delivery 
capital costs and increased $26 mil l ion due to h igher  
env i ronmenta l  cost - recovery expenses (pr imar i ly  
emission allowances) The remaining increase in 08M 
expense is attributable to  $9 million of expenses related 
to outages in  2005, an $8 million workers’ compensation 
benefit adjustment recorded in 2005, $6 mill ion related to 
the 2005 write-off of GridFlorida RTO startup costs that  
were  previously recovered, and $5 mill ion of additional 
bad debt expense. 

Eeprec I ation a& Ai.aaoPriz8tI ora 

Depreciation and amortization expense was  $404 million 
fo r  2006, w h i c h  represents an  increase of $70 mil l ion 
compared t.o 2005, primarily due to a $72 million increase 
in the amortization of storm restoration costs (See Note 
7C) and a $48 million increase in utility plant depreciation 
partially offset by a $51 mil l ion decrease in expenses 
related to cost of  removal primarily due to rate changes 
result ing f rom the  2005 depreciat ion study effect ive 
January 1, 2006 (See No te  5D) Storm restoration cost  
amortizatioii is recovered in revenues through the storm 
recovery surcharge and, therefore, has no material impact 
on earnings 

Depreciation and amortization expense was $334 million 
for  2005, w h i c h  represents an  increase of $53 mil l ion 
compared to 2004 primarily due to the amortization of 
$50 million in storm restoration costs that began in  August 
2005 (See Note 7C! 

- 
7 _” I 

I _ _  : 

Taxes other than on income w e r e  8 0 9  mill ion in 2006, 
w h i c h  represents an increase of S30 million i o m p a r e d  
to 2005 This increase IS primarily due to SI8 mill ion of 
higher gross receipts taxes and  S14 mil l ion of higher 
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franchise taxes, related t o  an  increase in revenues, 
partially offset by l ower  payrol l  taxes Gross receipts 
and franchise taxes are collected from customers and 
recorded as revenues and then remitted to the applicable 
taxing authority Therefore, these taxes have no maierial 
impact on earnings 

Taxes Other than On inco'Tie '.we *279 In 2o05' 
which represents an lncreaSe O f  S25 m'lhon 'Ompared 
to 2004 This Increase was due to In gross 
receipts and franchise taxes of $8 million each, related to 
an increase in revenues, a $5 million increase in payroll 
taxes and an increase in property taxes of $3 million 

allocated in 2006 S e e  Corporate and Clther berow fo r  
additional information ni? the change t i t  the tax benefit 
al location in 2006 Fluctuaiwns in incomp :ax expense 
between 2005 and 2004 are primarily clue to changes in 
pre-tax income 

:Gal 3 Fl:E)s 

The operations of the Coal and Synthetic Fuels segment 
include synthetic fuels production and coa l  terminal  
operations The folloi.kiing Summarizes the  Coal and 
Synthetic 

v.. 

segment 

gin mi/l/onsl 20cs 2005 2004 

gt[ler 

Other operating expenses were a gain of $2 mill ion in 
2006 compared to a gain of $26 million in 2005 and a gain 
of $2 million in 2004 Both the decrease in the gain for 
2006 compared to 2005 and the increase in  the gain from 
2005 compared to 2004 are primarily due to the $24 million 
gain on the sale of the utility distribution assets serving 
Winter Park recorded i n  2005. 

V@t3i Other I3cow 

Total other i ncome w a s  $28 mill ion for  2006, w h i c h  
represents a $20 mil l ion increase compared t o  2005. 
This increase is primarily due to $8 million of increased 
investment interest income and $6 million of interest on 
unrecovered storm restoration costs 

-;&I i i l r g p s ~  g j a : < p l ; ,  

Total interest charges, n e t  were $150 mill ion in 2006, 
w h i c h  represents an increase of $24 million compared 
to  2005. The increase in interest charges is primarily due 
t.0 the $20million impact of a net increase in average long- 
term debt 

Total interest charges, net  were  $126 mill ion in 2005, 
w h i c h  represents an increase of $12 million compared 
to  2004 The increase in interest expense was  primarily 
due to increased commercial paper borrowings and a i ie t  
increase in average long-term debt 

- I  
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Income tax expense was  $193 million, $121 million and 
5174 mill ion in 2006, 2005 and 2004, respectively The 
$72 mill ion i ncome tax  expense increase i n  2006 
compared to 2005 is primarily due to changes in pre-tax 
income In addition, 2005 income tax expense included 
the al locit ion of $13 millioii of the  Parent's tax benefit not 
related to acquisit ion interest expense that is n o  lnnger 

Syndietic fuels operations s(w 3 5 5  s92 

Coal terminals and inarlteting 12 43 34 

Corporate overhead and o d w  
operations (44) (35) (36) 
Segment (loss) profits s(7G) S163 S90 

sy g-f 8 ET / c E 5 s 0 p E fiT 0 5; $ 

The product ion and sale of synthetic fuels generate 
operating losses, but qualify for tax credits tinder Section 
29/45K, w h i c h  generally more than offset the  ef fect  of 
such losses (See "Other Matters - Synthetic Fuels Tax 
C re d its" he Io w 1 

Results from the synthetic fuels operations are 
summarized below 

/in millionsl 20E 2005 2004 

Tons sold 
After-tax losses (excluding 

impairment charge, valuation 
allowaiice and tax credits) 

After-tax gain on sale of assets 

After-tax impairment charge 
Net operating loss (NOLI 

valuation allowance 
Tax credits generated 

Tax credit inflation atljustlnerit 
Tax credit resene increase due 

to estimated phase-out 
Tax credits previously unrecortletl 

10 1 

51147) 
20 
- 

- 

267 

5 

- 

10 

Net (loss! profit S!W) S155 s92 

Prior to 2006, otir synihetic fuels prodtiction levels and 
the amount of tax credits w e  could claim each year were 
limited by otir consolidated regular federal income tax 
liability t;lJith the redesignatioii of Section 25 tax credits 
as Section d5K general birsiness credits, that limitation 
was removed effecti\/e January 1. 2006 
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Synthetic fuels PpErations' ner floss! profit changed from 
a profit of $1.55 million in 2 to a losc of $44 million in 
2006 primarily due to lower synthetic fuels piuJuction as 
a result o f  high oil prices, vvhir,Ii incrensed the potential 
phase-out of tax credits The 5 a rn i l l iw 1011 decrease in  
synthetic fuels p i  oduction resulted in $7'. million of lower  
after-tax losses The decision to idle otir synthetic fuels 
facil i t ies necessitated an inipaii n e n t  test and resu!ted 
in the impairment of our synthetic fuels assets (See 
Notes 8 and 9) The lower production also resulted I P  a 
$160 mill ion reduction in  generated tax credits, and as 
a result of the high oil prices, w e  recorded a $38 million 
tax credit reserve due to the estimated phase-out The 
h igher  2006 average o i l  pr ices and the  uncertainty of 
t h e  f inal phase-out percentage for 2006 resulted in a 
$17 million after-tax decrease in our gain on sale of assets 
due to  recognizing a lower  gain on the monetization of 
t h e  Colona Synfuel Limited Partnership, LLLP (Colona) 
facility compared to 2005 (See Note 3 4  The gain for 2006 
is expected to  be recorded in 2007 when the final phase- 
out percentage has been calculated As of December 31, 
2006, $7 mill ion of deferred gain w a s  recorded o n  the 
Consolidated Balance Sheet In addition, results w e r e  
unfavorably impacted by the recognition of a valuation 
allowance recorded against the deferred tax assets for 
state operating loss carry forwards Due to the impairment 
of ou r  synthetic fuels assets, t he  impairment charge 
included approximately $12 million o f  depreciation and 
amortization expense that would otherwise have been 
recorded in 2006, and $25 mil l ion of depreciat ion and 
amortization expense that would otherwise have been 
recorded during 2007 

Synthetic fuels operations' ne t  (loss) profits increased 
in 2005 as compared t o  2004 due primarily t o  a n  
increase in synthetic fuels production and an additional 
$23 million pre-tax gain recognized on the monetization 
of the Colona facil i ty compared to 2004 (See Note 3JL 
partially offset by an  increase in operating expenses In 
addition, earnings in 2005 include a $10 niillion favorable 
tax  c r e d t  t rue-up related t o  2004 Our total synthetic 
fuels production of approximately 10 million tons in 2005 
is gi eater than 2004 production levels of approximately 
8 million tons as a result of I iuiricane costs in 2004, which 
reduced our  projected 2004 regular tax iiability and our 
corresponding ability to record t a x  credits fi-om synthetic 
fuels prodtiction 

Our future synthetic fuels product ion leve ls  f o r  2007 
remain uiicertain due to the recent volaalrty of oil prices 
See "Other Matters - Synthmc Fuels Tax Credits" below 
for additional information on t h e  impact of oil Drices on 
Section 29i45K tax credits, the results of our in ter im 

impairment rev iew and a discussion o f  uncertaint ies 
surrounding otir synthetic fuels production in  2007. 

Coat terminals and marketing (Coal) operations blend 
and transload coa l  as part of the trucking, ra i l  and 
barge network for  coal  delivery This business also 
has an  operating fee agreement w i t h  our  synthetic 
fuels operations for procuring and processing of coal 
and the transloading and marketing of synthetic fuels 
As a result of the relationship wi th  the synthetic fuels 

primarily related to production volumes at our synthetic 
fuels facilities Coal operations contributed earnings of 
$12 million, $43 million and $34 million in 2006, 2005 and 
2004, respectively Coal's 2006 results w e r e  negatively 
impacted by the impairment of a portion of Coal's terminal 
assets, which resulted in a pre-tax charge of $17 million 
($10 million after-tax) and lower reve 
production at our synthetic fuels fac 
of sales due to  higher coal prices (See Note 9) These 
were partially offset by an $1 1 million pte-tax reduction 
in expense related to a restructured coal supply contract 
due to 2005 coal commitments that were not  delivered 
During the first quarter of 2006, one of Coal's supply 
contracts w a s  restructured resulting in a payment of 
$103 mill ion to Coal These proceeds covered long- 
term coal supply commitments from 2005 through 2007 
and will be recognized over the life of the contract as 
coal  is received and the related inventory is utilized 
Future amortization of these proceeds will be wholly 
offset by the increased contract price and is therefore 
not  expected to materially impact earnings As a result 
of t he  impairment of Coal's terminal assets discussed 
above, the impairment charge included approximately 
$6 million of depreciation expense that would otherwise 
have been recorded in 2006, and approximately 
$1 1 million of depreciation expense thatwould otherwise 
have been recorded during 2007 The Coal and Synthetic 
Fuels segment has long-term fixed price coal purchase 
contracts t o  provide a portion of the feedstock coal 
required t o  meet 2007 solid synthetic fuels production 
or to resell as coal As a iesult, the 2006 decline in coal 
prices is expected to  negatively impact the f inancial 
performance of t he  Coal and Synthetic Fuels segment 
compared to previcllis years 

S m u a l  earninos are 

The increase in eaimirgs for 2005 cornpared to 2004 was 
primarily UUE to add;tional r'everiues at the coal terminals 
related to increased prices and volumes and additiniial 
intersegment fees for  both the coal  terminals and 
marketing operations due to increased synthetic fuels 
productioii These were partially offset by an increase 



in the  cos t  of coal  purchased by the coa l  terminals 
operations due t o  increased prices and larger volumes 
and lower third-patty sales by the marketing operations 

contingent payments based on the performance of foul 
synthetic fuels faci l i t ies o w w d  by  Progress Enerqy 
The payments, if any, a l e  baseti on  t he  n e t  seer tax 
cash  flows the facil i t ies generate At December 31, 
2006, 2005 and 2004, the CVOs had a fa i r  market value 
of approximately $32 million, $7 million and S i 3  million, 
respectively Progress Energy recorded an  unrealized 
loss of $25 mil l ion for  2006 and unrea!!zed gains o i  
$6 million and $9 million for 2005 and 2004, respectively, 
t o  record the changes in fa i r  value of TVPs, w h i c h  
had  average u n i t  pr ices of $0 33, $0 07 and  SO ? 4  at  

Corporate overhead and other operations incurred losses 
of $44 million, $35 mill ion and $36 mill ion for  the years 
ended December 31, 2006, 2005 and 2004, respectively 
The increase in losses f o r  2006 compared to 2005 is 
primarily due to the decreased allocation of interest and 
overheads to discontinued operations as a result of the 

fi December 31,2006,2005 and 2004, respectively 

Corporate and Other 
The Corporate and Other segment consists of t h e  
operations of the Parent, PESC and other consolidating and 
nonoperating entities (Corporate) Corporate and Other also 
includes ather nonregulated business areas Corporate and 
Other income (expense) is summarized below" 

fin rnillionsl 2006 Chancie 2005 Chanae 2004 
~ 

Other interest 

Contingent value 
obligations (25) 1311 6 (3) 9 

Tax reallocabon I 38 (38) (1) (37) 

Other income tax 
benefit 109 26 93 (21) 104 

Other expense (28) (211 (7) 37 (44) 

expense s(246) S(12! S(234) S6 S(240) 

Corporate and Other 
after-tax exnense s11901 s- SI1901 S18 $I2081 

Other interest expense,which includes elimination entries, 
increased $12 million for 2006 compared to  2005 primarily 
due to a decrease in the interest allocated to  discontinued 
operat ions and  a decrease in the  el imination of 
intercompany interest expense due to lower intercompany 
debt balances partially offset by lower interest expense 
due t o  l ower  holding company debt. The decrease in 
interest expense allocated t o  discontinued operations 
resulted from the full year allocations of interest expense 
in  2005 compared to partial year allocations of interest in 
2006 for operations that were sold in ?GO6 The decrease 
in other interest expense for 2005 compared t o  2004 is 
primarily due to the increase in the interest allocated to 
discontinued operations partially offset by a decrease 
in interest rate swap activity that benefited from lower  
variable rates during 2004 

Progress Energy issued 98 6 mill ion contingent value 
obligations (CVOsl  in connection with the acquisition of 
Florida Progress Corporation (Florida Progress) in 2000 
Each CVO represents the r ight of the holder to receive 

For the year ended Decembei 31,2006, income tax expense 
was not increased by the allocation of the Parent's income 
tax benefits not  related to acquisition interest expense to 
profitable subsidiaries Due to the repeal of the Public Utility 
Holding Company A c t  of 1935, as amended {PUHCA 19351, 
beginning in 2006 w e  n o  longer allocate the Parent income 
tax benefits not  related to acquisit ion interest expense 
to profitable subsidiaries Since 2002, Parent income tax 
benefits not related to acquisition interest expense were 
allocated to profitable subsidiaries, in accordance with 
a PUHCA 1935 order For the years ended December 31, 
2005 and 2004, income tax expense w a s  increased by 
$38 mill ion and  $37 million, respectively, due t o  the  
allocation of the Parent's income tax benefit 

Other income tax benefit increased for 2006 compared 
t o  2005 primarily due to increased pre-tax expense at  
the Parent Other income tax benefit decreased for 2005 
compared to 2004 due primarily to lower pre-tax expense 
at the Parent 

For 2006, other expense w a s  $28 mill ion compared to 
$7 mill ion in 2005 The $21 mill ion change IS primarily 
due to the $59 mill ion pre-tax ($35 mill ion after-tax) loss 
on  redemption of holding company debt  (See Note 12) 
partially offset by  the $17 mill ion pre-tau gain, net  of 
minorrty interest, on the sale of Level 3 stock subsequent 
to  the sale of PT LLC (See  Note 3D) In addition, other 
expense changed due to a 514 million increase in interest 
income on ternpoi ary investments due to proceeds fi om 
the sale of DeSoto County Generating Co , LLC iDeSoto), 
Rowan County Power, LLC (Rowan)  and Gas The 
S37 mill ion decrease in other expense f rom 2004 
io 2005 was primarily due t o  the $43 mill ion pre-tax 
($29 niillioii after taxi settlement agreement in iOn4 that 
our subsidiary Ctraregir Resow CE S o l v o n s  Corp I eached 
with the San Fiancisco United School  D i s w c r  elaiea io 
civil pioceedings 
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Overthe last several years w e  have reduced our business 
ri s k by exiting t h e  m a 1 ority of o u r no nr e g ti I a t e  d b u sin esse s 
We divested, or announced divestitures, of multiple 
nonregii lated businesses during 2006 in  accordance wi th  
our business strategy to reduce our business risk and to 
focus on  the core Operations of the Utilities Consequently, 
w e  no longer report a Progress Ventures segment, and 
the composition of other continuing segments has been 
impacted by these divestitures 

On December 13, 2006, our board of  directors approved 
a p lan t o  pursue the  disposition of substantially al l  of 
Progress Energy Ventures, lnc ‘s (PVI) Competit ive 
Commercial Operatrons ( C C O )  physical and commercial 
assets, wh ich  include approximately 1,900 megawatts of 
power generation facilities in Georgia, as wel l  as forward 
gas and p o w e r  contracts, gas transportation, storage 
and srructured power  and other contracts, including 
fu l l  requi rement  contracts with 16 Georgia Electr ic 
Membership Cooperatives (the Georgia Contracts) We 
expectto complete the disposition plan in 2007 As a result 
of the disposition plan,we recorded an after-tax estimated 
loss on the sale of $226 million in December 2006, which 
includes an impairment charge related to rhe generation 
assets and intangible assets to  reduce the carrying value 
of the assets that are expected t o  be sold to their estimated 
fair value less cost to sell [See Note 3A) 

In 2007, w e  anticipate recording addit ional material 
charges in discontinued operations related to the  
disposition plan These additional charges relate primarily 
to costs to be incuri  ed to exit the Geoigia Contracts These 
costs could exceed $200 million after-tax If  C C O  divests of 
its generation facilities but notthe Georgia Contracts, CCO 
will continue to fulfill the contractual obligation through 
tolling agreements or purchases in the spot market 

Due t o  the  reclassif icat ion of t he  remaining CCO 
operations t o  discontinued operations in December 
2006, management  determined that  it w a s  no  longer 
probable tha t  the forecasted transactions underlying 
cer ta in  derivative contracts covering approximately 
95 billion cubic feet !Bcfi of natural gas would be fiilfilled 
Therefore, these contracts were  no longer treated as 
hedges and w e r e  dedesignated, and cash  flow hedge 
accounting was  discontinued Changes in  market prices 
Since inception resulted in the recognition oi i lnreal i ied 
mark-to-market gains of $92 million pre-tax ($60 million 

after-tax) for20W Future price volarrlity in the natural gas 
market will cause us to record mark-To-market changes 
through earnings of discontinued operations and will 
increase the volatility of future CCO operating restilts 

CCO‘s operations generated net losses from discontinued 
operations of S57 million in 2006, $54 million in  2005 and 
$23 mil l ion in 2C34 The increase in loss for 2006 
compared to 2005 is primarily due to the $64 million pre- 
tax impairment loss ($42 mil l ion after-tax) on goodwi l l  
recognized in the first quarter of 2006 ( S e e  Note 8i and 
an increase in realized mark-to-inarket losses on  gas 
hedges due to gas price volatility This was  partially ottset 
by a higher gross margin related to  serving the fixed price 
full requirements contracts that began in April 2005 and 
serving an increased load o n  a pre-exist ing contract  
in Georgia, and $66 million pre-tax of unrealized mark- 
to-market gains, primarily related t o  the dedesignated 
natural gas hedges discussed above 

The increase in loss for 2005 compared t o  2004 is due 
primarily t o  a reduction in gross marg in of $79 mil l ion 
pre-tax ($47 million after-tax) partially offset by favorable 
amortization and interest expense fluctuations Contract 
marg ins w e r e  unfavorable in 2005 compared to 2004 
due t o  the expiration of cer ta in  above-market toll ing 
agreements and decreased earnings f r o m  n e w  and  
existing ful l  requirements contracts  due t o  higher fue l  
and purchased power c0st.s partially offset by net realized 
and unrealized mark-t.0-market gains Depreciation and 
amortization expenses decreased $6 mill ion pre- tax 
($4 mill ion after-tax} as a result of the expiration of certain 
acquired contracts that  w e r e  subject  to  amortization. 

... . i:C$ - D&&$G and Roy\fa;: f&r]er.asisii :“ac,ip:$2s 

On May  2,2006, our board of directors approved a plan to 
divest of our DeSoto and Rowan subsidiaries DeSoto and 
Rowan were subsidiaries of Progress Energy Ventures, 
Inc. DeSoto owns a 320 M1IV d m - f w l  combustion turbine 
electric generation facility in DeSoto County, Fla, and 
Rowan owns a 925 MW dual-fuel combined cycle and 
combustion turbine electric generation facility in Rowan 
County, N C On May 8, 2006, w e  entered into definitive 
agreements to sel l  DeSoto and Rowan, including certain 
existing power supply contracts, to Southern Power 
Company, a subsidiary of  Southern Company, for a 
gross purchase price of approximately $90 milliun and 
$325 million, respecweiy  W e  used the proceeds i romthe  
sales to reduce debt and for orher corporate purposes 
! S e e  Note 3C.l 
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The sale of DeSoto closed in  the second quarter of 2006 
and the sale of Rowan closed during the third quarter of 
2006. We recorded an after-tax loss of $67 million during 
the year ended December31,2006, on the sale of DeSoto 
and Rowan Discontinued DeSoto and Rowan operations 

were lower in 2005 due to the sale of the North Texas gas 
operations; however, the TexasiLouisiana gas operations 
were able to offset a majority of the lost revenue due to 
higher natural gas prices and increased production 

had combined earninqs of $ i o  milljon, $3 mljjjoi, and PRz?WEzz ~ E L E ~ ~ ~ ~ ~  _ _ _  i ('. 

$8 million for the years ended December 31, 2006, 2005 
and 2004, respectively 

O n  March 20, 2o06, we completed the Sale o f  PT LLc 
Level 3 We received gross proceeds comprised of cash 
of $69 million and approximately 20 mill ion shares of 
Level 3 common stock valued at  an estimated $66 million 
on the date of the sale Our net proceeds from the sale 
nf 1 1 ; 7 Q m  after consideration of minoritv interest, 

O n  July 72,2006, our board of directors approved a plan to 

(Gas), which includes Winchester Production Company, 
Ltd (Winchester Production), Westchester Gas Company, 
Texas Gas Gathering and Talc0 Midstream Assets Ltd , all 
are subsidiaries of Progress Fuels Corporation (Progress 
Fuels). On Ju ly  22, 2006, w e  entered into a definit ive 
agreement to sel l  Gas to EXCO Resources, Inc. for 
$1.2 bil l ion in gross cash proceeds. W e  recorded a n  
after-tax gain of $300 mill ion during the year ended 
December 31, 2006, on the sale of Gas Proceeds f rom 
the sale were used primarily to reduce holding company 
deb t  and for other corporate purposes (See Note 3B) 

The transaction closed on October 2,2006 Specific assets 
included over 325 Bcf equivalent of proved natural gas 
reserves, over 350 miles of pipelines, over 500 producing 
wells and other related assets, all of which were located 
in Texas and Louisiana. Discontinued Gas operations had 
net earnings from discontinued operations of $82 million 
for the year ended December 31, 2006, compared to  ne t  
earnings from discontinued operations of $48 mill ion for 
t he  same period in 2005. The increase in net  earnings 
is primarily due to  increased production, higher market  
prices and mark-to-market gains on gas hedges 

Gas operations generated profits of $48 mill ion fo r  t he  
same period in 2005 compared to $76 million for the year 
ended December 31, 2004 The decrease is pr imar i ly  
due to the gain recognized on the sale of gas assets in 
2004. I n  December 2004, w e  sold certain gas-producing 
propert ies and related assets owned by Winchester  
Production (Nor th Texas gas operations] Because the 
sale significantly altered the ongoing relationship between 
capitalized costs and remaining proved reserves, tinder 
the ful l-cost method of accounting the  pre-tax ga in of 
$56 million ($31 million net of taxes) w a s  recognized in 
earnings rather than as a reduction of the basis of our 
remaiiiing oil and gas properties In addition, ICWEI' sales 
and general and administrative expense and interest 
expenses partially offset by lower revenues reduced the 
overal l  earnings decline f rom 2004 to  2005 Revenues 

were used to reduce debt Prior to the sale,.we had a 
51 percent interest i n  PT LLC (See Note 3 0 )  

Based on the net proceeds associated with the sale and 
after consideration of minority interest, w e  recorded 
an estimated after-tax gain on disposal of $28 million 
during the year ended December 31, 2006 Net  (loss) 
earnings from discontinued operations for PT LLC were 
a loss of $2 million, earnings of $4 mill ion and a loss of 
$7 million for the years ended December 31, 2006, 2005 
and 2004, respectively. 

D6ZE FUELS i%%D O'THEB F E E  BUSINESS 

On March  1, 2006, we sold our 65 percent interest in 
Dixie Fuels Limited (Dixie Fuels) to Kirby Corporation for 
$16 million in cash. Dixie Fuels operates a fleet of four 
ocean-going dry-bulk barge and tugboat units underlong- 
term contracts with PEF Dixie Fuels primarily transports 
coalfromthe lower Mississippi River to Progress Energy's 
Crystal River Facility W e  recorded an after-tax gain of 
$2 million on the sale of Dixie Fuels. The other fuels 
business is expected to be sold in 2007 (See Note 3EJ 

Netearningsfrom discontinued operations for Dixie Fuels 
and other fuels business were $7 million, $5 million and 
$2 million for the years ended December 31, 2006, 2005 
and 2004, respectively 

.-.*..- - a e r . $ : x $ p  r ? , ! ^ l e r r . ~ ~ " . . . ~  ; r ?>f : ji: : . i' 6 - . E  . -i : : ,r  -- _1 E" --- - _, ii i;'iiii';ii g.s!>>%!;5Lc.,&.J 

On November 14, 2005, our board of directors approved 
a plan to divest o f  five subsidiaries of Progress Fuels 
engaged in the coal mining business On May 1, 2006, 
w e  sold certain net assets of three of our coal mining 
businesses to Alpha Natural Resources, LLC for gross 
proceeds of $23 million plus a $4 million working 
capital adjustment. As a resiilt, during the year ended 
December 31, 2006, w e  recorded an estimated after- 
tax loss of $10 mill ien for the sale of these assets 
The remaining coal mining operations are expected to be 
sold in 2007 (See Note 3F) 
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Ner losses from discontinued operations for  the recoverability withrn the approved regulatory guidelines 
coal mining business were $4 million, $1 1 million and Impairment risk associated with these assets relates 
$5 millioi- for the years ended December 3 1 ,  2006, 2005 to potentially adverse legislative, judicial or regulatory 
and 2004, respectively actions ii- the future Additionally, the state regulatory 

agencies often provide flexibility in the manner and timing 
of the depreciation of property, nuclear decommissioning 

- - - - - - . _ _  _ _  . - - _ _  
costs and amortization of the regulatory assets See Note 
7 for additional information related to the impact of utility 
regulation on our operations 

On March 24, 2005, w e  completed the sale of Progress 
Rail Services Corporation (Progress Rai l )  to One Equity 
Partners LLC, a private equity f irm unit of J P Morgan  
Chase 8 Co Cash proceeds f rom t h e  sale w e r e  
approximately$429 million, consisting of $405 million base s e a  ~~~~~~~~~~~ 

or=  L) or1 the AS!Q \ value of 
years ended Decernber>l,2006 and 2005, w e  recovded 
an estimated after-tax loss for the sale of these assets of 
$6 million and $25 million, respectively Proceeds from the 
sale were used to reduce debt [See Note 3G) 

N e t  earnings f rom discontinued operations f o r  Rail 
w e r e  $5 mill ion and $29 mill ion fo r  t he  years ended 
December 31, 2005 and 2004 Rail did not have a material 
impact on earnings for h e  year ended December 31,2006. 

We prepared ou r  Consolidated Financial Statements 
in accordance with account ing principles general ly 
accepted in  the United States of America In doing so, 
w e  made certain estimates that were crit ical in nature to 
the results of operations The following discusses those 
significant estimates that may have a material impact on 
our financial results and are subjectto the greatest amount 
of subjectivity We have discussed the development and 
selection of these cri t ical accounting policies with the 
Audi t  and Corporate Performance Committee (Audi t  
Cornmitteel of our board of d i iw to rs  

As disciissed in Note 7, our regulated utilities segments 
are subject to  regulation that sets the prices (rates) w e  
are permitted to charge customers based on the costs 
that regulatory agencies determine we are permitted to 
recover At times, regulators permit the future recovery 
tl-trough rates of costs that would be currently charged 
to expense by a i ionregulated company This ratemaking 
process results in deferral of expense recognition and 
the recording of regulatoiy assets based on anticipated 
future cash inflows As a result o f  the different ratemaking 
processes in each state in which we operate. a significant 
amount of regulatory assets has been recorded W e  
continually review these assets to assess their ultimate 

long-lived assets and intangible assets with definite lives 
for impairment whenever indicators exist Examples of 
these indicators include current period losses combined 
with a history of losses, a projection of continuing losses, 
a significant decrease in the market price of a long-lived 
asset group, o r  the l ikelihood tha t  an  asset group will 
be disposed of significantly prior to the end of its useful 
life. If an indicator exists, the asset group held and used 
is tested for  recoverabil ity b y  comparing t h e  carrying 
value to the sum of undiscounted expected future cash 
f lows direct ly attributable t o  the asset group. If the 
asset group is no t  recoverable through undiscounted 
cash f lows o r  if t he  asset group is to be disposed of, 
an impairment loss is recognized fo r  t h e  dif ference 
between the carrying value and  the  fa i r  value of the  
asset group Performing an impairment test on long-lived 
assets involves management's judgment in areas such 
as identifying circumstances indicating an impairment 
may exist, identifying and grouping affected assets a t  
the appropriate level, and developing the undiscounted 
cash flows associated with the asset group Estimates of 
future cash flows contemplate factors such as expected 
use of the assets, future production and sales levels, and 
expected fluctuations of prices of commodities sold and 
consumed Therefore, estimates of future cash flows are, 
by nature, highly uncertain and may vary significantly 
from actual iresults 

The carrying value of our  to ta l  uti l i ty plant, n e t  is 
$15245 bil l ion at  December 31, 2006 The carrying 
value of our total diversif ied business property, net  is 
$31 niillioii a t  December 31, 2006 In  addition, w e  have 
certain diversif ied business property with a carrying 
value of $573 mill ion a t  December 31, 2006, included in 
net assets of discontinued operations (See Note 3H) 
Our exposure to potential impairment losses for utility 
plant, net IS mitigated by the #act  that  o u r  regulated 
ratemaking process generally allows for recovery of our 
investment in utility plant plus an allowed return on the 
investment, as long a s  the costs are prudently incurred 
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Under [he full-cost method of accounting for oil and gas 
o r o m  ties, total capitalized costs are limited t o  a ceiling 
based on :he present value of discounted [ a t  lo%! future 
net revenues using current prices, plus the lower of cost 
or fair market value of unproved properties The ceiling 
testtakes into consideration the prices of qualifying cash 
f l ow  hedges as of the balance sheet date If the ceiling 
id!sccii i i ted revenues) does not exceed total capitalized 
COSIS, 'ylie are required to write-down capitalized costs 
to  $12 ceiling We performed this ceiling test calculation 
every quai?er prior to the sale of the Gas Operations (See 
Note 3B) No write-downs were required in 2006 or 2005 

W e  calculated the fa i r  value of ou r  segments and 
reporting units by considering various factors, including 
valuation studies based primarily o n  a discounted cash 
flow methodology and published industry valuations 
and market data as support ing information These 
calculations are dependent on subjective factors such 
as management's estimate of future cash  flows, t h e  
selectioii of appropriate discount and growth rates, and 
assumptions aboutthe timing of when unregulated energy 
supply and demand wou ld  reach market  equil ibrium 
These underlying assumptions and estimates are made 
as of a point in time, subsequent changes, particularly 
changes in the discount rates, growth rates or the timing 
of market equilibrium, could result in a future impairment 
charge to goodwill 

See drscussion of synthetic fuels asset impairments in 
"Other Matters - Synthetic Fuels Tax Credits" and in  
Notes 8 and 9 

~~~~W~~~ 

As  discussed in Note 8, w e  account  fo r  goodwi l l  in 
accordance with Statement of Financial Account ing 
Staiidards (SFAS) No 142, "Goodwill and Other Intangible 
Assets" (SFAS No 142), w h i c h  requires tha t  goodwi l l  
b e  tested fo r  impairment a t  least annually and more 
frequently w h e n  indicators of impairment exist For 
our utility segments, the goodwill impairment tests are 
performed at  t he  uti l i ty operating segment level. W e  
performed the annual goodwill impairment test for both 
the  PEC and PEF segments in the second quarters of 
2006 and 2005, each of wh ich  indicated no impairment 
If the fair values for the utility segments were lower  by 
5 percent, the! e still would be n o  impact on the reported 
value of their goodwill 

The cariying amounts of goodwill a t  December 31,2006 
and 2005, fo r  reportable segments PEG and PEF, w e r e  
$1 922 billion and $1 733 billion, respectively The amounts 
assigned to PEG and PEF are recorded in  our Corporate 
and Other business segment 

For our former Progress Ventures segment, the goodwill 
impairment tests were performed at  our Georgia Region 
report ing unit level, w h i c h  w a s  comprised of f ou r  
nonregiilafed generation plants and was one level below 
the Progressventures segment We performed the annual 
goodwill impairment test for our Georgia Region reporting 
unit in the f i ist quarters of 2006 and 2005 The test in 2005 
indicated no impairment In  2006, the test indicated that 
goodwill was iully impaired, and w e  recognized a pre-tax 
goodwi l l  impairment charge of 564 mrllron 639 mill ion 
after-tax1 during the first quarter of 2?06 

Synthetic Fuels Tax Credits 
Our Coal and Synthetic Fuels business un i t  owns facilities 
t,hat produce coal-based solid synthetic fuels as defined 
under the Internal Revenue Code. The production and 
sale of the synthetic fuels from these facilities qualifies for 
tax credits under Sect.ion 29/45K if certain requirements 
are satisfied, including a requirement that the synthetic 
fuels differ significantly in chemical composition f rom 
the coal used to produce such synthetic fuels and that, 
the synthetic fuels were produced f rom a facility placed 
in service before July I ,  1998. For 2005 and prior years, 
the amount of Section 29 credits that w e  were allowed 
to  generate in any calendar year w a s  limited by  the 
amount of our regular federal income tax liability Section 
29 tax credit amounts al lowed but n o t  utilized through 
December 31, 2005, are carr ied fo rward  indefinitely 
as deferred alternative minimum tax credits o n  the 
Consolidated Balance Sheets.. For 200fi and 2007, t h e  
Section 29 tax credits have been redesignated as a 
Section 45K genera l  business credit, w h i c h  removes 
the regular federal income tax liability l imit on synthetic 
fuels production and subjects the credits t o  a 20-year 
carryforward period This provision allows tis t o  produce 
synthetic fuels at a higher level  than w e  have historically 
produced,should w e  choose to do so The current Section 
29/45K tax credit program expires a t  the end of 2007 

In addition, Section 29/45K provides that if the average 
wellhead price per barrel for unregulated domestic crude 
oil for the year (the Annual Average Price) exceeds a 
cei-tain threshold value i the Threshold Pi i ce ) ,  the amount 
of tax credits is reduced for that year Also, if the Annual 
Average Price increases h igh enough ( the  Phase-out 
Price', the Section 29:451( tax crediis a re  eliminated for 
that year The Threshold Pi ice and the Phase-out Price 
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are adjtlsted anqualiy for inflation W e  estimate that tha 
2006 Annual Average Frice vv4 restilt in  an aoproximate 
35 pe icent  phase-oti: of the SvntIIetic fuels tax credits 
related to syiithetic fuels prodiiction in 2r306 This estimate 
IS derived from our Estimares cf The 2 N E  Threshold Price 
and Phase-out Frice of 355 per b s w l  and $69 per barrel, 
respectively, based on an estimated inflation adjustment 
for  2006 For 2007 synthetic fuels production, the 2007 
Annual Average Price is not known until after :he end of 
the year, iNe will record the 2007 tax credits based on our 
estimates of wha t  w e  believe the Annt!al Average Price 
wil l  be for 2007 These estiniates are based on oil prices 
in the futures market Any portion of the tax credits that 
would be phased out  based on the projected 2007 Annual 
Average Price exceeding the Threshold Price will no t  
be recorded 

W e  estimate t h a t  the 2007 Threshold Price will b e  
approximately $56 per barrel and the Phase-out Price 
wil l  be approximately $70 per barrel, based on estimated 
inf lat ion adjustments fo r  2006 and 2007 The monthly 
Domestic Crude Oil First Purchases Pr ice published 
b y  the  Energy Information Agency (EIA) has recently 
averaged approximately$7 lower  than the corresponding 
daily New York Mercanti le Exchange INYMEXJ prompt 
month settlement price for l ight s w e e t  crude oil As  of 
January 31, 2007, the average NYMEX futures pr ice 
fo r  l ight swee t  c rude  oil f o r  calendar yea r  2007 w a s  
$59.50 per barrel Based upon the estimated 2007Threshold 
Price and Phase-out Price, if oil prices for the rest of 2007 
remained at the January 31, 2007, average 2007 futures 
pr ice level of $59.50 per barrel, w e  currently estimate 
that the synthetic fuels tax credit amount for 2007 would 
not be reduced See further discussion in “Other Matters 
- Synthetic Fuels Tax Credits ” 

Pension Costs 

As discussed in Note 16A, w e  mainta in  qual i f ied 
noncontr ibutory defined benefi t  re t i i  ement (pension) 
plans Our reported costs are dependent on numerous 
factors  result ing f rom actual  p lan experience and 
assumptions of fu ture experience For example, such 
costs are impacted by employee demographics, changes 
made to plan provisions, actual plan asset returns and 
key actuarial assumptions, skich as expected long-rerm 
rates of return on plan assets and discount rates used in  
d e te r mi n in g b en e fi t o b I i g a ti o ins and a n n ti a I c os t s 

Due to  an increase in the market  interest rates for 
high-quality iAAA lAA)  debt securities, w h i c h  are used 
as the benchmark for setting the discount rate used T O  

present value future benefit payments, ihre increased the 
discount rate to approximately 5 95% at  December 31, 
2006, f rom approximately 5 65% at  December 31, 2005, 
which \,vi11 decrease the 2007 benefit costs recognized, all 
other factors remaining constant Our discount rates are 
selected based on a plan-by-plan study by our actuary, 
which matches our projected benefit payments to a high- 
quality corporate yield curve Plan assets performed well  
in 2006, with returns of approximately 14% That positive 
asset performance will result in decreased pension 
costs in 2007, all other factors  remaining constant. 
Evaluations of the effects of these and other factors on 
ou r  2007 pension costs have no t  been completea, 5ut 
w e  estimate that the total cost recognized for pensions 
in 2007 will be $22 million to  $30 million, compared with 
$32 million recognized in 2006 

W e  have  pension plan assets with a fa i r  value of 
approximately $1 8 bil l ion a t  December 31, 2006 Our 
expected rate of return on pension plan assets is 9 0% 
We review this rate on a regular basis Under SFAS No 87, 
”Employer’s Accounting for Pensions” (SFAS No 87/, the 
expected rate of return used in pension cost recognition is 
a long-term rate of return, therefore, w e  do not adjust that 
rate of return frequently In 2005, w e  elected to lower our 
expected rate of return f rom 9 25% to 9 0% The 9 0% rate 
of return represents the lower  end of our future expected 
return range given our asset allocation policy A 0 25% 
change i n  the expected rate of return for 2006 would have 
changed 2006 pension costs by approximately $4 million 

Another factor affecting our pension costs, and sensitivity 
of t h e  costs t o  plan asset performance, is the method 
selected t o  determine the market-related value of assets, 
I e ,  t he  asset value to  w h i c h  t h e  9 0% expected long- 
term rate of return is applied SFAS No 87 specifies that 
entities may use either fair value or an averaging method 
that recognizes changes i n  fair value over a period not  to 
exceed five years, with the method selected applied on a 
consistent basis from year to year We have historically 
used a five-year averaging method When w e  acquired 
Florida Progress in 2000, we retained the Florida Progress 
historical use of fair value to determine market-related 
value for Florida Progress pension assets Changes in plan 
asset performance are reflected in pension costs sooner 
tinder the fair value method than the five-year averaging 
method, and, theiefoie, pension cosis tend to be more 
volati le using the fair value method Approximately 
5C percent of our pension plan assets are subject to each 
of the t w o  methods 
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Progress Energy, Inc is a Iholding company and, as such, 
has no revenue-generating operations of i ts o w n  O u r  
primary cash needs at the Parent level are our common 
stock dividend and interest and principal paymcnts on our 
$2 6 billion of senior unsecured debt Our ability to meet 
these needs is dependent on the earnings and cash flows 
of the Util i t ies and our nonregulated subsidiaries, and 
the ability of our  subsidiaries to pay dividends or repay 

operations, including expenditures fo r  environmental 
compliance W e  rely upon ou r  operating cash  flow, 
primarily generated by the  Utilities, commercial paper 
and bankfacilities, and our ability to access the long-term 
debt and equity capital markets for sources of  liquidity 

The majori ty of our  operating costs are related t o  
the Util i t ies. Most of these costs are recovered f rom 
ratepayers in accordance with various rate plans. W e  
are al lowed t o  recover certain fuel, purchased power  
and  other  costs  incurred by  PEC and PEF through 
their respective recovery clauses. The types of costs 
recovered through clauses vary by jurisdiction. Fuel price 
volatility can lead to over- or under-recovery of fuel costs, 
as changes in  fuel prices are not  immediately reflected 
in fuel surcharges due to  regulatory lag in setting the  
surcharges As a result, fuel price volatility can be both 
a source of and a use of liquidity resources, depending 
on  w h a t  phase of the cyc le  of pr ice volati l i ty w e  are 
experiencing Changes in the Utilities' fuel and purchased 
power costs may affect t,he timing of cash flows, but not  
materially affect ne t  income. 

Prior to February 8, 2006, w e  were a registered holding 
company under PUHCA 1935, and therefore we obtained 
approval from the Securities and Exchange Commission 
(SEC) for the issuance and sale of securities as well  as the 
establishment of intercompany extensions of credit (utility 
and iionutility money pools) PET, and PEF participate in 
the utility money pool, wh ich  al lows the t w o  utilities to 
lend to and borrow from each other A nonrrtrlity money 
pool allows our nonregulated operations to lend to and 
borrow from each other The Parent can lend money to 
rhe utility and noniitility money pools b u t  cannot borrow 
funds The Energy Policy A c t  of 2005 iEPACTi repealed 
Pl l t iCA 1935effective Februan/8,2006, and riansfel-red t o  
the FERC ceitain n e w  responsibilities wi th  respect to the 
regulation of iittlrry holding companies under the Puhiic 
Util it ies Holding Company A c t  of 2005 (PUHCA 20051 

Pursuant to PUI ICA 2005, utility holding companies are 
allowed CG wnt in t i e  to engage in financings authorized 
by the SEC provided the authorization orders have been 
filed with the FEPC and the holding company Continues to 
comply with such orders, terms and conditions W e  have 
filed all  such SEC orders with the FERC, therefore, w e  
are pel mitted to continue all such financing transactions 

Cash from operations, asset sales, short-term and long- 
t e r m  debt  and limited ongoing equity sales f rom our  
lnvestor PIUS Stock Purchase Plan and employee benefit 
and s tock option plans are expected to fund capital 
expenditures and common stock dividends for 2nU/. tor 
the fiscal year 2007, w e  expect t o  realize an aggregate 
amount of approximately $50 mill ion f r o m  the sale of 
stock through these plans 

We believe o u r  internal and external ltqurdity resources 
wil l  be sufficient to fund our current business plans Risk 
factors associated wi th  credit facilities and credit ratings 
are discussed below 

The fo l lowing discussion of o u r  l iquidity and capi ta l  
resources is on a consolidated basis 

Historical for 2006 as Compared to 2005 and 
2005 as Compared to 2804 
CgSH ftfj&!S $fEW.&i'i@$$ 

Cash f rom operations is the primary source used  t o  
meet operating requirements and capital expenditures. 
Net cash provided by operating activit iesfrom continuing 
operations for the three years ended December 31,2006, 
2005 and 2004, w a s  $1.912 billion, $1.175 billion, and  
$1 409 billion, respectively. 

Cash f r o m  operating activi t ies fo r  2006 increased 
when  compared wi th  2005 The $737 mill ion increase in 
operating cash flow was primarily due to a $713 million 
increase in the recovery of fuel costs at  the Utilities, a 
$201 mill ion increase f r o m  the  change in accounts 
receivable, approximately $103 mil l ion of proceeds 
received from the restructuring of a long-term coal supply 
contract, and $72 mil l ion related to recovery of s torm 
restoration costs at  PEF These impacts were  partially 
offset by a $122 million net  increase in tax payments i i i  
2006 compared to 2005, $141 million related to a wholesale 
customer prepayment :n 2005 at PEC, as discussed below, 
and a $57 rnillioii decrease from the change in accounts 
payable The $201 million change in accounts receivable 
included SI37 nii l l ion a t  PEC, principally driven by the 
timing of wholesale sales, and approximately $47 million 
at PEF, pri-narily related to timing of  receipts 
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In 2006 and 2005, the Utilities filed requests with their 
respective state commissions seeking rate increases 
for  fuel cost  recovery, including amounts for  previous 
under-recoveries In 2005, PEF also received approval 
f r o m  the Florida Public Service Commission (FPSC) 
authorizing PEF to recover $245 million over a two-year 
period, including interest, of t he  costs it incurred and 
previously deferred related to PEF's restoration of power 
to cust.omers associated with the four hurricanes in 2004 

for additional information. 

The change in accounts payable is primarily due to 
higlier fuel prices at PEF and increased quantities of coal 
purchases at  our nonregulated subsidiaries 

T\,et cash  provided by  investing activities 
for the three years ended December 31, 2006, 2005 
and 2004, was s271 million, s(914) million and 
$(649) million, respectively Excluding proceeds from sales 

in  2006 and $475 million in  2005, cash used in investing 

See "Future Liquidity and Capital Resources" and Note of discontinued operations and other assets of$l.fiCj4billion 

in 2 0 0 f i b n  compared 
Cash f r o m  operating activit ies fo r  2005 decreased 
w h e n  compared with 2004. The $234 mil l ion decrease 
in operat ing c a s h  f l o w  w a s  pr imar i ly  due t o  a 
$298 mil l ion decrease in the recovery of fuel costs a t  
the Utilities, dr iven by  rising fuel costs, and increased 
working capital needs of $144 million, partially offset by a 
$193million reductionin stormcostspending atPEFin2005 
compared to 2004. Cash from operating activities for 2005 
also includes a $141 million prepayment received from 
a wholesale customer. In November 2005, PEC entered 
into a contract with the Public Works Commission of the 
City of Fayefieville, North Carolina (PWC), in which the 
PWC prepaid $141 million in exchange for future capacity 
and energy p o w e r  sales. The prepayment is expected 
to cover approximately t w o  years of electricity service 
and includes a prepayment discount of approximately 
$16 million. In  2005, the Utilities filed requests with their 
respective state commissions seeking rate increases for 
fuel cost recovery, including amounts for previous under- 
recoveries. PEF also received approval f r o m  the FPSC 
authorizing PEF to recover $245 million over a two-year 
period, including interest, of t he  costs it incurred and 
previously deferred related to PEF's restoration of power 
to  customers associated with the four hurricanes in 2004 
See "Future Liquidity and Capital Resources" and Note 7 
for additional information 

The increase in working capital needs for 2005 compared 
to  2004 was mainly driven by a $170 million increase in  
the change in receivables, a $97 million increase in 
prepayments and other current assets, and a $52 million 
increase in inventory purchases, primarily coal a t  PEC 
These impacts were partially offset by a $133 million 
increase in the change in  accounts payable and the 
current portion of the prepayment i-eceived from the 
PWC as discussed above The increase in the change 
in receivables is primarily due TO increased sales a t  rhe 
Utilities driven by weather, rising fuel costs and timing 
of receipts, and increased sales at our nonregulated 
subsidiaries, mainly driven by changes in the production 
level of our synthetic fuels facilities over the m o r  year 

with 2005 The decrease in  2006 was  primarily due to a 
$319 mill ion increase in n e t  proceeds f rom available- 
for-sale securit ies and other investments, a $12 mill ion 
decrease in nuclear  fue l  additions, and a $14 mil l ion 
decrease in other investing activities, largely offset by 
a $343 million increase in  capital expenditures for uti l i ty 
property. A t  PEC, t h e  increase in  uti l i ty property w a s  
primarily due to environmental compliance and mobile 
meter reading project expenditures A t  PEF, the increase 
in utility property w a s  primarily due to  repowering t h e  
Bar tow plant to more  eff icient natural gas-burn ing 
technology, various distribution, transmission and steam 
production projects; and higher spending at  the Hines Unit 
4 facility, partially offset by lower  spending at  the Hines 
Unit 3 facility. Available-for-sale securit ies and other  
investments include marketable debt and equity securities 
and investments held in nuclear decommissioning and  
benefit investment trusts 

Util i ty property additions, including nuc lear  fuel, f o r  
our  regulated electr ic operations w e r e  $1.537 bi l l ion 
and $1 206 bi l l ion in 2006 and  2005, respectively, o r  
approx imate ly  100 p e r c e n t  of consol idated c a p i t a l  
expenditures in both 2006 and 2005. Capital expenditures 
for  our  regulated electr ic operations are primarily for  
capacity expansion and normal construction activity and 
ongoing capital expenditures related to environmental 
corn pli a nc e programs 

During 2006, proceeds f r o m  sales of d iscont inued 
operations and other assets, net of cash  divested, 
primarily included approximatelyS1 1 billion from the sale 
of Gas (See Note 3B), $405 million from the sale of DeSoto 
and Rowan (See No te  3C), approximately $70 mil l ion 
f rom the  sale of PT LLC (See Note 3D), approximately 
S27 mill ion f rom the  sale of certain net  assets of t he  
coal mining business (See Note 3FI, and approximately 
$16 million from the sale of Dixie Fuels [ S e e  Note 3E) 
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Excluding proceeds from sales of discontiriued operarions - 
and  other  assets, ne t  of cash  divested, cash used in 
investing activities increased approximately $368 millioii 
in 2005 when compared with 2004 ?he increase is due 
primarily to a S254 million decrease i n  net proceeds from 
available-for-sale securities and other investments and 
a $107 million increase in capital expenditures for utility 
property and nuclear fue l  additions Available-for-sale 
securit ies and other investments include marketable 
d e b t  secur i t ies  and investments he ld in nuc lear  
decommissioning and benefit investment trusts 

f On January 13, 2006, Progress Energy issued 
$300 mill ic9 of 5 525% Senior Notes due 2016 and 
E100 million of Serles A Floating Rate Senior Notes due 
2010 These senior notes are unsecured Interest on 
the Floating Rate Senior Notes is based on three-month 
London Inter Bank Offering Rate (LlBORl plus 45 basis 
points and resets quarterly We iised the net proceeds 
from the sale of these senior notes and a combination 
of available cash and commercial paper proceeds to  
retire the $800 mill ion aqqreqate principal amount of 

-I I 

Dur ing 2005, proceeds f r o m  sales of discontinued 
operations and other assets, ne t  of cash divested, 
primari ly included $405 mil l ion in base proceeds f rom 
the sale of Progress Rail in March  2005 and $42 million in 
proceeds from the sale of Winter  Park distribubon assets 
in June 2005 (See Notes 3G and 7C) 

During 2004, proceeds f r o m  sales of discontinued 
operations and other assets, n e t  of cash divested, 
p r imar i l y  inc luded p roceeds  o f  approx imate ly  
$251 million related to  the sale of natural gas assets in the 
Forth Worth basin of Texas and proceeds from the sale of 
Railcar Ltd assets of approximately $75 million We used 
the proceeds from these sales to reduce indebtedness, 
including $241 million to pay of f  a PVI bank facility 

F $4 

N e t  cash (used) provided by financing activities for the 
three years ended December 31,2006,2005 and 2004, was 
$(2 468) billion,$229million and $(485) million, respectively 
See Note 12 for details of debt and credit facilities 

?j G 2 c-f i'.i iT i 

For 2006, proceeds from sales of discontinued operations 
and other assets, net of cash divested, were used to 
reduce holding company debt by$ l  7 billion The increase 
in cash used in financing actrvities was  primarily related 
to  the retirement o f  long-term debt in the current year, as 
discussed below, and a decrease in the proceeds from 
issuances of long-term debt For 2005, cash provided by 
f i n a n c i n g activities increased prima rily cJ u e to add i ti o n a I 
issuances of long-term debt at the Utilities and an 
increase in common stock issuances For 2004, cash 
from operations exceeded net  cash used in investing 
activities b y  E760 million due primarily to asset sales, 
which allowed for a net decrease in cash requirements 
provided by financing activities 

In addition to the f!nanciiig activities discussed under 
"Overview," our financing activities included 

the application of proceeds as described above, we 
invested t h e  ne t  proceeds in short-term, interest- 
bearing, investment-grade securities 
Progress Energy entered in to a n e w  $800 mil l ion 
364-day c r e d i t  ag reemen t  o n  N o v e m b e r  21, 
2005, w h i c h  w a s  restr icted for the ret i rement  of 
$800 million of 675% Senior Notes due March  1, 2006 
On March 1, 2006, we retired $800 million of our 6.75% 
Senior Notes, thus effectively terminating the 364-day 
credit a greeme nt 
On March 31,2006, Progress Energy, as a well-known 
seasoned issuer, f i kd  a shelf registrat ion statement 
with the SEC. The registrat ion statement became 
effect ive upon  f i l ing with the  SEC and  will al low 
Progress Energy to  issue an indeterminate number or 
amount of various securities, including Senior Debt 
Securities, Junior Subordinated Debentures, Common 
Stock, Preferred Stock, Stock Purchase Contracts, 
Stock Purchase Units, and Trust Preferred Securities 
and Guarantees The board of directors has authorized 
the issuance and sale of up to $1 0 bil l ion aggregate 
principal amount of various securit ies off t he  n e w  
shelf registration statement, in addition to $679 million 
of various securit ies, w h i c h  were  no t  sold f r o m  our  
p r i o r s h e  If reg  is t r a t i o n stat  e m e n t . Ac c o r d i n g I y, a t  
December 31,2006, Progress Energy had the authority 
to issue and sell up to$1 679 billion aggregate principal 
amount of various securities 
On M a y  3, 2006, Progress Energy rest ructured 
its existing $1.13 bi l l ion f ive-year revolving credit 
agreement (RCA) w i t h  a syndication of f inanc ia l  
institutions. The neiv RCA is scheduled to  expire on 
May 3, 201 1, and replaced an exisTing S i  13 billion five- 
year facility, w h i c h  w a s  terminated effective M a y  3, 
2006 The n e w  RCA ~wll  continue to be used to provide 
liquidity support for Progress Energy's issuances of 
commercial paper  and other short-term obligations 
The new FiCA includes a defined maximum total debt 
t o  capital rat io of 68 percent  and contains various 
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cross-default and other acceleration provisions. The 
n e w  RCA does not  include a material adverse change 
r?presentatioii for borrowings or a financial covenant 
for interest coverage Fees and interest rates under 
the RCA wil l  continue to be determined based upon the 
credit rating of Progress Energy's long-term unsecured 
senior noncredit-enhanced debt, currently rated as 
Baa? by Moody's arid BEG- by S&P 
On M a y  3, 2006, PEC's f ive-year $450 mill ion RCA 
was  ainended to take advantage of favorable market 
conditions and reduce the pricing associated with 

of par, o r  S596 million, plus accrued interest The 
redemption vvas funded with available cash on hand, 
and no additional debtwas incurred i n  connelction with 
the redemptions See Note 2Ofor a discussion of losses 
on debt redemptions 
Progress Energy issued approximately 4 2 mil l ion 
shares of common stock resii l t ing in approximately 
$185 million in  proceeds from its Investor Plus Stock 
Purchase Plan and its employee benefit and stock option 
plans Included in these amounts were approximately 
1 6  mill ion shares fo r  proceeds of approximately 

the W v .  Fees and interest rates under the  RCA $70 mill ion to meet  the requirements of the Progress 
wil l continlie to  be determined based upon the credit 
rating of PEC's long-term unsecured senior noncredit- 
enhanced debt, currently rated as B a a l  by Moody's 
arid BBB- by S&P The amended PET, RCA is scheduled 
to expire on June 28,2010 

e On May 3, 2006, PEF's five-year $450 million RCA was  
amended t o  take  advantage of favorable market  
condit ions and reduce the pricing associated with 
the facil i ty. Fees and interest rates under t h e  RGA 
wil l  contiiine to be determined based upon the credit 
rating of PEFS long-term unsecured senior noncredit- 
enhanced debt, currently rated as A3 by Moody's and 
BBB- by S&P. The amended PEF RCA is scheduled to 
expire on March  28,2010 

0 On ,J~ily 3, 2006, PEF paid a t  maturity $45 million of its 
6.77% Medium-Term Notes, Series B with available 
cash on hand 

e O n  November 1, 2006, Progress Capital Holdings, Inc , 
one of our wholly owned subsidiaries, paid a t  maturity 
$60 mil l ion of its 7.17% Medium-Term Notes with 
available cash on hand 

0 On November 27, 2006, Progress Energy redeemed 
the entire outstanding $350 mill ion principal amount 
of i ts 605% Senior Notes due April 15, 2007, and the 
entire outstanding $400 million principal amount of its 
5 85% Senior Notes due October 30, 2008, a t  a make- 
whole redemption price. The 6 05% Senior Notes were 
acquired a t  100 274 percent of par, or approximat.ely 
5351 million, plus accrued interest, and the 5.85% 
Senior Notes were acquired at  101 610 percent of par, 
or approximately $406 million, plus accrued interest 
The redemptions were funded with available cash on 
hand and no additional debtwas incurred in connection 
with the redemptions See Note 20 for a discussion o f  
losses 3n debt redemptions 
On December 6, 2006, Progress Eiiergy repurchased, 
p r s u a n t t o  a fender offer, S550 million, or 53 !! percent. of 
thne outshiiding aggregate principal amount of i ts 7 10% 
Senior Notes due M a r c h  1, 201 1, at 108 361 percent  

Energy 401(k) Savings and Stock Ownership Plan 
(401(k)) and t h e  Investor Plus Stock Purchase Plan. 
For 2006, the dividends paid o n  common stock w e r e  
approximately $607 million 

*pi-" Ll& 

* On January 31, 2005, Progress Energy entered into 
a n e w  $600 mil l ion RCA, w h i c h  w a s  subsequently 
terminated on May  16, 2005 In March  2005, Progress 
Energy's $1.1 bi l l ion f ive-year c red i t  fac i l i ty  w a s  
amended to increase the maximum total debt t o  total 
capital ratio from 65 percent to 68 percent In addition 
to  the  angoing RCAs, Progress Energy entered into 
a n e w  $800 mil l ion 364-day credi t  agreement  o n  
November 21, 2005, wh ich  w a s  restricted fo r  t he  
retirement of $800 million of 6.75% Senior Notes due 
M a r c h  1, 2006. On M a r c h  1, 2006, the $800 mill ion of 
6.75% Senior Notes w a s  retired, thus effectively 
terminating the 364-day credit agreement 

* PEG issued $300 mill ion of First Mor tgage  Bonds, 
5.15% Series due 2015, $200 million of First Mortgage 
Bonds, 5..70% Series due 2035; and $400 mill ion of 
First Mor tgage Bonds, 5.25% Series due 2015. PEG 
paid a t  maturi ty $300 mill ion in 7.50% Senior Notes. 
PEG also entered into a n e w  $450 mil l ion f ive-year 
RCA with a syndication of financial institiitions, wh ich  
is scheduled t o  expire on  June  28, 2010, and f i led a 
shelf registration statement with the SEC to  provide 
$1 0 billion of capacity, which was declared effective 
o n  December 23, 2005 The shelf registration a l lows 
PEC to issue var ious securit ies, inc lud ing First 
Mortgage Bonds, Senior Notes, Debt Securit ies and 
Preferred Stock 

* PEF issued $300 mill ion in Mor tgage  Bonds, 4 50% 
Series due 20iO and $450 million in Series A Floating 
Rate Senior Notes due 2008. PEF paid a t  maturi ty 
$45 mill ion in 612% Medium-Term Notes, Series B 
PEF also entered into a n e w  $450 mil l ion f ive-year 
RCA with a syndication of financial institutions, which 
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. .  * . ,. is scheduled to expire on March  28, 2010, and filed a Fufure !.iquii?ily and  k c i i a i  RFIST!:~':?E: 
shelf registration statement wrth the  SEC to  provide 
$1 0 billion of capacily, wh ich  was declared effective 
on December 23,2005 The shelf registration allows PEF 
to issue various securities, including First Mor tgage 

Please review the "Safe Harbor for Forward-Looking 
Statements" for a discussion ofthe factors that may impact 
any such forward-looking statements made herein 

Bonds, Debt Securities and Preferred Stock 
The Utilities produced substantially al l  of our consolidated 

e Progress Issued milhon cash from oDerations for the years ended December 31, 
shares Of O u r  common stock for approximateiy 
$208 million In net proceeds from Its Investor 'Ius Stock 
Purchase Plan and Its employee benefit and stocl(optlon 
plans included In these amounts were approximately 

6 mil l ion shares fo r  proceeds of aDDroximatelv 

2006 and 2005 I t  is expected that the Utilities will continue 
to produce substantially all of the consolidated cash flows 
from operations over the next several years Our synthetic 
fuels operations do  no t  currently produce positive 

n 

tax credits are recognized for financial reporting purposes 
and when tax credits are realized for tax purposes (See 
"Other Matters -Synthetic Fuels Tax Credits") 

$199 million to meet the requirements of the 401(k) and 
the Investor Plus Stock Purchase Plan For 2005, the 
dividends paid on common stock were approximately 
$582 million 

zggq 

Progress Energy paid a t  maturity $500 million in 6.55% 
Senior Notes and entered into a n e w  $1 1 billion five- 
year line of credit, expiring August 5, 2009 This facility 
replaced Progress Energy's $250 mill ion 364-day line 
of credit and its three-year $450 mill ion l ine of credit, 
w h i c h  w e r e  both scheduled t o  expire in November 
2004. Proceeds f rom t h e  sale of natural gas assets 
were  used to extinguish PVl's $241 million bank facility, 
and Progress Capital Holdings, Inc. pa id at maturi ty 
$25 million of 6 48% medium-term notes 

0 PEC redeemed $35 mill ion of Darlington County 6 6% 
Series Pollution Control Bonds, $2 mill ion of N e w  
Hanover County 6 3% Series Pollution Control Bonds, 
and $2 million of Chatham County 6 3% Series Pollution 
Control Bonds. PEC paid a t  maturity $150 mil l ion of 
5.875% First Mortgage Bonds and $150 million of 7 875% 
First Mortgage Bonds PEC extended to July 27,2005, its 
$165 million 364-day line of credit, which was  scheduled 
to expire o n  ,July 29,2004 

9 PEF paid at maturity $40 mill ion in 6 69% Medium-Term 
Notes, Series B 

e Progress Energy issued approximately 1 7 million shares 
of our common stock for approximately $73 mill ion in 
ne t  proceeds from our  Investor Plus Stock Purchase 
Plan and ou r  employee benefi t  and stock opt ion 
plans Included in these amounts were approximately 
1.4 mil l ion shares fo r  proceeds of approximately 
$62 million io meet ;he requirements of the 401(k) and 
the Investor Plus Stock Purchase Plan For 2004, the 
dividends paid on common stock were approximately 
$555 million 

Cash from operations plus availability under our credit 
facilities and shelf registration statements is expected to 
be sufficient to meet our requirements in the near term 
To the extent necessaiy, w e  may also use limited ongoing 
equity sales from our Investor Plus Stock Purchase Plan 
and employee benefit and stock option plans to meet our 
liquidity requirements 

Over t h e  long term, meeting the  anticipated load 
growth at  the Utilities will require a balanced approach, 
including energy conservation and efficiency programs, 
development and deployment of new energytechnologies, 
and n e w  generation, transmission and distr ibution 
fa c i Ii ties, potentia I ly in c I u d i ng new base lo ad generation 
facilities in both Florida and the Carolinas by the middle 
of the next decade This approach wil l  require the Utilities 
to make significant capital investments See "Introduction 
-Strategy- Regulat,ed Utilities" for additional information. 
These anticipated capital investments are expected to be 
funded through a combination of long-term debt, preferred 
stock and common equity,which is dependent on our ability 
to successfully access capital markets We may pursue 
jointventures or similar arrangements with third parties in 
order to share some of the financing and operational risks 
associated with n e w  baseload generation 

The amount and t iming of future sales of company 
securit ies w i l l  d e p e n o  on market conditions, operating 
cash flow, asset sales and our specific needs We may 
f rom t ime to  t ime sell securit ies beyond the amount 
immediately needed to meet capital requirements in older 
to allow for the early redemption of  long-term debt, the 
redemption of preferred stock, the redurtion of short-term 
debt or for other general corporare pilrposes 
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At December 31, 20W, the ctlrrent w t i m  of our long- 
term debt was $324 million, which w? expect to fund 
with a combination of cash  from operailuns, proceeds 
from sales of assets, coniniercial paper borrowings and 
long-term debt See Note 3 for additinnal information on 
asset sales 

and coa l  procurement costs through the fuel clause 
Additionaily, FEF w i l l  continue to  recover and col lect a 
return on Hines Unit 2 through the fuel clause through 
late 2007, w h e n  it will b e  transferred into base rates 
If PEF's regulatory return o n  equity (ROE) falls be low 
i o  percent, and for certain other events, PEF is authorized 
to petition the FPSC for a base rate increase 

Regulatory matters, as discussed in "Other Mat ters  
- Regulatory Environment" and Note 7, and fi l ings for 
recovery of  environmental costs, as discussed in Note 

On J u n e  16, 2006, the SCPSC approved a sett lement 
agreement fo r  an increase in the fuel ra te charged t o  

71 -rq - Fnjiir- ers.'' PEC's South Carolina ratepavers for under-recovered 
may impact our future liquidity and financing activities 
The impacts of these matters, including the t iming of 
recoveries from ratepayers, can be both a source of and 
a use of future liquidity resources 

azsa i2al5s 

PEC's base rates are sublect to the regulatory jurisdiction 
of the North Carolina Utilities Commission (NCUC) and the 
South Carolina Public Service Commission (SCPSC) As 
further discussed in  Note 218, the Clean Smokestacks 
A c t  w a s  enacted in 2002 The Clean Smokestacks A c t  
freezes Nor th Carolina electr ic uti l i ty base rates fa r  a 
five-year period ending in December 2007, unless there 
are extraordinary events beyond the  control of the 
utilities or unless the utilities consistently earn a return 
substantially in excess of the rate af return established 
and found reasonable by the NCUC in the  respective 
utility's last general rate case Subsequent to 2007, PEG'S 
current North Carolina base rates will continue subject to 
traditional cost-based rate regulation 

As a result of a base rate proceeding in 2005, PEF is 
party t o  a base rate sett lement agreement tha t  w a s  
effective wi th  the first billing cycle of %January 2006 and 
will remain in ef fect  through the last  billing cycle of 
December 2009, with PEF having sole option to extend 
the agreement through the last billing cycle of June 2010 
The sett lement agreement also provides for revenue 
sharing be tween  PEF and i ts  ratepayers beginning in 
2006 whereby PEF will refund two- th i rds of retail base 
revenues between a specified threshold and specified 
cap, w h i c h  will be adjusted annually, and 100 percent 
of revenues above the specif ied cap  PEF's retail base 
revenues did no t  exceed t h e  specif ied 2006 threshold, 
and thus no revenues were subject to revenue sharing 
The sertlemeiit agreement providss for PEF ~ r !  continue 
to recover certain costs through clauses, such as the 
I ecovery of post-9ill sec i i i  ity costs through the c z p a c i t y  
clause aiid the carrying costs of coal inventory in transit 

fuel costs and to  meet  future expected fuel costs The 
sett lement agreement provided for a $23 million, or 
4 6 percent, increase in rates, effective July 1, 2006 A t  
December 31, 2006, PEC's South Carolina deferred fuel 
balance was $29 million, of wh ich  $5 million is expected to 
be collected after2007 in  accordance with the settlement 
agreement and, therefore, has been classified as a long- 
term regulatory asset 

On September 25,2006, the NCUC approved a settlement 
agreementfor an increase in the fuel rate charged to PEC's 
Nor th  Carolina ratepayers. The settlement agreement 
provided for a $177 million, o r  6.7 percent, increase in 
rates effective October 1,2006. The settlement agreement 
further provides for rate increases of $50 million in 2007 
and $30 million in 2008 and for PEC to collect its existing 
deferred fuel balance by September 30, 2009. PEC initially 
sought an  increase of $292 million, o r  11 .O percent, but 
agreed to a three-year phase-in of the increase in  order 
to address customer concerns regarding the magnitude 
of the proposed increase PEC will be allowed to calculate 
and collectinterest at6% on the difference between its fuel 
factor proposed in its original requestto the NCUC and the 
settlement agreement's factor, At  December31,2006, PEC's 
North Carolina deferred fuel balance was $281 million, of 
which $109 million is expected to be collected after 2007 in 
accordance with the settlement agreement and, therefore, 
has been classified as a long-term regulatory asset. 
The Carolina Utility Customers Association (CUCA) has 
appealed the NCUC's order on the grounds that the NCUC 
does not have the statutory authority to establish fuel rates 
for more than one year We anticipate filing a motion to 
dismiss during the first quarter of 2007 W e  cannot predict 
the outcome of this matter 

O n  November  8, 2006, the FPSC approved PEF's 
supplementa l  f i l ing resul t ing in  a S40 mill ion, o r  
0 7 percent  increase over 2C06 rates to cover rising fuel, 
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environmental compliance and  energy conservation 
costs The new charges viere effective January 1, 2007 
At December 31,2006, PEFwas over-recovered in fuel and 
capacity costs by $63 million 

On August 10, 2006, Florida's Office of Public Counsel 
!OPC) filed a petition wi th  the FPSC asking that the FPSC 
require PEF t o  refund t o  ratepayers $143 million, plus 
interest, of alleged excessive past fuel recovery charges 
and sulfur dioxide (SO21 allowance costs associated with 
PEF's purported fai lure t o  utilize the  most  economical 
sources of coal a t  Crystal River Unit 4 and Crystal River 
[Jnit 5 (CR4 and CR5) durinq the period 1996 to 2005 The 
OPC subsequently revised-its claim to $135 million, plus 
interest A hearing o n  the matter has been scheduled 
by the FPSC for Apri l  2, 2007 PEF believes that its coal  
procurement practices were prudent and that it has sound 
legal dnd factual arguments t a  successfully defend its 
position We cannot predict the outcome of this matter 

On February 8,2007, the FPSC issued an order approving 
PEF's request for a need determination to uprate Crystal 
Rivei l in i t  No 3 Nuclear Plant (CR3) The uprate wil l  take 
place in two  stages in 2009 and 201 1 and is estimated to  
cost approximately $382 million, which includes potential 
transmission system improvements and modif icat ions 
t o  comply with environmental regulations The FPSC 
has scheduled a hearing on May  23, 2007, to determine 
whether  the uprate costs should be recovered through 
the  fue l  adjustment clause If  PEF does not  receive 
approval to recover the uprate costs through the  fue l  
adjustment clause, these costs will be recoverable 
th rough  base rates, similar t o  other uti l i ty p lan t  
additions On February 2,2007, intervenors filed a motion 
to  abate the cost-recovery portion of PEF's request On 
February 9, 2007, PEF requested that the FPSC deny the 
intervenors' motion as legally deficient and without merit  
We cannot predict the outcome of this matter 

PEF has received approval from the FPSC for recovery 
of costs associated wi th  the remediation of distribution 
arid substation transformers through the Environmental 
Cost Recoveiy Clatise!ECRC),which were estimated to be 
S43 mil l ion a t  December 31, 2006 Additionally, o n  
November 6, 2006, the  FPSC approved PEF's peti t ion 
for  its integrated strategy t o  address compliance w i t h  
CAIR, CAMR and CAVR through the  ECRC The FPSC 
also apprnved Cost recovery of prudently inctirred C O S t S  

neLessar7, to achieve this straregy, which are cu r rmt l y  
estimated TO be $900 million co $1 7 billion 

- - -  . . - - - . . - 

In 21005, the FFSL issue3 i i rde is  authoi tzing PEF to recover 
over a t ~ o - i / ~ a i  peiiod, inciuci!ng interest, costs it incurred 
and previously deferred related to PEF's restoration of 
power to customei s associated wid1 rhe four hurricanes 
in 2004, including $232 million beginning August 1, 2005, 
and an additional 312 million, beginning Januaiy 1,2006 

On August 29, 2006, the FPSC approved a sett lement 
agreement related to PEF's storm cost-recovery docket 
that would al low PEF to extend its current two-year storm 

wxah 
its storm reserve The requested extension, which begins 
in August 2007, will replenish the existing storm reserve 
by an estimated additional $130 million I n  the event future 
storms deplete the reserve, PEF would be able to petition 
the FPSC for implementation of an interim surcharge of 
at least 80 percent and up to 100 percent of the claimed 
deficiency of its storm reserve lnteivenors agreed not  to 
oppose the interim recovery of 80 percent of the future 
claimed deficiency but reserved the r ight to  challenge the 
interim surcharge recovery of the remaining 20 percent 
The FPSC has the  r ight t o  review PEF's s torm costs 
for prudence 

Muc$e.r cos: Recj>'jerIJ 

In response to legislation passed by the Florida Legislature 
in 2006, the FPSC has promulgated rules that  will allow 
PEF to recover prudently incurred siting, precoiistruction 
costs and allowance for funds used during construction 
(AFUDC) o n  an annual basis through the capacity cost- 
recovery clause Such amounts will not be included in 
PEF's rate base when the  plant is placed iii commercial 
operation In addition, the rule wi l l  require the  FPSC to  
Conduct an annual prudence review ofthe reasonableness 
and prudence of all such costs, including construction 
costs, and such  determination shall no t  be subject t o  
later rev iew except upon a finding of fraud, intentional 
misrepresentation or the intentional withholding of key 
information by  the  utility The FPSC approved the  n e w  
rules on February 13, 2007 

- .  -. . .  - ._ . 
; : . . c. . Fc.: :z '1 & : c. 

On November 3, 2004, the FPSC approved PEF's petition 
for Determination of Need for the construction of a fourth 
unit a t  PEF's Hines Energy Complex The estimated total 
in-service cost of h'inzs [!nit 4 approved as part of the 
Determination af Need  w a s  S286 mill ion. The unit is 
planned for commercial operation in Gecember 2007 If the 
actual cost is IESS than the original estimate, ratepayers 
wil l receive the benefit of such c o s t  tinder-runs AnV costs 
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that exceed this estimate wil l  not  be recoverable absent, 
among other things, extraordinary circumstances as 
found by the FPSC in subsequent proceedings The current 
estimate of in-service cost  exceeds the init ial pro ject  
estimate by approximately 12 percent to 15 p u c e n t  due 
to w h a t  w e  believe to be extraordinary circumstances 
Therefore, w e  believe that disallowance of these costs 
by the FPSC in  subsequent proceedings is not  probable 
W e  cannot predict the outcome of this matter 

environmental laws and regulations addressvg air and 
water  quality, which are eligible for regulatory recovery 
thiough either base rates oi cost-i Ecovery clauses, could 
be in excess of $1 0 billion each at PEC and PEF through 
2018, which is the latest compliancetarget date for current 
air and w a t e r  qual i ty regulations See "Other Ma t te rs  
- Environmental Matters" for further discussion of oi ir  
environmental compliance costs and related recovery 
of costs 

All projected capital and investment expenditures are CA $I ic&,[,, E;< 2 M ST: i 2 F :: ui:rrii 

I subject t o  periodic review and revision and may vary 
signiticantly depending on a numoer at  tactors incluoing, c a pita I exp en d it u res, in c I u d in g prop e rty a d d i ti o n s, nu c I e a r 

fue l  expenditures and diversif ied business proper ty  
additions during 2006 

As shown i n  the table below, w e  expect the majority of 
our capital expenditures to be incurred at  our regulated 
operations. W e  expect to fund our capital requirements 
primarily through a combination of internally generated 
funds, long-term debt, preferred stock and/or common 
equity In addition, w e  have $2 030 billion in creditfacil i t ies 
that support the issuance of cammercial paper. Access 
t o  the  commerc ia l  paper market  provides addit ional 
l iquidity to help meet  work ing  capital requirements. 
W e  anticipate ou r  regulated capital expenditures will 
increase in 2007 and  2008, primarily due t o  increased 
spending on enviranmental initiatives and current growth 
and maintenance projects. AFUDC represents the costs 
of capital funds necessary to finance the construction of 
n e w  regulated assets 

-~ Actual Forecasted -"-___ -- 
on millions) 20% 2007 2009 2009 

Regulated capital expenditures S1,423 S2,250 52,380 $2,180 

Nuclear fuel expenditures 114 180 170 210 

AFUDC- borrowed funds (7) (20) 140) 140) 
NonreyulaLed Ldpital and 

other eweiiditures 17 20 10 IO  
Total S1,547 S2,430 S2,520 S2.350 

Regulated cap i ta l  expendi tures f o r  2007, 2008 and  
2009 in t h e  tab le  above  inc lude  approx imate ly  
$640 million, $610 mill ion and $220 million, respectively, 
f o r  env i ronmenta l  compl iance capital expenditures 
Fo recas ted  env i ronmen ta l  comp l iance  c a p i t a l  
expenditures for 2007,2008 and 2009 include $320 million, 
$220 mil l ion and $50 million, respectively, at PEC and 
$320 million, $390 million and $170 million, respectively, 
a t  PEF. W e  currently estimate that total future capital 
expenditures for  the Uii l i t ies t o  comply with current  

bu t  n o t  l imited to, industry restructuring, regulatory 
constraints, market volatility and economic trends 

CREDif FACjj"jf(ES REG icJ-W&-gSN ggTEr$<ENTS 

At December31,2006, we had no outstanding borrowings 
under our credit facilities The following ta ble summarizes 
our RCAs and available capacity a t  December 31, 2006 

(in millms! Total Outstantlinu Reservetl!ai Available 
PmgressEnergy, Inc. 
Five-year (expiring Y Y l l )  51,130 s- 360) 51,070 

PEC 
Five-year (expiring 6/28/10) 450 - 450 
PEF 
Fwe-year (expiring Y28/10) 450 - 450 

- 

- 

Total credit facilities 52,030 s- 360) S1,970 

outstanding, they are riot available for additional borrowings At Ofcamher 31, 
?a, Progress Energy, Inc had a lotat amount o f 9 3  million of letters of credit 
issued,wliich were supporled by the RCA 

iai To the extent amounts are reserved for commercial paper or letters of credit 

All of rhe revolving credit facilities supporting the 
credit were arranged through a syndication of f inancial 
institutions. There are no bilateral contracts associated 
with these facilities See Note 12for additional discussion 
of o u r  credit facilities. 

Our internal f inancial policy precludes issuing 
commercial paper in excess of the supporting lines of 
credit At  December 31, 2006, we had no outstanding 
commercial paper and a total of $60 million reserved for 
letters of credit issued, leaving an additional S1 970 billion 
available for future borrowing under o u r  credit lines In 
addition, we have requirements to pay minimal annual 
commitment fees to maintain our credit facilities W e  
expect to continue to m e  commercial paper issuances 
as a source of liquidity as long as we maintain our current 
s h o rt- t e  r m r a ti n g s 

All of the credit facilities include a defined maximum 
total debt-to-total capital ratio (leverage) W e  are 



- - - - - - . __ - - - _. currentlv in compliance with these covenants and were 
in compliance with these covenants a t  December 31, 
2006 See [\late 12 for a discussion of the credit facilities' 
f inancial covenants AtDecember31,2006, the calculated 

- 
I he mapr  credii I dring ageni les have currently rated our 
secii i ir ies as f d l o w s  

ratios, pursuant KO the terms of the agreements, are as Mootly's Standard ritch 
disclosed in  Note 12 Investors Sewice & Poor's Ratings 

Progress Energy, as a well-known seasoned issuer, has o u t i d  Stable Posibve Stable 

on file with the SEC a shelf registration statement under Corporatecredltrat,ltg nia BBB m'a 
w h i c h  Progress Energy may issue an indeterminate ullsecured Baa2 BBB- EBB 
number or amount of various securities, including Senior 
D e bt S ec u r it i e s, J u ni o r Subordinated D e b e iitu res, 
Common Stock, Preferred Stock, Stock Purchase 

Progress Energy, liic 

P-2 A-2 F- 2 Col,,lnerclal 
nr r. 
r L b  

Contracts, Stock Purchase Units, and Trust Preferred 
Securit ies and Guarantees The board of directors has 
authorized the issuance and sale of up to $1 0 bi l l ion 
aggregate principal amount o f  various securit ies off 
t he  n e w  shelf registrat ion statement, in addition t o  
$679 mill ion o f  various securities, w h i c h  were not sold 
from our prior shelf registration statement Accordingly, 
a t  December 31,2006, Progress Energy has the authority 
to issue and sell up to $1 679 billion aggregate principal 
amount of various securities 

Both PEC and PEF currently have on file with the SEC a 
shelf registration statement under wh ich  each can issue 
up to $1 0 billion of various long-term debt securities and 
preferred stock 

Oudoolt Positive Positive Stable 

Corporate credit rating Baal BBB d a  

Commercial paper P-2 A-2 F- 1 

Senior secured debt A3 BBB A 

Senior uiisecured debt Baal BBB- A- 

Subordinate debt Baa2 i i la d a  

Prelerretl stock Baa3 B B t  BBB-t 

PEF 

Outloolc Stable Positive Stable 

Corporate credit rating A3 EBB d a  

Commercial paper P-2 A-2 F- 1 

Senior secured debt A2 BBB A 

Senior unsecured debt A3 BBB- A- 

Preferred stock Baa2 B B t  EBB+ 

Bath PEC and PEF can  issue First Mor tgage  Bonds 
under their respective First Mortgage Bond indenttires 
A t  December 31, 2006, PEC and PEF could issue up t o  
$3 333 bil l ion and $4 330 billion, respectively, based o n  
proper ty  additions and $1 627 bi l l ion and $175 million, 
respectively, based upon retirements 

C.6 

The following table shows our total debt to total 
capitalization ratios at December 31. 

i" B2p.T; 2 74 %,+Ti 0 5 

20% ?co5 
Common stock equity 47.24'0 41 6% 

Preferred stnck sntl iminoriry interest U 6% 0 7% 
Total debt 52246 57.1% 

FPC Capital I 

Preferred stock(a) Baa2 BBt  r i a  

Pmgress Capital Holdings, Inc 

Senior unsecured rlebdl)) Baal BBB- d a  
!a; Guaianreed by Prooress Energy, inc and Florida Progiess 
!I)' Guaraiiteed thy Florida Progress 

These ratings ref lect the current  views of these rat ing 
agencies, and no assurances can b e  given that  these 
ratings will continue for any given period of time However, 
w e  monitor ou r  f inancial condit ion as w e l l  as market  
conditions that could ultimately affect our credit ratings 

On November3,2006, Frtch upgraded the senior unsecured 
credit ratings of Progress Energy to BBB from EBB-, PEG 
to A- froin EBB+ and PEF to A- from BBB+ The outlook 
at  each  entity w a s  changed ta stable The shor t - term 
ratings n f  PEC and PEFwere upgraded t o  F-1  from F-2 The 
1-arings Lipgrades 'were based on our redi iced buSineSS 
t-fsk due  t O  niin-cirrltty asset sales,  the $1 3 billion holding 
company debt reduction and the successful resoli it ioii of 
the Internal Revenue Service t l R S !  audit of the Earthco 
syntheric 'iiels iacilities {Earthco) 
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On Auggst 31,20%, M~G;~ 's  upgraded Progress Energy's 
GilTiQGk t o  stable from negative, citing expected holding 
corrl l jany debt  redi ict ion f r o m  asset sale proceeds, 
successful resolut ion of the IRS audit of the Earthco 
synthetic fuels facilities, and loner business risk after 
divestitures o f  i ioncore assets hloody's also upgraded 
PEC's outlook t o  positive f r o m  stable, ci t ing PEC's 
manageab!e leverage, strong cash  f l ow  coverage 
ratio.: for its current ratings category, and constructive 
regulatory e n w o n m e n t s  in Nor th Carolina and South 
Carolina PEF's outlook I emains stable 

for significant performance under the guarantees of 
performance issued by or on behalf of affiliates 

The majority of coiitrEcts supported by the guarantees 
contain provisions tha t  tr igger guarantee obligations 
based on downgrade events to below investment grade 
(be low Baa3 or BBB- l  by Moody's or S&P for the Parent's 
senior unsecured debt rating, ratings triggers, monthly 
netting of exposure andlor payments and offset provisions 
in the eventofa default. AtDecember31,2006,the Parent's 
senior unsecured debt rating was Baa2 by Moody's and 
BBB-  by S&P and no  guarantee obligations had been 
triggered If the guarantee obligations were triggered, the O n  JuIv 25,2006, S&P affirmed the corporate creditratinqs 

of BBB at  Progress Energy, Inc , PEC and PEF and revised 
each company's outlook to positive from stable The outlook 
revision reflects the progress toward our holding company 
debt reduction plan and expectations of future financial 
performance at  the B B B t  benchmark levels. S&P also 
improved Progress Energy's business risk profile to 5 from 
6 due to the sates of the DeSoto and Rowan plants and 
Gas, as well  as anticipated cash f low benefits related to 
the idling of our synthetic fuels facilities 

Our off-balance sheet arrangements and contractual 
obligations are described below. 

Glnarantees 

As a par t  of normal  business, w e  enter into various 
agreements providing fu ture f inancial o r  performance 
assurances t o  third parties tha t  are outside the scope 
of FASB Interpretation No 45, "Guarantor's Accounting 
and Discloskire Requirements for Guarantees, Including 
Indirect Guarantees of Indebtedness of Others " These 
agreements are entered into primari ly to support o r  
enhance the  creditworthiness otherwise attributed to  
Progress Energy o r  our subsidiaries on a stand-alone 
basis, thereby facilitating the extension of sufficient credit 
t o  accompl ish the subsidiaries' intended commercial 
purposes Our  guarantees inc lude per formance 
obl igations under  power  supply agreements, tol l ing 
agreements, transmission agreements, gas agreements, 
fue l  procurement  agreements and trading operations 
Our guarantees also include standby letters of credit 
and surety bonds At  December 31, 2006, w e  have 
issued SI 459 bil l ion of guarantees for future f inancial 
o r  performance assurance Included in this amount is 
$300 mil l ion of guaiantees of ce i ta in  payments of t w o  
wholly ilwned indirect SubSidtari€S issued by the Parent 
(See Note 23) \Ye do not believe conditions are likelj) 

approximate amou n t  of liquidity requirements to su p port  
ongoing operations within a 90-day period, associated 
with guarantees fo r  Progress Energy's nonregulated 
portfolio and power supply agreements, was $596 million 
at  December 31,2006 While w e  believe that w e  would be 
able to meetthis obligation with cash or letters of credit, if 
w e  cannot, our financial condition, liquidity and results of 
operations will be materially and adversely impacted 

A t  December 31,2006, w e  have issued guarantees and 
indemnifications of certain asset performance, legal, 
tax and environmental matters to third parties, including 
indemnifications made in connect ion with sales of 
businesses, and fo r  t imely payment of obl igations in 
support of our nonwholly owned synthetic fuels operations 
as discussed in Note 22C 

arket Risk and 
Under our risk management policy, w e  may use a 
variety of instruments, including swaps, options and 
forward contracts, to manage exposure to fluctuations 
in commodity prices and interest rates See Note 17 and 
"Quantitative and Qualitative Disclosures About Market  
Risk" for a discussion o f  market risk and derivatives 

ComscZLlai Ooi;$Gi&;r;s 

We are party to numerous contracts and arrangements 
obligating us to make cash  payments in future years 
These contracts include f inancial arrangements such  
as debt agreements and leases, as we l l  as contracts 
for the purchase of goods and services AmOuiltS in  the 
fol lowing table are estimated hased upon contractual  
terms, and actual amounts wil l  likely differ from amounts 
presented below Further disclosure regarding o u r  
contractual ohligations is included in the respective 
notes to  the Consolidated Financial Statements W e  
take into consideration the future commitments w h e n  
assessing our liquidity and future financing needs The 
fol lowing table ref lects Progress Energy's contractual 



cash obligations and other commercial commitments a t  
December 31, 2006, in the respective periods in wh ich  
they are due 

Total Lessthan 1 year i 3years 3 FJyears [Idlore dian 5 years 
Long-term delda)[See Note 121 S'j,242 8 2 d  51,277 S1,4X $6,235 

Interest payments on lorig teriii debt and interest rate 

Capital lease obityabons (See Note 2281 585 79 71 E9 421 

Opcrsting lexes (See Note 228) 428 79 118 :? 172 

Fuel and purchased power(C)((I) (See Note 22A) 13,133 2,613 ?,&I7 1,657 5,416 

Other purchase obliqatioidd) (See Note 22Al 892 479 2% 40 14 

tjerivabves(b) 6,224 545 9'24 822 3,853 

Minimum pension funding requiremende) 237 93 E15 86 - 

Other coinmrtinents(f)(g) 176 43 26 21 80 

Total s30,921 S4,168 33,297 3,165 S16,291 

!ai Our matitring debt obligations are generally expected to be repaid with asset sales and cash from operations or reftnanced with iiew debt issiiatices in the capital markets 
!IN I t w r e s t  payments on long-term debt and iiiterest rate derivatives are based on the iiiterest rate effective a t  OeCEmber31,?C%,aiid the LIEOR forward curve at December 31, 

20%. respecdveiy 
( C l  Fuel and iiiirciiased power commitments represent the majority of our remaining future commitments after debt obligations Essenbaliy ail of our fuel and purchased power 

costs are recovered thruttgli pass-through clauses in accordance with North Carolina, South Carolina atid Florida regtiistiutis and Uierefore do tlot require separale liquidity 
support 
We I i a w  additional contractual obligations associated wiUi our discontititied CCO operations, wliicli are not reflected in ti its table T i i fy  iticiude fuel and purchased power 
nl)ligations of $11 million for XQ7,Sl millioti for 2OX, E.2 million each for 2009 tiirough 201 1 and $7 millinti thereafter These obligaticlis also include other ip~irciiase cbligations of 
$15mtlliiiti each for 20377 through ZCESl?million each for ZOlUand 201 1 and SI27 million thereafter W e  anticipate tratisfsrring die obligations itrider IESE coiilracts to a iliird 
party as part of our disposition strategy 

le! Projected pension funding status i s  based 011 curretit achiariai estimates and is siibject to fitlure revision 
if) in 2008, PEC must begin transitioning Nod i  Carolina jurisdictional amoutits ciirreiilly retained internally toits external decommissioning htnds The transition of 5131 million must 

!gi We liave certain htnire cornmimetits related to four synthetic fuelsfacilitjes purchased that provide for contingent payments lroyalttesi throitgli 2007 ( S e e  Note 22Di 
he complete by December31, !G17, and at least 1G percent must be transitioned each year 

Historically, w e  have had  substantial operations 
associated with the  production of coal -based solid 
synthetic fue ls  as  defined under Sect ion 29 of the  
Code (Section 29) The production and sale of these 
products  qual i f ies for  federal income t a x  credits so 
long as certain requirements are satisfied, including a 
requirement tha t  the synthetic fuels differ significantly 
in chemical composition from the coal used to produce 
such synthetic fuels and that the fuel was  produced from 
a facility that was placed in service before ,July 1, 1998 
Oualifying synthetic fuels facilities entitle their owners 
to federal income tax credits based on the barrel of oil 
equivalent of the synthetic fuels produced and sold by 
these plants The tax credits associated w i th  synthetic 
fuels in a particular year may be phased out i f  annual 
average marke t  pr ices for crude oil exceed certain 
prices Synthetic fuels are generally n o t  economical 
t o  produce and  sell absent the credits In M a y  2006, 
w e  ioled production 3f syntheric fuels a t  our synrhetic 
fuels facilities As discussed below in "Impact of Crude 
O i l  Prices," the decision to idle production was  based 

on t he  h igh  level of oil pr ices Based on  significantly 
reduced oil prices combined with current favorable fuel 
price projections, w e  resumed limited production at our 
synthetic fuels facilities in September and October 2006, 
wh ich  continued through the end of 2006 We produced 
3 7 million tons of synthetic fuels during 2006 

Legislation enacted in 2005 redesignated the Section 29 
tax credit as a general business credit under Section 
45K of the Code (Section 45K) effective January 1, 2006. 
The previous amount of Section 29 tax credits that w e  
w e r e  al lowed to  claim in any calendar year through 
December31,2005,waslimited bythe amountof oiirregular 
federal income tax liability Section 29 tax credit amounts 
allowed but not utilized are carried forward indefinitely as 
deferred alternative minimum tax credits The redesignation 
of Section 29 tax credits as a Section 45K general business 
credit removes the regular federal income tax liabilio/ limit 
on synthetic fuels producrion and subjects the credits to a 
20-year carryforwai,d period This provisionwould allow us 
to produce more synthetic fuels than w e  have historically 
produced, should WE choose to do so 
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Total Section 2 9 i W  credits generated through 
December 31,2006 'including those g w e r a i e d  by Florid6 
Progress prior to our acquisition\, were dpproximately 
$1 9 billion, of which $976 million has been used to offset 
regular federal income tax liability, SEA7 million is being 
carried forward as deferred tax credits and $38 million 
has been reserved due to the estimated phase-out of tax 
credits due to  high oil prices, as described below 

ccrresponding daily NYMEX prompt month settlement 
price for l ight swee t  crude oil Through December 31, 
2006, the average daily NYMEX settlement price for light 
sweet  crude oi l  was $66 25 per barrel Based upon the 
estimated 2006 Threshold Price and Phase-out Price, 
assuming that the $7 average differential between the 
Domestic Crude O i l  First Purchases Price published 
by the EIA and the NYMEX settlement price continued 
through December 31, 2006, we estimate t h a t  the 
synthetic fuels tax credit amount for 2006 will be reduced 
b y  approximarely 35 percent. Therefore, w e  reserved 

OT rax c r e w s  gen:ls 

Although the Section 29/4SK tax credit program is expected 
tn -7, recen t market conditions, world 35 percent or approximately $38 million of the $107 niillioii 

events and catastrophic weather eveiits have increased 
the volatility and level of oil prices tha t  could l imit the 
amount of those credits o r  eliminate them entirely far  
2007 This possibility is due to a provision of Section 29 
that provides that if the Annual Average Price exceeds the 
Threshold Price, the amount of Section 29/45K tax credits 
is reduced f a r  t ha t  year. Also, if t he  Annual  Average 
Price exceeds the PhaSe-Out Price, the Section 29/45K 
tax credits are eliminated for that year. The Threshold 
Price and the  Phase-out Price are adjusted annually 
for inflation 

If the Annual Average Price falls between the Threshold 
Price and the Phase-out Price for a year, the amount by 
which Section 29/45K tax credits are reduced wil l  depend 
on where the Annual Average Price falls in that Continuum 
For example, for 2005, the Threshold Price was  $53 20 per 
barrel and the Phase-out Price was$66 78 per barrel If the 
Annual Average Price had been $59 99 per barrel, there 
would have been a 50 percent reduction in the amount of 
Section 29 tax credits for that year Based on the Annual 
Average Price of $5026, there was n o  phase-out of our 
synthetic fuels tax credits in 2005 

The Department of the Treasury calculates the Annual 
Average Pr ice based o n  the Domestic Crude Oil First 
Purchases Prices published by the EIA Because the 
EIA publishes its information o n  a three-month lag, the 
secretary of the Treasury finalizes the calculatioiis three 
months after the year in question ends Thus, the Annual 
Average Price for calendar year 2006 is expected to be 
published in early April 2007 

W e  estimate tha t  the 2006 Threshold Price will be 
approximately555 per barrel and the Phase-our Price will 
he approximately SG5 per barrel, based o n  an esiirnated 
inflation adjustnient for  2006 The monthly Domestic 
Crude Oil First Purchases Price published by the EIA 
has recently averaged approximately $7 lower rhan the 

of any reductions in the value of the tax credits wi l l  not 
he determined until April 2007 when final 2006 oil prices 
are published 

W e  estimate that  the 2007 Threshold Price will b e  
approximately $56 per barrel and the Phase-out Price wil l  
be approximately $70 per barrel, based on an estimated 
inf lat ion adjustment for 2006 and 2007 The monthly 
Domestic Crude Oil First Purchases Price published 
b y  the  EIA has recent ly  averaged approximately 
$7 lower  than the corresponding daily NYMEX prompt 
month settlement price for l ight sweet  crude oil As of 
January 31, 2007, the average NYMEX futures pr ice 
f o r  l ight sweet  crude o i l  f o r  calendar year 2007 w a s  
$5950 per  barre l  Based u p o n  the  estimated 2007 
Threshold Price and Phase-out Price, if oil prices for the 
rest of 2007 remained at the January 31, 2007, average 
2007 futures price level of $59 50 per barrel, w e  currently 
estimate that the synthetic fuels tax credit amount for 
2007 would not be reduced 

In January 2007 w e  entered in to derivative contracts 
to  hedge economically a port ion of our 2007 synthetic 
fuels cash f low exposure to  the risk of rising oil prices 
These contracts will provide protection for the equivalent 
of approximately 8 million tans of 2007 synthetic fuels 
pioductioii and will be marked-to-marketwith changes in 
fair value recorded through earnings Our  synthetic fuels 
production levels for 2007 remain uncertain because w e  
cannot  predict with any certainty the Annual Aveiage 
Pr ice of oil for 2007 We will continue to monitor the 
environment surrounding synthetic fuels production and 
will adjust cjur production as warranted by changing 
conditions See Note 17 and "Quantitative and Riialitative 
Disclosures About Marke t  Risk" for a discussion of 
marker risk and derivatives 
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defer their cash payments in consideration of the idling of 
the synthetic fuels facilities at  that time I n  consideration 
of the restimption of limited synthetic fuels production in 
the fourth quarter of 2006, the minority interest parties 
made a partial payment in  January 2007 

We monitor our  long-lived ashers far  impairment as 
warranted With the idling of our synthetic fuels facilities 
durinq the second quarter of 2006, w e  performed an  
impai;ment evaluation of our synthetic fuels and other 
related operating long-lived assets The imaairment test 
considered numergus factors, including, among other 

See Note 22D for additional discussion related t o  our 
y i t l i e t i c  fuels operations 

things, continued high oil prices and the then-current "idle" 
stale of our synthetic fuels facilities Based on the results Regulatory Environment 
of the impairment test, w e  reccrded pre-tax impairment The Iltilities' operations in North Carolina, South Carolina 

f i  

quarter ended June 30, 2006 (See Notes 8 and 9) These 
charges represent the entirety of the asset carrying value 
of our synthetic fuels intangible assets and manufacturing 
facilities, as well  as a portion of the asset carrying value 
associated with the river terminals at which the synthetic 
fuels manufacturing facilities are located 

S&LE OF F&gTrG.iEgSgip igyEi3,ESy 

In J u n e  2004, through our subsidiary Progress Fuels, 
we sold in two transactions a combined 49.8 percent  
partnership interest in Colona, one of our synthetic fuels 
facil i t ies Substantially all proceeds from the sales wi l l  
b e  received over  time, w h i c h  is typical of such sales 
in the industry Gains from the sales wil l  be recognized 
o n  a cost-recovery basis as the  faci l i ty produces and 
sells synthetic fuels and w h e n  there is persuasive 
evidence that  the sales proceeds have become fixed or 
determinable and collectabil ity is reasonably assured. 
Gain recognit ion is dependent on  the synthetic fuels 
production qualifying for Section 29/45K tax credits and 
the value of such tax credits as discussed above Until 
the gain recognition criteria are met, gains from selling 
interests in Colona will b e  deferred. It is possible tha t  
gains will be deferred t o  subsequent quarters, or t o  a 
subsequent calendar year, until there is persuasive 
evidence that no tax credit phase-out will OCCUI' for the 
applicable calendar year. This could result in shift ing 
earnings f rom earlier quarters to later quarters in a 
calendar year or to a subsequent calendar year In  the 
event that the synthetic fuels tax credits from the Colona 
facil i ty are reduced, including fram an extended idling 
of our production due t o  an increase in the price of oil 
that could l imit or el ininate synthetic fuels tzx credits, 
the amount of  proceeds realized from the sale could be 
significantly impacted At  December 31, 2006, a pre-tax 
gain o n  monetization of $7 mill ion has been deferred 
Based on the current level  of  oil prices and subject to 
f inal adjustments, w e  expect io  recognize this gain in 
2007 Beginning with the paymentfor the second quarter 
of 2006, the minority interest parties have elected to  

the FPSC, respect i ie ly  The Util i t ies are also subject 
t o  regulation by the FERC, the  Nuclear  Regulatory 
Commission (NRC) and other federal and state agencies 
common to the utility business As a result of regulation, 
many of the fundamental business decisions, as wel l  as 
the rate of return the Utilities are permitted to earn, are 
subject to the approval of these governmental agencies 

PEC and PEF continue to monitor developments impacting 
retail competition in their respective service territories 
Movement toward deregulation throughout the nation 
has effectively ceased due to numerous factors including, 
b u t  n o t  limited to, California's experience with retai l  
deregulation To our knowledge, there is currently n o  
enacted or proposed legislation in North Carolina, South 
Carolina or Florida that would give retail ci istomers the 
right t o  choose their electrrci ty provider o r  otherwrse 
restructure or deregulate the electric industry We cannot 
anticipate when, or if, any of these states wil l  move to  
increase retail competition in the electric industry 

The retail rate matters affected b y  state regulatory 
authorities are discussed in detail in  Notes 76  and 7C 
This discussion identifies specific retail rate matters, the 
status of the issues and the associated effects on our 
consolidated financial statements 

Issues regarding the timing, creation and structure of 
transmission organizations are evaluated by t h e  Utilities' 
regulatory authorities We cannot predict the outcome of 
these matters (See Note 7D1 

On M a y  5, 2006, the Florida state legislature passed a 
comprehensive energy bill, wh ich  has been signed by the 
governor The legislation creates a n e w  energy council 
tasked wi th  developing a statewide energy policy, 
provides incentives to renewable energy sources and 
fosters the construction of n e w  nuclear power plant,s, 
including streamlining the siting of nuclear power plants 
and related transmission facil i t ies, exempting n e w  
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nuclear plants from the FPSC bid rule and recurring the 
FPSC to issue rules alrthonzing alternative cost-recovery 
mechanisms for pre-construction costs and construction 
cost financing S e e  "Nuclear" below for related FPSC rule 
issuances PEF cannot determine a t  this time how the final 
rules and regulations resulting from this legislation wil l  
impact its operations and financial condition 

Due to the damage electric utility facilities suffered during 
recent hurricaiies, during 2006the FPSC adopted rulesthat 
requri-e Florida's investor-owned electric utilities, including 
PEF, t o  strengthen cost effectively, or storm harden, the 
state's electric infrastructure Storm-hardening plans 

In 2004, the FERC issued orders coi icerning uti l i t ies' 
abil ity t o  se!l wholesale electr ici tv a t  market-based 
rates, including iiie adoption nf %JO interim screens for 
assessing a n  applicant's potential generation market  
power fnr determining whether d i e  applicant should be 
allowed i o  sellwholesale electricityat market-based rates 
The Utilities do not have market-based rate authority for 
wholesale sales in peninsular Florida Given the difficulty 
PEC believed it would experience in passing one of the 
interim screens, PEC filed w i s i o i i s  to its market-based 
rate tariffs restricting PEC to sales outside of PEC's control 
area and peninsular Florida, and filed a n e w  cost-based 
taritt tor  sales within YtL s controi area The FEW has 

are required t o  b e  fi led and updated every three years 
for the FPSC's approval. Each plan must  address such 
factors as the effect of extreme wind, flooding and storm 
surges on electric facilities. The plans must identify critical 
infrastructure and the respective utilities' deployment 
strategy for strengthening electric service in their service 
areas. In addition, state utilities are required to  inspect 
their wooden distribution poles once every eight years. 
PEF does not  believe that compliance with these rules wil l 
materially increase PEFS costs due to its pole inspection 
and vegetation maintenance programs already in effect 
Costs t o  comply with the storm-hardening rules are 
recoverable through PEF's base rates 

The FPSC has published a proposed rule that specifies 
what  storm costs wil l be recoverable and whether such 
recoverable costs would be offset against a utility's storm 
reserve fund or recoverable through its base rates The 
FPSC held a public worltshop on  February 21, 2007, t o  
discuss the proposed rule with the intent to issue a final 
rule prior to the 2007 storm season We cannot predictthe 
outcome of this matter 

On Apri l  26, 2006, PET, submitted a l icense renewal  
application with the FERC seeking a 50-year license for 
its Tillery and Blewett i iydroelectric generating plants 
The l icense fo r  these plants currently expires in Apri l  
2008 and the requested renewal wil l al low the plants to 
continue operations until 2058 PEC and a key group of 
stakeholders have I eached an agi eernent in principle that 
sup p or ts  P E C 's re I i c e tis i i i  g a p p 11 c a ti o n The agree me n t 
in principle, w h i c h  has been filed with the  FERC, will 
establish increased water flows from both plants and wil l 
piotect water supplies for local governments as well as 
pr ov i d e e t i t i  a n c e men ts f o II re c re atio n, w a te  r qii a I it;, a n d 
aquatic habits The remaining phase of the aoplication 
process will take approximately one  year a r i a  includes 
iev iew by the F E R C  and solicitation of piiblir comment 
\We cannot predict the nutconie of this matter 

accepted these revised tariffs We do not anticipate that 
the operations of the Utilities will be materially impacted 
by these market-based rates decisions 

Legal 
We are sublect to federal, state and local legislation 
and court orders These matters are discussed in detail 
in Note 22D This discussion identifies specific issues, 
the status of the issues, accruals associated with issue 
resolutions and our associated exposures 

laclear 
Nuclear  generating units are regulated by the NRC I n  
the event of noncompliance, the NRC has the authority to 
impose fines, set license conditions, shut down a nuclear 
unit or take some combination of these actions, depending 
upon its assessment of the severity of the situation, unti l 
compliance is achieved 

Our nuclear units are periodically removed from service 
t o  accommodate normal refuel ing and maintenance 
outages, repairs and certain other modifications (See 
Notes 5 and 22D) 

Due to the anticipaied growth in our service territories, 
w e  estimate tha twe  wil l  i eqirire new baseload generation 
facilities in both Florida and the Carolinas by the middle of 
the next decade, and we are evaluating the bestavailable 
options for this generation, including advanced design 
nuc lear  and c lean coal  technologies A t  this time, no  
definitive decision has been made 

We have announced tha twe  are pursuing development of 
combined license ( C O L I  applications Our announcement 
is n o t  a commitment to bui ld a inuclear plant It is a 
necessary step to keep open the  option of building a 
plani or plants On January 23, 2c105, WE announced that 
PEC selected a site tit the Shearon Harris Nuciear Plant 
!Harris! to evaluate for possible future nuclear expansion 
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W e  currently expect  t o  file the application for the COL 
for PEC's Harris site in 2007 W e  have selected for PEC 
the Westinghouse Electric AP-1000 reactor design as the 
technology upon which to base the potential application 
submission On December 12, 2006, w e  announced that 
PEF selected a site in Levy County, Fla , to evaluate for 
possible future nuclear expansion, and PEF expects to file 
the application for the COL in  2008 W e  have not selected 
the reactor design technology upon which to base the PEF 
potential application submission If w e  receive approval 
f rom the NRC and applicable state agencies, and if the 
decisions t o  bui ld are made, construction activi t ies 
could beqin as early as 2010, and n e w  plants could be 

preconstruction costs and AFUDC o n  a n  annual basis 
through the capacitycost-recoveryclause Such amounts 

or other incentives \Me cannot predict the ovtcome of 
this matter 

I n a c c or d an c e wi th  p ro  vi si o l is  o f  Fl o r i d a's c om p i e he ns ive 
energy bill discussed shove, in December 20G5, the FPSC 
ordered n e w  rules that wou ld  a l low investor-owned 
utilities such as PEF i o  request partial recovery of the 
planning and construction costs of a nuclear power 
plant prior t o  commercial operation The FPSC issued 
a f inal rule o n  February 13, 2007, under  w h i c h  uti l i t ies 
will be al lowed t o  recover prudently incurred siting, 

onl ine i n l a t e  2016. The NRC est imatesthat  it will take 
approximately three to four years to review and process 
the COL applications 

On January 16, 2007, the U.S. Supreme Court declined to 
hear an appeal of a Ninth Circuit U S .  Court of Appeals' 
decision in which the Ninth Circuit held that the NRC is 
required to consider the environmental impacts of terrorist 
attacks under the National Environmental Policy A c t  in 
authorizing an independent spentfuel storage installation 
Similar cases, including cases involving operating license 
renewals, are pending in seven other jurisdictions. The 
NRC is considering the scope and impor t  of t h e  Ninth 
Circuit's decision in rev iewing i ts operating l icense 
renewa l  program.. The extent and t iming of the NRC's 
application of the case is unclear a t  this time, and the 
impact, if any, on PEC's pending Harris operating l icense 
renewal application or any future PEC or PEF operating 
l icensing proceedings cannot be predicted at  this time 

A n e w  nuclear p lant  may  be eligible f o r  t he  federa l  
production tax  credits and risk insurance provided by 
EPACT EPACT provides an annual tax credit of 1 8 cents 
per k W h  for nuclear facilities for the first eight years of 
operation The credit is l imited to the first 6,000 MW of 
n e w  nuclear generation in the United States and has an 
annual cap of $125 million per 1,000 MW of national MW 
capacity l imitation al located to the unit. In Apri l  2006, 
the IRS provided interim guidance that The 6,000 MW of 
production tax credits generally wi l l  be allocated to n e w  
nuclear facil i t ies that file l icense applications with the 
NRC by  December 31, 2008, had poured safety-related 
concrete prior t o  January 1, 2014, and w e r e  p laced in 
service before January 1, 2021 There is no guarantee 
that  the interim guidance will be incorporated into the 
final regulations governing the allocation o f  production 
tax credits. Mul t ip le  uti l i t ies have announced plans t o  
pursue new nuclear plants There is no guarantee that 
any nuclear plant we construct would qualify for these 

will not  be included in a utility's rate base when the  plant 
is placed in commercial operation In addition, the rule will 
require the FPSC to conduct an annual prudence review 
of the reasonableness and prudence of all such costs, 
including construction costs, and s u c h  determination 
shall not  be subject t o  later review except upon a finding 
of fraud, intentional misrepresentation o r  the intentional 
withholding of key information by the  uti l i ty Also, o n  
February 1, 2007, the FPSC amended its power plant bid 
rules to, among other things, exempt nuclear power plants 
from existing bid requirements 

~ ~ v ~ ~ ~ ~ ~ ~ ~ ~ a ~  Matters 
We are subject to regulation by various federal, state and 
local authorities iii the areas of air quality, water quality, 
control of toxic substances and hazardous and sol id 
wastes, and other environmental matters W e  believe that 
w e  are in substantial compliance with those environmental 
regulations currently appl icable t o  ou r  business and 
operations and believe w e  have all necessary permits 
to conduct  such operations Environmental laws and 
regulations frequently change and rhe ultimate costs of  
compliance cannot always be precisely estimated 

Cfi:T 
*-;E 1 

The provisions of the Comprehensive Environmental 
Response, Compensation and Liabil ity A c t  of 1980, as  
amended (CERCLA), authorize the €PA t o  require the 
cleanup of hazardous waste sites This statute imposes 
retroactive joint and several l iabil i t ies. Some states, 
including North Carolina, South Carolina and Florida, have 
similar types  of statutes We are periodically notified by 
regulators, including the EPA and various state agencies, 
of our  involvement or potential involvement in sites tha i  
may require investigation and/or remediation There are 
presently several sites w i th  respect to  w h i c h  w e  Rave 
been notif ied of our potential l iabil i ty by the EPA, the 
state of Nor th  Carolina o r  the state of Florida. Various 
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organic materials associated with the production of 
manufactured gas, generally referred t o  as coa l  tar, 
are regulated under  federal and state l aws  PEC and 
PEF are each potentially responsible parties [PRPsl a t  
several manufactured gas plant(MGP) sites We ace also 
currently in the process of assessing potential costs and 
exposures a t  other sites These costs are eligible fo i  
regulatory recovery through either base rates or cost- 
recovery clauses (See Notes 7 and 21) Both PEC and 
PEF evaluate potential claims against other potential 
PRPs and insurance carriers and plan to submit claims 

result in increased planned capital expenditures and 
O&M expenses Additionally, Congress is cansidering 
legislation that would require additional reductions in air 
emissions of nitrogen oxide (NOx), S02, carbon dioxide 
(C02J and meicury Some of these proposals establish 
nationwide caps and emission rates Gver an extended 
period of time This national multipoll i i tant apptoach to 
air pollutian control could involve significant capital costs 
that Could be material to our financial position or results 
of operations Control equipment tha t  will b e  installed 
pursuantto the provisions of the Clean Smokestacks Act, 

f o r  cost  recovery where  appropriate. The outcome of 
these potential claims cannot be predicted No material 

CAIR, CAMR and CAVR, wh ich  are discussed below, may 
address some of the issues outlined above CAVE requires 

claims are currently pending Hazardous and solid waste 
management matters are discussed in detail in Note 21 

We accrue costs to  the extentour liability is probable and 
the costs can be reasonably estrmated i n  accordance 
with accounting principles generally accepted in the  
United States of America (GAAP) Because the extent 
of environmental impact, allocation among PRPs fo r  
all sites, remediation alternatives (wh ich  could involve 
either minimal or significant efforts), and concurrence of 
the regulatory authorities have not yet  reached the stage 
where a reasonable estimate of the remediation casts 
can be made, w e  cannot determine the total costs that 
may be incurred in connection with the remediation of 
all sites at this time It is probable that current estimates 
could change and  additional losses, w h i c h  could be 
material, may be incurred in  the future 

og&ljTy W A T E R  SU&yJ'r' 

We are, or may ultimately be, subject to various current 
and proposed federal, state and local  environmental 
compliance l a w s  and regulations, w h i c h  wou ld  l ikely 

the  installation of best available re t ro f i t  technology 
(BART) on cei-tain units However, the outcome of these 
matters cannot be predicted. 

The fol lowing tables conta in  information about our  
current estimates of capital expenditures to  comply with 
environmental l aws  and regulations described below 
These costs are eligible for regulatory recovery through 
either base rates or cost-recovery clauses The outcome 
of fu ture petit ions for  recovery cannot  be predicted 
Estimated expenditures for the NOx SIP Call Rule under 
Section 110 of the Clean Air A c t  (NOx SIP Call) include 
the cost  to install NOx controls under Nor th Carolina's 
and South Carolina's programs to comply wi th  the federal 
eight-hour ozone standard The air qual i ty controls 
instal led to comply with t h e  NOx SIP Call and Clean 
Smokestacks Ac t  will result in a reduction of  the costs to 
meet the CAIR requirements for our North Carolina units 
a t  PEC We review our estimates on  an ongoing basis 
The timing and extent of the costs for future projects wi l l  
depend upon final compliance strategies 

Air and Water Quality Estiniafed Required Cumulative Spent 
Environmental Exoendhf?s {in rni//ions\ Estiinated Timetable Total Estimated Exoeridibres tfirounli Decernber31.2036 

[\]Or. SIP Call 

Clean Smokestacks Act 

CAIRJ'CAIJI~UCAVR 

2002-2001 

2002-2013 

2W5-2013 

S b S  

1,000-1,400 

1.1oo-z.ooo 

sw6 

332 

23 

Total air iiiinlib 2.455-3.755 336 
~~ 

Clean Water Act Sectlon 3lfiIb)'' - 1 

North Carolina Groundivater Standard'k' - - 
Total water quality 1 
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The EPA s c o n o u c i ~ i i g  a n  enfoi-cement initiative related 
to a numbei of c o a l  firer! iitiiity power plants in an effort 
to determiiip wliethev changes a t  those facil i t ies were 
subject t o  N e w  Source Review (NSR) requirements o r  
New Source Performance Standards under  the  Clean 
Air A c t  W e  w e r e  asked to  provide information to  the 
EPA as part of this initiative and cooperated in  supplying 
the requested information The outcome of this matter 
caniiot he predicted However, the EPA has initiated civil 
enfoicernent actions against unaffiliated utilities as part of 

agreements requiring expenditures by these unaffiliated 
uti l i t ies in excess of $1 0 bil l ion These sett lement 
agreements have  generally called fo r  expenditures 
to  be made ove r  extended t ime periods, and some of 
the companies may seek recovery of the related casts 
through rate adlustments or similar mechanisms The U S 
Supreme Court has heard arguments, but  no t  yet issued a 
ruling, related to an appeal of a decision issued by the U S 
Court  of Appeals for the Fourth Circuit, in a case involving 
an unaffiliated utility, holding that NSR applies to projects 
that result in an increase in maximum hourly emissions 

On M a r c h  17, 2006, the 11 S Court of Appeals fo r  the 
Distr ict of Columbia Circuit  set  aside t h e  EPA's 2003 
N S R  equipment replacement rule The rule would have 
provided a more uniform definition of routine equipment 
replacement The court had earlier set aside a provision 
in the NSR rule, which had exempted the installatron o f  
pollution control projects from review The Court denied a 
request by the EPA for a re-hearing regarding this matter 
on June 30,2006 These projects are n o w  subject to  NSR 
requirements, adding t ime and cost t o  the  installation 
process On  November 27, 2006, the  EPA fi led a writ 
of cert iorari  peti t ion requesting that  the U S Supreme 
Court review the U S Court of Appeals for the District of 
Columbia Circuit's ruling that vacated the agency's plant 
renovation exemption foi its NSfi iule The outcome of this 
matter cannot be predicted 

The NOx SIP Call is an EPA rule that requires 22 states, 
including North Carolina, South Carolina and Georgia, 
to further reduce NOx emissions The NOx SIP Call is 
not  applicable to  Florida Further rechnical analysis and 
rulemaking may result in requirements for additional 
controls a t  some units Increased O&bl expenses relating 
to the NOx SIP Call are not expected to be material to our 
or FEC's resu1t.s of operations 

In June 2002, the Clean Smokestacks Ac t  was enacted in 
Noith Caiolina requiiingihe state's electric utilitiesto iedtice 
the emissions of NOx and SO;! from their North Carolina 
coal-fired power plants in phases by 2013 PEC currently 
has approximately 5,100 MW of coal-fired generation 
capacity in North Carolina that  is affected by the Clean 
Smokestacks A c t  To meet SO;! emission targets, PEC is 
installrng devices that neutralize sulfur compounds formed 
during coal combustion (scrubbers) on some of its coal- 
f ired tinits These devices combine the sulfur in gaseous 

such as gypsum, that are then removed In March  2006, 
PEC fi led its annual estimate with the NCUC of the total 
capital expenditures to meet emission targets tinder the 
Clean Smokestacks Act  by the end of 2013, which were  
approximately $1 1 billion to $1 4 billion a t  the time of the 
filing Currently, the estimate is $1 0 billion to $1 4 billion 
The increase in estimated total capital expendihires from 
the original 2002 estimate of $813 million is primarily due 
to the higher cost and revised quantities of construction 
materials, such as concrete and steel, refinement of cost 
and scope estimates for the currentprojects, and increases 
in the estimated inflation factor applied to future project 
costs W e  are continuing t o  evaluate various design, 
technology, and n e w  generation options that could furlher 
change expenditures required by the Clean Smokestacks 
A c t  O&M expenses will significantly increase due to the 
additional personnel, materials and general maintenance 
associated with the equipment O&M expenses are 
currently recoverable through base rates 

S. 

The Clean Smokestacks A c t  also freezes the state's 
uti l i t ies' base rates for  f ive years, w h i c h  ends in 2007, 
unless there are extraordinaiy events beyond the control 
of t he  uti l i t ies o r  unless the utilities consistently earn 
a re turn substantially in excess o f  the rate of re turn 
established and found reasonable by  the NCUC in the 
utilities' last general rate case The Clean Smokestacks 
Ac t  requires PEC to amortize $569 million, representing 
70 percent of the original cost estimate of $813 million, 
during the f ive-year period ending December 31, 2007 
The Clean Smokestacks A c t  permits PEC the  flexibil i ty 
to vary the amortization schedule for recording of the 
compliance costs f rom none up t o  $174 mill ion per  
year. For the  years ended December 31, 2006, 2005 
and 2004, PEC recognized amortization of $140 million, 
$147 mill ion and $174 million, respectively, and has 
recognized $535 million in cumulative amortizanon through 
Decernber31,2006 The remaining ancjruzation requirement 
ofSs"4 million will be recorded during the one-year period 
ending December 31, 2007 The NCUC wil l  hold a hearing 
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prior to December 31, 2007, to determine cost-recovery 
amounts for 2008 and 2009 

7i io  of PEC’s largest coal-f ired generation plants I the 
Roxboro No 4 and Pdayo Units) impacred by  the Clean 
Smokestacks Act  are jointly owned I n  2005, PEC entered 
into a n  agreement with t h e  joint o w n e r  to  limit the i r  
aggregate costs associated with capital expenditures to 
cornply with the Clean Smokestacks Ac t  and recognized a 
liability related to this indemnification (See Note 2 l B )  

9n M a r c h  15, 2005, the EPA finalized DJVO separate but 
related rules the CAMR that sets emissions limits to be met 
in ka phases beginning in 2010 and 20 18, respectively, and 
encourages a cap-and-trade approach to achieving those 
caps, and a de-listing rule that eliminated any requirement 
to pursue a maximum achievable control technology 
approach for limiting mercury emissions from coal-fired 
power plants N O x  and SO2 controls also are effective 
in reducing mercury emissions However, according to 
the €PA the second phase cap reflects a level of mercury 
emissions reduction that exceeds the level that would be 

Pursuaii t to the Clean Smokestacks Act, PEC entered into 
an  agreement with the state of North Carolina to transfer 

achieved solely as a ca-benefit of controll ing NOx and 
SU7 under LAlK I h e de-listinq rule nas been cnaiienqea 

to  the state certain NOx and S O 2  emissions allowances 
that result from compliance with the collective NOx and 
SO2 eniissions limitations set in  the Clean Snioltestaclts 
A c t  Tl ie Clean Smokestacks A c t  also required the state 
lo undertake a study o f  mercury and C O 2  emissions in 
N o r t h  Carolina The fu ture regulatory interpretation, 
irnplernentation or impact of the Clean Smokestacks A c t  
cannot  be predicted 

F I  - C(ean $*ir i@erseafe &ie, Cieai: 
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On M a r c h  10,2005, the EPA issued the final CAlR The 
EPAs rule requires the District of Columbia and 28states, 
including Nor th Carolina, South Carolina, Georgia and 
Florida, t o  reduce NOx and SO;! emissions in order  t o  
reduce levels of fine particulate matter and impacts to  
visibility The CAlR sets emission limits to be met in  t w o  
phases beginning in 2009 and 2015, respectively, for NOx 
and beginning in 2010 and 2015, respectively, for SO2 

?$qe;’curs EG,irE 

PEF has joined a coalit ion of Florida utilities tha t  has 
fi led a challenge to the CAlR as it applies to Florida A 
petit ion for reconsideration and stay and a petition for 
judicial review of the CAlR were filed o n  July 11,2005 On 
October 27, 2005, the District of Columbia Circuit Court 
issued an order granting the  motion for  stay of t he  
proceedings On flecember 2,2005, the EPA announced a 
reconsideration of four aspects of the CAIR, including its 
applicability to Floi ida On Ma i  ch 16,2006, the €PA denied 
all pending reconsiderations, allowing the challenge to 
proceed While w e  consider it unlikely thatthis challenge 
would eliminate the compliance i equirements of the CAIR, 
it could potentially reduce or delay OUI costs to comply 
\with the CAlR On June 29,2006, the Florida Environmental 
Regulaticn Commission adopted the Florida TAIR,which is 
very simi ar to the EPks model rule PEF c;nd other Florida 
utilities are participating in an administi ative teview of the 
state adopted tu le  The outcome cf these matters cannot 
h2 predicted 

by a number of parties, the resolution of the challenges 
could impact our  final compliance plans and costs On 
October21,2005, the EPA announced a reconsideration of 
the CAMR On May31,2006, the EPAissued a determination 
confirming the de-listing Sixteen states have subsequently 
pebtioned for a review of this determination The outcome 
of this matter cannot be predicted 

States w e r e  required to  adopt mercu ry  rules 
implementing the CAMR by November 17,2006, wh ich  
are subject to review and approval by the EPA. A number 
of states, including Nor th Carolina, South Carolina and 
Florida, did no t  meet the deadline for submission to the 
EPA. The EPA has  ind icated it will defer  act ion. A t  
December 31, 2006, of the three states in w h i c h  the 
Utilities operate, all had  formally proposed mercury 
regulations, T h e  N o r t h  Caro l ina Env i ronmen ta l  
Management  Commission adopted the proposed rule on 
November 9, 2006, w h i c h  is subject t o  f ina l  approval 
by the Nor th Carolina legislature. Nor th Carolina’s rule 
adopts t h e  EPA’s cap-and-trade approach and requires 
the addition of mercury controls by 2018 on certain of 
PEC‘s North Carolina uiiits that do not have scrubbers PEC 
will have until 2013 to provide the agency detailed plans 
fo r  the installation of controls a t  existing plants. South 
Carolina‘s rule, which was proposed on October 27,20Ofi, 
adopts the EPAs cap-and-trade approach and requires that 
25 percent of the mercury allowances allocated to each 
unit be held in a compliance supplement set-aside pool 
Allowances in the set-aside pool may be used by a unit 
to meet cornpliaiice requirements hut cannot be t,raded 
South Carolina‘s rule was adopted on January 11, 2007, 
and is subject t o  final approval by the South Carolina 
legislature O n  June 29, 2006, the Florida Environmental 
Regulation Commissioii adopted the Florida CAMR The 
Florida rule adopts rhe EPAs cap-and-trade approach with 
changes to  the EPA’s mercury allowance allocations in 
the t-tile’s f irst phase The oiitcclme of this matter cannot 
be predicted 
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On June 15,2005, the EPA issued the final CAVR The EPAs 
rule requires states i~ inenti iy facil i t iei, including power 
plants, built between Aiigtlht 1562 and AiigList 1977 wi th  
the potential to produce emissions that affect visibiIiIy in  
156 specially protected areas including national parks 
and wilderness areas To help restore \wsibili?y in those 
areas, states must require the  identi f ied facil i t ies t o  
install BART to control their erniss!oiis Depending on the 
approach taken by the states, the reductions associated 
wi th  BART would begin in 20 i4  CAVR ii icluded the EPA's 
determination tha t  compliance with the N O x  and S O 2  
requirements of CAlR may be used by states as a BART 
substitute Plans for  compliance with CAlR and L A M H  

steel, and refinement of cost and scope estimates for the 
current projects These costs will continue to  change 
depending upon the restilts of the engineering and strategy 
development work  and/or increases in the underlying 
material, labor and equipment costs Subsequent rule 
interpretations, equipment availability, or the unexpected 
acceleration of the initial NOx or other compliance dates, 
amoiiy other things, could require acceleration of some 
projects On November 6, 2006, the FPSC approved PEF's 
petition for its integrated strategy to address compliance 
with CAIR, CAMR and CAVR They also approved cost 
recovery of prudently incurred costs necessary to achieve 
this strategy 

may fulfill BART obligations, but the states could require 
the installation of additional air quality controls if they do 
not  achieve reasonable progress in improving visibility 
PEC's BART-eligible units are Asheville Units No  1 and 
N o  2, Roxboro Units No 1, No  2 and No 3, and Sutton 
Unit No 3 PEF's BART-eligible units are Anclote Units 
No 1 and N o  2, Bar tow Uni t  No 3, and Crystal River 
l lr i i ts No  1 and No 2 The outcome of this matter cannot 
be predicted On December 12, 2006, the U S Court of 
Appeals for the  District of Columbia Circuit decided in 
favor of the EPA in a case brought by the National Parks 
Conservation Associat ion tha t  alleges the EPA acted 
improperly by substituting the requirements of CAlR for 
BART for [VOX and SO;! from electric generating units in 
areas covered by CAlR 

PEC and PEF are each developing an integrated compliance 
strategy to meet all the requirements of the CAIR, CAMR 
and CAVR We are evaluating various design, technology, 
and n e w  generation options that could change PEC's and 
PEF's costs t o  meet  the requirements of CAIR, CAMR 
and CAVR 

On October 14,2005, the FPSC approved PEF's petition for 
the recovery of costs associated with the development 
and implementation of an integrated strategy to  comply 
w i th  the CAIR, CAMR and CAVR through the E C R C  O n  
M a r c h  31, 2006, PEF f i led a series of compliance 
alternatives with the FPSC to  meet  these federa l  
environmental rules At the time, PEF's recommended 
p r o  po  s ed c o m  p I i a ii c e p I a ii in c I u d e d a p p ro xi ma t e I y 
$740 million of estimated capital costs expected to be spent 
through 2016, to plan, design, build and install pollution 
contiol equipment a to i i i  Anclote and Crystal River plants 
On October 27, 2006, PEF fi led supplemental testimony 
to inform the FPSC k a t  esrimated capiral costs for the 
series of compliance alternatives are likely to increase by  
approximaiely 25 percent i o  30 percen? from the estimates 
fi led i n  N a r c h  2006, primarily due to the higher cost of 
labor and construction materials, such iis coi'crete and 

WG.rti; Cfis&::;a &;os.:;q {:enara; petitio$: s&q Sect&;: 
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In March  2004, the North Carolina attorney general filed a 
petition with the EPA, under Section 126 of the Clean Air 
Act, asking the federal government t o  force coal-f ired 
power plants in 13 other states, including South Carolina, 
to reduce their NOx and S O 2  emissions The state of North 
Carolina contends these out-of-state emissions interfere 
with North Carolina's ability t o  meet national air quality 
standards for ozone and particulate matter On March  16, 
2006, the EPA issued a final response denying the petition. 
The EPA's rationale for  denial is that compliance with 
CAlR will reduce the emissions from surrounding states 
sufficiently t o  address Nor th Carolina's concerns. On 
June 26, 2006, the Nor th Carolina attorney general f i led 
a petition in the U S Court of Appeals for the District of 
Columbia Circuit seeking a review of the agency's f inal 
action on the petition. The outcome of this matter cannot 
be predicted 

>&$:&:ai &;n&aeQa Ais ozsjj$!; Sf$f,dE& 

On December 21, 2005, the EPA announced proposed 
changes to the National Ambient Air Quality Standards 
(NAAQS) for particulate matter. The EPA proposed t o  
lower the 24-hour standard for paiticulate matter less than 
2 5 microns in diameter (PM 2.5) from 65 micrograms per 
cubic meterto 35 micrograms per cubic meter In addition, 
the EPA proposed to establish a new 24-hour standard of 
70 micrograms per cubic meter for particulate matter that 
is between 2.5 and 10 microns in diameter (PM 2.5-101. 
The EPA also proposed t.o eliminate the current standards 
for particulate matter less than 10 microns in diameter 
!FM lo! On September 20, 2006, the EPA announced ihar 
it is finalizing the PM 2 5 NAAUS as proposed In addition, 
the EPA decided not to establish a PM 2 5-10 NAAUS, and 
it is eliminating the annual P M  10 NAAQS, but ihe EPA is 

retaining the 24-hour Pbl 10 NAAUS These changes are 
not  expected to result in designation of any additional 
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nonattainment areas in PEGS or PEF's servtce territories 
O n  December l8,200ti,environmen~al groups and 13states 
filed a jointpetitionwith the 11 S Circuit Courtof Appealsfor 
the District of Columbia Circuit arguing that the EFA's new 
particulate matter rule does not adequately restrict levels 

$60 mill ior to $90 mil!!oq inc;;jding $5 million to $10 million 
at FEi; and $55 millicin t o  S80 million at PEF The outcome 
of this inafLer cannot he predicted 

$3' No.rY7 I ' a o i m  Grciiini'iwre; Sra7&3d 

On September 14, 2006, the North Carolina Division of 
Water  Quality (NCDWQ) appeared before the Nor th 

of particulate matter The outcome of this matter cannot 
be predicted 

Carolina Environmental Management  Coinmission and 
recommended the srate's groundwater quality standard for 
arsenic be  revised to 0 00002 milligrams/liter The existing 
groundwater qtialityst;ndard for arsenic is 0 05 milligrams/ 
litw The [\Lo-gement 

As a result of the operation of certain control aquipment 
needed to address €he air quality issues outlinea aoove, 
n e w  was tewa te r  streams may be generated a t  t he  
affected facilities Integration of these n e w  wastewater 
streams into the existing wastewater treatment processes 
may  result in permitting, construction and treatment 
requirements imposed on the Utilities in the immediate 
and extended future The outcome of this matter cannot 
be predicted 

2 Secfioion 3761L1,J of ihe Clean Wafer Act 

Section 31fi(b) of the Clean Wate r  A c t  (Section 31fi(b)) 
requires cooling water intake structures to reflect the best 
technology available for minimizing adverse environmental 
impacts. The EPA promulgated a rule implementing 
Section 316(b) in respect  to existing p o w e r  plants in 
J u l y  2004 The July 2004 rule required assessment of the 
baseline environmental effect of withdrawal of cooling 
water and development of technologies and measures for 
reducing environmental effects by certain percentages. 
Additionally, t he  ru le  authorized establ ishment of 
alternative performance standards w h e r e  the  s i te-  
specif ic costs of achieving the otherwise applicable 
standards would have been substantially greater t han  
either the benefits achieved or the costs considered by 
the EPA during the rulemaking 

Subsequent t o  promulgation of the rule, a number of 
states, environmental groups and others sought judicial 
rev iew of the rule On January 25, 2007, the U S Court 
of Appeals for the Second Circuit issued an opinion 
and order remanding many important provisions of the 
rule t o  the EPA As a result of that  decision, ou r  plans 
and associated estimated costs to comply with Section 
316(b) will need to  be reassessed and determrned in 
accordance with any revised or new implementing rule 
once it i s  establishes by rhe  EPA Costs of compliance 
with a new implementing rule are expected to be higher, 
and could be sigii i f icantlv higher, than estimated costs 
under the July 2004 r i l e  Our most recent cost estimates 
to comply w t h  the Ju ly  2004 implementing ru le  w e r e  

Commission granted approval for NCDWQ staff to publish 
a notice in the North Carolina Register and schedule public 
hearings The rulemaking process will require a t  least 
six months before the standard may be changed Trace 
amounts of arsenic are commonly present in coal fly ash 
sluice water, coa l  pile runoff, f lue gas desulphurization 
byproducts, and other coal combustion byproducts The 
specific requirements of the rule as finally adopted and 
associated costs, if any, cannot be predicted 

Of%';; %. , _,, ~ g&lil":"T.iP.;n y : f; r, iu ;& E I N?L;i. -. ?djfiTTE ws 
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The Kyoto Protocol w a s  adopted in 1997 by the United 
Nations t o  address global climate change by reducing 
emissions of GO2 and  o the r  greenhouse gases. 
The t reaty  w e n t  into ef fect  o n  February 16, 2005. 
The [Jnited States has no t  adopted the Kyoto Protocol, 
and the Bush administration favors voluntary programs. 
There are proposals and ongoing studies a t  t he  state 
and federal levels t o  address global cl imate change 
that wou ld  regulate CO;! and other greenhouse gases. 
Reductions in C 0 2  emissions to the levels specified by 
the Kyoto Protocol and some additional proposals could 
be materially adverse to our financial position or results 
of operations if associated costs of control or limitation 
cannot be recovei-ed from ratepayers The cost impact of 
legislation o r  regulation to address global climate change 
would depend o n  the  specific legislation or regulation 
enacted and canno t  b e  determined a t  this t ime W e  
have art iculated principles that  w e  bel ieve should be 
incorporated into any global climate change policy While 
the outcome of this matter cannot be predicted, w e  are 
taking voluntary act ion o n  this important issue as pa r t  
of our commitment to environmental stewardship and 
res po nsi bl e c or p c! ra t e c i ti ze tis I1 i p 

In a decisinn issued July 15,2005, the U S Courtof Appeals 
for the Disti i c t  of Columbia C I I  cuit denled petitions for 
review fried by severa! states, cities and organizations 
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seeking the regulation by the EPA nf CU2 emissions from 
n e w  automobiles under the Clean Ai r  A c i  hclding that  
the EPA administrator properly exercised his d l L i r e T i o n  

in denying the request for regulation Following denial of 
a requestfor rehearing, the petitioners filed a petition for 
wr i t  of certiorari w i th  the U S Supreme Court. seeking a 
review ofthe decision On June 26,2006, the IJ S Supreme 
Court agreed to review the decision Oral argument was 
held on November 29, 2006 The outcome of tnis matter 
cannot be predicted 

In 2005, w e  init iated a study t o  assess t h e  impact of 
constraints o n  C02 and other air emissians and on  
March  27,2006, we issued our report to shareholders for 
an assessment of global climate change and air quality 
risks and actions While we participate in the development 
of a national cl imate change pol icy  framework, w e  
will continue to actively engage others in our region to 
develop consensus-based solutions, as w e  did with the 
Clean Smokestacks A c t  

ew ~~c~~~~~~~ Standards 
See Note 2 for a discussion of t h e  impac t  of n e w  
accounting standards 
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l i G A  N T I ThTI V E AM D QU A i  1 TAT !'v' E 
DISCIDSt~PES ABOUT MARCdET RISK 
We at-e exposed to various risks re la led to changes in 
market conditions Market  risk represents the potential 
loss arising f rom adverse changes in market rates and 
prices We have a risk management  committee that  
includes senior executives from various business groups 
The risk management  committee is responsible for  
administering risk management policies and monitoring 
compliance with those policies by all subsidiaries Under 
our  risk policy, w e  may use a variety of instruments, 

manage exposure t o  f luctuations in commodity prices 
and interest rates Such instruments contain credit risk 
to the extent that the counterparty fails to perform under 
the contract We mitigate such risk by performing credit 
rev iews using, among other things, publ icly available 
credit ratings of such counterparties (See Note 17) 

incruriing swaps, oprions and  ' I .  , iu 

The fol lowing disclosures about market  r isk contain 
forvvard-looking statements tha t  involve estimates, 
projections, goals, forecasts, assumptions, r isks and 
unceitainties that could cause actual results or outcomes 
to  differ materially from those expressed in the forward- 
looking statements Please rev iew the  "Safe Harbor 
fo r  Forward-Looking Statements" f o r  a discussion of 
the factors tha t  may  impact  any such  forward-looking 
statements made herein 

Certain marke t  r isks a re  inherent  in ou r  f inanc ia l  
instruments, wh ich  arise from transactions entered into 
in the normal course of business Our primary exposures 
are changes in interest rates w i th  respect to  our long- 
t e r m  debt  and  commerc ia l  paper, f luctuations in the 
return on marketable securit ies with respect  t o  our  
nuc lear  decommissioning trust funds, changes in the  
market  value of CVOs, and changes in energy-related 
commodity prices 

These f inanc ia l  instruments are held for  purposes 
other than  t rad ing The r isks discussed be low do no t  
include the pr ice risks associated with nonfinancial 
instrument transactions and positions associated with 
our operations, such as purchase and sales commitments 
and inventorv 

From t ime to t ime, w e  use inrerest rate derivative 
instruments to adjust the mix between fixed and floating 
rate debt in our debt portfolio, to mitigate our exposure 
to interest rate fluctuations associated with certain debt 
instruments, and to hedge interest rates wi th  regard to 
future fixed-rate debt issuances 

The notional amounts of interest rate derivatives are not  
exchanged and do not represent exposure to credit loss 
In the event of default by a counterparty, the risk in  the 

current market rates We enter into interest rate derivative 
agreements only with banks with credit ratings of single 
A or better 

a t  

We use a number of models and methods to determine 
interest rate risk exposure and fair value of derivative 
posit ions For report ing purposes, fa i r  values and 
exposures of  derivative positions are determined a t  the 
end of the reporting period using the Bloomberg Financial 
Markets system 

In accordance with SFAS No 133, "Account ing f o r  
Derivativesand Hedging Activities" (SFAS No 133),interest 
rate derivatives that qualify as hedges are separated into 
one of two categories cash  f l ow  hedges o r  fair value 
hedges Cash f low hedges are used to reduce exposure to 
changes in cash flow due to  fluctuating interest rates Fair 
value hedges are used to reduce exposure to changes in 
fair value due to  interest rate changes 

The following tables provide information at December 31, 
2006 and  2005, about  ou r  interest rate r isk-sensit ive 
instruments The tables present principal cash f lows and 
weighted-average interest ra tes by expected maturi ty 
dates for the fixed and variable rate long-term debt and 
Florida Progress-obl igated mandatori ly redeemable 
securit ies of trust. The tables also include estimates 
of t he  fa i r  value of our  interest rate r isk-sensit ive 
instruments based on quoted market prices for these or 
similar issues For interest rate swaps and interest rate 
forward cont.racts, the tables present notional amounts 
and weighted-average interest rates by contractual  
maturity dates for 2007 to 201 1 and thereafter and the fair 
value o f  the related hedges Notional amounfs are used 
to calculate the contractual cash fiows io be exchanged 
tinder the interest i ate swaps and the settlement amounts 
under the interest rat.e forward contracts S e e  Note 17 for 
m m  information on interest rate derivatives 



C a s e  No 201  1-124 
Staf f -DR-01-008 i at tachment  
(Progress  Energy) 
P a g e  60 of 136 

M A R K E T  R I S K  D I S C L O S U K E S  

i d d m  in m//honrJ 
December31, M E  2007 

Fixed-rate long-term debt 3 2 4  

Average interest rate 6 19% 
Variable-rate long-tern debt - 

Average interest rate - 
Debt to affiliated trust!”) - 

Fair Va!r!e 
Decernber3, 

mm 2om 2010 2011 Thereafter Total 20a6 

S427 s400 so6 s1,ooo S5,m 3,522 $7,820 

6 61% 5 95% 4 wio 6 Soh 6 13% 6 73% 
y150 - Sl00 - S861 S1,411 S1,4i 7 

5 m - 5 8296 - 3 6296 4 4700 
- I - - s309 XMS s312 

Interest rate - - I - I 7 10010 7 104b 

Interest rate derivatives 
- - - Pay variablehceive fixed - - 350) 350) S ( f )  

I Average pay rate - - - - 1”l - 

Average receive rate - - - - 4 65% - 4 65% 

Average pay rate 5.61% - - - - - 5.61% 

Averase receive rate Ib) - - - - - b) 

- - - - Interest rate fonward contrac& Sl00 - SI 00 s(2) 

hi FPC Capital I -0uarterly Income Preferred Secuniies 
(b) Rate i s3 -mon~ i  LIBOR,whicli was 53% a t  ~ E C E m b E r ~ l , ? ~ J %  

( ~ 1  Anticipated 10-year debt issue liedyes mature on October 1,2017, and require mandatory c a t 1  setdement on October I ,  2007 

On November 7, 2006, Progress Energy commenced a 
tender off er for up to $550 million aggregate principal 
amount of its 2011 and 2012 senior notes Subsequently, 
w e  executed a total notional amount of $550 million of 
reverse treasury locks t o  reduce exposure to changes in 
cash f low due to fluctuating interest rates, which were  

then terminated on December 1, 2006 On December 6, 
2006, Progress Energyrepurchased, pursuantto the tender 
offer, $550 million, or 53 0 percent, of the oiitstandrng 
aggregate principal amount of i ts7 10% Senior Notes due 
March  1, 2011, a t  108361 percent of par, or $596 million, 
plus accrued interest 

Fair Value 
(doliars in miiiionsl December31, 
December 31,2W5 2(#16 2M17 2008 2003 2010 Thereafter Total 2005 

Fixed-rate long-term deb@) S513 9374 sa27 S401 s306 33.61 1 9,332 33,768 

Average interest rate 6.79% 641% 6 27% 5 95% 153% 6 34% 6 29% 
Variable-rate long-term debt - - 3 5 0  - S1W s861 3,411 s1,411 

Average interest rate - - 4 98% - 5 03% 3 05% 3 77% 

Debtto affiliated VUS@ X%l s3m S312 

interest rate 7 10% 7 10% 

Interest rate d e r i v a ~ e s  

- - - - - 
- - - - - 

- - - - Pay variabldreceive fixed 3100) S!50! SI 153) S!2! 
i c ’  j c i  .*:a Average pay rate - - - - 

Averaye receive rate 4 1 0 1  4 65% 4 28% 

Average pay rate 4 87% - - - - - 4 87(% 

Average receive rate - - - - - 

- - - - 

- - - - - Interest rate forward coniractsid!  SI^ SIW s1 

i C !  , .. . 
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At December 31,2005, we classified $397 million related 
to  the ret irement of $800 mill ion of Progress Energy, 
Inc 6 75% Senior Notes on March  1, 2006, as long-term 
debt Settlement of this obligation did not  require the use 
of work ing capi ta l  in  2006 as we had the intent and 
abil ity t o  ref inance this debt  o n  a long-term basis. On 
January 13, 2006, Progress Energy issued $300 mill ion 
of 5625% Senior Notes due 2016 and $100 mill ion 
of Series A Floating Rate Senior Notes due 2010, 
receiving net proceeds 08397 million These senior notes 
are unsecured. 

Commodity Price Risk 

We are exposed t o  the effects of market  f luctuations 
in the price o f  natural gas, coal, fuel oil, electricity and 
other energy-related products marketed and purchased 
as a result of our  ownership of energy-related assets 
Our exposure to these fluctuations is significantly l imited 
by the cost-based regulation of the Utilities. Each state 
commission allows electric utilities to recover certain of 
these costs through various cost-recovery clauses to the 
extent the respective commission determines that such 
costs are prudent Therefore, while there may be a delay 

~ a ~ ~ ~ ~ ~ ~ ~ j ~  Securities price nisk 
The Util i t ies maintain t rust  funds, pursuant t o  NRC 
requirements, to fund certain costs of decommissioning 
their nuclear plants These funds are primarily invested 
in stocks, bonds and cash  equivalents, w h i c h  are 
exposed t o  pr ice fluctuations in equity markets and t o  
changes in interest rates A t  December 31, 2006 and 
2005, the fair value of these funds was $1 287 billion and 
$1 133 billion, respectively, including $735 mill ion and 
$640 million, respectively, for PEC and $552 million and 
$493 million, respectively, for PEE W e  actively monitor 
our  portfol io by benchmarking the performance of our  
investments against certain indices and by maintaining, 
and periodically reviewing, target allocation percentages 
fo r  various asset classes. The accounting for nuclear 
deconiniissioning recognizes that the IJtilities’ regulated 
electr ic rates provide for  recovery of these costs ne t  
of any t rust  fund earnings, and, therefore, f luctuations 
in t rust  fund marketable security returns do not  affect 
earnings See Note 13for further information oii the trust 
fund securit ies 

~~~~~~~~~~ Value ~ ~ ~ ~ ~ ~ t ~ ~ ~ s  Market 
Walw Risk 
In connection with the acquisit ion of Florida Progress, 
the Parent issued 98 6 million CVOs Each CVO represents 
the r ight of the holder to receive contingent payments 
based on the performance of four synthetic fuels facilities 
purchased by subsidiaries of Florida Progress in October 
1999 T h e  payments, if any, are based on the net after- 
tax cash f lows the facil i t ies generate T h e s e  C V O s  are 
recorded at fair value, and unrealized gains and losses 
from changes i n  fair value are recognized in  earnings AT 
December 31,2006 and 2005, the fair value of these CVOs 
was $32 million and S7 million, I espectively A hypothetical 
10 percent decrease in t h e  December 31, 2006, market 
price would result in aS3million decrease in the fail value 
of the CVOs 

nrl 
w h e n  these costs are recovered f rom the ratepayers, 
changes from year to year have no material impact on 
operating results In addition, most of our long-term power 
sales contracts shift substantially all fuel price risk t o  the 
purchaser We also have oil price risk exposure related to  
synthetic fuels tax credits as discussed in ”Other Matters 
- Synthetic Fuels Tax Credits ” 

M o s t  of our commodity contracts are no t  derivatives 
pursuantto SFAS No  133 or qualify as normal purchases 
or sales pursuant t o  SFAS No. 133 Therefore, s u c h  
contracts are not recorded at fair value. 

As discussed in Note 3, on December 13,2006, our board 
of directors approved a p lan t o  pursue the disposition 
of substantially all of PVls  remaining C C O  physical and 
commercial assets, and on  ,July 12, 2006, our board of 
directors approved a plan to divest of Gas The transaction 
t o  sell Gas closed on  October 2, 2006 We expect  t o  
complete the disposition plan for CCO in 2007 

Due t o  the rec lass i f icat ion of the  remaining CCO 
operations t o  discontinued operations in December 
2006, management determined tha t  it w a s  no longer  
probable that  t he  forecasted transactions underlying 
cer ta in  derivative contracts  covering approximately 
95 Bcf  of natural gas would be fulfilled Therefore, these 
contracts were no longer treated as cash f low hedges and 
w e r e  dedesignated, and cash f l ow  hedge accounting 
was discontinued 

A t  December 31, 2006, derivanve assets and derivative 
l iabil i t ies related t o  C C O  are included in assets of 
discontinued operations and liabilities of discontinued 
operations, respectively, on  the  Consolidated Balance 
Sheet  A t  December 31, 2005, derivative assets and 
derivative Iiabilit!es related to Gas and C C O  are included 
in assets of discontinued operations and liabil i t ies of 
disco nti n ue d operations I res p ec tively, on i h  e Con solid ate d 
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Balance Sheet For the years ending December 31,2006, 
2005 and 2004, excluding amounts reclassified to earnings 
due to discontinuance of the related cash flow hedges, 
net  gains and losses from derivative instruments related 
to Gas and C C O  on a consolidated basis were not material 
and are included in discontinued operations, net of tax 
on the Consolidated Statements of Income For the year 
ending December 31,2006, discontinued operations, net of 
tax v'iclkides $74 million in after-tax deferred income, which 
w a s  reclassified to  earnings due to  discontinuance of 
t he  related cash  f l o w  hedges For the  year ending 
December 31, 2005, the re  w e r e  no  reclassif icat ions 
to  earnings due to discontinuance ot  the related Cash 
f l o w  hedges For t h e  year ending December 31, 2004, 
discontinued operations, net  of tax includes $10 mill ion 
in after-tax deferred losses, w h i c h  w e r e  reclassif ied 
to earnings due t o  discontinuance of the related cash 
f l ow  hedges 

We perform sensitivity analyses to estimate our exposure 
to the market risk of our derivative commodity instruments, 
w h i c h  are not  eligible for recovery from ratepayers. A t  
Deceniber31,2006, as described above, these derivative 
commodity instruments are included in discontinued 
operations. The fo l lowing discussion addresses t h e  
stand-alone commodity risk created by these derivative 
commodity instruments, without regard to the offsetting 
effect of the underlying exposure these instruments are 
intended t o  hedge. The sensitivity analysis performed 
on these derivative commodity instruments uses quoted 
prices obtained f rom brokers to measure the potential 
loss in  earnings f rom a hypothetical 10 percent adverse 
change in market  pr ices over the  next  12 months. A 
decrease of 10 percent  in the market prices of energy 
commodities from their December 31,2006, levels would 
decrease after-tax earnings of discontinued operations 
by approximately $55 million. A hypothetical 10 percent 
increase or decrease in  commodity market prices in the 
near term on our derivative commodity instruments would 
not  have had a material effect on our financial position, 
results of operations or cash  f lows at  December 31, 
2005 As discussed above, certain derivative Contracts 
w e r e  dedesignated during 2006 and cash f low hedge 
account ing w a s  discontinued, w h i c h  increased the  
exposure to potential earnings impacts in  the near term 
from changes in commodity market prices 

The above analysis of our derivative commodi ty  
instrumenrs used for hedging purposes does no: include 
the potential favorable impact of the same hypothetical 
pr ice movement on the physical purchases of natural 
gas arid power to which the hedges relate Additionally, 

our  derivative commodity portfol io is managed t o  
complement the physical transaction portfolio, reducing 
overall r isk within set l imits Therefore, t he  potential 
impact t o  earnings of discontinued operations f rom a 
hypothetical 10 percent adverse change in commodity 
market prices would be offset by a favorable impact on 
the underlying hedged physical transactions, assuming 
the derivative commodity positions are n o t  closed out 
in advance of their expected term, continue t o  function 
effectively as hedges of the underlying risk, and the 
anticipated tinderlying transactions settle, as applicable 
If  any of these assumptions ceases to be true, a loss on 
the d~riVatiVe instruments may occur 

See N o t e  17 f o r  addit ional in format ion with regard 
t o  our commodi ty  contracts  and use  o f  derivative 
financ ia I instruments 

E GQM Q &q I i: 2 E 9 pj&j-;y 25 

Derivative products, primarily electr ici ty and natural 
gas contracts, may be entered into f r o m  t ime t o  t ime 
fo r  economic hedging purposes. W h i l e  management 
believes the economic hedges mitigate exposures t o  
f luctuations in commodity prices, these instruments 
are not  designated as hedges for accounting purposes 
and are monitored consistent with t rad ing positions. 
We manage open positions with str ict policies that l imit 
our exposure to market risk and require daily reporting 
to management of potential financial exposures Gains 
and losses f rom such contracts were not material to our 
o r  the Utilities' results of operations during the years 
ended December 31, 2006, 2005 and 2004 Excluding 
$107 million of derivative assets, wh ich  are included til 
assets of discontinued operations on the Consolidated 
Balance Sheet and $31 mill ion of derivative liabilities, 
which are included in liabilities of discontinued operations 
on the Consolidated Balance Sheet a t  December 31,2006, 
w e  did not have material outstanding positions in  such 
contracts at December 31, 2006 and 2005, other than 
those receiving regulatory accounting treatment a t  PEF, 
as discussed below Our discontinued operations did not 
have material outstanding positions in such contracts at 
f lecember 31,2005 

PEF has derivative instruments related to its exposure to 
price fluctuations on fuel oil and natural gas purchases 
These instruments receive regulatory account ing 
treatment Unrealized gains and losses are recorded in 
regulatory liabilities and I egulatory assets, resaectively, 
unti l  t he  CcJritracts are sett led Once settled, any 
realized gains or losses are passed through the fuel 
clause At  December 31, 2006, the fair values of these 
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instruments were a $2 rnillioIi long-term derivative asset 
posit ion included in other assets and deferred debits, 
an  587 mill ion short-term derivative liability pos!tion 
inc luded in other current liabilities and a 3 6  m i l l i m  
long-term derivative liability position included in other 
l iabi l i t ies and deferred credits A t  December 31, 
2005, t h e  fa i r  values of the instruments w e r e  a 
$77 million short-term derivative asset position included 
in other current assets, a $45 million long-term derivative 
asset position included in other assets and deferred debits 
and a $49 mil l ion long-term derivative liability position 
included in other liabilities and deferred credits 

On January 8,2007, we entered into derivative contracts 
t o  hedge economically a port ion of our 2007 synthetic 
fuels cash f low exposure t o  the risk of rising oil prices 
over an average annual oil price range of $63 to $77 per 
barrel on  a NYMEX basis The notional quantity of these 
oil price hedge instruments is 25 million barrels and wil l  
provide protection for the equivalent of approximately 
e ight  mil l ion tons of 2007 synthetic fuels production 
The cost  of the hedges w a s  approximately $65 mill ion 
The contracts will be marked-to-market wi th  changes 
in fair value recorded through earnings from synthetic 
fuels production 

P;AY&f E L y g  MEDGES 

Our subsidiaries designate a port ion of commodity 
derivative instruments as cash f low hedges under SFAS 
No. 133. The objective fo r  holding these instruments 
is t o  hedge exposure t o  market  risk associated with 
f luctuations in t h e  price of natural gas and power for  
our  forecasted purchases and sales Realized gains 
and losses are recorded ne t  in operating revenues or 
operating expenses, as appropriate. The ineffect ive 
portion of commodity cash f low hedges was  not material 
t o  our results of operations for 2006,2005 and 2004 

The fa i r  values of commodity cash f l ow  hedges at 
December 31 were as follows 

Fair value 01 assets 

Fair value ot liahilibes 

Fair value, net s2 s3 

d e r i w i v f  liabilities, wh ich  are included in liabilities of 
discontinued operations o n  the Consolidated Balance 
Sheet  a t  December 31, 2005 

At  December 31, 2006, the amount recorded in our 
accumulated other  comprehensive income JAOCI)  
related to commodity cash f low hedges was  not  material 
A t  December 31, 2005, w e  had $69 mill ion of after-tax 
deferred income recorded in AOCl related to commodity 
cash flow hedges 

Our discontinued operations did not  have mater ia l  
outstanding positions in  commodity cash flolw.! hedges 
a t  December 31, 20% Excluded f rom the table above 
are $163 rnillion o i  derivative assets, which are included 
in assets of discontinued operations, j i i d  $54 million of 
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I t  is the responsibility of Progress Energy‘s management lo establish and maintain adequate internal control over 
financial reporting, as such term is defined in Rules 13a-isi f)  and 15(d)-151fi of the Securities Exchange A c t  of 1934, 
as amended Progress Energy‘s internal control over financial r e p o m g  is a process designed io provide reasonable 
assurance regarding the reliabil i ty of f inancial report ing and the preparation of f inancial statements for external 
purposes in accordance with accounting principles generally accepted in the United States of Amer ica Internal 
control o./er financial reporting includes policies and procedures that (11  pertain to the maintenance of records that, 
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of Progress Energy, 
(2) provide reasonable assurance tha t  transactions are recorded as necessary to  permit preparation of f inancial 
statements in accordance with accounting principles generally accepted in the United States of America, (3) provide 
reasonable assurance that receipts and expenditures of Progress Energy are being made only in accordance wi th  

prevention or timely detection of unauthorized acquisition, use or disposition of Progress Energy’s assets that could 
have a material effect on the financial statements 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements 
Also, projections of any evaluation of effectiveness to future periods are subject to  the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 
deteriorate 

Management assessed the effectiveness of Progress Energy’s internal control over financial reporting at  December 31, 
2006 Management based this assessment on criteria for effective internal control over financial reporting described 
in ”Internal Control - Integrated Framework” issued by rhe Committee of Sponsoring Organizations of the Treadway 
Commission Management’s assessment included an evaluation of the design of  Progress Energy‘s internal control 
over financial reporting and testing of the operational effectiveness of its internal control over financial reporting 
Management reviewed the results of its assessment with the Audit Committee of the board of directors 

Based on our assessment, management determined that, at December 31,2006, Progress Energy maintained effective 
internal control over financial reporting 

Management‘s assessment of the effectiveness of Progress Energy‘s internal control over f inancial report ing a t  
December 31,2006, has been audited by Deloitte &Touche LLP, an independent registered public accounting firm, as 
stated in their report 

Robert B McGehee 
Chairman and Chief Executive Officer 

Peter M Scott Ill 
Executivs Vice President and Chief Financial Officer 

February 28,2007 
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We have audited management's assessment, incluoeci i i i  the  accompanying Management's Report of Internal Controls, 
that Progress Energy, Inc , and its subsidiai ies ithe ' Company") maintained effective internal control over financial 
reporting at  Deceniber31,201)6, based on the c i  iterra established i n  Internal Control - Integrated Framework issued by 
the Committee of Sponsoring Organizations o f  the Treadway Commission The Company's management is responsible 
for maintaining effective internal control over financial reporting and for i is assessment of the effectiveness of internal 
control over financial repoiting 0111 responsibility IS  to expi ess an opiiiinn on management's assessment and an opinion 
on the effectiveness of the Company's internal control over financial reporting based on our audit 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United 
States) Those standards require that w e  plan and pei-form the audit to obtain reasonable assurance about whether 
effective internal control over financial reporting w a s  maintained in  all material respects Our audit included obtaining an 
understanding of internal control over financial reporting, evaluating management's assessment, testing and evaluating 
the design and operating effectiveness of internal control, and performing such other procedures as w e  considered 
necessary in the circumstances We believe that our audit provides a reasonable basis for our opinions 

A company's internal control 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 the company's 
board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial 
reporting and the preparation of financial statements for external purposes in accordance w i th  generally accepted 
accounting principles. A company's internal control over financial reporting includes those policies and procedures that 
( I )  pertain to the maintenance of records that, in  reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company, (2) provide reasonable assurance that transactions are recorded as necessary to 
permit preparation of financial statements in  accordance with generally accepted accounting principles, and that receipts 
and expenditures of the company are being made only in accordance with authorizations of management and directors of 
the Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, 
use, or disposition of the company's assets that could have a material effect on the financial statements. 

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

In our opinion, management's assessment that the Company maintained effective internal control over financial reporting 
a t  December 31, 2006, is fairly stated, in all material respects, based on the criteria established in  Internal Control 
- Integrated 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 control over financial reporting at 
December 31,2006, based on the criteria established in Internal Control- Integrated Framework isstied by the Committee 
of Sponsoring Organizations of the Treadway Commission 

We have also audrted, tn accordance with the standards of the Public Company Accounting Oversight Board ( l ini ted 
States), the consolidated financial statements as of and for the year ended December 31, 2006, of the Company and 
our report dated February 28, 2007, expressed a n  unqualified opinion on those consolidated financial statements and 
included an explanatory paragrapq concerning the adoption of new accounring principles 

Raleigh, North Carolina 
February 28,2OG7 
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We have audited the accompanying consolidated balance sheets of Progress Energy, Inc , and its subsidiaries (the 
Company) at  December 31,2006 and 2005, and the related consolidated statements of income, comprehensive income, 
changes in  common stock equity, and cash flows for each of the three years in the period ended December 31, 2006 
These financial sratements are the responsibility of the Company‘s management Our responsibility is t o  express an 
opinion on these financial statements based on our audits 

W e  conducted our audits in  accordance wi th  the standards of the Public Company Accounting Oversight Board (United 
States] Those standards require that w e  plan and perform the audit to obtain reasonable assurance aboutwhether the 
financial statements are free of material misstatement A n  audit includes examining, on a test basis, evidence supporting 
the amoiints and disclosures in the financial statements An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial statement presentation 
We believe that our audits provide a reasonable basis for our opinion 

In  our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of 
the Company at  December 31,2006 and 2005, and the results of i ts operations and its cash flows for each of the three 
years in the period ended December31,2006, in conformity with accounting principles generally accepted in the United 
States of  America 

As discussed in Note 2 to the consolidated financial statements, in 2006 the Company adopted Statement of Financial 
Accounting Standards No 158, and in  2005 the Company adopted Statement of Financial Accounting Standards No 
123R and Financial Accounting Standards Board Interpretation No 47 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the effectiveness of the Company‘s int,ernal cont.rol over financial reporting at December31,2006, based on the 
criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of 
the l readway  Commission, and our report dated February 28,2007, expressed an unqualified opinion on management‘s 
assessment of the effectiveness of the Company’s internal control over financial reporting and an unqualified opinion 
on the effectiveness of  the Company’s internal control over financial reporting 

Raleigh, North Carolina 
February 28,2007 
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Years ended Deceinber 31 2m 1005 70M 

Operating revenues 

Electric $8,722 s7,945 S7,153 

Diversified business 848 1,223 900 
Total operating revenues 9,570 9,168 8,053 

Operating expenses 

Ubiity 

Fuel used in electnc generation 3,0(18 2,359 2,011 

:E I tu n 1 .+-IC 

Purchased power 1,lW 1,048 868 

Depreciabon anti amorbzabon 1,ow 922 878 

Taxes otfierdian on incoine 5wl 360 425 

Otlier (3) (311 113) 

Cost of sales 898 1,355 992 

Depreciabon and ainortizabon 23 41 41 

Impairments of assets 91 - - 
Gain on the sales of assets (4) (30) (8) 
Other 56 62 112 

Total operating expenses 8,261 7,948 6,781 
Operating income 1309 1,220 1,272 

Interest income 61 16 11 

Other, net (18) (7) 4 

Diversified business 

Other income (expense) 

Total other income 43 9 15 - 
Interest cllarges 

Net interest charges 632 587 572 

Allowance for borrowed funds used during construction (7) (13) (6) 
Total interest cliarges. net 625 574 566 

Income tax expense (benefit) 204 (37) 67 
Income from continuing operations belore minority interest 523 692 654 

Income from continuing operations 514 721 673 

Discontinued operations, net of tax 57 (25)  86 

Income from continuing operations before income tax and minority interest m 655 121 

Minority interest in subsidiaries’ (income) loss, net of tax (9) 29 19 

Cumulative effect of change in accounting principle, net of tax - 1 - 

Net income 5571 3597 s759 

Average common shares outstanding - basic 250 247 242 

Easic earnings per common share 
Incoine froin continuing operations 9 0 5  S2.92 s2 78 

Discontinued operations, net of tax 023 ifllfl! 0 35 

Net income 923 S2.82 S3 13 

Dilnted earnings per common share 
lncoine froin conbnuing operaiions 905 52 92 s2 77 
Oisconbnued operatioils. net 01 tax 0.23 (0 10) 035 

Dividends declared per common share s2.43 s2 33 s2 32 
Net income SZ.28 s2 82 S3.12 

.See .‘!ores ii: O~nschk?!ed ,G,~s!?cid Si.?remw:s 
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Ublty plant in service 523,743 s22 940 

Held for future use IO 12 
Construcboii work in progress 1289 813 

l ' f i  I i i f i i iO,  c !  

ASSETS 
litility plant 

liccuinulated depreciaboii 110,CW I 3,602 1 

Utility plant iii service, net 13.6i9 13,338 

Nuclear fuel, net of ainortrzation 267 279 
Total utility plant, net 15245 14,442 

Current assets 
Cash and cash equivalenrs 2E5 605 

Receivables, net 930 997 

Delerretl iricoine taxes 159 37 

71 191 

Inventory 969 823 
Deferred fuel cost 196 602 

Assets ol  tlisconbnued operatroiis 887 2,566 
Prepayineiits and other currentassets 108 156 

Total current assets 3,585 6,007 __ 
Deferred debits and other assets 

Regulatory assets 1,231 854 

Diversifirtl business property, net 31 78 

Intangibles, net - 59 

Nuclear decoininissioning bust funds 1,287 1,133 

Mist ~ l l m e o ~ ~  other property and inveslments 456 476 
Goodwill 3,653 3,655 

Other assets and deferred debits 21 1 358 
6,871 6,613 Total deferred debits and other assets 

Total assets $25,701 S27,062 

- 
-1 

__ 
CAPITALIZATION AND LIABILITIES 
Common stock equity 

Coinrnon stock wittiout par value, 500 inillioii shares authorized, 256 and 252 inillion 
S5,791 S5,571 

Uneariied ESOP shares (2 and 3 inillion shares, respectively) (50) 163) 
Accumulated other comprehensive loss (49) (104) 
Retained earninas 2594 2,634 

Total common stock equity 8,286 8,035 
93 93 

Minority interest 10 36 
Long-term debt, affiliate 271 270 

&-term debt. net 8 H  10,176 
17,224 18,613 

Current portron of long-term debt 324 513 

shares issued and outstanding, respectvely 

Preferred stock of subsidiaries - not subject to mandatory redemption 

Accounts payable 712 60 1 
Interest accrued 171 208 
Dividends declared 1% 152 
Short term debt - 175 
Custoiner deposits 227 200 
babilibes of discoiibnued operations 169 542 

Other current habilibes 7s 5b2 

Noncurrent inroiiie tax liabilities 365 1% 
Accuniulated delerrecl Investment tax credits 15i 163 
Regulatory liabilibes 2,543 2 517 
Asset retireinent obligatrons 12% 1 242 
Accrued peiisioii and odier b%?fits 957 xi5 
Other l iab i l iws arid deterred credits 3.26 4 5  

Total deferred credits and other liabilities 5,659 5 llirl 

liicoine taxes accrued 284 116 

Total current liabilities 2,818 3,049 
Deferred credits and other liabilities 
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Years elided Oxember 31 zoo6 2005 2w 
Operating activities 
Net income S571 9597 5759 
Adjustments to reconctle n e t j n c m e  to net cash pwiirled tiy operztiny actlvities 

(Income) loss froin tliscoiirinuetl operatioris, net of tax 
Gain on sales of operatiiig assets 
Impairment of long-liveti assets and investments 92 - 

Charges for voluntary enhanced retlrernent program - 1 59 

Depreciation aiitl arnol-dzatioii 
Deferred income taxes 

1.119 1,083 1,037 
(74 (379) (1 18) 

Ir-llt (121 113) ( 14) 
Deferred fuel cost (credit) 3% (317) 19) 
0 t h  atijusbnents to net income 85 157 113 
Cash provided (used) by changes fin operabng assets and liabilities 

Receivables 47 ( 154) 16 
Inventory 1171) (1%) IW 
Prepayinelits and odier current assets 
Accounts payable 
Other current liabilities 
Regulatory assets and liabilities 
Orher liabilities and tleterretl credits 
Other assets and deferred debits 49 (41) 64 
Net cash provided by operating activities 1,912 1,175 1 . m  

Investing activities 
Gross utility property additions Itmt3) (1,090) (9%) 
Diversified business properw additions (2) (6) (6) 
Nuclear fuel additions (114) ( 126) il0l) 
Proceeds from sales of discontinued operations and other assets, net of cash divested 1,654 475 372 
Purchases of availa hle-for-sale securities and other investments 12,452) (3,985) (3.134) 
Proceetls from sales of available-for-sale securities and other investments 2631 3,845 3,218 
Other investing activities (23) (37) (3) 

Met cash provided (used) by investing activities 271 1914) (649) 
Financing activities 
Issuance of common stock 
Proceeds froin issuaiice of long-term debt net 
Net (decrease) increase in sliort-term debt 
Retirement of long-term debt 
Dividentls paid on common stock 
Cash clistributions to ininority interests of consolidated subsidiary - 

cllfier financing acbvrbes 11 34 11 
Net cash (used) provided by financing activities (2,~5a) 229 1495) 

Cash provided (used) by discontinued operations 
Uperattny acbvities 
Investing activitles 

86 291 191 
(141) (232) 11%) 

Financing activities - ( 2 )  1246) 

Net (decrease) increase in cash and cash equivalents (340) 550 21 
Cash and cash equivalents at beginning of year 605 55 34 
Cash and cash equivalents at end of year S265 9505 555 
Supplemenial disclosures of cash Row information 
Cash priid during tile year - interest hiet ot amount capitalized! 

incoine taxes iiieiol reftlntlsi 
$692 ,w3 ,93639 
s311 S168 5189 
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Unearned Unearned Accuinulated Other 
Common Stock Dutstandiiiq Restricted rS0P foinprei ie i iwe Retainpd Total Common 

I- c' m s  Shares Amount Shares Shares iLossi lncoine Earnings Stock Equity 
Baiance, Decemher31.2003 246 S5,270 SI171 s 139j Sl50) S2.730 s7.444 
Net incoiiie 759 759 
Odier coinpreliensive loss - - - 11141 - 11141 
Coinprelieiisive incoine 645 

- - - - 

/s.i iaiLe of sltares 1 62 62 
9tock opooiis exercised 18 18 
Percliase of restricted stock (7) (7) 
Resrrictecl stock expense recognitmi 7 7 
Caiicellaboii of restricted shares (4) 4 - - - - 

Dividends (9 32 per share) - (563) (563) 
Balance, December31,2W4 247 5,360 (13) (76) (164 2,526 7,633 
Net income 697 697 
Other coinprelmsive iiicoine 60 60 
Coinprelieiisive iiicoine 151 
Issuance of shares 5 199 - 199 
Presenlaboii reclassificaboii - 

SFAS No 123R atlopbori (13) 13 - - - - 
Stock opbons exercised a 8 

3 
Allocai~oii 01 ESOP shares 12 13 25 

- - - - 
- - - - 

- - - - 

- - - - 

Allocabon of k>UP sliares 14 - I >  - - LI 
- - - 

- - - - 
- - - - 

- - - 

- - - - 
- - - - Puirli,~sn of restricted stock 18) (8) 

F1estrich:tl stock expense recogiiitloii 3 

Stock based coinpensabon expense 10 10 
Dividends (S2 38 per share) (589) (W 
Balance, December31,2W5 252 5571 - (63) (104) 2.634 8,038 
Met income 571 571 
Otlier comprehensive loss (18) - (18) 
Comprehensive income 553 
Adjustment to initially apply SFAS 

No 158, net of lax - 73 73 
Issuawe of shares 4 70 70 
Stock options exercised 115 - 115 

(8) Purchase of restricted stock (8) 
Restricted stock expense recognition 5 5 
Allocation of ESOPshares 13 13 - 26 
Stock-based compensation expense 25 - 25 
Dividends ($2 43 per share) (611) (61 1) 
Balance, December3,2[Nlf, 256 S5,791 s- S(w S W  S2694 S8,m 

- - - - 
- - - 

- - - - 
- - - - 

- - - - 
- - - 

- - - 
- - I - 
- - - 
- - - - 
- - - - 
- - 
- - - 

- - - - 

;(q !,$!)ofls; 
Years etided December 31 206 2cO5 2004 
Net income S571 9397 S759 
Other comprehensive (loss) income 

Reclassilicatioii adiustineiit lor ainouiits included in net iiicoiiie 
Cash floii~ liedges Iiiet oftax benefit (expense) of S28. S!261 and 3 161, respectively! (46) 46 26 
Fnreigii currency translabon adjusbnents inclutled iii discontinued operatioils - (6) - 
Miiiiinuin peiisioii liability atfjusbneiit ilicluded in discontiiiiled operatioils (net of tax expense of SI! 1 - 

Cliaiiges iii net wireaiized !losses! gains on cash f low hedges (net oftax benefit (expense) ofS16, S!26! a i d  SlG, respectively) 37 ( le )  
Eeclassificc?Doii 01 i i i in i i i im pension liability to regulatory assets !net of tax expeiise of S2i 4 
Mii ihui i i  peiisioii lia bility adjustment {net of tax (expense) benefit GI 83il!, SZZ and  S7% respecrivelyi 48 i l9!  il3G1 
Foreign currency Iranslafion arid other (net of tax expense of S, S1 and S,  respecbvelyi 3 1 4 
Cttlwr comprefiensive (loss) income (18) 60 (114) 

Comprehensive income S553 5157 W 5  
Sr 

- 
(23) 
- - 



In this report, Progress Energy [which includes Progress 
Energy, Inc holding company (the Parenti and ,is q u l a t e d  
arid nonregulated subsidiaries on a consolidated ha.xs] is 
attimes referred to as 'we," "us" or "our"  Additionally,we 
may collectively refer to o u r  electric utility subsidiaries, 
Progress Energy Carolinas IPEC) and Progress Energy 
Florida (PEFi, as the "Utilities " 

subsidiaries of Progress Energy and as such their 
financial condition and results of operations and cash 
flows are also consolidated, along with our nonregulated 
subsidiaries, in our consolidated financial statements 
Noncontrolling interests in  subsidiaries along with the 
income or loss attributed to these interests are included 
in minority interest in both the Consolidated Balance 
Sheets and in the Consolidated Statements of Income 
The results of operations for minority interest are 
reported on a net of tax basis if the underlying subsidiary 
is structured as a taxable entity 

lJnconsoiidated investments in companies over wnicn 

jZAT!E?*J g!jD sli;nrtj?;iSsa~-.i 6; 
*p  PCI a ACIXENT!FBG Pb?B..,?c> 
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The Parent is a holding company headquar tered in 
Raleigh, N C As  such, w e  are subject to regulation by 
the Federal Energy Regulatory Commission (FERC) under 
the  regulatory provisions of the Public Utility Holding 
Company Act  of 2005 (PUHCA 2005) Prior to February 8, 
2006,the Parentwas subject to  regulation by the Securities 
and  Exchange Commission (SEC) under  the Public 
IJtility Holding Company A c t  of 1935 (PUHCA 19351, as 
amended 

Our reportable segments are PEC, PEF and Coal and 
Synthetic Fuels Our PEC and PEFsegments are primarily 
engaged in the generation, transmission, distribution and 
sale of electricity Our Coal and Synthetic Fuels segment 
is primarily engaged in the production and sale of coal- 
based solid synthetic fuels as defined under the Internal 
Revenue Code (the Code), the operation of synthetic fuels 
facilities for third parties, and coal terminal services Our 
Corporate and Other segment (Corporate and Other) is 
comprised of the actrvities of the Parent and Progress 
Energy Service Company (PESC) as well  as nonregtilated 
businesses, which do not separately meet the disclosure 
requirements as a business segment 

PEC and PEF are regulated public utilities PEC is subject 
to the regulatory provisions of the North Carolina Utilities 
Commission (NCUC), the Public Service Commission 
of South Carolina (SCPSC), t he  United States Nuclear  
Regulatory Commission (NRC) and the FERC PEF IS 

subiect to the regulatory provisions of the Florida Public 
Service Commission (FPSC), rhe NRC and the FERC 

See Note 19 for further information about otir segments 

Q 2-.-. , P  
~ ,c>,s 7' -r:szj'-:-:zg 

These financial statements have been prepared in 
accordance with accounting piinciples generally 
accepted in the United States of Anierica iGAAPi and 
include rhe acuvities of the Parenr and our niajority- 
owned and controlled subsidiaries The Utilities 21-e 

w e  do not have control, but  have the ability to exercise 
influence over operating and financial policies (generally 
20 percent to 50 percent ownership), are accounted 
for under the equity method of accounting These 
investments are primarily in limited liability corporations 
and limited liability partnerships, and the earnings from 
these investments are recorded on a pre-tax basis (See 
Note 20) Other investments are stated principally at cost 
These equity and cost method investments are included 
in miscellaneous other property and investments in the 
Consolidated Balance Sheets See Note 13 for more 
information about our investments 

Diversified business revenues and expenses represent 
the operating activities of our consolidated nonregulated 
operations, primarily the Coal and Synthetic Fuels 
segment These operations are separate and distinct 
businesses f rom the Utilities 

Significant intercompany balances and transactrons have 
been eliminated in consolidation except as permitted by 
Statement of Financial Account ing Standards (SFAS) 
No  71, "Accounting for the Effects of Certain Types of 
Regulation" (SFAS No 71), w h i c h  provides that profits 
o n  intercompany sales t o  regulated affi l iates are not  
eliminated if the sales price is reasonable and the future 
recovery of t h e  sales pr ice through the  ratemaking 
process is  probable 

These noies accompany and form an integral part of otir 
c o i iso lid a te d f i n a inc i a I stat e me i i  ts 

Certain amounts for 2005 and 2004 have been reclassified 
to conform to the 2006 presentatio:i 

W e  consolidate all voting interest entities in which we 
own  a majority voting interest and al l  variable interest 
entities for \.diiCh we are the primary beneficiary in 
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accordance with Financial Accounting Standards Eoard 
(FASE) Interpretation No 46R, "C rwA iaa t ion  of Variable 
Interest Entities - An Interpretanor, of ARB N o  51 ' 
(FIN 46R) 

I n  addition to the variable i i i teresx I iSiet i  below for PEC 
and PEF, we have interests through other stibsidiaiies in 
several variable interest entit ies for w h i c h  w e  are not  
t he  primary beneficiary These arrangements include 
investments in five l imited l iabil i ty partnerships and 
limited liability corporations A t  December 31, 20C6, the 
aggregate additional inaximum loss exposure that  we 
could be required to record in o u r  income statement as 

!XI million, 544 million and $42 million in 2006, 2005 and 
2004, respectively The generation capacityof the entity's 
power plantis approximately835 megawatts IMW) PEC 
has requested the necessary inforniation to determine if 
the power plant owner is a variable interest entity or to 
identify the primary beneficiary The entity declined to 
provide tis wi th  the necessary financial infoimation and 
PEC has applied the information scope exception ii1 FIN 
46R, paragraph 4(g), to the power plant PEC believes 
that if it is determined to be the primaiy beneficiary of 
the entity, the effect of consolidating the entity would 
result in increases to total assets, long-term debt and 
other liabilities, but would have an insignificant or no 

a resul t  of these arrangements was $7 million, w h i c h  
represents our net remaining investment in the entities 
The creditors of these variable interest entities do no t  
have recourse t o  our genera l  credit  in excess of the 
aggregate maximum loss exposure 

PEC is the primary beneficiary of, and consolidates, t w o  
l imited partnerships that  qual i fy for  federa l  affordable 
housing and historic tax credits under  Section 42 of 
the Code A t  December 31, 2006, the total assets of the 
two entities were $37 million, the majority of which are 
collateral for the entities' obligations a n d  are included 
i n  miscellaneous other properly and investments in the 
Consolidated Balance Sheet 

PEChasaninterest in andconsolidatesa limited partnership 
t h a t  invests in 17 low- income housing partnerships 
tha t  qualify for  federal and state tax credits PEC has 
requested the necessary information to determine if the  
17 partnerships are variable interest entities or to identify 
t he  primary beneficiaries, al l  entit ies f rom w h i c h  the 
necessary financial information was requested declined 
to  provide the information to PEC and, accordingly, PEC 
has applied the information scope exception in FIN 46R, 
paragraph 4(g), to  the 17 partnerships PEC believes that 
i f  it is determined to  be the primary beneficiary of these 
entities, the effect of consolidating the  entities wou ld  
result in increases to total assets, long-term debt and 
other liabilities, but  wou ld  have an insignif icant o r  no  
impact on PEC's common stock equity, net earnings or 
cash flows 

PEC also has an interest in one power plaiir resulting 
from long-term power purchase Lontracts Our only 
significant exposure to variability from these contracts 
restilts from fluctuations in  the market price of fuel used 
by the efitity's plants to produce the power purchased by 
PET, We are able to recoverthese fuel CGSTS under PEC's 
fuel clause Total purchases from this counterparty were 

impact on PEC's common stock equity, net earnings or 
cash flows However, because PEC has not  received 
any financial information from the counterparty, the 
impact cannot be determined at  this time 

PEC also has interests in several other variable interest 
entities for which PEC is not  the primary beneficiary 
These arrangements include investments in 20 limited 
Iia bility partnerships, limited ha bility corporations and 
venture capital funds and t w o  building leases with 
special-purpose entities A t  December 31, 2006, the 
aggregate maximum loss exposure that PEC could be 
required to record on its income statement as a result 
of these arrangements totals $21 million, which primarily 
represents its net  remaining investment in these entities 
The creditors of these variable interest entities do not 
have recaurse to  the general credit of PEC in excess of 
the aggregate maximum loss exposure 

PEF has interests in th ree  variable interest enti t ies 
for  w h i c h  PEF is not  t h e  primary beneficiary These 
arrangements include investments in one venture capital 
fund, one building lease w i t h  a special-purpose entity 
and one operating leasewith a special-purpose entity At 
December 31,2CO6, the aggregate maximum loss exposure 
that PEF could be required to record in its income statement 
as a result of these arrangements was $57 millioii The 
majority of this exposure is related to a prepayment clause 
in the building lease and is not  considered equity at risk 
The creditors of these variable interest entities do not 
have recoi i ise to the general credit of PEF i i i  excess of 
the aggregate maximum loss exposure 

In preparing consolidated f inancial statements tha t  
conform to GAAP, management  must make estimates 
and assumptions that a f fect  the reported amounts of 
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assets and liabilities, disclosure of contingent assets 
and liabilities a t  the date of t he  consolidated f inancial 
statements, and amounts of revenues and expenses 
reflected during the reporting period Actual results could 
differ from those estimates 

We recognize revenue when it is realized or realizable 
and earned when all of the following criteria are met 
persuasive ev idewe  of an arrangement exists, delivery 
has occurred or services have been rendered, our price 

is reasonably assured We recognize electric utility 
revenues as service is rendered t o  customers Operating 
revenues include unbilled electric utility revenues earned 
when service has been delivered but no t  billed by the end 
of the accounting period Diversified business revenues 
are generally recognized at  the time products are 
shipped or as services are rendered Leasing activities 
are accounted for in accordance with SFAS No 13, 
"Accounting for Leases " Revenues related to design and 
construction of wireless infrastructure are recognized 
upon completion of services for each completed phase 
of design and construction Revenues f rom the sale of 
oil and gas production are recognized when title passes, 
ne t  of royalties Customer prepayments are recorded as 
deferred revenue and recognized as revenues as the 
services are provided 

FUEL COST CEFERRALS 

Fuel expense includes fuel costs or recoveries that are 
deferred through fuel clauses established by the Utilities' 
regulators These clauses al low the Utilities to recover 
fuel costs and portions of purchased power costsrhrough 
surcharges on customer rates These deferred fuel costs 
are recognized in revenues and fuel expenses as they 
are billable to customers 

.y- I-, 5 6 ' F  is %<' *q 
_ f I  Li i ? TPI\Lti  

The Utilities collect from ctisromers certain excise 
taxes levied by the state or local government upon the 
custorners.The Utilities account for sales and use tax on a 
net  basis and gross receipts tax, franchise taxes and other 
excisetaxeson a gross basis The amount of gross receipts 
tax, franchise taxes and other excise taxes i i icluded 
in electric operating revenues and taxes other t,han on 
income in the Consolidated Statements of Income w e r e  
8 9 3  million, $258 million and $240 million, respectively, 
for the years ended December 31, 2006, 2005 and 2004 

Prior t o  Ju ly  2005, w e  aLcounted fo l  s tock-based 
c om pens atio n it n d e r th e re c G g n i ti0 n and me as 11 ire me 11 t 
provisions of Accounting Principles Eoard Opinion No 
25, "Account ing for  Stock Issued t o  Employees," and 
related interpretations in accounting for our stock-based 
compensation costs In addition,we followed the disclosuie 
requirements contained in SFAS No 123, "Accounting 
for  Stock-Based Compensation" (SFAS No 7231, as 
amended by SFAC No 148, "Accounting for Stock-Based 
Compensation - Transition and Disclosure " Effective 

-&Jy 1, 7- the fair vali ie u x t q u i m n  
provisions of SFAS No 123R, "Share-Based Payment" 
(SFAS No 123R), for stock-based compensation utilizing 
the  modi f ied prospect ive t rans i t ion me thod  ( S e e  
Note 1OB) 

WTEZ p'"g-y ra..,;ic.;li''T$qQr_. ,____ i i i i . i . . ; i l c s L l i  < L C b = d  

Our subsidiaries provide and receive services, a t  cost, to 
and from the Parent and its subsidiaries, in accordance 
with agreements approved by the SEC pursuant to Section 
13(b) of PUHCA 1935 The costs of the services are billed 
on a direct-charge basis, whenever possible, and on 
allocation factors for general costs that cannot be directly 
attributed In the subsidiaries' financial statements, billings 
from affiliates are capitalized or expensed depending on 
the nature of the services rendered. The repeal of PUHCA 
1935 and subsequent regulation by the FERC did not 
change our current intercompany services 

$ ! -=>  D: ii y' 
1 k,.- + i 

Util ity plant in service is stated at historical cost  less 
accumulated depreciation We capitalize all construction- 
related direct labor and material costs of units of property 
as well as indirect construction costs Certain casts that 
wou ld  otherwise no t  be capitalized under GAAP are 
capitalized in accordance with regulatory treatment. 
The cost of renewals and betterments is also capitalized 
Maintenance and repairs of property (including planned 
major maintenance activities), and replacements and 
renewals of i tems determined t o  be less than  units of 
property, are charged to  maintenance expense as incurred, 
with the exception of nuclear outages at PEF Pursuant to 
a regulatory order, PEF accrues for nuclear outage costs 
in advance of scheduled outages, which occur every two 
years The cost of units of property replaced or retired, less 
salvage, is charged t o  xcumu la ted  depreciation Eemoval 
or disposal costs that do not  represent asset retirement 
obligations wider SFAS No 143, "Accounting for P.ssei 
Ketiremerx Obligations" (SFAS N o  1431, are charged t o  a 
regulatory liability 
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Allowance for funds used during construction (AFUDC) 
represents the estimated costs of capital funds 
necessary to finance the construction of n e w  regulated 
assets As prescribed in tl ie regulatory uniform system 
of accounts, AFlJDC is charged to the cost of the plant 
The equity funds portion of AFUDC is credited to  other 
income and the borrowed funds portion is credited to 
i ii t e  r e st c t i  a rg e s 

The Nor th  Carolina Clean Smokestacks A c t  (Clean 
Smokestacks Act )  w a s  enacted in 2002 The Clean 
Smokestacks A c t  freezes North Carolina electric utility 
base rates for  a f ive-year period ending in December 
2007, unless rhere are extraordinary events beyond the 
control of the utilities or unless the uriltties persistently 
earn a return substantially in excess of the rate of return 
established and found reasonable by the  NCUC in the 
respective utility's last general rate case During the rate 
freeze period, the legislation provides for the amortization 
and recovery of 70 percent  of the original estimated 
compliance costs while providing significant flexibility in  
the amount of annual amortization recorded from none tip 

We account for asset retirement obligations (ARO), wh ich  
P n t  

of certain tangible long-lived assets, in accordance w i th  
SFAS No. 143. The present values of ret irement costs  
f o r  wh ich  w e  have a legal  obligation are recorded as 
liabilities with an equivalent amount added to the asset 
cost  and depreciated over  a n  appropriate period. The 
liability is then accreted over time by applying an interest 
method of allocat.ion to the liability. I n  addition, effective 
December 31,2005, w e  also adopted FASB Interpretation 
No. 47, "Accounting fo r  Conditional Asset Retirement 
Obligations" (FIN 47), which clarified certain requirements 
of SFAS No 143. 

The adoption of SFAS No  143 and FIN 47 had no impact 
on the income of the Utilities as the effects were  offset 
by the establishment of regulatory assets and regulatory 
liabilities pursuant to SFAS No 7 1  (See Note 7A) and in 
accordance with orders issued by the NCUC, the SCPSC 
and the FPSC 

DEQRE*;i&T$QN &ND &$jjcRT@&-f;TIg;$ - gT;n_lT';' PtANT 

For f inancial repor t ing purposes, substantial ly a l l  
depreciat ion of uti l i ty p lant  other than  nuc lear  f u e l  i s  
computed on  the  straight- l ine method based o n  the  
estimated remaining useful life of the property, adjusted 
for  estimated salvage (See Note 5A) Pursuant to  their 
rate-setting authority, the NCUC, SCPSC and FPSC can 
also grant approval to accelerate or reduce depreciation 
and amortization of utility assets (See Note 5) 

Amortization of nuclear fuel costs is computed primarily 
on the units-of-production method I i i  t l ie l l t i l i t ies' retail 
jurisdictions, provisions fo r  nuclear decommissioning 
costs are approved by the NCIJC, the SCPSC and the FPSC 
and are based on site-specific esrimates that include the 
costs for removal of all radioactive and other structures 
at  the site In [he wholesale juriscictions, the provisions 
f o r  nuclear decommissioning costs are approved by 
the F E R C  

to $174 million per year 

v%'q  P?dD <';iiSL$ c$>$ii$j$tEEF$'fS d S C . 3 1 .  . * I  "_ . r i  L d ? 4  

We consider cash and cash equivalents to include 
unrestricted cash on hand, cash in banks and temporary 
investments purchased with a maturity of three months 
or less 

{ f@j E NT g 

We accountfor inventory, including emission allowances, 
using the average cost method Inventories are valued at  
the lower of average cost or market 

R E G U L A T O R Y  WSSEPS &E9 LBABikiTiES 

The Utilities' operations are subjectto SFAS No 71, which 
al lows a regulated company to record costs that have 
been o r  are expected t o  b e  al lowed in the  ratemaking 
process in a period dif ferentfrom the period in which the 
costs would be charged to  expense by a nonregulated 
enterprise Accordingly, the Utilities record assets and 
liabil i t ies tha t  resul t  f rom the regulated ratemalting 
process that  w o u l d  not  b e  recorded under  GAAP for  
nonregulated entities. These regulatory assets and 
liabilities represent. expenses deferred for future recovery 
from customers or obligations to be refunded to  ciistomers 
and are primarily classified in  the Consolidated Balance 
Sheets as regulatory assets and regulatory liabilities 
(See Note 7A) The regulatory assets and liabilities are 
amortized consistent with the treatment of the related 
cost in the ratemaking process 

;-i<;.F?.,-:r..-- - : ; c - r = : - r . f -  zr;.,-:-7:-.,l 
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Diversified business property is stated at cos t  less 
accumulated depreciation If an impairment is recognized 
on an asset, the fair valiie becomes its new cost basis 
The costs of renewals and bettermena ai'e capitalized 
The costs of repairs and maintenance are charged t o  
expense as incurred For properties other than oil and 
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gas properties, depreciation is computed on a straight- the reacquisition of debt obligations by the Cltilities 
line basis using the eshmated useful lives disclosed in are amorrized over the applicable lives using the 
Note 58 Clepletron of mineral rights is provided on the straight-line method consistent with ratemaking 
units-of-production method based upon the estimates of 
recoverable amounts of clean mineral 

treatment ( S e e  Note 7A) 

:=:.-..-.z.+- iiiP. ""+ ::&%!;.- r i i Z i i  
j <3 .-. ~~ :i: , .U.>T. L;. 

We use the full-cost method to account for our oil and 

acquisit ion and exploration activities. The amortization 
base also includes the estimated future cost to develop 
proved reserves Exceptfor costs of unproved properties 
and major development projects i n  progress, all costs 
are amortized using the  units-of-production method 
o n  a country-by-country basis over  the  l ife of ou r  
proved reserves Accordingly, all property acquisition, 
exploration, and development costs of proved oil and gas 
properties, including the costs of abandoned properties, 
dry holes, geophysical costs and annual lease rentals, 
are capitalized as incurred, including internal costs 
dtrectly attributable to such activities. Related interest 
expense incurred during property development activities 
is capitalized as a cost of such activity Net  capitalized 
costs of unproved property are reclassified as proved 
property and wel l  costs w h e n  related proved reserves 
are found. Costs to operate and maintain wells and field 
equipment are expensed as incurred In accordance with 
Rule 4- IO of Regulation S-X, sales or other dispositions of 
oil and gas properties are accounted for as adjustments 
to capitalized costs, with no gain or loss recorded unless 
certain significance tests are met During 2006, we sold 
our natural gas drilling and production business, and w e  
met the significance tests necessary to  recognize a gain 
on the transaction (See Note 3 8 )  

p ~ < ? T c ; ' ~ ~ : :  i >$.i:Ft i$.:'"$.it;;R; g p!;;'F' _- . - II: : s : - _ _ -  . r : L I $ ; + 5 j iL p.! i s  ~ I I : &<? 1 ii ~ 

Goodwill is subject to a t  least an annual assessment for 
in-ipairment by applying a two-step, fair value-based test 
This assessment could result in periodic impairment 
charges Intangible assets are being amortized based on 
the economic benefit of their reswc t i ve  lives 

Long-term d e b t  premiums, discounts and issuance 
expenses are amortized over the terms of the debt 
issues Any expenses or call premiums associated with 

Credits for the production and sale of synthetic fuels are 
deferred credits to the extent they cannot be or have 
not  been utilized in the annual consolidated federal 
income tax returns, and are included in income tax 
expense (benefit) in  the Consolidated Statements of 
Income Interest expense on tax deficiencies is included 
in net interest charges and tax penaloes are included 
in other, net on the Consolidated Statements of Income 

E E R i visi?. IV E s 
We account for derivative instrument,s in accordance with 
SFAS No. 133, "Accounting for Derivative Instruments and 
Hedging Activities" (SFAS No  1331, as amended by SFAS 
No. 138, "Accounting far Certain Derivative Instruments 
and Certain Hedging Activit ies- An Amendment of FASB 
Statement No 133," and SFAS No. 149, "Amendment of 
Statement 133 on  Derivative Instruments and Hedging 
Activities." SFAS No. 133, as amended, establishes 
accounting and report ing standards f o r  derivative 
instruments, including cer ta in  derivative instruments 
embedded in other contracts, and for hedging activities. 
SFAS No. 133 requires tha t  an  entity recognize al l  
derivatives as assets or liabilities in the balance sheet 
and measure those instruments at  fair value, unless the 
derivatives meet  the  SFAS No. 133 criteria for normal  
purchases or normal sales and are designated as 
such. We generally designate derivative instruments as 
normal purchases or  normal sales whenever the SFAS 
No 133 criteria are met If normal purchase or normal 
sale criteria are not met, w e  wil l  generally designate the 
derivative instruments as cash f low or fair value hedges 
if the related SFAS No 133 hedge criteria are met Certain 
economic derivative instruments receive regulatory 
accounting treatment, under which unrealtzed gains and 
losses are recorded as regulatory liabilit.ies and assets, 
respectively, until the contracts are settled See Note 17 
for additional information regarding risk management 
a c ti?/ i ti e s and d e r iv a tive tr a n s a c ti on s 
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We accrue for loss contingencies, i i icludii ig uncertain 
tax benefits, in  accordance with SFAS No 5, "Accounting 
fo r  Contingencies" (SFAS No 5) Under SFAS No 5, 
contingent losses such as unfavorable results of litigation 
are recorded w h e n  it is probable that  a lass has been 
incurred and the amount of the loss can be reasonably 
estimated. Tax reserves are recorded for uncertain tax 
benefits w h e n  it is probable that t he  tax position will 
be disallowed and the amount of the disallowance can 

GAAP, w e  do not  accrue legal fees when a contingent loss 
is initially recorded, but rather when the legal services are 
actually provided. 

--d by 

As discussed in No te  21, we accrue environmental 
remediation liabilities when  the criteria for SFAS No. 5 
have been met. Enviranmental expenditures that relate to 
an existing condition caused by past operations and that 
have no future economic benefits are expensed. Accruals 
fo r  estimated losses f rom environmental remediat ion 
obligations general ly are recognized no  later t han  
completion of the remedial feasibility study Such accruals 
are adjusted as addit ional information develops o r  
circumstances change. Certain environmental expenses 
receive regulatory accounting treatment, under w h i c h  
the expenses are recorded as regulatory assets. Costs 
of future expenditures fo r  environmental remediation 
obligations are n o t  discounted to their present value. 
Recoveries of environmental remediat ion costs f rom 
other parties are recognized when their receiptis deemed 
probable Environmental expenditures that have future 
economic benefits are capitalized in accordance wi th  our 
ass e t  c a pita liza ti on policy 

1 5 " x -  j ,i,g s n r c  i$ y$lE NT DF pg = j  i, ;:j E g ss g N g 
ry&Fgq'p E,$ ' q 
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As discussed in Note 9, w e  account for  impairment of 
long-lived assets in accordance with SFAS No. 144, 
"Accounting for the lnipairnient or Disposal of Long-Lived 
Assets" (SFAS N o  144) We rev iew the recoverabil ity 
of long-lived tangible and intangible assets whenever 
indicators exist. Examples of these indicators include 
current period losses, combined with a history of losses 
or a project ion of continuing losses, or a significant 
decrease in  the market price of a long-lived asset group 
If an indicator exists f o r  assets to be held and used, Then 
the asset group is tes!ed for recoverability by comparing 
the carrying value to the sum of undiscounted Expected 
future cash flows directly attributable to the asset group If 

the asset group is not recoverable through undiscounted 
cash flows or the asset group is t o  be disposed of, then an 
impairment loss is recognized for the difference between 
the carrying value and the fair value of the asset group 

We review our investments to evaluate whether or not a 
decline in fair value below the cariyii ig value is an other- 
than-temporary decline We consider various factors, such 
as the investee's cash position, earnings and revenue 
autlook, liquidity and management's ability to raise capital 
in determining whetherthe decline is other-than-temporary 
If w e  determine that an other-than-temporary decline in  
1 rair value 
with a new cost basis established 

Under the full-cost method of accounting for oil and gas 
properties, total capitalized costs are limited to a ceiling 
based on the presentvalue of discounted (a t  10%) future 
net  revenues using current prices, plus the lower of cost  
or fair market value of unproved properties The ceiling 
test takes into consideration the prices of qualifying cash 
flow hedges as of the balance sheet date If  the ceiling 
(discounted revenues) is no t  equal t o  or greater t han  
to ta l  capitalized costs, w e  are required t o  wr i te-down 
capitalized costs to this level We performed this ceil ing 
tes t  calculat ion every quarter pr ior  t o  the sale of our 
natural gas dril l ing and production business (See Note 
3B) No write-downs were required in 2006,2005 or 2004 

s u B s f 0 i& Ry ST 0 e# 'B SAM sw Cf'i 0 @ S 

Gains and losses realized as a result af common stock 
sales by our subsidiaries are recorded in the Consolidated 
Statements of Income, except  for any transactions 
tha t  mus t  b e  credited directly t o  equity in accordance 
with the provisions of Staff Account ing Bulletin No. 51, 
"Accounting for Sales of Stock by a Subsidiary" 

FASB S,ata!Eem No. 87,98, ?&, and 132fRf" 

In September 2006, the FASB issued SFAS No 158, 
"Employers' Account ing for Defined Benefi t  Pension 
and Other Postret irement Plans, a n  amendment o f  
FASB Sratements No 87, 88, 106, and 132iR)" (SFAS No 
158) SFAS No 158 requires an entity to r e c o g w e  in its 
statement of financial coiidit ion the funded status of its 
pension and other postretirement benefit plans, measured 
as the difference between the fair value of the plan assets 
and the benefit obligation as of the end of the employer's 
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f iscal ye i r i  (wi th  limited exceptions) SFAS No 158 also 
requires an entity t o  recognize changes in the funded 
statlis of a pension or other postretirement benefit plan 
w i th  i n a c c u rn ti I ate d o th e r c om p r e he i is i ve in c om e ( A 0  C I), 
ner of tax, t o  the exter t  such changes are not  recognized 
in earnings as components of net  periodic cost SFAS 
No 158 does not  permit retrospective application of 
its provisions The recogii it ioii and disclosure provisions 
o f  SFAS No 158 w e r e  implemented by  us as of 
December 31, 2006 The implementation of SFAS No 158 
had no impact on reported n e t  income 

The following is a summary of the incremental effect of 
applying the provisions of SFAS No. 158 on individual 
line items of the Consolidated Balance Sheet a t  
December 31,2006 

Before After 
Application Application 

of SFAS of SFAS 
i,n rni//ms) No. 158 Adjustments No. 1% 
Regulatory assets S892 s339 s1,231 

Iiiiaiigibles, net 39 139) - 
Total assets 25.401 300 25,701 
Liabilities of discontinued 

operations 185 4 189 
Income taxes accrued 287 (3) 284 

Other current liabilities 746 9 755 
Noncurrent income tax 

liabilities 255 51 306 
Accrued pension and 

other benefits 791 166 957 
Accumulated other 

comprehensive loss (122) 73 (49) 
Total capitalizatioii and 

lia bilities 25,401 300 25,701 -. , 
2- -?, ~ @* * 

'Amounts for the Utilities that would otherwise be  
recorded in AOCI pursuant to  SFAS No 158 are recorded 
as regulatory assets consistent with the recovery of the 
related costs through the ratemaking process 

FASE !nTespremion No. 4 , "Accoalrlterlg for 
gn,z-nait7ti,t ; n  lpccme Taxes" 
In Ju ly  2006, the FASB issued FASB Interpretation No 
48, "Accounting for Uncertainty in Income Taxes" (FIN 
48) Enterprises must adopt FIN 48 through a cumulative 
effect adiustment to retained earnings at  the beginning of 
:heir fit st f iscal year that begins after December 15,2006, 
wh ich  for us was January 1, 2007 FIN 48 applies to all tax 
positions within the scope of SFAS No 109, "Accounting 
for lncorre Taxes, aiid includes tax positions taken and 
taY positions expected to be taken Atwo-step piocess is 
required 'or the application of FIN 48 recognition of t h e  
tax benefit oaseo on a "more likely than not" threshold 

and measurement of the largest amount of tax benefi t  
that is greater t han  50 percent  l ikely of being realized 
upon ultimate settlement with the taxing authority FIN 
48 also provides guidance on the related derecognition, 
classification, interest and penalties, account ing for 
interim periods, disclosure and transition of uncertain 
tax positions We are still in the process of assessing the 
impact of FIN 48 on our various income tax positions The 
cumulative effect adjustment to retained earnings upon 
adoption of FIN 48 could have a material impact on our 
fin a n c i a I state me nts 

In September 2006, the  FASB issued SFAS No 157, 
"Fair Value Measurements" (SFAS No 157) SFAS No 
157 redefines fair value as "the pr ice tha t  wou ld  be 
received to sel l  an  asset o r  paid t o  transfer a l iabil i ty 
in an orderly transaction between market  part icipants 
at  the measurement date 'I SFAS No 157 establishes a 
fair value hierarchy that categorizes and prioritizes the 
inputs that should be used to estimate fair value We wil l  
implementSFAS No 157 as of January 1,2008, applying the 
provisions retrospectively for derivative accounting and 
prospectively for all other valuations We are currently 
evaluating the impact adoption may have on our financial 
condition, results of operations and cash f lows 

Q . I  08, " C o 81 si de r i n g 
sstatements when 

tatements in Current Year 
Financial Statements" 
In September 2006, the  SET, issued Staff Account ing 
Bulletin No 108, "Considering the Effects of Prior Year 
M issta te  me nts w h e n  Quantifying M iss ta te  m ents in 
Current Year Financial Statements" (SAB 108) In  practice, 
some companies currently use the "rollover" method, 
wh ich  focuses on  the impact of a misstatement on the 
income statement Other companiEs u w  the "iron curtain" 
method, which focuses on the impact of a misstatement 
on the balance sheet SAB 108 requires companies t o  
use a "dual approach" in  quantifying financial statement 
misstatements If an error is determined to be material 
under either approach, the financial statements must be 
adjusted SAB 108 also provides transition guidance for 
correcting errors eXiStIng in prior years 

The S E C  permits nu0 mefhods for the initial application of 
SAB 108 A company can elect to restate prior f inancial 
statements as if the "dual approach" had  a lways 
been used, o r  it can  record a cumulative effect, with 
any correcting adjustments recorded t o  the  carrying 
values of assets and liabil i t ies as of the beginning of 
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the rrnplernentation year wi th  the offsett!ng adpstment  
recorded io  the opening naiance of retained earnings 
Companies using the ”cuitlulative effec:” transit ion 
niethorl must disclose the nature and amount of each 
individual error, including when arid haw each error being 
corrected arose They must also disclose the fact  that 
the errors had  previously been considered immaterial 
Companies do not  have to restate prior period financial 
statements a t  initial application so  long as management 
properly applied its previous approach 

the years ended December 31, 2006, 2005 and 2004 was 
S14 million, $14 mill ion and $15 million, respectively 
Results of discontinued operations for the years ended 
December 31 were as follows 

‘n rnI!!/OliS) 2UE 2005 2c04 

Rewenties S75Q 3527 SI68 
Loss before income taxes S(w 993i S(39) 

lncoine tax beiiefit 3i 39 16 

Net loss horn discontinued operations (57) (54) (23) 

SAB 108 is effective for us a t  December 31, 2006 The ‘ s h ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ , , c l ~ ~ l ~ o  
implementation of SAB 108 did not have a material effect income tax henefitofS123 (26) - - 

Loss from discontinued operabons s(283) s( 54) W 3 )  on our financial position or results of operations, and 
w e  did not record an adjustment to beginning retained 
earnings as permitted by SAB 108 

3. ~1~~~~~~~~~~ 
A. CCO - Georgia Operations 

On December 13, 2006, our board of directors approved 
a p lan t o  pursue the disposition of substantially al l  of 
Progress Ventures, Inc ‘s (PVI) Competitive Commercial 
Operations { C C O )  physical and conimerc ia l  assets, 
w h i c h  inc lude approximately 1,900 MW of p o w e r  
generation facilit,ies in Georgia, as we l l  as forward gas 
and power  contracts, gas transportation, storage and  
structured p o w e r  and other contracts, including t h e  
f u l l  requirements contracts  w i th  16 Georgia Electric 
Membership Cooperatives (the Georgia Contracts) The 
operations of CCO were previously included in the former 
Progress Ventures segment. We expect, to complete the 
disposition plan i n  2007 As a result of the disposition plan, 
w e  recorded an after-tax estimated loss of $226 mill ion 
in December 2006. In 2007, w e  anticipate record ing 
a d d i t i  o n al mate r i  a I charge s i ii disc on t i n u e d a p era ti o i is 
related to the disposition plan. These additional charges 
relate primarily to costs to he incurred to exit the Georgia 
Contracts under SFAS No 146, “Account ing for  Costs 
Associated with Exit or Disposal Activities ’I These costs 
could exceed $200 million after-tax 

The accompanying consolidated f inancial Statements 
have been restated for all periods presented to ref lectthe 
operations of C C O  as discontinued operations Interest 
expense has been allocated to drscontiniied operations 
based o n  their respective net assets, assuming a uniform 
d e bt  -to - eq u it y ra t  io  a c ro  ss o u r o p e ra t  ions I i~ t e rest  
expense allocated ir?r the \’ears ended Decernber31,2CiQF;, 
2475 and 2004 was 8 6  million, $39 million and $40 million, 
respectively WJe ceased recording depreciat ion upon 
classification of the assets as d m x n t i n u e d  rperations 
in December 2X6 After-tax depreziation expense during 

atura! Gas Drilling an 
On October  2, 2006, w e  sold o u r  natura l  gas dri l l ing 
and  p roduc t i on  business (Gas) to EXCO Resources, 
Inc. f o r  approximately $1.1 b i l l ion in ne t  proceeds 
Gas inc luded Winches te r  Product ion Company, Lt.d. 
(Winchester  Production), Westchester  Gas Company, 
Texas Gas Gathering and Talco Midstream Assets Ltd.; 
al l  w e r e  subsidiaries of Progress Fuels Corporation 
(Progress Fuels) Proceeds from the sale have been used 
primarily to reduce holding company debt and for other 
corporate purposes. 

Based on the net  proceeds associated wi th  the sale, we 
recorded an after-tax net gain on disposal of $300 million 
during the year ended December 31,2006 

In December 2004, w e  sold certain gas-producing 
propert ies and related assets owned  b y  Winchester  
Production, w h i c h  were  previously inc luded in the  
former Progress Ventures segment. N e t  proceeds of 
approximately $251 million w e r e  used t o  reduce debt. 
Because t h e  sale significantly altered the ongoing 
relationship be tween  capitalized costs and remaining 
proved reserves, tinderthe full-cost method of accounting, 
the pre-tax gain of $56million was  recognized in  earnings 
rather than as a reduction of the basis of our remaining 
oil and gas properties. Upon the sale of Gas, the gain was 
reclassed from continuing operations to  earnings from 
d i sc o n  tin u ed operations 

The accompanying consolidated f inancial statements 
have been restated for all periods presented to ref lect 
all the operations of Gas as discontinued operations 
Interest expense has been allocated to  discontinued 
operations based on their respect ive ne t  assets, 
assuming a uniform debt-to-equity rat io across our  
operations Interest expense allocated for the years ended 
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December 31, 2006, 2005 and  2004 w a s  $13 million, ceased record ing depreciat ion upon  classif icat ion 
$13 mill ion and $14 million, respectively. We ceased of the assets as discontinued operations in M a y  2006 
recording depreciation upon classification of the assets After-tax depreciation expense during the years ended 
as d iscont inued operat ions in  Ju ly  2006 Af ter -  December 31, 2006, 2005 and 2004 w a s  $3 mill ion, 
tax depreciat ion expense dur ing the years ended $8 mill ion and $8 million, respectively Results of 
December 31, 2006, 2005 and 2004 w a s  $16 million, discontinued operations for the years ended December 31 
$26 mill ion and  $27 mill ion, respectively. Results o f  were as follows 
discontinued operations for the years ended December 
31 were  as follows iin m/Iliond 20% 2035 2004 

Revenues 564 9s7 s12 
2o06 2005 *Oo4 Earnincis before income taxes 515 S5 S13 im r n i h m s )  

Revenues Sf59 Si62 income tax expense (5 )  121 ( 5 )  
Earnings before irtcoine taxes $135 S73 SI27 Net earnings frorn discontinued operatlorls 10 3 a 
liicoine tax expense (53) I251 (51) 

Net earnings from discontinued operations 82 49 76 

Gain on disposal of discontinued operations, 

Eariiincis from discontinued ooerations S382 S48 S76 
including income tax expense ofS188 300 - - 

C. CCO - BeS~to  and Rowan Generation 
Fa ci I iti es 
On May  2, 2006, our board of directors approved a plan 
t o  divest of two subsidiaries of PVI, DeSoto County 
Generating Co, LLC (DeSoto) and Rowan County Power, 
LLC (Rowan) DeSoto owns a320 MW dual-fuel combustion 
turbine electric generation facil i ty in  DeSoto County, Fla , 
and Rowan owns a 925 MW dual-fuel combined cycle and 
combustion turbine electric generation facility in Rowan 
County, N C On May  8, 2006, w e  entered into definitive 
agreements to sell DeSoto and Rowan, including certain 
exist ing p o w e r  supply contracts, t o  Southern Power  
Company, a subsidiary of Southern Company, for gross 
purchase pr ices of approximately $80 mil l ion and  
$325 million, respectively W e  used the proceeds from the 
sales to  ieduce debt and for  other corporate purposes 

The sale of DeSoto closed in the second quarter of 2006 
and the sale of Rowan closed during the third quarter 
of 2006 Based on the gross proceeds associated w i th  
the sales, we recorded an after-tax loss on disposal of 
$67 inil l ion during the year ended December 31, 2006. 

The accompanying consolidated financial statements 
have been restated for all periods presented to ref lect 
t h e  operations of DeSotn and Rowan as discontinued 
operations Interest expense has been al located t o  
discontinued operations based on their respective net  
assets, assuniirrg a uniform debt-to-equity ratio across 
o u r  operations lnteresr expense allocated fo r  the 
years ended December 31, 2006, 2005 and 2005 w a s  
$6 million, $13 million and $13 mrllron, iespectively \Ve 

Loss on disposal of discontinued operatlons, 

(Loss) earnincis from dlscontlnued ooerations %i7) s8 
including income tax benefit of S37 (67) - - 

. Progress TeBe3corn, LLC 
On March  20, 2006, we completed the sale of Progress 
Telecom, LLC (PT LLC) to Level 3 Communications, Inc 
(Level 3) W e  received gross proceeds comprised of 
cash of $69 million and approximately 20 mill ion shares of 
Level 3 common stock valued at an estimated $66 million 
on the date of the sale Our net proceeds from the sale of 
approximately $70 million, after consideration of minority 
interest, were used i o  reduce debt Prior to the sale, we 
had a 51 percent interest in PT LLC See Note 20 for a 
discussion of the subsequent sale of the Level 3 stock 

Based on the net  proceeds associated with the sale and 
after considei-ation of minority interest, w e  recorded an 
after-tax net gain on disposal of $28 million during the 
year ended December 31,2006 

The accompanying consolidated f inanc ia l  statements 
have been restated for al l  periods presented to ref lect 
the operations of PT LLG as discontinued operations. 
Interest expense has been al located t o  discontinued 
operations based on  the i r  respect ive net  assets, 
assuming a uni form debt-to-equity rat io across ou r  
operations Interest expense allocated was $1 million for 
each of the years ended December 31, 2005 and 2004 
We ceased recording depreciation upon classification 
of the assets as discontinued operations in January 
2006. After-tax depreciat ion expense during the years 
ended December 31, 2006, 2005 and 2004 w a s  
$1 million, $8 mi l l ion and $6 mill ion, respect ive ly  
Results of discontinued operations for the years ended 
Gecember 3i were as iollows. 
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Revenues SI8 S76 339 

,/r r--i!!/grs 20E 2005 2034 

Revenues S20 S32 S25 

Eariiiiigs before iiicoiiie taxer S l l  se s3 

lncoine tax expense (4) I?) (1) 

Cariiings !loss) before income taxes and 
minority interest s7 S11 3 9 )  

income tax (expense) henefit (4) 131 2 

rvliiiority interest (5) 141 - 
i h t  (loss) earnings froin tiisconbnued 

operanons (2) 4 17) 
hi on disposal of tfisconbnued operabons, 

including income tax expense of S3 and 
- - F. &oal ~~~~~~~~ Businesses 

On November 14, 2005, our board of directors approved 
a plan to  divest ot tive subsidiaries ot Progress Fuels 

itiiriority interest of S35 28 
Earnings (loss) from thsconbnued operations sL6 S4 s(7) 

..,-A In connection wi in tne sale, rtt, a m  Kmt-mtieti 
indemnification against costs associated with certain 
asset performances t o  Level 3 See general discussion of 
guarantees a t  Note 22C The ultimate resolution of these 
matters could result in adjustments to the gain on sale in 
future periods 

ix ie  Fuels and Other Fuels 
On March 1, 2006, w e  sold our 65 percent interest in 
Dixie Fuels Limited (Dixie Fuels) to Kirby Corporation for 
$16 million in cash. Dixie Fuels operates a fleet of four 
ocean-going dry-bulk barge and tugboat units operating 
under long-term contracts with PEE Uixie Fuels primarily 
transports coal from the lower Mississippi River to  
Progress Energy's Crystal River facility. We recorded an 
after-tax gain of $2 million on the sale of Dixie Fuels. The 
other fuels business is Progress Materials, Inc. and is 
expected t o  be sold in 2007 

The accompanying consolidated financial statements 
have been restated for all periods presented to reflect 
Dixie Fuels and the other fuels business as discontinued 
operations. Interest expense has been allocated to  
discontinued operations based on their respective 
net assets, assuming a uniform debt-to-equity ratio 
across our operations Interest expense allocated was 
$1 million for each of the years ended December 31, 
2006,2005 and 2004 W e  ceased recording depreciation 
upon classification of the assets as discontinued 
operations. After-tax depreciation expense during the 
years ended December 31, 2006, 2005 and 2004 was  
$1 million, $2 million and $3 million, respectively 
Results of discontinued operations for the years ended 
December31 were as follows 

Net earnings from discontinued operations 7 5 2 
Gain on disposal of discontinued operations, 

inclutiing income tax expense of S1 2 - - 
Earninss froin tliscontinued ooerations s9 s5 s2 

engaged in the coal mining business On May 1, 2006, 
we sold certain net assets of three of our coal mining 
businesses to Alpha Natural Resources, LLC for gross 
proceeds of $23 million plus a $4 million working 
capital adjustment As a result, during the year ended 
December 31, 2006, w e  recorded an after-tax loss of 
$10 million on the sale of these assets The remaining coa l  
mining operations are expected to  be sold in 2007 

The accompanying consolidated financial statements 
have been restated for all periods presented to reflect 
the coal mining operations as discontinued operations 
Interest expense has been allocated to discontinued 
operations based on  the net assets of the coal mines, 
assuming a uniform debt-to-equity ratio across our 
operations. Interest expense allocated for the years ended 
December 31, 2006, 2005 and 2004 was $1 million, 
$3 million and $3 million, respectively We ceased 
recording depreciation expense upon classification of 
the coal mining operations as discontinued operations 
in November 2005. After-tax depreciation expense 
during the years ended December 31, 2005 and 2004 
was $10 million and $9 million, respectively. Results 
of discontinued operations for the years ended 
December 31 were as fol lows 

Revenues s&l S184 Si60 

Loss before income taxes 

liicome tax benefit 

S(11) S!l6) 317) 
7 5 12 

Net IGSS from cfiscontiiiued operations (4) !11! 15) 

includiiig iiicoine lax benefit of S i6  (10) - - 
ILoss on disposal of discontinued operations. 

Loss from t l isconimed operabons S(14) Slll) 351 
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before transaction costs and taxes of approximately h 2- 

2 - -C[,!ECS E z j f  

O n  March  24, 2005, w e  completed t k  sale of Progress 
Rail Services Corporation (Progress Rail\ to One Equity 
Partners LLC, a pi ivate eqtiityfirm unit of J P Morgan Chase 
& Co Cash proceeds from the sale were approximately 
$429 million, consisting of $405 million base proceeds plus 

" 
Sl3mill ion In 2002, w e  had recognized pre-tax impairment 
of $59 million to write-down the assets to our estimated 
fair value less costs io sell In July 2004, w e  sold the 
remaining assets, which had been classified as held for 
sale, to a third party for net  proceeds of $6 million 

a working capital adjustment Proceedsfrom the sale were 
[ x e d  to reduce debt 

w ,  idet ot ~ j ~ ~ ~ ~ ~ i ~ ~ ~ d  ~ ; ~ ~ ~ ~ ~ i ~ ~ ~  

Included in net assets of discontinued operations are the 
assets and liabilities of cco, the remaining Coal mining 
operations and other fuels btlsiness a t  December 31, 

Based on  the  gross proceeds associated with the  
sale of $429 million, we recorded an  estimated after- 

Qp?L; -qr ?-a as& of C C O .  Gas. Des0  to 
I .,=A. - -- -~ - ., 

ended December 31, 2005 During the G a r  ended 
December31,200fi,werecorded an additional after-taxloss 
on disposal of $6 mrllron In  connection with guarantees and 
indemnifications pi ovided by Progress Fuels and Progress 
Energy for certain legal, tax and environmental matters to 
One Equity Partners, LLC The ultimate resolution of these 
matters could result in adjustments to the loss on sale in 
future periods See general discussion of guarantees at 
Note 22C 

The accompanying consolidated f inancial statements 
have been restated for all periods presented to reflect 
t h e  operations of Progress Rail as d iscont inued 
operations. In terest  expense has been  al located to 
discontinued operations based a n  the  ne t  assets of 
Progress Rail, assuming a uniform debt-to-equity rat io 
across our operations. Interest expense al located for  
t he  years ended December 31, 2005 and  2004 w a s  
$4 mil l ion and $16 million, respectively We ceased  
recording depreciat ion upon classification of Progress 
Rail as discontinued operations in February 2005. 
After-tax depreciation expense during the years ended 
December 31, 2005 and 2004 w a s  $3 mil l ion and 
$10 million, respectively. Results of d iscont inued 
operations fo r  t he  years ended December 31 w e r e  
as fr?!lows 

Revenues S- S358 S1.127 

Earnings bcore income taxes S- S8 S50 

l imine tax expense - (31 121) 

Net earnings froin discontlnued operabons - 5 29 
LOSS oil d i ~ ~ ~ ~ i i l  of discoiinnued operations, 

inclutling iiicoine tax (expense; benefit of 
SiU and 515 respecirvely (6) 12'3) - 

:Loss\ earnings froin discoiibniietl operabons 36) SQOj S25 

In Februai-y 2!W, WE so ld  the malorib/ of the  assets 
of Railcar L id ,  a subsidiary of Progress Rai l ,  to The 
Andersoi:s, l i ic i o i  proceeds of approximatelyS82 million 

and Rowan, PT LLC, Dixie Fuels, the five coal mining 
businesses and other fuels business at  December 31, 
2005. The major balance sheet classes included in  
assets and liabilities of discontinued operations in the 
Consolidated Balance Sheets were as follows 

December 31, December 31, 
lln m////ans) 2006 2005 
Accounts receivable s45 Si 15 

Inventory 24 50 

Other current assets 28 41 

Total property, plant and equipment net 573 1,899 

Total other assets 217 455 

Assets of discontinued operations $887 S2,566 

Accounts payable 

Accrued expeinses 

Lonu-term tiabilities 

$43 sa7 

122 233 

24 222 

tiabilities of discontinued ooerations $1 89 S542 

I. Winter Park Distribution Assets 
As discussed in  Note 7C, PEF sold certain electric 
distribution assets to Winter Park, Fla (Winter Park), on 
June 1,2005 

J. Svwthetic F w % s  ~ a ~ ~ e ~ ~ ~ ~ ~ ~  Bn'serests 

In two June  2004 transactions, Progress Fuels sold a 
combined 49 8 percent partnership interest in Colona 
Synfuel Limited Partnership, LLLP (Colona), one of i ts 
synthetic fue ls  faci l i t ies Substantial ly al l  proceeds 
f rom the sales will be received over  time, w h i c h  IS 
typical of such sales in the industry Gains f rom the  
sales will be recognized on a cost-recovery basis The 
book value of the interests sold totaled approximately 
$5 million We I ecognized gains on these transactions of 
54 million, 530 million and S8 million in the years ended 
December 31, 2005, 2005 and 'in@, respectively In  the 
event that the synthetic fuels tax credits from the Colona 
facility are reduced, including an increase in  the price of 



oil that could l imit or eliminate synthetic fuels tax credits, 
the amount of proceeds realized iron1 the sale could be 
sign if i c a ri ti y imp a cte d 

y ,  i i lgrlh Caiol.aa id&b?;2> 2 2 .  c--.L;c'?; Q G  

On September 30, 2003, w e  sold North Carolina Natural 

The eqtiiry funds portion of AFUDC is credited to other 
i i icome and the borrowed funds portion is credited to 
interpst charges Regulatory atithorities consider AFUDC 
an appropriate charge for inclusion in  the rates charged 
to customers b y  the iltiticies over the service life of the 
prGpf2a.y 

Gas Corporation (NCNG) and our  equity i i ivesment  in  
Eastern North Carolina Natural Gas Company to Piedmont 
Natural Gas Company, Inc During 200a, we recorded an 
additional tax gain of approximately% millior! due to final 
tax adjustments related to the divestiture of NCNG 

In May 2005, Winchester Production, an indirectly wholly 
owned subsidiary of Progress Fuels, acquired a 50 percent 
interest in approximately I f  natural gas producing wells 
and proven reserves of approximately 25 billion cubic 
feet  equivalent (Bcf )  f rom a privately owned  company 
headquartered in Texas In addit ion to  the natural gas 
reserves, the t ransact ion also included a 50 percent  
interest in the  gas gathering systems related t o  these 
reserves The total cash purchase pricefoi the transaction 
w a s  $46 mil l ion The pro forma results of operations 
reflecting the acquisition would not  be rnaterialty different 
than the reported results of operations for 2005 or 2004 In 
2006, w e  sold our  50 percent interest in the wells, reserves 
and gas gathering system as part of our transaction with 
EXCO Resources, Inc {See Note 38) 

The balances of electric utility plant in  service at  
December31 are listed below, with a range of depreciable 
lives (in years) for each 

i n  n:hrd Depreciable Lives Mo6 2W5 
Production plant 7-43 S12.685 S12,US 

Transmissiori plant 17-75 2,509 2,353 

Distribution plant 13-55 7 3 1  7,015 

General plant and other 5-35 1,198 l,W3 
Uliiity plant in service m,743 s22,w 

Generally, electric utility plant at PEC. and FEF, !xher than 
nuclear fuel, is pledged as collateral for the first mortcjage 
bonds of PEG and PEF, respectively !See Note 1 2 C )  

AHIGC iepresents th: estimared cmts of capital funds 
necessary to finance the c o i x r t i c t i o n  o i  new regulated 
assets As presciibed in the regulatory uniform systems 
o f  accounts, AFUDC is charged to the cost of the plant 

Our depreciation provisions on utility plant, as a percent 
of average depreciable property o ther  than  nuc lear  
fuel, we re  2 7%, 2 5% and 2 2% in 2006, 2005 and 2004, 
I espectively The depreciation provisions related to utility 
plant were $628 million, $556 million and $463 mill ion in  
2006,2005 and 2004 ,respectively in addition to utility plant 
depreciation provisions, depreciation and amortization 
expense also includes decommissioning cost provisions, 
ARO accretion, cost of removal provisions (See Note 5D), 
regulatory approved expenses (See Notes 7 and 21) and 
Clean Smokestacks A c t  amortization (See Note 21B) 

Amortization of nuclear  fue l  costs, including disposal 
costs associated wi th  obligations to t,he U.S. Department 
of Energy (DOE) and costs associated with obligations to 
the DOE for the decommissioning and decontamination 
of e n r i c h m e n t  fac i l i t ies ,  f o r  t h e  y e a r s  e n d e d  
December 31, 2006, 2005 and 2004 w a s  $140 million, 
$136 million and $137 million, respectively. This amortization 
expense is included in fuel used for electric generation in 
the Consolidated Statements of Income. 

During 2004, PEC met the requirements of both the NCUC 
and the SCPSCforthe implementation o f two  depreciation 
studies that allowed rhe utility to  reduce the rates used 
to calculate depreciation expense The reductron was 
primarily due to extended lives at  each of PECS nuclear 
units The reduced depreciation rates were  effective 
January I ,  2004 

Amortization of nuclear fuel costs, including disposal costs 
associated with obligationsto the Df lE  and costs associated 
with obligations to the DOE for the decommissioning and 
decontamination of enrichment facilities, f o r  the years 
ended December 31,2006,2005 and 2004 was $140 million, 
S136 million and $737 million, respectively These costs 
were included in fuel used for electric generation in the 
Consolidated Statements of Income 

. c. 3 !-:: s:c::!!:A R?$!.lZ:C,S P?CGG.F:'-i 

The balances of diversified business property at 
December 31. wirh a range of depieciabie lives for each, 

# >  
+ - - b  ".. 

f 01 I GWS 
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Equipineiit (3-25 years) ss6 s79 

Land anti mineral rights 16 17 

Biiik!iiigs a i d  plants (5-JOyears) 54 66 

Rail equipment (3-20years) - 31 

Coinputers, office equipment and software 13-10years) 2 2 

Construction $.work in progress 1 2 

Accuinulated depreciation (loa) (125) 

In the tables below, plant investment and accumulated 
depreciation are not reduced by the regulatory 
disallowances related to the Shearon Harris Nuclear 
Piant(Harris),which are not applicable to the ioint owner’s 
ownership interest in Harris 

I I .  Asset Retirement Obligasions 
At December 31, 2006 and 2005, the asset retirement 
costs, included in utility plant, related to nuclear 

Diversified business property. net 9 1  S78 decommissioning of irradiated plant, net of accumulated 
depreciation, totaled $1 56 million and $168 million, 
rp The fair ~.&J.P nf in the 
Utilities’ nuclear decommissioning trust funds for the 
nuclear decommissioning liability totaled $1 287 billion 
and $1 133 bi l l ion at December 31, 2006 and 2005, 
respectively. N e t  nuclear decommissioning trust  
unrealized gains are included in regulatory liabilities 
(See Note 7A) 

Diversified business depreciation expense was$l3million 
far December 31,2006, and $22 million for December 31, 
2005 and 2004 

wnership of ~ e ~ e ~ ~ ~ ~ ~ ~  Facilities 
PEG and PEF hold ownership interests in certain jointly 
owned generating facilities Each is entitled to shares of 
the generating capability and output of each unit equal 
to  their respective ownership interests Each also pays 
its ownership share of additional construction costs, 
fuel inventory purchases and operating expenses, 
except in certain instances where agreements have 
been executed to  lirnir certain joint owners’ maximum 
exposure t o  the additional costs (See Note 21B) The co- 
owner of Intercession City Unit P l  t has exclusive rights to  
the output of the unit during the months of June through 
September PEF has that right for the remainder of the 
year PEG’S and PEF‘s ownership interests in the jointly 
owned generating facilities are listed below with related 
information at December 31 

2086 
iin millions~ Company Ownership Accumulated Construction Work 
Subsidiary Facility Interest Plant investment Depreciation in Progress 
PEC Mayo 83.83% s517 s263 s- 
PEC Hams 83.83olcl 3,159 1,489 18 

PEC Eninswick 81.6PlC 1,632 941 15 

PEC Roxboro Unit 4 87.Wh 356 163 t 

PEF Crystal River Unit 3 91.’7&% ai1 452 76 

PEF intercession City Unit P l l  6667% 23 7 I 

2005 

ijn rnhx:sf  Cainpatiy Ownership Acci~miilated Construction Work 
Subsidiary Faciliiy Interest Plant Investment Depreciation in Progress 

PE C Mayo 83 e3!& S518 S255 Sl 

PEC Eniiiswick 81 675; 1.623 92 1 !3 

FEC Rclxboro !Jnit 4 87 LISX 355 1% 1 I! 

PEF Crystal Fiver \ h i t 3  91 78% 808 4% 48 
PEF lnterc.ession Cit! lliiit P i  i 66.67% 24 4 - 

PET, I4 arris 83 83% 3,136 1,459 17 
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Our decommissioning cost provisions, iQhlch are 
included in depreciaiion ano amortization expense, were 
$31 million each in  2006, 2005 and 2004 [\/lanagement 
believes that decommissioning costs that have been and 
will be  recovered thrcugh rates by PEC and PEF will De 
~ t ~ f f i c i e n i  to provide for the costs o f  decomrrissioning 
Expenses recognized for the disposal oi iemoval of 
utility assets that are not SFAS No 142 asset retirement 
obligations, wh ich  are included in depreciation and 
amortization expense, were $123 millifin, $168 million and 
$160 million in 2006, 2005 and 2004, respectively 

regulations The cost estimates exclude the portion 
attributable to North Carolina Eastern Municipal Poaer 
Agency (Power Agency), wh ich  holds an undivided 
ownership interest in Brunswick and Harris Exterlded NRC 
operating licenses held by PEC currently expire in July 
2030, Decmber  2034 and September 2036 for Robinson 
and Brunswick Units No 2 and No 1, respectively An 
application to extend the licenses 20 years for the 
Brunswrck units was approved in June 2006 The NRC 
operating license held by PEC for Harris currently expires 
in October 2026 An application to extend this license 
20 years was submitted in the fourth quarter of 2006 
Based on  updated assumptions, rn 21inS PtC reoucea its Durinq 2005, PEF performed a depreciation study as 

required by the FPSC no less than every four years 
Implementation of the depreciation study decreased the 
rates used to calculate cost of removal expense with a 
resulting decrease of approximately $55 million in 2006 

The Uti l i t ies recognize removal, nonirradiated 
decommissioning and dismantlement of fossil generation 
plant costs in regulatory liabilities on the Consolidated 
Balance Sheets (See Note 7A) At December 31, such 
costs consisted of 

hi iniliionsi 2006 2055 

Removal costs S1341 S1,316 

Nonirradiated decommissioning costs 137 132 

Disinantfemeiit costs 124 123 

Noli-ARO cost of reinoval S1602 $1,571 

The NCUC requires that PEC update its cos t  estimate for 
nuclear decommissioning every five years PEC's most 
recent site-specific estimates of decommissioning costs 
were  developed in 2004, using 2004 cost factors, and 
are b a sed o n  pro m p t d i s m a n tl e me nt d e c o m m i s s i on i t i  g, 
which reflects the cos t  of removal of all radioactive and 
other structures currently a t  the site, with such removal 
occurring after operating license expiration These 
decommissioning cost estimates also include interim 
spent fuel storage costs associated with maintaining 
spent nuclear fuel on site until such time that it can 
be transferred to a DOE facility (See Note 22D) These 
estimates, in 2004 dollais, were $569 million fer Unit No 
2 at Robinson Nuclear Plant (Robinson), S418 million 
for Brunswick Nuclear Plant (Brunswick) l ln i t  No 1, 
$444 million for Brunswick Unit No 2, and $775 million 
for Harris T h e  estiinates are subject to change based 
on a variety of factors including, b u t  not limited t O ,  cosr 
escalation, chanties in technology applicable io nuclear 
decommissioning a n d  changes in fede i  al, state or IGCL~I  

asset retirement cost net of accumulated depreciation 
and its ARO liability by approximately $14 million and 
$49 million, respectively 

The FPSC requires that PEF update its cost estimate for 
nuclear decommissioning every five years. PEF filed a 
new site-specific estimate of decommissioning costs 
for the Crystal River Unit No 3 (CR3) wi th the FPSC on 
April 29,2005, as part of PEF's base rate filing PEF's estimate 
is based on prompt dismantlement decommissioning and 
includes interim spentfuel storage costs associated with 
maintaining spent nuclear fuel on site until such time that 
it can be transferred to a D O E  facility (See Note 220) The 
estimate, in 2005 dollars, is $614 million and is subject 
to change based on a variety of factors including, but 
not limited to, cost escalation, changes in technology 
applicable to nuclear decommissioning and changes 
in federal, state or loca l  regulations The cost estimate 
excludes the portion attributable to other co-owners 
of CR3. The NRC operating license held by PEF for CR3 
currently expires in December 2016. A n  application to 
extend this license 20 years is expected to be Submitted 
in the first quarter of 2009. As part of this new estimate 
and assumed license extension, PEF reduced its asset 
retirement. cost net o f  accumulated depreciation and its 
ARO liability by approximately $36 million and $94 million, 
respectively In addition, we reduced PEF-related asset 
retirement costs, net of accumulated depreciation, by an 
additional $53 million a t  Progress Energy Retail accruals 
on PEF's reserves for nuclear decommissioning were 
previously suspended through December 2005 under the 
terms of a previous base rate agreement, and the base 
rate agreement resulting from a base rate proceeding in 
2005 coniinues that stispension In sddition, the wholesale 
accrual on PfF's resertves for nuclear decommissioning 
was suspended retroactive to January 2006, following a 
FERC. accounting order issued in November 2066 
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Upon implementation of FIN 47 as of December 31,2005, 
the lltil ities recognized additional ARO liabilities for 
asbestos abatement costs (See Note 1D) 

W e  have identified but not recognized AROs 
related to electric transmission and distribution and 
telecommunications assets as the result of easements 
over property not owned by us These easements are 
generally perpetual and require retirement action only 
upon abandonment or cessation of use of the property 
for the specified purpose The ARO is not estimable for 
such easements, as we intend to  utilize these properties 
indefinitely In the event we decide to abandon or cease 
the use of a particular easement, an ARO would be 
recorded a t  that time 

Our nonregulated AROs relate 
operations. The related asset 
of accumulated depreciation, 
December31,2006 and 2005. 

Asset retirement obligations a t  
January 1,2005 Sl.261 ‘ L  

Ad ti ition s 50 - 

Accretion expense b5 1 

.- . 

Revisions to prior estimates !137) - 

The FPSG requires that PEF update its c o s t  estimate for 
fossil plant dismantlement every four years PEF filed 
an updated fossil dismantlement study with the FPSC 
on April 29, 2005, as part of its base rate filing PEF’s 
reserve for fossil plant dismantlement was approximately 
$145 million at Decemher 31, 2006 and 2005, including 
amounts in the ARO liability for asbestos abatement, 
discussed below Retail accruals on PEF’s reserves for 
fossil plant: dismantlement were previously suspended 
through December 2005 under the terms of PEF’s previous 
base rate agreement The base rate agreement rESUlting 

suspension of PEF‘s collection from customers of the 
expenses to dismantle fossil plants (See Note 7C) 

AssetFetirementobligationsat 
from a base rate proceeding in 2005 continued the December 31,201f6 92.03 s3 

Asset retirement obligations at 
Deceinber 31,2005 1.239 3 

Accretion expense 72 - 

Revisions to orior estimates 8) - 

E. Bnsurawce 
The Utilities are members of Nuclear Electric Insurance 
Limited (NEIL),which providesprimary and excess insurance 
coverage against property damage to members‘ nuclear 
generating facilities Under the primary program, each 
company is insured for$500 million at each of its tespective 
nuclear plants In addition to primary coverage, NEIL also 
provides decontamination, premature decommissioning 
and excess property insurance with limits of $1 750 billion 
on each nuclear plant 

insurance coverage against incremental costs of 
replacement power resulting from prolonged accidental 
outages a t  nuclear generating units is also provided 
through membership in  NEIL Both PEG and PEF are 
insured under NEIL, following a 12-week deductible 
period, for 52 weeks in the amount of $4 million per 
week a t  the Briinswick, Harris and Robinson plants, and 
$5 million per week atthe Crystal River plant An additional 
110 weeks of coverage is provided at 80 percent of the 
above weekly amounts For the current policy period, 
the companies are sublect to retrospective premium 

to the synthetic fuels 
retirement costs, net  
totaled $3 million at 

The following table presents the changes to the AROs 
during the years ended December 31, 2006 and 2005 
Additions relate primarily to asbestos abatement a t  
the Utilities Revisions to prior estimates of the PEC 
regulated ARO are related to remeasuring the nuclear 
decommissioning costs of irradiated plants to take into 
account updated site-specific decommissioning cost 
studies, which are required by the NCIJC every five 
years Revisions to prior estimates of the PEF regulated 
ARO are ielated to the updated c o s t  estimate for nuclear 
decommissioning described above 

assessments of upto approximately$33 million with respect 
to the primary coverage, $36 million with respect to rhe 
decontamination, decommissioning and excess property 
coverage, and$24 million for the incremental replacement 
power costs coverage, in the event covered losses at 
insured facil i t ies exceed premiums, reserves, reinsurance 
and other NEIL resources Pursuant to regulations of the 
NRC, each company’s piopeity damage insui ance policies 
provide that all proceeds from such insurance be applied, 
first, to place the plant in a safe and stable condition 
after an accident and, second, to decontaminate, before 
any proceeds can be used for decommissioning, plant 
repair or restoration Each company is responsible 
to the extent losses may Exceed limits of the coverage 
describeo a b o w  
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Both of the Utilities are insured against public liability for /,f i ,Tl// ld,my~ 2005 2005 

Under the current provisions of the Price Anderson Act, i,nbllletlaccount9 recelvab,i: 221 7 77 
which limits liability for accidents at nuclear power plants, 

57 83 each company, as an owner of nuclear units, can be 
46 45 assessed for a portion of any third-party liability claims 

(28) 119) arising from an accident at any commercial nuclear 

liability claims from an insured nuclear incident exceed 
$300 million (currently available through commercial 
insurers), each company would be subject to pro rata 
aSSeSSmentS of up to  $100 nllllion for each reactor owned 
per occurrence Payment of such assessments would be 

a nuclear incident up to $le  760 billion per occurrence Trade accountsrecel,Jab,e S528 933 1 

"lotesrecel'vabk 

"tfier~f?cet'vabtes 

Allovvancefor tloubtfulaccountsrece~vable 
power plant in the United States In the eveiitthat public Totalrecelvables 9330 9 9 7  

~t December 31 inventory was comprised of 

made over time as necessary to limit the payment in any 
one year to  no more than $15 million per reactor owned 

Under the NEIL policies, if there were multiple terrorism 
losses occurring within one year, NEIL would make 
available one industry aggregate limit of $3.200 billion, 
along with any amounts it recovers from reinsurance, 
government indemnity or other sources up to the limits 
for e x h  claimant If terrorism losses occurred beyond the 
one-year period, a new set of limits and resources would 
apply For nuclear liability claims arising out of terrorist 
acts, the primary level available through commercial 
insurers is now subject to  an industry aggregate limit 
of $300 million. The second level of coverage obrained 
through the assessments discussed above wou ld  
continue to apply to  losses exceeding $300 million and 
would provide coverage in  excess of any diminished 
primary limits due to  terrorist acts 

The Utilities self-insure their transmission and distribution 
lines against loss due to storm damage and other natural 
disasters PEF maintains a storm damage reserve 
pursuant to a regulatory order and may defer losses in 
excess of the reserve (See Note 7C) 

A. Receivables 

Income tax receivables and interest income receivables 
are not included in receivables These amounts are 
included in prepaids and other current assets on 
the Consolidated Balance Sheets At December 31 
receivables were comprised of 

iin miilions! 2006 2035 

Fuel for production S470 s32 1 

Inventory for sale 34 61 

Materials and supplies 443 406 

Emission allowaiices 22 35 
Total current inventory s9s9 S823 

Materials and supplies amounts above exclude long- 
term combustion turbine inventory amounts included in 
other assets and deferred debits for Progress Energy of 
$44 million a t  December 31,2006 and 2005 

Emission allowances above exclude $14 million of long- 
term emission allowances included in other assets 
and deferred debits at December 31, 2005. We did not 
have any long-term emission allowance amounts a t  
December 31,2006. 

A. Regulatory Assets and ~ ~ ~ ~ ~ ~ ~ t ~ ~ s  
As regulated entities, the Utilities are subject to the 
provisions of SFAS No 71. Accordingly, the Utilities record 
certain assets and liabilities resulting from the effects of 
the ratemaking process thatwould not be recorded under 
GAAP for nonregulated entities. The Utilities' ability to 
continue to meet the criteria for application of SFAS No. 7 1 
could be affected in the future by competitive forces and 
restructuring in the electric utility industry In the event 
that SFAS No 71 no longer applies to a separable portion 
of oiir operations, related regulatoiy assets and liabilities 
would be eliminated unless an appropriate regulatory 
recovery mechanism was provided Additionally, such an 
event could result in an impairment of utility plant. assets 
as determined pursuant to SFAS No 144 
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At December 31 the balances of regulatory assets During the rate freeze period, the legislation provides for 
(liabilities) were as follows the amortization and recovery of70percent of the original 

estimated compliance costs while providing significant 
ii:: / l l i ! ! I , ~ ~ /  20% 2 C ' x  flexibility in the amount of annual amortization recorded 
Deferred iuel cost- current !Note 78) sl96 3 9 2  from none up to$174 million peryear Subsequentto 2007, 
Deferred iuel cost-long-term (Note 78)  114 31 PEC's current Nor th  Carolina base rates will continue 
fleferred impact of ARO - PEC (Note 1fl) 282 281 subject to traditional cost-based rate regulation 
Income taxes recoverable tlirougli future rates 

(Note 14) 114 81 
50 

227 

88 

On M a y  3, 2006, PEC f i led with the  SCPSC for an  
increase in the  fuel rate charged t o  i ts  South Carolina 

I oss on reacquired debtlNote 1D) 
Storm deferral (Notes76 and 7C) 

P m b  enefits (Note 161 

46 
102 
373 rateoav , ers for under-recovered fuel costs and to meet 

Derivative mark-to-market adjustment (Note 17) 78 6 

Environmental (Notes78, I C  and 21A) 72 26 

Other 50 64 

Total long-term regulatory assets 1231 954 

Deferred fuel cost-current (Note 7C) (63) - 
fleferred energy conservation cost and other 

current regulatory liabilities (13) (10) 
.Total current regulatory liabilities (10) 

Nan-ARO cost of removal (Note 5D) (1602) (1,571) 

Deferred impact of ARO - PEF (Note 1 D) (W (225) 
Net nuclear decoinmissioning trust unrealized 

gains (Note 50) (330) (251 1 
Clean Smolcestacks Act compliance (Note 216) (3333 (3171 

Derivative mark-to-market adjustment (Note 17A) - (122) 

Other (57) (41 1 
Total long-term regulatory liabilities (2,543) (2.527) 

Net regulatory liabilities S(1,192) S(1,081) 

____ 

-. 

Except fo r  portions of deferred fuel costs and loss on 
reacquired debt, all regulatory assets earn a return or 
the cash has not yet been expended, in which case the 
assets are offset by liabilities that do no t  incur a carrying 
cost We expect to fully recover these assets and refund 
these liabil i t ies through customer rates under current  
reg ti la to iy p ra c tic e 

B. PEC Retail Rate MalWrs 
F. 'i <'> 7 ?. j_ v r r *:;;2E % & $  b i  -. . .. . . i 

PEC's base rates are subject to the regulatory jurisdiction 
of the NCUC and SCPSC As further discussed in Note 
21 B, t he  Clean Smokestacks A c t  w a s  enacted i n  2002. 
The Clean Smokestacks A c t  freezes Nor th  Carolina 
electr ic utility base rates for a f ive-year period ending 
in December 2007, unless there are extraordinary events 
beyond the coiitrol of the utilities or unless the utilities 
persistently e a r n  a return s::bstantiaiiy tn excess of the 
rate of return established and found reasonable by the 
NCUC in the  respective utility's last general rate case 

future expected fuel costs On June 16,2006, the SCPSC 
approved a sett lement agreement f i led jointly by PEC 
and all other parties to the proceeding The Settlement 
agreement provided fo r  a $23 million, or 4 6 percent, 
increase in rates The increase was $4 million less than 
PEC originally requested due to adjustment of future fuel 
cost estimates agreed upon during settlement Effective 
July 1, 2006, residential electric bills increased by $3 01 
per 1,000 k W h  for  fuel cos t  recovery A t  December 31, 
2006, PEG'S South Carolina deferred fue l  balance w a s  
$29 million, of wh ich  $5 million is expected to be  collected 
after 2007 in accordance with the settlement agreement 
and, therefore, has been classif ied as  a long-term 
regulatory asset 

On ,June 2,2006, PEC filed wi th  the NCUC for an increase 
in the fuel rate charged to its North Carolina ratepayers 
On September 25,2006, the NCUC approved a settlement 
agreementfi led jointly by PEG, the NCUC Public Staff and 
the Carolinas Industrial Group for Fair Uti l i ty Rates 11.. 
The settlement agreement provided for a $177 million, or 
6 7 percent, increase in rates effective October 1, 2006 
The sett lement agreement further provides fo r  ra te 
increases of $50 mill ion in 2007 and $30 million i r i  2008 
and for PEC to col lect its existing deferred fuel balance 
by September 30, 2009 PEC initially sought an increase 
of $292 million, o r  11.0 percent, but  agreed to a three-  
year phase-in of the increase in order  t o  address 
concerns regarding the  magnitude of the proposed 
increase. PEC will be al lowed t o  calculate and co l lect  
interest at 6% on the difference between its fuel factor 
proposed in i ts original request to t h e  NCUC and the  
settlement agreement's f ac to r  Effect ive October 1, 
2006, residential electric bil ls increased by $4.87 per  
1.000 kWh for fuel cost recovery At December 31, 2006, 
PEC's Nor th  Carolina deferred f u e l  ba lance w a s  
$281 million, of w h i c h  $109 mill ion is expected to  b e  
collected after 2007 in accordance w i th  ihe setllernent 
agreement  and, therefore,  has been  c lass i f ied as a 
long-term regulatory asset 
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The Carolina lltility Customers Associat ion ( C U C A )  
appealed the NCLJC's order on November 21, 2006, on 
the grounds that the NCUC does no t  have the statutory 
authority to establish fuel rates for more than one year 
W e  anticipate fi l ing a motion to dismiss during the first 
qua r te r  of 2007 We canno t  p red ic t  t h e  ou tcome of 
this matter 

The N C U C  and SCPSC have approved proposals t o  
accelerate cost  recovery of PEC's nuc lear  generating 
assets beginning January 1, 2000, and  contrnurng 
through 2009 The aggregate niinii i iuin and maximum 
amounts of cost  recovery are $530 mil l ion and 
$750 million, respectively Accelerated cost recovery of 
these assets resulted in no additional expense in 2006, 
ZOO5 or 2004 Through December 31, 2006, PEC recorded 
total accelerated depreciation of $403 million 

G. PEF Retail Rate in February 2004, PEC f i led with the SCPSC seeking 
permission t o  defer  expenses incurred f rom t h e  f i rs t  

SCPSC approved PEC's request  t o  defer  t he  costs 
and amortize them ratably over f ive years beginning 
in January 2005. Approximately $9 mil l ion related t o  
storm costs w a s  deferred in 2004. During each of 2006 
and  2005, PEC recognized $2 mill ion of South Carolina 
storm a m o rt i z a ti on 

In October 2003, PEC f i led w i t h  the  NCUC seeking 
permission to defer approximateiy$24 million of expenses 
incurred f rom Hurricane Isabel and the February 2003 
w in te r  storms. In December 2003, the NCUC approved 
PEC's request to deferthe costs associated with Hurricane 
Isabel and the February 2003 winter storms and amortize 
them over a period of five years During each of 2006,2005 
and 2004, PEC recognized $5 mill ion of Nor th  Carolina 
storm amortization 

i j qgzg  ~ ~ & - g ~ ~ ~  

PEC fi led peti t ions o n  September 14, 2006, and  
September22,2006,withthe SCPSCand NCIKrespectively, 
seeking authorization to defer and amortize $18 million of 
previously recorded operation and maintenance (O&M) 
expense relating to certain environmental remediation sites 
(See Note 21A) On October 11,2006, the SCPSC granted 
PEC's petition to defer its jurisdictional amount, totaling 
$3 million, and amortize it over a five-year period beginning 
January 1 ,  2007 On October 19,2006, the NCUC granted 
PEC's petition to defer its jurisdictional amount, t.otaling 
$15 million, and amortize it over a f ive-year period. 
However, the NCUC order directed that amortization begin 
in the fourth quarter of 2006, with an amortization expense 
of $3 million. A s  a result, during the fourth quarter of 
2006, PEC reversed 318 mi l l ion of O & M  expense, 
established a regulatory asset and recorded 8 million of 
amortization expense 

As discussed in Note 218, PEC reclassified $29 million 
of ekpense from other, net to depr-eciahon and arnoidzation 
expense on the Consolidated Statements of Income for Clean 
Smokestacks Act  amortization recognized during 20Q6 

As a result of a base rate proceeding in 2005, PEF is 
party to  a base rate sett lement agreement  that  w a s  
effective with the first billing cycle of January 2006 and 
will remain in ef fect  through the  last  bil l ing cyc le  of 
December 2009, with PEF having sole option to extend 
the agreement through the last billing cycle of June 2010 
Additionally, PEF wi l l  continue to recover and col lect a 
return on Hines Unit 2 through the fuel clause through 
late 2007, w h e n  it will b e  transferred into base rates. 
This transfer wi l l  correspond wi th  the in-service dates of 
Hines Unit4, which wil l also be recavered through a base 
rate increase The settlement agreement also provides 
for  revenue sharing be tween  PEF and its ratepayers 
beginning in 2006 whereby PEF wil l  refund two-thirds of 
retai l  base revenues be tween  the  specif ied threshold 
and specified cap and 100 percentof  revenues above the 
specified cap However, PEFS retail base revenues did 
not exceed the specified 2006 threshold of $ 1  499 billion 
and thus no revenues were subject to revenue sharing 
Both the 2006 base threshold of $1 499 billion and the 2006 
cap of $1.549 billion will be adjusted annually for rolling 
average 10-year retail kWh sales growth. The settlement 
agreement provides f o r  PEF t o  cont inue to  recover  
certain costs through clauses, such as the recovery of 
post-9/1 1 security costs through the capacity clause and 
the carrying costs of coal inventory in transit  and coal 
procurement costs through the fuel clause. Under the 
settlement agreement, PEF is authorized t o  include an 
adjustment to  increase common equity fo r  the impact  
of Standard & Poor's Rating Services' (S&P'sl imputed 
off-balance sheet debt for future capacity payments to 
qualifying facil i t ies (QFs) and other entities under long- 
term purchase power agreements This adjusted capital 
structure will be used for surveillance reporting with the 
FPSC and pass-through clause return calculations PEF 
wil l  use an authorized 11 75 percentreturn on equity(R0E) 
for cost-recovery clauses and AFUCIC I i i  addition, PEF's 
adjiisted equtPy ratio will be capped at 57 83 percent as 
calculated on a financial capital structure that includes 
the adjustment fo r  the S&P imputed off-balance sheet 
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debt If PEF's reg.datw/ RPE falls bdow 10 percent, and 
for ce r ta i l  ofner events, PEF is authorized to  petition the 
FPSC foi a bast. I a t e  increase 

recovery clause The uprate vvill increase CR3's gross 
output by approximately 180 MW The uprate will take 
p lace in t w o  stages approximately 40 MW will b e  
added through equipment modifications during the 2009 
refueling outage and approximately 140 MLV will he 

O n  September 1 and September 15, 2006, PEF f i led 
requests with [he FFSC seeking increases to cover rising 
fuel, enviionmental compliance and energy conservation 
costs PEF asked the FPSC t o  approve a $171 million, 
or 3 / percent, increase in rates Subsequently, o n  
Gctober 25 and Octobe; 31, 2006, PEF supplemented 

cos ts  for  PEF PEF's rev i sed  fo recas ts  resul ted in a 
$40 million, or 0 7 percent, increase in rates over 2006 On 
November 8,2006, the FPSC approved PEF's supplemental 
filing The n e w  charges were effective January 1, 2007, 
and increased residential bills$O 78forthefirst1,000kWh 
At  December 31, 2006, PEF w a s  over-recovered in fuel 
and capacity costs by$63 million and under-recovered in 
environmental compliance by $14 million 

I t  

On August 10,2006, Florida's Office of Public Counsel (OPC) 
filed a petition with the FPSC asking that the FPSC require 
PEF to refund to ratepayers $143 million, plus interest, of 
alleged excessive past fuel recovery charges and sulfur 
dioxide ( S O 2 )  allowance costs associated with PEF's 
purported failure to utilize the most economical sources of 
coal at Crystal River Unit4 and Crystal River Unit5 (CR4 and 
CR5) during the period 1996 to 2005 The OPC subsequently 
revised its claim to  $135 million, plus interest. The OPC 
claims that although CR4 and CR5were designed to burn a 
blend of coals, PEFfailed to act  to lower ratepayers' costs 
by purchasing the most economical blends of coal During 
the period specified in  the petition, PEF's costs recovered 
through fuel recovery clauses were annually reviewed for 
prudence and approval by the FPSC On August 30,2006, 
PEF filed a motion with the FPSC to dismiss the petition 
on the grounds that the OPC petit ion would require the 
FPSC to  engage in  retroactive ratemaking for rates 
previously approved tinder the fuel recovery clause On 
September 13, 2006, the UPC fi led a memorandum 
in opposition to  PEF's motion to  dismiss the petit ion 
PEF's motion t o  dismiss w a s  denied by the FPSC on  
December 19, 2006 A hearing on the matter has been 
scheduled by the FFSC for April 2, 2007 PEF believes that 
its coal procurement practices were prudent and that it has 
sound legal and factual argunients te successfully defend 
its position We cannot predict the outcome of this mai?ei' 

O n  September 22, 2006, PEF fi led a peti t ion w i th  the 
FPSC for Dererminarion of Need to Liprare CR3, bid rule 
exemptioi and recoveiy o i  the costs through PEF's fuel 

added by modifying the desigii ofthe plant during the 201 1 
refueling outage i o  use more highly enriched fuel The 
design modifications wi l l  require a l icense amendment 
approved by the N R C  The project is estimated to cost  
approximately 3382 million, which includes potential 
transmission system improvements and modif icat ions 
t o  comply with environmental regulations The costs 
may continue t o  change depending upon the resti lts 
of more detailed engineering and development w o r k  
and increased material, labor and equipment costs On 
February 8,2007, the FPSC issued an order approving the 
need certif ication petit ion and bid rule exemption The 
request for recovery of uprate costs through PEF's fuel 
recovery clause w a s  transferred t o  a separate docket 
f i led on  January 16, 2007 The FPSC has scheduled a 
hearing to be held May 23, 2007, to determine whether  
the uprate costs should be recovered through the fuel 
adjustment clause If PEF does not receive approval to 
recover the uprate costs through the  fue l  adjustment 
clause, these costs  will b e  recoverable th rough  
base rates, similar t o  o ther  uti l i ty p lant  additions. 
On February 2, 2007, intervenors fi led a mot ion t o  
abate the cost-recovery port ion of PEF's request  On 
February 9, 2007, PEF requested that the FPSC deny the 
intervenors' motion as legally deficient and without merit  
W e  cannot predict the outcome of this matter 

g-GRF$ CQSf RECi-jyERy 

On ,July 14,2005, the FPSC issued an order authorizing PEF 
to recover $232 mill ion over a two-year period, including 
interest, of the costs it incurred and previously deferred 
related to PEF's restoration of power associated with the 
four hurricanes in 2004 The ruling allowed PEF to include 
a charge of approximateIyB 27 on the average residential 
mont,hly customer bill of 1,000 kWh beginning August 1, 
2005. The ruling by  the FPSC approved the  majori ty of 
PEF's requests wi th  two  exceptions the reclassification 
of $8 million of previously deferred costs t.0 utility plant 
and the reclassif icat ion of $17 mil l ion of previously 
deferred costs as O&M expense, which w a s  expensed 
in the second quarter of 2005 The amount included in the 
original November 2004 petition requesting recovery of 
S252 million was an estimate On September 12,20n5, PEF 
filed a true-up to the original amount comprised primarily 
of an additional $19 mill ion of costs pai-tially offset by 
$6 million o f  adjustments resulting from allocating a higher 
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port ion of t he  costs to the wholesale jurisdiction and fourth unit a t  PEYs Hi r l is  Energy Complex Hines Unit 4 is 
refining the FPSC adpstments O n  November 9,2005, the needed io maintain electric system reliability and integrity 
recovery of this diffei ence was  administratively approved and to continue :a provide adequate electr ici ty to i ts 
b y  the FPSC, subject to audit by the FPSC staff The ra tepayws a t  a reasonabie cost The unit is planned for 
ne t  impact  w a s  included in customer bills beginning commercial operation in December2007 Hines i l n i t 4  wil l 
January  1, 2006 In 2006 and 2005, PEF recorded be a combined cycle unit with a generating capacity of  
amortization of $122 million and $50 million, respectively, 461 MW Istimmer i ati i igi The estimated total in-service 
associated with ?he recovery of these storm costs cost of HPOS lJnit4 approved as part of the Getermination 

of Need was S2% million If the actual cost is less than 
On April 25,2006, PEF entered into a settlement agreement the original estimate, ratepayers vtill receive the benefit 
with certain intervenors in its storm cost-recovery docket of such cost under-runs Any COSTS tha t  exceed th is  
thatwould allow PEF to extend its current two-year storm estimate will no t  b e  recoverable absent, among other 
surcharge, w h i c h  equals approximately $3 6: as found by the 
average residential monthly customer bill of 1,000 kWh, 
for an additional 12-month period to replenish its storm 
reserve The requested extension, w h i c h  would begin 
August 2007, would replenish the existing storm reserve 
by an estimated additional $130 million During the third 
quarter of 2006, PEF and the intervenors modified the 
settlement agreement such that in the eventfuture storms 
deplete the reserve, PEF would be able to petition the FPSC 
for  implementation of an  interim surcharge of a t  least  
80 percent and up to 100 percent o f the claimed deficiency 
of its storm reserve The intervenors agreed notto oppose 
the interim recovery of  80 percent of the future claimed 
deficiency but  reserved the right to challenge the interim 
surcharge recovery of the remaining 20 percent The FPSC 
has the right to review PEF's storm costs for prudence 
On August 29, 2006, the FPSC approved the settlement 
agreement as modified 

I C "  -$.?zy;<%.r  z i  c * I - - c  $"g!k;%Lg5;Gg <?f&; tK> 

O n  J u n e  1, 2005, W in te r  Park acqui red PEF's electr ic 
d is t r ibut ion sys tem tha t  se rves  W i n t e r  Park f o r  
approx imate ly  $42 mi l l ion.  On  J u n e  1, 2005, PEF 
transferred the distribution system t o  Winter  Park and 
recognized a pre-tax gain of approximately $25 million on 
the transaction, wh ich  is included as an offset to other 
utility expense ai? the Statements of !ncome This amount 
was  decreased $1 million in the third quarter of  2005 upon 
accumulation of the final capital expenditures incurred 
since arbitration PEF also recorded a regulatory liability 
of $8 mill ion for stranded cost revenues, wh ich  will be 
amortized to revenues over six years in accordance wi th  
the  provisions of t he  transfer agreement with Winter  
Park In JtJtle 2004, Winter Park executed a wholesale 
power supply contrsct with PEF with a five-year term and 
a renewal option 

- - - - - - - - - _ _  - 
- I  

_ _ _  ._ - 
On November 3, 2004, the FPSC approved PEF's petition 
f o r  Determination of Need  for  the construction of a 

FPSC in  subsequent proceedings The current estimate 
of in-service cost exceeds the initial project estimate by 
approximately 12 percent to 15 percent due to what  w e  
believe t o  b e  extraordinary circumstances. Therefore, 
w e  believe That disallowance of these costs by the FPSC 
in subsequent proceedings is not  probable W e  cannot 
predict the outcome of this matter 

e g i on a I hr a n s m  i ss i on 0 r g a IP i z a t  i o ns 
In  2000, the FERC issued Order 2000, which set minimum 
characteristics and functions that regional transmission 
organizations (RTOs) must meet, including independent 
transmission service In October 2000, as a result of Order 
2000, PEC, along wi th  Duke Energy Corporation and South 
Carolina Electric & Gas Company, f i led a n  application 
with the FERC for approval of an RTO, GridSouth In July 
2001, the FERC issued an order provisionally approving 
GridSouth However, in July 2001, the FERC issued orders 
recommending t h a t  c o mp  a n i e s in the  so ut h e a ste rn 
United States engage in mediation t o  develop a p lan 
for a single RTO PEC participated in the mediation, no 
consensus w a s  reached o n  creating a Southeast RTO. 
On August 11, 2005, the GridSouth participants notif ied 
the FERC that they had terminated the GridSouth project 
By order issued October 20, 2005, the FERC terminated 
the GridSouth proceeding. PEC's investment i n  GridSouth 
totaled $33 mill ioii a t  December 31, 2006 and  2005 PEC 
expects i o  recover its investment 

PEF w a s  one of three major investor-owned Florida 
uti l i t ies tha t  formed t h e  GridFlorida RTO in 2000 A 
cost-benefi t  study conducted during 2005 concluded 
that  t he  GridFlorida RTO w a s  no t  cos t  effect ive for  
FPSC jurisdictional customers and shifted henefits to 
nonjurisdictional customers I n  light of these findings, 
during 20% the FPSC and the FERC closed !heir respective 
docketed proceedings and GridFlorida was dissolved PEF 
fully recovered its stariirp costs in GridFlorida from retail 
ratepayers through base rates 
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(Georgia Region), wh ich  is one level be low CCO As a 
resti lt of olir evahlation gf celtain business opportunities 
that irnpectcd the futuie cash f lows o f  our Georgia Eegion 
nperatioiis, w e  performed a n  inrerim goodwill impairment 
test during the first quarter of 2006 We estimated the fair 
value of that reporting unit using the expected present 
value of future cash f lows As a result of that  test, w e  
recognized a pre-tax gGodwill impairment charge of 
$64 millinii 6 3 9  million after-tax) during the first quarter 
of 2006, which was previously reported within impairment 
nf- i t s  nf Income. T his 

On June 26,2006, Erunswick received 20-year extensions 
f rom the NRC on  the  operating l icenses for  its t w o  
nuc lear  reactors The operating l icenses have been 
extended to 2036 for Unit No 1 and 2034 for Unit No 2 
On November 14, 2006, PEC fi led an application for  a 
20-year extension from the NRC on the operating license 
for  Harris, w h i c h  wou ld  extend the operating l icense 
through 2046, if approved 

F. FERC Ph-ket  Power ~~~~~~~~~~~ 

In Apri l  2004, the  FERC issued two orders concerning 
utilities‘ ability t o  sel l  wholesale electr ici ty at market- 
based rates. In t h e  f irst order, the FERC adopted two 
in ter im screens f o r  assessing potential generation 
market power of applicants for wholesale market-based 
rates, and described additional analyses and mitigation 
measures that could be presented if an applicant did not  
pass one of the interim screens. In .Jt~ly 2004, the FERC 
issued an order on rehearing affirming i ts conclusions 
in the April order. In the second order, the FERC initiated 
a rulemalting t o  consider whether  t h e  FERC’s current 
methodology f o r  determining whe the r  a public uti l i ty 
should be allowed to  sell wholesale electrici+y at market- 
based rates should be modified in any way. PEF does not 
have market-based rate authority for wholesale sales in  
peninsular Florida. Given the diff iculty PEC believed it 
would experience i n  passing one of the interim screens, 
on September 6, 2005, PEC filed revisions to its market- 
based rate tariffs restricting them to sales outside PEC’s 
control area and peninsular Florida and a new cost-based 
tariff for sales wi th in  PEC’s control area The FERC has 
accepted these revised tariffs 

ASSETS 
We perform annual goodwill impairment tests in 
accordance wi th  SFAS No 142, ”Goodwill and Other 
Intangible Assets” (SFAS No 1421 Goodwill was tested 
for impairment for both the PEC and PEF segments in the 
second quarters of 2005 and 2006, each test indicated no 
impairment Under SFAS No 142, a l l  goodwill is  assigned 
to our reporting units that are expected to benefit from 
the synergies of the business combination 

Inc luded in the assets of discontinued operations a t  
December 31, 2005, is the goodwill related tc C C O  For 
CCO, the goodwi l l  impairment tests w e r e  performed 
at  the report ing unit level of our Effingham, Monroe, 

W a  It o n a r d I’Va s h ingro n n 3 n reg u I ii te d generating p la n ts 

impairment was reclassed to  discontinued operations on  
the Consolidated Statements of Income during the fourth 
quarter o f  2006 (See Note 3A) 

The gross carrying amount and accumulated amortization 
of the intangrble assets at  December 31 were as follows 

2006 2005 

Gross Gross 
Carrying Accumulated Carrying Accuinulated 

iiii inllions) Amount Amortization Amount Amortlzatlon 
Synthetic fuels 

intanyibles S107 s(107) S134 W8)  
Other 6 (6) 29 (6) 

All of our intangibles, except minimum pension liability 
adjustments, a re  subject  t o  amort izat ion Synthetic 
fue ls  intangibles represent  intangibles for synthetic 
fue ls  techno logy  Other in tangib les are pr imar i ly  
acquired customer contracts, permits that are amortized 
ove r  the i r  respect ive l ives and m in imum pension 
liability adliistments 

Amortization expense recorded on  intangible assets was  
$9 mil l ion for the year ended December 31, 2006, and 
$19 million for both yeais ended December 31, 2005 and 
2004 No annual amortization expense fo r  intangible 
assets is expected for 2007 through 201 1 

IVe apply SFAS No 144 for the accounting and reporting 
of impai rment  o r  disposal of long-l ived assets On 
May 22, 2006, we idled our synthetic fuels facilities due 
to signif icant uncertainty surrounding future synthetic 
fuels production With the idl ing of these facilities, w e  
performed an evaluation of the intangible assets, which 
w e r e  comprised primarily of capitalized acquisition costs 
[ S e e  Note 9 fclr impair i ient of related lon$-lived assets) 
The impairment test cons idered numerous factors  
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including, among other things, continued high oil prices 2 ;I- :est-ner?ss 
and the then-current "idle" state of our synthetic fuels 
facilities We estimated the fair value rising the expected 
present value of future cash flows Based on the results 
of the impairmenttest, we recorded a pre-tax impairment 
charge of $27 million ($17 million after-tax) during the 
quai-ter ended June 30, 2006, which is reported within 
impairment of assets on the Consolidated Statements 
of Income This charge represents the entirety of the 
synthetic fuels intangible assets, these assets had been 

W e  evaluate declines in value of investments under 
the criteria of SFAS No  11  5, "Accounting for Certain 
Investments in Debt and Equity Secuiit ies" (SFAS No 1151, 
and FASB Staff Position FAS 115-11124-1, "The Meaning 
of 0 the r-T h a n- Te m p o I. a ry I m pa i r m e nt s a n d Its A p p I i c a ti o n 
to Certain Investments" (See  Note 1Di Declines in fair 
value to below the cost basis judged to be other than 
tern po ra iy on ava i I a bl e- f o r-sa le s e c u ri ti es a re i nc I u d ed in 
regulatory liabilities on the Consolidated Balance Sheets 

fuels in September and October 2006, which continued 
through the end of 2006 

G-LIVED ASSETS 

We apply SFAS No 144 for the accounting and reporting 
o l  impairment or disposal of long-lived assets In 
2006 and 2005, we recorded pre-tax long-lived asset 
and investment impairments and other charges of 
$65 million and $1 million, respecttvely. No impairments 
were recorded in 2004 

A. Long-Lived Assets 
Due to  rising current and future oil prices, in the third 
and fourth quarters of 2005 we tested our synthetic fuels 
plant assets for impairment These tests indicated that the 
assets were recoverable and no impairment charge was 
recorded See Note 22D fo r  additional information 

Concurrent w i th  the synthetic fuels intangibles 
impaii inent evaluation discussed in Note 8, w e  also 
performed an impairment evaluation of related long-lived 
assets during the second quarter of 2006 Based o n  the 
results af the impairment test, w e  recorded a pre-tax 
impairment charge of $64 million ($38 million after-tax) 
during the quarter ended June 30,2006, which is reported 
within irnFairment of assets on the Consolidated Statements 
of Income This charge represents the entirety of the 
asset carrying value of our synthetic fuels manufacturing 
facilities, as well as a portion of the asset carrying value 
associated with the river terminals a t  which the synthetic 
fuels manufacturing facilities are located These assets 
had been reported within the Coal and Synthetic Fuels 
segment As discussed in Note 8, our synthetic fuels 
facilities resumed limited production of synthetic fuels in 
September and Cctober 2006, which continued through 
the end o i  2006 

other, net on the Consolidated Statements of Income 
for securities in our benefit investment trusts and 
other available-for-sale securities. See Note 13 fo r  
additional information 

We continually review PEC's affordable housing 
investment (AHI) portfolio for impairment As a result of 
various factors, including continued operating losses 
of the AH1 portfolio and management issues arising a t  
certain properties within the AH1 portfolio, we recorded 
impairment charges of $1 million on a pre-tax basis 
in both 2006 and 2005 No impairments were recorded 
in 2004 

IO. EQUITY 
A. cornmore StocI< 
At Oecember31,2006 and 2005, we had 500 million shares 
of common stock authorized under our charter, of which 
256 million shares and 252 million shares, respectively, 
were outstanding During 2006, 2005 and 2004, 
respectively, w e  issued approximately 4 2 million, 
4 8 million and 1 7  million shares of common stock, 
resulting in approximately $185 million, $208 million and 
$73 million in proceeds Included in these amounts for 
2006, 2005 and 2004, respectively, were approximately 
1 6 million, 4 6 million and 1 4 million shares for proceeds 
of approximately $70 million, $199 million and $62 million, 
to meet the requirements of the Progress Energy 401ik) 
Savings and Stock Ownership Plan (401(k)) and the 
Investor Plus Stock Purchase Plan 

At December 31, 2006 and 2005, we had approximately 
54 millioii shares and 58 million shares, respectively, of 
common stock authorized by the board of directors that 
remained unissued and reserved, primarily to satisfy 
the requirements o f  w r  stock plans In 2002, the board 
of directors authorized meeting rhe reqtiirements of 
the 4Oljki and the Investor Plus Stock Purchase Plan 
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with original issue shares W e  continue to  meet  the 
requirements of the restricted stock plan with issued and 
outstanding shares 

There are various provisions limiting the use of retained 
earnings for  t he  payment o f  dividends under certain 
circumstances A t  December 31, 2006, there w e r e  no 
significant restrictions on the use of retained earnings 
(See Note 12) 

B. Stock. Based ~ o ~ ~ e ~ s a ~ j ~ ~  

common stock, with the number of shares determined by 
dividing compensation ccist by the common stock market 
value at the time of allocation We currently meet common 
stock share needs\i?lith open markelpurcl iases,\~it l i  shares 
released from the ESOP suspense account and with newly 
issued shares Costs fo r  incentive goal compensation 
are accrued during the fiscal year and typically paid in 
shares in the following year, while costs for the matching 
component are typically me tw i th  shares in the same year 
incurred Matching and incentive costs, which were met 
and wil l  be met with shares released from the suspense 

W e  sponsor the 40 l ( k )  for w h i c h  substantially all full- 
t ime nonbargaining unit employees and certain part- 
t ime nonbargaining unit employees wi th in  participating 
subsidiaries are eligible. At  December 31,2006 and 2005, 
participating subsidiaries w e r e  PEC, PEF, PVI, Progress 
Fuels (corporate employees) and PESC. The 401(k), which 
has matching and incentive goal features, encourages 
systematic savings by employees and provides a method 
of acquiring Progress Energy common stock and other 
diverse investments. The 401(k), as amended in  1989, is 
an Employee Stock Ownership Plan (ESOP) that can enter 
into acquisition loans to acquire Progress Energy common 
stock to satisfy 401(k) common share needs Gualification 
as an ESOP did no t  change the level of benefits received 
by employees under the 401(k). Common stock acquired 
wi th  the proceeds of an ESOP loan is held by the 401(k) 
Trustee in a suspense account. The common stock is 
released from the suspense account and made available 
for allocation to participants as the ESOP loan is repaid 
Such allocations are used to partially meet common stock 
needs related t o  matching and incentive contributions 
and lo r  reinvested dividends. All o r  a port ion of the  
dividends paid on ESOP suspense shares and on ESOP 
shares allocated t o  participants may be used to repay 
ESOP acquisition loans. Dividends that are used to repay 
such loans, paid directly t o  part icipants o r  reinvested 
by participants, are deductible for income tax purposes 

There w e r e  2 3 mil l ion and 2 9 mil l ion ESOP suspense 
shares at December 31,2006 and 2005, respectively, with 
a fair value of $112 million and $126 million, respectively 
ESOP shares al located t o  p lan part icipants totaled 
10 9 mill ion and 11 4 mill ion a t  December S i ,  2006 and 
2005, respectively Our matching and  incentive goal  
compensation cost under the 401 ( C i  is determined based 
on matching percentages and incentive goal aEainment as 
defined 111 the plan Such compensation cost is allocated 
to participants' accaurits in the form of Progress Energy 

and 2004, respectively. Total matching and incentive 
costs w e r e  approximately $23 million, $30 mill ion and 
$32 mill ion fo r  the years ended December 31, 2006, 
2005 and 2004, respectively. W e  have a long-term note 
receivable from the 401(k) Trustee related to the purchase 
of common stock f rom us in 1989. The balance of the 
note receivable from the 401(k) Trustee is included in the 
determination of unearned ESOP common stock, wh ich  
reduces common stock equity. ESOP shares that have not 
been committed to be released to participants' accounts 
are not  considered outstanding for the determination of 
earnings per common share Interest income on the note 
receivable and dividends on unallocated ESOP shares are 
not recognized for f inancial statement purposes 

STgCK QpTigtjS 

Pursuantto our 1997 Equity Incentive Plan and 2002 Equity 
Incentive Plan, amended and restated as of July I O ,  2002, 
w e  may grant options t o  purchase shares of Progress 
Energy common stock to directors, officers and eligible 
employees for  up  t o  5 mill ion and 15 mill ion shares, 
respectively Generally, options granted t o  employees 
vest one-third per year with 100 percent vesting at the 
end of year three, while options granted to directors vest 
100 percent a t  the end of one year The options expire 
10 years from the date of grant All option grants have 
an exercise price equal to the fair market value of our 
common stock on the grant date We curtailed our stock 
option program in 2004 and replaced that cornpensation 
program with other programs An immaterial number of 
stock options were granted in 2004 and no stock options 
have been granted in 2005 or 2006 We issue new shares 
of common stock to satisfy the exercise of previously 
iSSlJEd stock options 

A summary of the status o f  our s tock options at  
December 31, 2006, and changes during the year then 
ended, follows 
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Number of Weighted-Average 
kercisePrice 

As previously indicated, w e  did not record stock option 
i ~ c i , ~ "  ,;i;nrii::,~: 1': ,q;,!i,o,qZj expense prior t o  the adoption of SFAS No 123R as of 
Opiions oii!stantiing, .January 1 7 0  s359 Ju ly  1, 205 .  The fol lowing table i l lustrates the effect 

Forfeited io l i  4.175 value method had  been applied to  all outstanding and 

Canceled 10 21 

Op'ions 

Granted - - on  our  net income and earnings per share if the fair 

4374 nonvested awards in each period 

Ewc ised  12 71 ri3 37 /In ml/holJS ehCEpCPW5hZfE U Z 2 1  2005 2004 
opbot>s outstanding, December 31 40  70 Net income, as reported %97 s759 
Optons exercisable, December 31 1 0  43 70 Deduct Total stock opbon expense determined 

under fairvalue tnetfiotl for all awards, net of 
related tax effects 2 10 

The options outstanding and exercisable at December 31, Prn s695 s749 
2006, had  a weighted-average remaining contractual 
l i fe of 5.8 years and a n  aggregate intrinsic value of 
$22 mill ion. Total intrinsic va lue of options exercised 
during t h e  year ended December 31,2006, was  $10 million. 
Total intrinsic value of options exercised during the year 
ended December 31, 2005, was less than $ 1  million. The 
total intrinsic value of options exercised during the year 
ended December 31,2004, w a s  $1 million. 

Compensation cost, for pro forma purposes prior to the 
adoption of SFAS No. 123R and for expense purposes 
subsequentto the adoption, is measured at the grant date 
based on the fair value of the award and is recognized 
over the vesting period. The fair value for these options 
w a s  estimated at  the grant date using a Black-Scholes 
opt ion pr ic ing model  with t h e  fo l lowing weighted-  
average assumptions. 

2004 

Risk-free interest rate 

Dividend yield 

Volatility factor 

4 22% 
5 19% 

20 30% 

Weiclllteti-averacie expected life of the options hi years] 10 

Dividend yield and the volatility factor were calculated using 
three years of historical trend information The expected 
term was based on the contractual life of the options 

Stock option expense totaling $2 million was recognized 
in income during the year ended December 31,2006, with 
a recognized tax benefit of $1 million No compensation 
cost  related to stock options w a s  capitalized during 
the  year  Stock opt ion expense total ing 53 mil l ion 
w a s  recognized in i ncome during the year ended 
December 31, 2005, with a recognized tax benefi t  of 
SI million No compensation cos t  related to stock options 
was capitalized diiring the year 

Earnings per share 

Easic - as reported 

Easic - pro forma 

Diluted-as reported 

Diluted - pro forma 

s2 e2 S3 13 

2 81 3 09 

2 82 3 12 

2 el 3 08 

As of December 31, 2006, all options were fully vested 
and no compensation expense related to stock options is 
expected in  future periods 

Cash received from the exercise of stock options totaled 
$1 15million,$8 million and $18 million, respectively, during 
the years ended December 31,2006,2005 and 2004 The 
actual tax benefit for  tax deductions f rom stock option 
exercises for  t h e  year ended December 31, 2006, w a s  
$4 million The actual tax benefit for tax deductions from 
stock optran exercises for the years ended flecember31, 
2005 and 2004 was  not  significant 

GT E p$ STQ ci(- 88% ED c 0 M p E @ 

W e  have additional compensation plans for  our officers 
and key employees that are stock-based in whole or in 
part. The two primary active stock-based compensation 
programs are the Performance Share Sub-Plan (PSSP) and 
the Restricted Stock Awards (RSA) program, both of which 
were established pursuaritto our 1997 Equity Incentive Plan 
and were continued under our 2002 Equity Incentive Plan, 
as amended and restated from time to time 

rJ $4 p f4 5 

We granted cash-sett led PSSP awards prior to  2005 
Beginning in 2005, w e  are granting stock-settled PSSP 
awards Under the terms of the cash-settled PSSP, our 
officers and lkey employees are granted a target number 
of performance shares on an annual basis that vest over 
a three-year consecutive period Each performance 
share has a value that IS equal to, and changes with, 
the value of a share of Progress Energy comrron stock, 
and dividend equivalents are accrued on,  and reinvested 
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in, the performance shares The PSSP has two equally 
weighted performance measures, both of w h i c h  are 
based on  ou r  results as compared t o  a peer group of 
utilities The outcome of the performance measures can 
result in an increase or decrease from the target number 
of performance shares granted Compensation expense is 
recognized over the vesting period based on the estimated 
fair value of the award, w h i c h  is periodically updated 
based on expected ultimate cash payout, and is reduced by 
estimated forfeitures The stock-settled PSSP is similar t o  
the cash-settled PSSP, except that w e  distribute common 
stock shares to participants equivalent to the number of 
per lormance shares tha t  ult imately vest  Also, the ta i r  
value of the stock-settled award is generally established at 
the grant dale based on the fair value of common stock on 
that date, with certain subsequent adjustments related to 
our results as compared to the peer group of utilities PSSP 
cash-settled liabilities totaling $4 million, $5 million and 
$7 mill ion w e r e  paid in the years ended December 31, 
2006,2005 and 2004, respectively A summary of the status 
of Ihp target performance shares under the stock-settled 
PSSP plar r  at  December31,2006, and changes during the 
year then ended is presented below 

Number of Stock-Settled Weighted- Average 
Grant Date Fair Value Perforinance Sliaresiai 

Beginning balance 

Granted 

Paid 

Vested 

Forfeited 

540,5&3 W 24 
556,431 44 21 

(54) 44 21 
- 

44 25 

Endino balance 1,044,583 S44 26 
l a )  Arnouiils reflecttaryetsliares to be issued The final iiurnber uf shares issued will 

be depeiidenl upoii Uie oiitcame of Uie performance measures discussed above 

For the year ended December 31, 2005, the weighted- 
average grantdatefairvalue of stock-settled performance 
shares granted was  $44 24 

The RSA program allows tis to grant shares of restricted 
common stock to our officers and key employees The 
restr icted shares generally vest on  a graded vesting 
schedule over a minimum of three years Compensation 
expense, w h i c h  is based o n  the fa i r  value of common 
stock at  the grant date, is recognized over the applicable 
vesting period, wi th  corresponding increases in common 
stock equity fiesti-icted shares are not  included as shares 
outstanding in the basic earnings per share calculation 
until the shares are no longei forieitable A summary of 
the status of the nonvested restr icted stock shares at  

December 31, 2006, and changes during the year then  
ended, is precerited below 

Niiniber rjf Wleightetl- Average 
Grant Date Fair Value Restricted Shares 

Beginning halaiice 588,3Q M3 27 

Granted 168,8M 44 51 

Vested j 1112.m1 41 87 

Forfeited (334! 43 68 

Entliiiy balance 604,235 s43 82 

For the  years ended December 31, 2005 and 2004, the  
vveignted-average grant  ctate ta i r  value OT resrr icred 
stock granted was $42 56 and $46 95, respectively 

The to ta l  fa i r  value of restr icted stock vested dur ing 
rhe years ended December 31,2006, 2005 and 2004 was  
$4 million, $7 million and $16 million, respectively Cash 
expended t o  purchase shares for  the restr icted s tock  
program totaled $8 million, $8 mill ion and $7 mil l ion 
during the  years ended December 31, 2006, 2005 and  
2004, respectively 

Our Consolidated Statements of Income included to ta l  
recognized expense for other stock-based compensation 
plans of $25 million for the year ended December31,2006, 
with a recognized tax benefi t  o f  $10 mill ion The to ta l  
expense recognized on our Consolidated Statements of 
Income for other stock-based compensation plans w a s  
$10 million, with a recognized tax  benefi t  of $4 million, 
for each of the years ended December 31,2005 and 2004 
No compensation cost  related to  other  s tock-based 
compensation plans was capitalized 

A t  December 31, 2006, there w a s  $33 mill ion of to ta l  
unrecognized compensation cost  related to nonvested 
other stock-based compensation p lan awards, w h i c h  
is expected to be recognized over a weighted-average 
period of 2 1 years 

R 
L E m ? i O ~ S  PI- P,3;nmon 53-are 
Basic earnings per  common share are based o n  the  
we i  g hte d-aver a g e n ti ni be I of corn m on shares o u tst an ding 
Diluted earnings per  share include the  effect of t h e  
nonvested port ion of restr icted stock awards and the  
effect of stock options outstanding 

A reconci l iat ion of the  weighted-average number  
of common shares outstanding for the years ended 
December S i  for basic and dilutive purposes follows 



:;n fi!/!!O,fl51 200s 2005 Weighted-average shares -full!/ tlilutetl 250 8 247 0 243.1 

(Loss) gain oil cash flow lietlges S('i4) s55 
There were no adjustments to  net income or  to income 

- (1W from con ti nul tig opera ti0 tis betwee t i  the c a I C  tilatio tis of 'vliniinuin pe'lsion iiaSiiity arliusments 

shares that have not been committed to b e  released to  Other 4 1 

participants' accoimts are  not considered Outstanding Total accuinulatetl other coinprelieiisive loss 349) 3104) 

basic and fully diluted earnings per common share ESGP sfX' ' l0 158I)eilefifsatfJustmeilt (3) - 

for the determination of earnings per conirnon share. 
The weighted-average shares totaled 2 4 million, 
3 0 million and 3 6 million fortheyears ended December31, 
2006,2005 and 2004, respectively There were 1 8 million, 

and 3 "  mi'hon stock options outstanding at 

were not lnciuded In the weighted-average number Of 
shares for computing the fully diluted earnings per share 
because they were antidilutive 

~~~~~~~~~ ST 

All of our preferred stock was issued by our subsidiaries 

December 31,2006 and 2005, preferred stock outstanding 

December 31, 2006, 2005 and 2004, respect~vely, which and was not sub,ect to mandatory ~t 

of the fol,owtng 

Shares 

(c/o//ars in miI!fons except sh3re3nrfger S h J V  dJfal Authorized Outstanding Redemption Price Total 

PEG 
Cumulative, no par value S5 Preferred Stock 

Curnulawe, 110 par value Serial Preferred Stock 

3Oo.m 

55 Preferred 236,997 $1 10 w s24 

2o,ooo,ooo 
SI LDSerial Preferred lM),oOO 102 w 10 

S5 44 Serial Preferred 249,850 101 w 25 

Cuiiiulaove, no par value Preferred Stock A 5,000,000 - - - 

No Dar value Preference Stock 1 0,ooo,oo0 - - - 

Total PEC 59 

Cumulative, Si00 par value Preferred Stock 

4 00% SlOO par value Preferred 

4 40% SI00 par value Preferred 

4581 SlOiI par value Preferred 

4 60% Si00 par value Preferred 

4 75% 3 0 0  par value Preferred 

Cumulative, no par value Preierreti Stock 

SlOD par value Preferenc,e Stock 

4,ooo,wo 
39,980 104 25 4 

75,Om 102 w 8 

99,990 101 w 10 

39,997 103 25 4 

80,OOO 102 00 s 
5,000,m - - - 

1 ,om,m - - - 

Total PEF 31 

Total oreferretl stock of subsidiaries s53 
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42. DEBT AND CREralT FAC;%ITIZS 

A. Debt and C r d i t  Fzcilities 
At December 31 our long-term debt consisted of the 
following (maturities and weighted-average interest 
rates a t  December 31,2006)  

Progress Energy, Inc 

Senior unsecured notes, maturing 2010-2031 6 98% s2,600 3,300 

Unainortized fair value hedge gain, net (1) 13) 
Unamorttzed premium and discount net (18) 119) 
Current portlon of long-term debt - (404) 

PEC 
Long-term debt, net 2,581 3,874 

First mortgage bonds, maturing 207-2033 

Pollution control obligations, maturing 2017-2024 

Senior unsecured notes, maturing 2017 

Medium-term notes, maturing 2008 

Miscellaneous notes 

5 76% 

3 74% 

6 50% 

6 65% 

22w 
669 

500 

300 
22 

2,200 

669 

500 

300 

22 

Unainortized premium and discount, net (21) (24) 
Current portion of long-term debr (200) - 

Long-term debt, net 3,470 3,667 

PEF 

First mortgage bonds, maturing 2008-2033 

Pollution control obligations, maturing 2018-2027 

Senior unsecured notes, maturing 2008 

Medium-term notes, maturing 2007-2028 

Unamortized premium and discount, net 

Current portion of long-term tlebt 

5 39% 

3 66% 
577% 

677% 

1,630 

241 

450 

289 

(8) 

(48) 

Loiici-term debt, net 2,468 2.554 

Florida Progress Funding Corporation (See Note 23) 

Debtto affiliated trust, maturing 2039 

Unamortized nremium and discount net 

309 

(391 

Lono-term debt, net 271 270 

Progress Capital Holdings, Inc 

Medium-term notes, maturing 2007-2KE 6 59% 80 140 

Miscellaneous notes 2 

Current portlon of long-term debt (3) 161) 
Loiiq-term cleht, iiet 45 81 

- 

Consolidated lonu-term debt, net s8.835 s1n.m 

At  December 31,2005, vve c lassi f ied $397 mi l l ion,  re lated 
to  the retirement of $800 million in Progress Energy, Inc 
6 75% Senior Notes on March 1,2006, as long-term debt  
Settlement of this Obligation was not expected to require 
the t ise of w o r k i n g  cap i ta l  in 2005 a s  w e  had the intent 
and ability t o  refinance this debt  on a long-term basis 

On January 13,2006, Progress E n e r g y  issued S300 million 
of 5 625% Senior Notes due 2016 and SlOO million of 
Series A Floating Rate Senior Notes due 2610, receiving 
net proceeds of $3397 million These senior notes are 
unseciired Interest on the Floating Rate Senior Notes is 
based on t h r e e - m o n t h  London Inter Bank Offering Rate  
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(LIBOR) pius 45 basis points and resets nuarterly W e  used 
the ne t  proceeds from the sale of t1ie.e renior notes arid 
a cornbinatrun of available cash a n d  c o m i t m i a l  paoer 
proceeds to  retire the S800 million aggregate pr inc ipa l  
amount of our  6 75% Senior Notes on  M a r c h  1, 2006 
Pending the application of the proceeds described above, 
w e  invested the  ne t  proceeds in  short-term, interest- 
b e  a r i n g , i i ives t i i ie nt- g r a d e se c u r i ti es 

On November 27, 2006, Progress Energy redeemed the 
entire outstanding $350 mill ion principal amount of its 
6.05% Senior Notes due Apri l  15, 2007, and the entire 
outstanding $400 mill ion principal amount ot i ts 5 H5Yo 

In addit ion to  the committed RCAs at December 31, 
2005, we had an $800 million 364-day credit agreement, 
w h i c h  w a s  restr icted for the retirement of $800 mill ion 
of 6 75% Senior Notes due March  1, 2006 On M a r c h  1, 
2006, Progress Energy, Inc retired $800 million of its 6 75% 
Senior Notes, thus effectively terminating the 364-day 
credit agreement 

On May  3,2006, Progress Energy restructured its existing 
$1 13 billion five-year RCA wrth a syndication of f inancial 
inshtutlons The new RCA replaced an existing $1 13 billion 
five-yearfacility,whichwasterminated effective May3,2006 
I he new HCA will Continue to ne use0 to provioe Iiquiary 

Senior Notes due  October 30, 2008, at  a make-whole 
redemption price The 6 05% Senior Notes were acquired 
at  100 274 percent of par, or approximately $351 million, 
plus accrued interest, and the 5 85% Senior Notes were  
acqui red at  101 610 percent  of par, o r  approximately 
$406 million, plus acci ued interest The redemptions w e i e  
funded with available cash o n  hand and no addit ional 
debt w a s  incurred in connection w i th  the redemptions 
an December 6, 2006, Progress Energy repurchased, 
pursuantto a tender offer, $550 million, or 53 0 percent, of 
the outstanding aggregate principal amounf of its 7 10% 
Senior Notes due M a r c h  1, 201 1, a t  108 361 percent  of 
par, or $596 million, plus accrued interest The redemption 
w a s  funded with available cash on hand and no additional 
deb twas  incurred in connection with the redemption See 
Note 20 for a discussion of  losses on debt redemptions 

At  December 31,2006 and 2005, w e  had committed lines of 
credit used to support our commercial paper borrowings 
A t  December 31, 2006 and 2005, w e  had no Outstanding 
borrowings under our credit facilities W e  are required 
to pay minimal annual commitment fees to maintain our 
credit facilities 

The  f o l l o w i n g  tab le  summar izes o u r  revo lv ing  
c red i t  agreements (RCAs) and available capaci ty  a t  
December 31,2006 

support for Progress Energy‘s issuances of commercial 
paper and other short-term obligations The n e w  RCA no 
longer includes a material adverse change representation 
for borrowings or a financial covenant for interest coverage 
Fees and interest rates under the n e w  RCA will continue 
to be determined based upon the credit rating of Progress 
Energy’s long-term unsecured senior noncredit-enhanced 
debt, currently rated as Baa2 by Moody’s Investors Service, 
Inc (Moody’s) and BBB- by S&P 

On M a y  3, 2006, PEC‘s five-year $450 mil l ion RCA w a s  
amended to take advantage of favorable market conditions 
and reduce the pricing associated with the facility Fees and 
interest rates under the RCAwill continue to be determined 
based upon the creditrating of PEC’s long-term unsecured 
senior noncredit-enhanced debt, currently rated as Baa 1 
by Moody’s and BBB- by S&P 

On M a y  3, 2006, PEF’s f ive-year $450 mill ion RCA w a s  
amended to take advantage of favorable market conditions 
and reduce the pricing associated with the facility Fees 
and interest rates under the RCA will continue t o  b e  
determined based upon the credit rating of PEF’s long-term 
unsecured senior noncredit-enhanced debt, currently 
rated as A3 by Moody’s and BBB- by S&P 

iin miliionsi OescrrDDoii Total Outs ta ii din (1 Reserweth Availa hle 

Progress Energy, l i ic  

PEC Five-year [expiring W&l!I 

PEF Five-war Iexnirinci Y?8’10! 

Five year  iexpiriiig 5?11! 
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W e  had no commercial paper outstanding or other short- 
term debt a t  December 31, 2006 The following table 
stimniarizes our outstanding commercial paper and other 
short-term debt and related weighted-average interest 
rates at  December 31,2005 

PtC 4 65% SIB 
PFF 475% 102 

-roto1 4 7 1 x S175 

outs t a n d in g b o r r o w i n g a n d t e r mi n a t  e the i r c o rr rn i trne n ts 
to  the  credit faci l i ty Pragress Energy, Inc 's cross-  
default provision applies only t o  Progress Energy, Inc 
and its significant subsidiaries, as defined in  the credit 
agreement ii e ,  PEC, Florida Pi ogress Coiporation [Florida 
Progress], PEF, Progress Capital Holdings, lnc and PVII 
PEC's and PEF's cross-default provisions apply only to  
defaults of indebtedness by PEC and its subsidiaries and 
PEF, respectively, not each other or other affiliates of PEC 
and PEF 

Additionally, certain of Progress Energy, lnc 's long-term 
debt  indentures contain cross-default provisions ior  

- 
I h e  ioi iowing rable pres- iii 
long-term debt a t  December 31,2006: 

2007 

2008 

20w 

s324 

an 
4 0  

2010 4% 

201 1 1,GCO 

[hereafter 6,235 

lotai  S9,242 
-- 

S. Covenants and Default Provisions 
FI%jANCIAL Cp5=fENA%T.S 

Progress Energy, Inc.'s, PEC's and PEF's credit l ines 
conta in  various terms and conditions that  could af fect  
t he  abil ity t o  bo r row under these facil i t ies. Al l  of t h e  
credit facilities include a defined maximum total debt to 
total capital ratio (leverage) At  December 31, 2006, the 
maximum and calculated ratios, pursuant to the terms of 
the agreements, were as follows 

Coinpaity Maxiinuin Ratio Actual Ratioiaj 

Progress Energy, Inc 68% 55 4% 

PEC 65% 52 3% 

PEF 65% 49 4% 
! a i  indebrediifss as defined by the bank cigreEments includes cerlain letters of credit 

aiid guarantees tlniit are inot recorded on the Consolidated 6alance SlleEis 

7' p: :; 1 <? F: 5 p: I 5 g T r: .-:; i i .2 ! 21 ;.i <; ~-,ilz-:,2;.-f$: . i . I U i i  n:.:#> .i."<d.. _ _  r I > I : - - 

Each of these credit agreements contains cross-default 
provisions for defaults of indebtedness in excess of the 
fo l lowing thresholds: $50 mil l ion for  Progress Energy, 
l n c .  and  $35 mil l ion e x h  for PEG and PEF Under  
these provisions, if the applicable borrower  o r  certain 
subsidiaries of the borrower  fai l  t o  pay various debt  
obligations in excess of their respective cross-default 
threshold, the lenders could accelerate payment of any 

defaults of indebtedness in excess of amounts ranging 
from $25 million to $50 million, these provisions apply only 
to  other obligations of Progress Energy, Inc ., primarily 
commercial paper issued by the Parent, not its subsidiaries 
In the event that these indenture cross-default provisions 
are triggered, the debt holders could accelerate payment 
of approximately $2.6 bil l ion in long-term debt. Certain 
agreements underlying our  indebtedness also l imit our  
ability to incur additional liens or engage in certain types 
of sale and leaseback transactions 

.q-r <$ t hrg t i -  RES.f-$,igT;gF.s 

Neither Progress Energy, Inc.'s Articles of Incorporation 
nor any of its debt obligatians contain any restrictions 
on  the payment of dividends, so long as no  shares of 
preferred stock are outstanding At December 31, 2006, 
Progress Energy, Inc had no shares of preferred stock 
outstanding. Certain dacuments rest r ic t  t h e  payment 
of dividends by Progress Energy, Inc 's subsidiaries as 
outlined be l ow  

PEC's mortgage indenture provides that, as long as any 
f irst mortgage bonds are outstanding, c a s h  divrdends 
and distributions o n  its common stock and  purchases 
of i ts  common stock are restr icted t o  aggregate n e t  
income available for PEC m i c e  December 31, 1948, PIUS 
$3 million, less the amount of all preferred stock dividends 
and distributions, and all conimon stock purchases, 
since Decemher31, 1948 At December 31,2006, none of 
PEC's cash dividends or distributions on common stock 
was restricted 

In addition, PEC's Articles of Incorporatian provide that 
so long as any shares of  preferred stock are outstanding. 
the aggregate amoi in i  of cash dividends or distributions 
on common stock since December31, 1945, including the 
amount then proposed to be expended, shall be limited 
to  75 percent of t he  aggregate net income available 
for  comman stock if common stock equity falls be low 
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25 percent  of to ta l  capitalization, and to  50 pe rcen t  
if common stock equity falls be low 20 percent PEC's 
Articles of Incorporation also provide that cash dividends 
on common stock shall be limiter1 to 75 percent of current 
year's net  income available foi divi3ends if common stock 
equityfalls below 25 percent of total capitalization, and to 
50 percent if common stock eqiirtyfalls below 20 percent 
A t  December 31, 2006, PEC's coininon stock equity 
w a s  approximately 49 0 percent  of total caprtalization 
A t  December 31,2006, none of PEC's cash dividends or 
distributions on common stock was restricted 

P t t s  mortgage indenture provides that so long as any 
first mortgage bands are outstanding, it will not pay any 
cash dividends upon its common stock, or make any 
other distribution to  the stockholders, except a payment 
o r  distribution out of net income of PEF subsequent t o  
December31,1943 At  December31,2006, noneof PEF'scash 
dividends or distribiitions on common stock was reswicted 

In  addition, PEF's Articles of Incorporation provide that  
so long as any shares of preferred stock are outstanding, 
n o  cash  dividends or distributions o n  common stock 
shal l  b e  paid, if the aggregate amount thereof since 
April 30, 1944, including the amount then proposed to be 
expended, plus all other charges to retained earnings since 
April 30, 1944, exceeds all credits to  retained earnings 
since April 30, 1944, plus al l  amounts credited to capital 
surplus after April 30,1944, arising from the donation to  PEF 
of cash or securities or transfers of amounts from retained 
earnings to capital surplus. PEF's Articles of Incorporation 
also provide that cash dividends on common stock shall be 
limited to  75 percent of current year's net income available 
for dividends if common stock equityfalls below 25 percent 
of total capitalization, and t o  50 percent if common stock 
equity falls be low 20 percent. On December 31, 2006, 
PEF's common stock equitywas approximately 51 8 percent 
of to ta l  capitalization. A t  December 31, 2006, none of 
PEF's cash dividends or distributions on common stock 
was  restricted 

c.  ~~~~~t~~~~~~~~ Obt igar iom 
PEC's and PEFS first mortgage bands are collateralized 
by their respective mortgage indentures Each mortgage 
censtitutes a first lien on substantially all of the fixed 
properties of the respective company, subject t o  certain 
permitted encumbrances and exceptions Each mortgage 
also COnSbtuteS a lien oil subsequently acquired properly 
A t  December 31, 2006, PEC and PEF had  a to ta l  of 
52 869 billion and $1 871 billion, respecbvely, of first mortgage 
bond? outstanding, including those related to pollution conti ol 
obligabons Each mortgage allows the issuance of addilloiial 
mortgage bonds upon the satisfacbon of certain conditions 

13. Guarantees OS Subsidiary Eeb; 
See Note 18 on related party transactionsfor a discussion 
of obligations guaranteed or secured by affiliates 

E .  Hedging Activities 
We use interest rate derivatives to adjust the fixed and 
variable rate components of our debt portfolio and to hedge 
cash f low risk related to commercial paper and fixed-rate 
debt to be issued in the future See Note 17 for a discussion 
of risk management acbvities and derivabve transactions 

A. Bnvestments 
A t  December 31, 2006 and 2005, w e  had investments in 
various debt and equity securities, cost investments, 
company-owned life insurance and investments held in 
trust funds as follows 

fin rn///ons) 2006 2005 

Nuclear decoinmissioning trust (See Note 5D) S1.287 S1,133 

Investments in equity securltles'a', 6 7 

Equity method iiwestments1bl 23 27 

Cost investments~ci 8 13 

Benefit investmentimstsfdl 80 77 

Company owned life insuranceid: 161 1 53 

Marketable debt securibesiei 71 191 
Total $1,636 S1,601 

la' Certain investments in equity securities that liave readily determinable market 
values, and forwiiich we do not have control, are accounted for as available-for- 
sale securities at fairvalueinaccordance wirli SFAS No llSlSee Note 11 These 
investments are included iii miscellaneous otherproperty and investments in the 
Consolidated Balance Sheets 

Balance Sheets in miscellaneous other properly and invesbnents using Hie equity 
method of accounting (See Note 1) These investments are primarily in limited 
liability corporanotis and limited partnerships, and the earnings from Hiese 
investments are recorded on a pre-tax basts lSee  Note 201 

ted priiicipally a t  cost are included in miscellaneoiis ollier 
estments in tlie Consulid.?ted Balance Sheet; 

'di Investmenis in company-owned life iiisurance and 0 t h  hfnefil plan assets are 
included in miscellaneom otlier property and investments ti1 :lie Cunsolidated 
Balance Sheets and approximate fair WIUE due to the slior! maturi;y of the 
instruments 

' € 1  V/e activel.{ IIIVE.~: available c5sh halsncss in va<oiis f inano3l  IlisbUmElliS, S t l C i l  

2s tax-exempt debt 5ecunhe5 Ilia1 have stated maturiiles ai 20 years or more 

!bl Investments iii unconsolidated companies are included in the Consclidated 

for a high degree of liquidity t l i rwgb srraiigements 
ly and i ~ / e e k l \ ~  liquidity and 7-, 2 
-11 of d l ~  InVisbnel l i  at l ts 1 x 6  
ll iliese instriimsnts wlliiii ~ i t '  

a x e  si;e~id?!e,ti;ei. i l r i  clr;safied ils siim term 
!nl'estmEnls 
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AtDecember31,2006, the fair value of available-for-sale 
debt securities by contractual maturity was  

- 
**' - 
- _ _ _  ._ 

c-:, 11'2 t i ' ,  , c i 2 e  Q f  F i ~ ~ 7 ~ i ~ l  tn,t:r"::i~i(=~js 

The carrying amount of our long-term debt, including 
current maturities, w a s  $9.155 billion and $10 9% billion 

estimated fair value of this debt, as obtained f r o m  
qucted market prices for the same or similar issues, was  
$9 543 billion and $1 1 491 billion a t  December 31. 2006 

m d i d  

Dueilioneyearorless 

Oueafterfiv.tl,roug,l 10years 

s2a 
116 

196 

Due after 10 years 279 

a t  December 31, 2006 and 2005, respectively. The Dueakeronetl,rougl, flueyears 

and 2005, respectively Total S619 

Selected information about our sales of available-for- - - - - - - -. - 

is presented below Realized gains and losses were 
determined on a specific identification basis 

Certain investments in debt  and equity securit ies tha t  
have readily determinable marketvalues, and for wh ich  
w e  do not have control, are accounted for as available- 
for-sale securities at fair value in accordance with SFAS 
No 115 These investments include investments held in 
trust tunds, pursuant to NAC requirements, to fund certain 
costs of decommissioning nuclear plants (See Note 5D). 
These riirclear decommissioning trust funds are primarily 
invested in stocks, bonds and cash equivalents that are 
classified as available-for-sale Nuclear decommissioning 
trust funds are presented on the Consolidated Balance 
Sheets a t  amounts that  approximate fa i r  value. Fair 
value is obtained f rom quoted market prices fo r  t h e  
same or similar investments In  addition to the nuclear 
decommissioning t rust  funds, w e  hold other  debt  and  
equity investments classif ied as avai lable-for-sale 
in miscellaneous other property and investments o n  
t h e  Consolidated Balance Sheets at  amounts t h a t  
approximate fair value Our available-for-sale securit ies 
at December 31,2006 and 2005 are summarized below Net 
nuclear decommissioning trust fund unrealized gains are 
included in regulatory liabilities (See Note 7A). 

26% Book Unrealized Estimated 
1)11 :n:i~lullsl Value Gains Fair Value 

Equity securities S428 S324 s152 
Debt securiries 605 13 619 

Cash equivalents 19 - 19 

Total s1,w s337 s1,390 

2m05 Book Uiirealized Estimated 
; i n  ,T,ihSnsi Value Gains Fair Value 

Equity securibes S406 S257 9363 

Debt sectdiies 157'3 7 6911 
Cash ~( i t i ivalei i ts le - 18 

Total 

iin m////onsl 2m 2005 2W4 

Proceeds R547 s3,755 S3,ZOO 

Realized gains 33 26 55 

Realized losses 24 31 31 

The NRC requires nuclear decommissioning trusts t o  
be managed by third-party investment managers w h o  
have a right to sell securities without our authorization. 
Therefore, w e  consider available-for-sale securities in 
our nuclear decommissioning trust funds to  be impaired 
i f  they are in a loss position These impairments along 
with unrealized gains are included in o u r  regulatory 
liabilities (See  Note 7A) and have no earnings impact. 
Some of our benefit investment trusts are also managed 
by third-party investment managers w h o  have the right 
t o  sell securit ies wi thout  ou r  authorization. Losses at  
December 31, 2006 and 2005 fo r  investments in these 
trusts were not material. Other securities are evaluated 
on  an individual basis to determine if a decl ine in fa i r  
value below the carrying value is other-than-temporary 
(See Note 10) A t  December 31,2006 and 2005 our other 
securit ies had  n o  investments in  a continuous loss 
position for greater than 12 months 

We provide deferred i ncome taxes for temporary 
differences These occur  w h e n  there are dif ferences 
between book and tax carrying amounts of assets and 
liabilities Investment tax  credits related to regulated 
operations have been defei^red and are being amortized 
over the estimated service life of the related properties 
To the extent That the establishmenr of deferred income 
taxes under SFAS No 109 is different from t l ie recovery 
of taxes by tl ie Utiliiies through the ratemaking process, 
the differences are deferred pursuant to  SFAS No 71 A 
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regulator] asset or liability has been recognized for the A t  December 31, 2006 and 2005, w e  had  recorded 
impact of tax expenses or benefits that are recovered or 576 mill ion and $1 15 million, respecti i/ely, related to  
refunded in different periods by the l lt i l i t ies pursuant to probable tax l iabil i t ies associated with p i  Iur fi l ings. 
rate orders excluding accrued interest and penalties, w h i c h  were 

included in noncurrent income tax liabilities o n  the  
Accumulated deferred income tax assets (liabilities) a t  Consolidated Balance Sheets 
December 31 were 

At  December31,2006, the federal inconie tax credit carry 
h J  /7i//l/OnSj 2% 2005 f o rward  includes $850 mil l ion of alternative min imum 
Delerretl incoiw tax assets tax credits that  do not  expire and $1 million of generai 

Asset rebrement obligabon liability SI41 ST55 business credits that will e x p i r ~  during the perrad 2023 
Cornpensanon accruals 99 99 through 2025 
Deferred revenue 28 55 

Derivative instruments 42 - 

Environmental remediatiori liability 36 21 

Income taxes refunclable through future rates 2% 234 

Investments 5 - 

SFAS No 158, postretirement and pension benefits 351 214 

Unbilled reveiiue 36 30 

Other 125 108 

I'ederal income tax credit carry forward 61 957 
State net operating loss carry forward 

(net of federal expense) 54 44 
Valuation allowance (71) (39) 

Total deferred income tax assets 1,913 1,944 

Deferred income tax liabilities 

Accuinulated depreciabon and property cost 
differences (1349) (1,396) 

Deferred fuel recovery (60) 189) 

Deferred storin costs (51) 194) 

Derivative instruinents - 132) 

Income taxes recovera bletfirougli future rates (436) 1202) 

hvesbnents - (35) 
Other (70) (64) 

Total deferred income tax liabililies ( 1 s )  (1,912) 

Total iietdeferred income tax (liabilitiesl assets S(53) S32 

The above amounts were classified in  the Consolidated 
Balance Sheets as follows 

A t  December 31,2006, w e  had gross state net operating 
loss carry forwards of $1 1 billion that wi l l  expire during 
the period 2009 through 2026 

Valuation allowances have been established due to the 
uncertainty of realizing certain future state tax benefits 
W e  established addit ional valuation a l lowances of 
$32 million during 2006 We believe it is more likely than not  
that the results of future operations wil l generate sufficient 
taxable income to allow for the utilization of the remaining 
deferred tax assets 

W e  establish accruals for cer ta in  tax  contingencies 
when, despite our belief that our tax reti irn positions are 
fully supported, we believe that certain positions may he 
challenged and that it is probable our positions may not  
be fully sustained We are tinder continuous examination 
by the IRS and other tax authorities, and w e  account for 
potential losses of tax benefits in accordance with SFAS 
No 5 A t  December 31, 2006 and 2005, w e  had recorded 
$27 million and $60 million, respectively, of tax contingency 
ieseives, excluding accrued interest and penalties, which 
w e r e  included in taxes acc rued  o n  the Consolidated 
Balance Sheets 

Considering all tax contingency reserves, w e  do not expect 
the resolution of these matters to have a material impact 
on o u r  financial position or results of operations The tax 
contingency reserves relate primarily t o  capitalization 
and basis issues 

Current deferred income tax assets S159 S37 

Noncurrent de!erred income tax assetq inclutled iii 
odier assets anti deferred debits 19 79 

Current deferred income tax liabilities, included in 
ndier current liahiliries (1) i i )  

Noncurrent deferred incoine tax liabilities. included 
iii noncurrent income tax liabilities (Bo) iw) 
Total net deferred income tax iliabilitiesi assets s(w $32 

Reconcil iations of o u r  effective income tax rate t o  the  
statutory federal income tax rate for  the years ended 
December 31 fol low 
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2006 2Fo5 2004 interim perrod vesting o f  stock-settled PSSP awards 
and exercises of nonqualif ied stock options, w h i c h  
w a s  recorded in  common stock during 2006 Current 

benefit ( 6 5 )  I3 71 ,111 tax benefit of 52 million related to excess tax deductions 

Elfectlve iiicoine tax rate 28 1% 15 9% 9 3% 

State income taws,  net of federal 

Il?iiiorrtv interest 02 ( 2 3 )  !I 21 resulting from vesting of restricted stock and exercises 
Federal tax credits 113 437 3 0 2  of nonqiialified stock options, which w a s  recorded in  

common stock during 2005 Less than $1 million w a s  Investiiieiit tax credit ainornza~~ori 1 7  20 19 
recorded iii cornmen stock for excess tax deductions Einployee stock ownership plan 

2 1  during 2004 dividends 1 7  1 9  

Ooines~ic manufacturing deduction 0.5 1 3  - 

Our effect ive i ncome tax  ra te  is favorably impac ted  
b y  fede ra l  t a x  credi ts  resu l t i ng  f r o m  synthet ic  
fuels pro du c t i  0 n 

Income tax expense (benefit) applicable to continuing 
operatians fo r  t he  years ended December 31 w a s  
comprised of. 

{in mi//ionrJ Mc6 2005 2004 

Current -federal 

-state 

Deferred -federal 

-state 

Valuation allowance 

State net operating loss carryforward 

Syinlhetic fuels tax credit 

Investmenttax credit 

Total incoine tax expense(benefii) 

Total income tax expense (benefit) applicable to continuing 
operations excluded the following 
0 Less than $1 mill ion of deferred tax expense related 

t o  the  cumulative effect o f  changes in accounting 
principle recorded net of tax during 2005 There w a s  
no cumulative effect of changes in accounting principle 
recorded during 2006 or 2004 

* Taxes related to discontinued operations recorded net 
of t ax  for 2006, 2005 and 2004, w h i c h  are presented 
separately in Notes 3A through 3G 

0 Taxes re la ted to  other  comprehensive i n c o m e  
recorded net of tax for 2006, 2005 and 2004, which are 
presented separately in the Corlsolidateri Statements 
of Comprehensive Income 

* Current tax benefit of $3 mill ion related to excess tax 
deductions resulting from vesting of restricted stock, 

the Code The production and sale of the synthetic fuels 
from these facilities qualifies fortax credits under Section 
29/45K, if certain requirements are satisfied 

15. CBMTI 
In connection with the acquisit ion of Florida Progress 
during 2000, t h e  Parent issued 98.6 mil l ion contingent 
value obligations (CVOs). Each CVO represents the right 
of the holder t,o receive contingent payments based on the 
performance of four synthetic fuels facil i t ies purchased 
by subsidiaries of Florida Progress in October 1999. The 
payments, if any, would b e  based on t,he net after-t,ax cash 
flows the facilities generate. The CVO liability is adjusted to 
reflect market price fluctuations. The unrealized loss/gain 
recognized due to  these market f luctuations is recorded 
in  other, net on the Consolidated Statements of Income 
(See Note 20) The liability, included in other liabilities and 
deferred credits on t he  Consolidated Balance Sheets, 
a t  December 31, 2006 and 2005, w a s  $32 mil l ion and 
$7 million, respectively. 

A. Postretirement Benefits 
W e  have noncontr ibutory def I ned be n ef I t ret irement 
plans fo i  substantially all full-time employees that provide 
pension benefits We also have supplementary defined 
benefit pension plans that provide benefits to higher-level 
employees In  addition to pension benefits, w e  provide 
contr ibutory  o the r  post ret i rement  benef i ts  (OPEB), 
including certain health care and life insurance benefits, 
for retired employees w h o  meet  specified criteria We 
use a measurement date of December 31 for our pension 
and OPEB plans 

See Note 2 for information related to  the implementation 
of SFAS No 158 as o f  December 31,2GG6 
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a five-year averaging method for a portion of the pension 
assets and fair value for t i le remaining portion We have 
historically used the five-year averaging method When w e  
acquired Florida Progress in 2Q00, we retained the Florida 
Progress historical use of fair value to determine market- 
related value for Florida Progress pension assets 

Pr ior  serv ice costs  and benef i ts are amortized on  a 
stiaight-l ine basis over the average remaining service 
period of active participants Actuarial gains and losses 
in excess of 10 percent of the greater o f  the projected 
benefit obligation or the market-related value of assets 
are amortized over the average iemaining service period 
of active participants The components of the net  periodic benefit cost  for the 

years ended December 31 were  

Pension Benefits 0 t h  Postrebreinent Benefits 

fin riiillions) 2606 2005 2004 2006 LlfflS 1w4 

Service cost s45 S47 s54 $3 s9 s12 

Interest cost 

Lxpec tetf return on plan assets 

Ainorbiabon of acwarial loss(a) 

Otfiei diuortrzabon, net@) 

33 33 31 

16) 15) 15) 

4 G 4 

5 5 3 

Net periodic cost s72 S38 S14 s a  3 8  35 
in)Adiiistlid 10 reflect PEF's rate Veatment (See Note 16Bi 

In addi t ion to  the net  periodic cost  ref lected above, in 
2005, w e  recorded costs for  special termination benefits 
relaled to a voluntary enhanced ret i rement program of 
$123 mill ion for  pension benefits and $19 million for  other 
postretirement benefits 

the years ended December 31,2006,2005 and 2004 Pre- 
tax amounts related to o w  pension plans recognized as 
a component of OCI for the years ended December 31, 
2006, 2005 and 2004 were  ne t  actuarial gains (losses) of 
$78 million, $(41) million and $(202) million, respectively 

No amounts related to our OPEB plans were recognized 
as a component of other comprehensive income (0CI ) fo r  

The following weighted-average actuarial assumptions 
were used in the calculation of its net  periodic cost  

Pension Benefits Odier Postretirement Benefits 

2006 2005 2004 206 2005 2004 

Discount rate 5.65% 570% 6 30% 5.65% 5 70% G 30% 

Rate of increase In future compensation 

Bargainiiig 3.5lPIo 3 50% 3 50% - - - 

Suppleinentary plans 5.25% 5 25% 5 00% - - - 

Expected long-term rate of return on plan assets 9.00% 9 00% 9 25% 830% 8 25% 8 5094 
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The expected long-term rates of return on plan assets wEre 
determined by considering long-ierm hlsrnrical returns 
for- the plans and long-term projected returns bdsed on 
the plans' target  asset allocation For all pension plan 

The table below provides a summary of amounts not yet 
recoqniied as a component of net periodic cost, as of 
D x e m b e r  31 

assets and a substantial portioii o f  OPEB plans iissets, 
those benchmarks support an expected long-ierm rate of 
return between 9 0% and 9 5% We have chosento i ise an ,,,fi7~/,,cG7j 

m e r  
Pen si on Postretirement 
Betiefits Benefits 

21#1$ 2005 20% 2W5 
expected long-term rate O f  9 ooh, the [ O W  end Of  the range, 
beginning in 2005 coinpreliensive loss 

Recoynipdin accumulated olfler 

Net actuarial loss S49 SZG0 $7 s- 
M e r ,  net 5 -  1 -  

-r 

*- "" s. 

R o - F s  Recognized in regulatory assets, net 

arid our funded status as of-December 31,2006 and 2005 
are presented below, followed by related supplementary 
information 

0 t h  
Pension Postrebreinent 
Benefits Benefits 

h i  mil/ions? 2006 2W5 2006 2005 
Prolected benefit ohligabon 

Service cost 45 47 9 9 

Interest cost 117 117 33 33 

at January I s216Q Sl,%l s650 s538 

Benefit payments (174) 1182) (29) (33) 

Plan amendment 18 - (4) - 
Special termination benefits - 123 - 19 

Actuarial (ciain) loss (47) 98 (31 1 84 

Obligabon a t  December 31 2,123 2 164 628 650 

December 31 1,836 1,770 74 76 
Funded status s(287) SI3941 S(554l 54574) 

Fair value of plan assets at 

All defined benefi t  pension plans had  accumulated 
benef i t  obl igations in excess  of p lan assets, with 
projected benefit obligations totaling $2 123 billion and  
$2 164 billion at December31,2006 and 2005, respectively 
Those plans had accumulated benefit obligations totaling 
$2 083 bil l ion and $2 117 bil l ion at December 31, 2006 
and 2005, respectively, and plan assets of $ I  836 billion 
and  $1 770 b i l l ion at  December 31, 2006 and 2005, 
respectively 

The accrued benefit costs reflected in the Consolidated 
Balance Sheets at Decemher 31 were as fol lows 

Other 
Pensioii Postredreiiient 
Benefits Benefirs 

' f i  rpt;.,;,;i.r ZIP36 ZM5 a% !(XI5 

Current liabiliaes $1 4 S -  $1 S -  

Noiicurrent Iialilities 273 34 7 553 290 

Net actuarial loss (gain) 215 83 108 (19) 

Other, net 2 2 -  28 24 

Recognized as an intangible asset 

Prior service cost - 23 - - 

Balance Sheets 
Not recognized in die Consolidated 

Net actuarial loss - 47 - 170 

Other. net - 14 - - 

Total not yet  recognized as a 
component of i iet periodic cos&) S291 3 1 3  SI44 S189 

iai All components are adjusted to reflect PEF's rate treatment [ S e e  Note 168) 

The following table presents the amounts w e  expect to 
recognize as components of net periodic cost in  2007 

Other 
Pension Postretirement 

/in rnJbns? Benefits Benefits 

Amortization of actuarial loss~a) S15 s6 

Amortization of other, neda) 2 5 
(8) Adiusted to reflect PEF'srate beatmentiSee Note 168; 

The following weighted-average actuarial assumptions 
were used in the calculation of our year-end obligations 

Other 
Pension Pos id rement  
Benefits Benefits 

2U56 2005 2005 2005 

Discount rate 5.%% 565% 5 95% 5G5% 
Rate of increase in future 

compensation 

Bargaining 4 25% 3 50% - - 

Supplementary plans 5.25% 5 25% - - 

initial msdical cost rent1 rate for 
pre-Medicare Act  benefits - - 900% 3 2 5 %  

Initial medical cost trend rate for 
post-Medicare Act benefits - - 9 Wh 8 25% 

ut" m a l a  -.- medical cost treiid raie - - 5w;o 500% 

raze i s  achieved - - 2014 2013 
Mar  rritirnatcl- medical cost trend 
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Our pr imary def ined benef i t  r e t i remen t  p lan  fo r  
nonbargaining employees is a "cash balance" pension 
p lan  as defined in ElTF Issue No 03-4, "Determining 
the Classification and Eenefit Attribution Method for a 'Cash 

The asset allocation for the benefit plans a t  the end of 
2006 and 2005 and the target alloc3tion for the plans, by 
asset category, are presented in the following tables 

Balance' Pension Plan " Therefore, effective December 31, 
2003,v~e began to use the traditional unit credit method for 

Pension Benefits 

Percentage 

at Year End 
Target of Plaii Assets 

Ailocabons 
purposes of measuiing the benefit obliga7ion of this plan 
Under the traditional unit credit method, no assumptions 
are included about future changes in compensation, and 
the ac c u mu I ate d benefit ob I i g a ti on a n d pro] e c te d b en ef i t 

Asset Category 2007 M f f i  2005 

40% 44% 44% - 'loinestfc 

obligation are the same Equity - iilteriiaboiia~ 15% 23% 2 2 %  

Debt- domesbc 20"Y 12% 13% 
: y l g i : ! ~ & ~  ? ; m ! $ t :  'iA! 5 > 

The medical cost trend rates were assumed to decrease 
gradually from the initial rates to the ultimate rates The 
effects of a 1 percent change i n  the medical cost trend 
rate are shown below 

1 percent increase in medical cost trend rate 

Effect oil total of service and interest cost 

Effect on postretirement benefit obligation 

1 percent decrease in medical costtrend rate 

Eflect on total of service and interest cost 

s2 
29 

(1) 

122) Effect oil postretirement henefii obligation __ 

.&SSFTS oi: BEMKfiY PE.A%S 

In the  p lan asset reconci l iat ion tab les tha t  follow, 
substantially all employer contributions represent benefit 
payments made directlyfrom our assets The OPEB benefit 
payments presented in the plan asset reconciliation tables 
that follow representthe cost after participant contributions 
Par t ic ipant  contr ibutions represent  approx imate ly  
20 percent of gross benefit payments The OPEB benefits 
payments fo r  2006 are also reduced by  prescript ion 
drug-related federal subsidies received, wh ich  totaled 
$2 mill ion 

Reconci l iat ions of the fa i r  value of p lan assets a t  
December 31 follow 

Other 
Pensioii Postretirement 
Benefits Benefits 

2006 io05 2005 2005 
fair value of plan iissets at 

Januar~  1 S1,TiO S1,774 si6 s70 
bstiial return on plan assets 222 170 a 5 

Einiiluyer rontribuhons la 8 19 34 

Oecember 31 3,836 9,7711 s74 E75 

Benefit pa\/menis (174) rl32i (29) 133) 

Fair value of plan assets at 

Other 15% 12% 13% 

Total lOOK 1Wlo 100% 

Other Postretireinent Benefits - 
Percentage 

at Year End 
Target of Plan Assets 

Allocations 

Asset Category 2001 20% 2005 

Equity - doinestic 21% WJO 32% 

Equity - international 10% 15% 16% 

flebt- doinedc 46% 4oo/o 37% 

Debt- international 7 %a 7% 6% 

Other 10% 8% 9% 

Total 1 M)% 1w/o 100% 

For pension plan assets and a substantial portion o f  OPEB 
plan assets,we settarget allocations among asset classes 
to provide broad diversification to protect against large 
investment losses and excessive volatility, while recognizing 
the importance of offsetting the impacts of benefit cost 
escalat ion In addition, external investment managers 
w h o  have complementary investment philosophies and 
approaches are employed to manage the assets Tactical 
shifts (plus or minus 5 percent) in asset allocation from the 
target allocations are made based on the near-term v iew 
of the risk and return tradeoffs of the asset classes 

E C?,$ i 
i i . 3 2  i 

In 2007, w e  expect to make $60 million of contributions 
d i rect ly  to pension p l a n  assets and  $1 mil l ion o f  
discret ionary contr ibutions direct ly t o  the OPEB plan 
assets The expected benefit payments for the pension 
benefit plan for 2007 through 201 1 and in  total for 2012 
through 2016, in millions, are approximately $143, 5147, 
$151, $154, $154 and $838, respectively. The expected 
benef i t  payments for  t he  OPEB plan for 2007 through 
201 1 a n d  in to ta l  f o r  2012 t h r o u g h  2016, in mil l ions, 
a r e  approx imate ly  S41, $45, $48, S51, $53 and  $284, 
respectively. The expected benefi t  payments inc lude 
benefit payments directly from plan assets and benefit 
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payments directly from our assets The benefit payment 
a m o u n t s  r e f l e c t  ou r  n e t  c o s t  a f te r  any  pa r t i c i pan t  
contributions and do not reflect reductions for expected 
prescription drug-related federal subsidies The expected 
fede ra l  subsidies fo r  2007 t h rough  2011 and in to ta l  
for  2012 through 2016, in mil l iors, are approximately 
$3, $4, $4, $5, $5 and $38, respectively 

B. Florida Progress Acquisition 

probable that the forecasted transactions underlying 
certain derivative contracts covering approximately 
95 Bcf  of natural gas wotild be fulfilled Therefore, these 
contracts were no longer treated as cash f lnw hedges, 
and were dedesignated and cash flow hedge accounting 
was  disc onti n u e d 

A: December 31, 2006, derivative assets and derivative 
l iab i l i t ies  re la ted  t o  CCO a r e  i nc luded  in assets  o f  
discontinued operations and liabilities af discontinued 
operations, respectively, on  the Consolidated Balance 
Sheet  A t  December 31, 2005, derivative assets and  
ae r i va t i ve  l i ao i i i t i es  re ra tea  t o  b a s  a n a  LLU a r e  

Dur ing 2000, w e  completed ou r  acquisit ion of Florida 
Progress Florida Progress’ pension and OPEB liabilities, 

in the a l m ~ e  - - - A  

information as appropriate Certain of Florida Progress‘ 
nonbargaining unit benefit plans were merged with our 
benefit plans effective January 1,2002 

PEF continues to recover qualified plan pension costs and 
OPE6 costs in rates as if the acquisition had not occurred 
The information presented in Note 16A is adjusted as 
appropriate to reflect PEF‘s rate treatment 

W e  are exposed t o  various risks related t o  changes in 
market conditions We have a risk management committee 
tha t  includes senior executives f rom various business 
groups. The risk management committee is responsible 
for administering risk management policies and monitoring 
compliance with those policies by all subsidiaries. Under 
ou r  r isk  policy, w e  may use a variety o f  instruments, 
i nc lud ing  swaps, opt ions and  f o r w a r d  contracts, t o  
manage exposure to fluctuations in commodity prices 
and interest rates Such instruments contain credit risk if 
the counterparty fails to perform under the contract. We 
minimize such risk by performing credit reviews using, 
among other things, publ icly available credit rat ings 
of such  counterparties. Potential nonperformance b y  
counterparties is not expected to have a material effect 
on our financial position or results of operations 

As discussed in Note 3, on December 13,2006, our board 
of directors approved a plan to pursue the disposition 
of substantial ly all af PVl’s remaining CCO physical 
and commercial assets and on July 12, 2006, our board 
of directors approved a p lan to divest of Gas The 
transaction t o  sell Gas closed on  October 2, 2006 We 
expect to complete rhe disposition plan for C C I 1  in  2007 

Due t o  the reclassif icat ion of the remaining CCO 
operations to discontinued operations in December 
2006, management determined that  it w a s  no longer 

i n c l u d e d  in asse ts  of  d i scon t inued  opera t i ons  a n d  
liabilities of discontinued operations, respectively, o n  
the Consolidated Balance Sheet For the years ending 
December 31,2006, 2005 and 2004, excluding amounts 
reclassified t o  earnings due t o  discontinuance o f  t he  
related cash flow hedges, n e t  gains and losses f r om 
derivative instruments re la ted to  Gas and CCO o n  a 
consolidated basis were  no t  material and are included 
in d i s c o n t i n u e d  operat ions,  net. o f  t a x  o n  t h e  
Consol idated St.atements o f  I ncome.  For t h e  y e a r  
ending December 31,2006, discontinued operations, net  
of tax includes $74 million in after-tax deferred income, 
which was reclassified to earningsduetodiscontinuance 
o f  t he  related cash  f l ow  hedges. For the year  ending 
December 31, 2005, there w e r e  n o  reclassif icat ions 
to earnings due to  discontinuance of the related cash 
f l o w  hedges. For t h e  year  ending December 31, 2004, 
discontinued operations, net of tax includes $10 million 
in after-tax deferred losses, w h i c h  w e r e  reclassif ied 
to earnings due to  discontinuance of the related cash 
f l ow  hedges 

A. ~ ~ ~ ~ Q ~ i ~ ~  Derivatives 
2 F p ; 
w - ” s - - r $ .  ._ 

Most of our commodity contracts are no t  derivatives 
pursuant to SFAS No  133 or qualify as normal purchases 
o r  sales pursuant to SFAS No 133. Therefore, such  
contracts are no t  recorded at  fair value 

In  2003, w e  recorded a $38 million pre-tax !S23 million 
after-tax) fair value loss transition adjustment pursuant 
to the provisions of FASE Derivatives Implementation 
Group Issue C20, ”Interpretation c f  the Meaning a f  Not 
Clearly and Closely Related in  Paragraph i O ( b l  regarding 
Contracts with a Price Adjustment Feature” / D I G  Issue 
C20i The related liabi ity is being amortized to  earnings 
over the tern: of  the related contract ( S e e  Note 20) At 
December 31,2006 a i d  2005, the remaining 1iaxIiry was 
$14 million and $19 million, respectively 
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is 25 million barrels and will provide protection for 
the equivalent of approximately 8 million tons of 2007 
synthetic fuels production The cost of the hedges was 
approximately $65 million The contracts will be  marked- 
to-market with changes in fair value recorded through 
earnings from synthetic fuels production 

Derivative products, primarily electricity and natural 
gas contracts, may be entered into from time to time 
for economic hedging purposes While management 
believes the economic hedges mitigate exposures to 
fluctuations in commodity prices, these instruments 
are not designated as hedges foi accounting purposes 
and are monitored consistent wi th trading positions 
We manage open positions with strict policies that limit 
our exposure to market risk and require daily reporting 
to management. of  potential financial exposures Gains 
6 tn niir 

Our subsidiaries designate a portion of commodity 
derivative instruments as cash flow hedges under SFAS 
No 133 The objective for holdina these instruments is to 
hedqe exposure to market risk associated with fluctuations 
in the price of natural gas and power for our forecasted 
purchases and sales. Realized gains and losses are 
recorded net in operating revenues or operating expenses, 
as appropriate The ineffective portion of commodity cash 
flow hedges was not material to our results of operations 
for 2006,2005 and 2004 

The fair values of commodity cash f low hedges at 
flecember 31 were asfollows: 

o r  the Utilities' results of operations during the years 
ended December 31, 2006, 2005 and 2004. Excluding 
$107 million of derivative assets, which are included in 
assets of discontinued operations on the Consolidated 
Balance Sheet and $31 million of derivative liabilities, 
which are included in liabilities of discontinued operations 
on the Consolidated Balance Sheet at.December 31,2006, 
we did not have material outstanding positions in such 
contracts at December 31, 2006 and 2005, other than 
those receiving regulatory accounting t.reatment a t  PEF, 
as discussed below Our discontinued operations did not 
have material outstanding positions in such cont.racts a t  
December 31,2005 

PEF has derivative instruments related to  its exposure to  
price fluctuations on fuel oil and natural gas purchases. 
These inst,ruments receive regulatory accounting 
treatment. linrealized gains and losses are recorded in 
regulatory liabilities and regulatory assets on the Balance 
Sheets, respectively, until the contracts are settled. 
Once settled, any realized gains or losses are passed 
through the fuel clause A t  December 31, 2006, the fair 
values of these instruments were a $2 million long-term 
derivative asset position included in  other assets and 
deferred debits, an $87 million short-term derivative 
liability pasition included in other current liabilities and a 
$36 million long-term derivative liability position included in 
other liabilities and deferred credits on the Balance Sheet 
At December 31, 2005, the fair values of the instruments 
were a $77 million short-term derivative asset position 
incltided in other current assets, a $45 million long-term 
derivative asset position included in other assets and 
deferred debits and a $49 million long-term derivative 
liability position included in other liabilities and deferred 
credits on the Balance Sheet 

On January 8,2007, we enrered into deiivative contracts to 
hedge economically a portion of our 2007 synthetic fuels 
cash flow exposLire to  the risk of rising oil prices over an 
average annual oil price range of $63 to $77 per barrel on 
a New York Mercantile Exchange (NYMEX) basis The 

(/fi rnlllionsl 2006 2005 

Fair value of assets s2 s7 
(4) Fair value of Iiabilibes - 

Fair value, iiet s2 s3 

Our discontinued operations did not have material 
outstanding positions in commodity cash f low hedges 
at December 31, 2006.. Excluded from the table above 
are $163 million of derivative assets, which are included 
in assets of discontinued operations, and $54 million 
of derivative liabilities, which are included in liabilities 
of discontinued operations on the Consolidated Balance 
Sheet at December 31,2005 

At December 31, 2006, the amount recorded in our AOCI 
related to  commodity cash flow hedges was not material 
At December 31, 2005, we had $69 million of after-tax 
deferred income recorded in AOCl  related to  commodity 
cash flow hedges 

I 6. Iuterest Raze Derivatives - F a i r  Va lue  cr 

We use cash flow hedging strategies to reduce exposure 
to changes in cash flow due to fluctuating interest rates 
W e  use fair value hedging strategies to  reduce exposure 
to changes in fair value due to interest rate changes 
The notional amoiiiits of interest rate derivatives are 
not exchanged and do not represent exposure to credit 
loss In the event of defaulr by rhe counterparty, the 

Cash ito~;",? Hedges 
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risk in these transactions is the cost of  replacing the 
agreements at current market rates 

On November 7, 2006, Progress Energy commenced a 
tender offer for  up  to  $550 mill ion aggregate principal 
amount of its 2011 and 2012 senior notes Subsequently, 
w e  executed a total notional amount of $550 mill ion 
of reverse t reasury locks to r e d u c e  exposure t o  
changes in cash f l ow  due to fluctuating interest rates, 
d x z h  were  then terminated o n  December 1,2006 On 
December 6,2006, Progress Energyrepurchased, pursuant 
t o  the tender offer, $550 million, or 53 0 percent, of t he  
outstandirig aggregate principal amount ot its / 1U% Senior 
Notes due M a r c h  1 ,  2011, at  1083fil percent  of par, o r  
$596 million, pltis accrued interest. 

The  fa i r  va lues of open  in terest  ra te  hedges at  
December 31 were as follows: 

casg FLG‘W H E D G E $  

Gains and losses from cash f low hedges are recorded in 
AOCl and amounts reclassified t o  earnings are included 
in ne t  interest charges as the hedged transactions 
occu r  Amounts in AOCl related to  terminated hedges 
are i,eciassified t o  earnings as the interest expense is 
recorded. The ineffect ive portion of interest rate cash 
f low hedges was  no t  material to our results of operations 
for 2006,2005 and 2004 

The following table presents selected information related 
to interest rate cash f low hedges included in  AOCl at  
December31,2006 

Portjon Expected 
Accumulated to be 

Other Reclassified to 
Comprehensive Earnings 

Loss, net during the Next 
onsi Maxiiiiuin Term 

PEC eiiteied into a $50 million forward stai-tiiig swap on 
June 2, 2OG6, and PEF entered into a S50 million forward 
scarting swap on June 6, 2006, to mirigate exposure to 
interest rate risk oi l  their respective anticipated debt 
isstiaiices in 2007 These swaps were  designated as 
cash flovv hedges as of July 1, 2006 

A t  December 31, 2005, including amounts related t o  
terminated hedges, w e  had  S13 mil l ion of after-tax 
deferred losses recorded in AOCl related to interest 
rate cash f l ow  hedges At  December 31, 2005, w e  had  
$100 million notional of interest rate cash f low hedges, 
which were settled in d ie  f irst quarter of 2006 

For interest rate fair value hedges, the change in the fair 
value of t l ie hedging derivative is recorded in net interest 
charges and IS offset by the change in the fair value of 
the hedoed item. A t  December 31,2006 and 2005, w e  had 
$50 million notional and $150 mill ion notional, respectively, 
of interest rate fair value hedges 

TED PARTY TRA 
As a pa r t  of normal  business, w e  enter into various 
agreements providing financial or performance assurances 
to  th i rd  part ies. These agreements are entered in to 
primarily to support o r  enhance the creditworthiness 
otherwise attributed to  a subsidiary o n  a stand-alone 
basis, thereby facilitating the extension of sufficient credit 
t o  accompl ish the  subsidiaries’ intended commerc ia l  
purposes. Our guarantees inc lude pe r fo rmance  
obligations under power supply  agreements, tol l ing 
agreements, transmission agreements, gas agreements, 
fuel procurement agreements and trading operations. 
Our guarantees also include standby letters of credit and 
surety bonds At December 31,2006, the Parent had issued 
$1 34billion of guaranteesforfuture financial or performance 
assurance on  behalf of its subsidiaries.. This includes 
$300 mil l ion of guarantees of certain payments of 
t w o  whol ly  owned  indirect subsidiaries (See No te  231.. 
W e  do no t  believe conditions are l ikely for  signif icant 
per formance under the guarantees of per formance 
issued by or on behalf of affiliates To the extent liabilities 
are incurred as a result of the activities covered by the 
guarantees, such liabilities are included in the Consolidated 
Balance Sheet 

Our subsidiaries provide and receive services, a t  cost, to 
and f rom the Parent and its subsidiaries, in accordance 
with agreements approved b y  the SEC pursuant t o  
Section 13(b) of PUHCA 1935 The repeal of PUHCA 1935 
effective February 8, 2006, and subsequent regulat ion 
by the  FERC did no t  change our  current intercompany 
se rv i ces  Serv i ces  i n c l u d e  purchasing,  h u m a n  
res o I i r c e s, a c c o LI n ti n g , 1 e g a I, t r a n s m i s s i o n a n d d e I i ve ry 
support, engineering materials, contract ~ ~ p p o r t ,  loaned 
employees payrol l  costs, const ruct ion management  
and other centralized administrative, management and 
st~pp0t-t services The costs of the services are bil led 
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on  a d i rect -charge basis, whenever  possible, and 
on allocation factors for general costs that cannot he 
directly attributed Billings f i  om affiliates are capifalized 
or expensed depending on  the nature of the services 
rendered Amounts receivable from andior payable to 
affiliated companies for these services are ii-cluded in 
receivables from affiliated compaiiies and payables to  
affiliated companies on the Ga1aiic;e Sheets 

PESC provides the  majority of the affi l iated services 
under the approved agreements Services provided by 
PESC during 2006, 2005 and 2004 t o  PEC amounted t o  
2'188 million, SZuz million and $209 million, respectively, 
and  se rv i ces  prov ided t o  PEF w e r e  $165 mil l ion, 
$169 million and $165 million, respectively 

Progress Fuels sold coal to PEF at  cost in 2006 and for an 
insignificant profit in 2005 and 2004 These intercompany 
revenues and expenses are eliminated in consolidation, 
however, in accordance with SFAS No 71, prof i ts 
on intercompany sales t o  regulated affi l iates are n o t  
eliminated if the sales price is reasonable and the future 
recovery of sales price through the ratemaking process 
is probable Sales, net of insignificant profits, if any, of 
$321 million, $402 million and $331 mill ion for the years 
ended December 31,2006, 2005 and 2004, respectively, 
are included in fuel used in electric generation on the 
Consolidated Statements of Income In 2006, PEF began 
entering into coal contracts on its o w n  behalf 

Our reportable segments are PEC, PEF, and Coal and 
Synthetic Fuels 

Our PEC and PEF business segments are primari ly 
engaged in the generation, transmission, distribution and 
sale of electricity in portions of Nor th Carolina, South 
Carolina and Florida These electr ic operations also 
distribute and sell electricity to other utilities, primarily 
in the eastern United States 

Our Coal and Synthetic Fuels segment is involved in  the 
production and sale of coal-based solid synthetic fuels as 
defined tinder the Code, the opei ation of synthetic ftiels 
facil i t ies for  third parties, and coal  terminal  services 
On M a y  22, 2n%, w e  idled oLlr SyilIhETiC fuels facilities 
due t o  significant uncertainty surrounding synthetic 
fuels production Dtil ing September and October 2006, 
w e  resumed limited synthetic fuels production a t  our 
iaciliries, which continlied through the end of 2Q0E See 
Notes 8 and 5 for additional information 

In addition to  the  reportable operating segments, t he  
Corporate and Other segment includes the operations 
of the P a r w t  and PESC as wel l  as other nonregulated 
businesses These noi iregulated businesses do n o t  
separately meet  the disclosure requirements of SFAS 
No 131, "Disclosures about Segments of an Enterprise 
and Related Information " Included in  the 2004 losses 
is 2 $43 million pre-tax ($25 niillioii after-tax} settlement 
agreement tha t  our  subsidiary Strategic Resource 
Solbtions Corp reached with the San Francisco United 
School District related to civil proceedings The profi t  or 
loss of our reportable segments plus the profit or loss of 
Lorporate ana 2 m  
continuing operations 

... 

As discussed in  Note 3, prior to 2006, our former Progress 
Ventures segmentwas engaged in  nonregulated electric 
generation and energy marketing activities and natural 
gas drilling and production Also, prior to  2006, PT LLC 
was  included within the Corporate and Other segment, 
and Dixie Fuels and other fuels business were  included 
within the Coal and Synthetic Fuels segment. In 
connection wi th  their respective divestitures, certain of 
w h i c h  are expected to close in 2007, these operations 
were reclassified to discontinued operations in 2006 and 
therefore are no t  included in  the results from continuing 
operations during the periods reported. For comparative 
purposes, pr ior  year  results have been  restated t o  
conform to the current segment presentation. 

The postretirement and severance charges incurred in 
2005 resulted from a workforce restructuring and voluntary 
enhanced retirement program that was approved in 
February 2005 and concluded in December 2005 

Products and services are sold between the various 
reportable segments All intersegment transactions are 
at cost except for transactions between PEF and the 
Coal and synthetic Fuels segment, which are at  rates 
set by the FPSC I n  accordance with SFAS No 71, profits 
on intercompany sales between PEF and the Coal and 
Synthetic Fuels segment are not eliminated if the sales 
price is reasonable and the future recovery of sales price 
through the ratemaking process is probable The profits 
realized for 2006, 2005 and 2004 were not significant 
Prior to 2006, income tax expense (benefit) by segment 
includes t i e  Parent's allocation to profitable subsidiaries 
of income tax benefits not  related to acquisition interest 
expense in accordance with the Tax Agreemenr Due to 
the repea of PlJHCA 1935, the Parent stopped allocating 
these tax benefits in 2GOG 
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In t h e  fo l l ow ing  tables, capi ta l  and  investmer i t  results and assets of discontinued operations are not  
expenditures include property additions, acauisitions of 
nuclear fuel and other capital investments Operstional 

included in the table presented below 

Coal and 
Synthetic Corporate 

(/:I :ni\/ic;iisJ PEG PEF Fuels and Other Eliminations Totals 

As of and lor the vear ended December 31.2085 

Revenues 

Unaffiliated N,m s845 S- S-  S9,RO 

Intersegment - - 321 408 (729) - 
Total revewns 4 , m  46-39 1,566 408 (729) 9,570 

Ueprectabon and amomZatton 31 1 w 19 - 1 m - p  
Interest income 25 15 2 85 lssi 61 

Y 

Total interestcharges, net 215 150 15 312 625 
Impairment of long-lived assets and 

Income tax expense (benefit) 

investments 

Segment profit (loss) 454 326 (56) (190) - 514 

Capital and investment expenditures 8MI 741 3 12 (9) 1% 

Total assets 12.m 8,593 268 15204 (11271) 24814 

As of and for the year ended December31,2005 

Revenues 

Unaffiliated 

lnterseoment 

S3.991 s3.955 s1,222 $- S- s, 168 

402 437 (8391 - - - 

Total revenues 3,991 3.955 1.624 437 (839) 9,168 
Depreciabon aiid amortizatJon 

Interest incoine 

Total interestcharges, net 

Postrebreineiit antl severance charges 

Income tax expense (benefit) 

Scginent profit (loss) 

Total assets 

Capital and invesbiient expendihtres 

561 

e 
192 

55 

239 

4w 
11,502 

682 

334 

1 

126 

102 

121 

258 

8,319 

5.13 

34 

3 

23 

5 

(354) 
163 

450 

5 

34 

94 

318 

1 

(43) 

(190) 
17,898 

19 

%3 

16 

574 

163 

(37) 
72 1 

2 4,496 

1,230 

As of and tor the vear ended December31, ,304 

Revenues 

Iliiaffiliatetl S3,629 s3,525 %e6 513 S- 3,053 
Intersegment - - 333 430 1763) - 
Total revenues 3.629 3.575 1.219 443 (763) 8,053 ____ ~~~ 

Oepreclation and ainorhiatloii 570 281 34 34 - 919 

Interest income 4 - 6 90 !es) 11 
Total interest charges. net 192 114 23 322 !851 565 
Foswetlreineiit antl severa im cliarcjes i 1 - 3 

Income 13x expcnse ibenefit) ns 174 !2N) !661 67 

Segiiiai;t profit ilossi 452 ?J3 99 (ZW! - 673 

lotal  assets 10,787 7,924 540 17.465 j 13,5501 23,lfXi 
Capital aiid investJnent expenciiiures 620 J92 6 20 112) 1.126 

- - 



Other income and expense includes interest income 
impairment of investments, and other income and expense 
items as discussed below Nonregulated energy and 
delivery services include power protection services and 
mass marketprogramssuch as surge protection,applrance 
services and area light sales, and delivery, transmission 
and substation work  fo r  other utilities AFUDC equity 
represents the estimated equity costs of capital funds 
necessary to finance the construction of n e w  regdated 
assets The components oi other, net  as shown o n  the 

years ended December 31 were as follows 

!ll i IJ7llllons? 2005 20G5 2004 

Other income 

Nonregulated energy and delivery 
services income S41 3 2  s2e 

DIG Issue C20 aniortization (Note 17A) 5 7 9 

gain (Note 15) - 6 9 

Invesbnent gains 4 4 2 

Income froin equity investments 1 1 3 

AFUDC equily 21 16 12 

(Note21B) 29 - - 

Total odicr income 149 e2 77 

_- 

Contiiigent value obligation unrealized 

Gain on salc of Level 3 stockla) 32 - - 

Reversal of indemnification liability 

0 t h  16 16 14 

Other expense 

Nonregulated energy and delivery 

Donations 20 i a  15 

Contingent value obligation unrealized 
loss (Note 15) 25 - - 

services expenses 27 23 21 

Loss from equity iiivesbiients 8 13 e 
Loss on debt retleinptionib’ 59 - - 

FERC midit :r?itlement - 7 - 

Indemnification liability (Note 218) 13 16 - 

Otiier 15 12 29 

Total other expense 167 89 73 

Otlier, net S( t8 )  37) SI 

vve are subject to regulation by various f d e r a l ,  state 
and !oca1 authorit ies in the areas of air quality, wa te r  
quality, cont ro l  of toxic substances and hazardous 
and sol id wastes, and other environmental matters 
W e  believe that  w e  are in  substantial compliance with 
those environmental regulations currently applicable 
to our  business and operations and bel ieve w e  have 
all necessary permits to  conduct  s u c h  operations 
Environmental l aws  and regulations frequently change 
and the ultimate costs of compliance cannot always be 

A. Hazardous and Solid 
The provisions of the Comprehensive Environmental 
Response, Compensation and Liabil ity A c t  of 1980, 
as amended (CERCLA), authorize the  Environmental 
Protection Agency  (EPA) to require t h e  cleanup o f  
hazardous waste sites. This statute imposes retroactive 
joint and several liabilities Some states, including North 
Carolina, South Carolina and Florida, have similar types 
of statutes. We are periodically noti f ied by  regulators, 
including the  EPA and various state agencies, of our  
involvement or potential involvement in sites tha t  may  
require investigation and/or remediat ion. There a re  
presently several sites w i th  respect to  w h i c h  w e  have 
been notified of our potential liability by the EPA, the state 
of North Carolina orthestateof Florida, as described below 
in greater detail Various materials associated wi th  the 
production of manufactured gas, generally referred to as 
coal tar, are regulated under federal and state laws. PEG 
and PEF are each potentially responsible parties (PRPs) 
at several manufactured gas plant (MGP) sit,es. We are 
also currently in the process of assessing potential costs 
and exposures at  other sites These costs are eligible for 
regulatoiy recovery through either base rates o r  cost- 
recovery clauses W e  evaluate potential claims against 
other potential PRPs and insurance carriers and plan to 
submit claims for cost recovery where appropriate The 
outcome of these potential claims cannot  be predicted. 
No material claims are currently pending A discussion 
of sites by legal entity follows 

‘ z !  Oilier income iiiciades / ire-ex gains o i S 2  miilioii io: die year ended 
W e  record accruals for probable and estimable costs 
related to environmental sites o n  an tindiscounted basis 
W e  measure our Iiabil i tyforthese sites based on available 
evidence including our  experience in investigating 
and remediating environmentally impaired sites The 
process often involves assessing and developing cost- 
sharing arrangemenis w i th  other FRPs For all sites, as 
assessments ;re developed and analyzed,we will accrue 
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costs for the sites tn the extent our liability is probable 'E- 
and the costs can be reasonably estimated Because the There are current ly  eight former M G F  si tes and d 
extent of environmental impact, allocation among PfiPs number of other sites associated wiih PEC that have 
for all sites, remediation alternatives (which could involve req,Jlred or are 
either minimal or significant efforts), and concurrence of or remediation Three of these sites are in the long-term 
the regulatory authorities have not yet reached the stage monitoring phase 
where  a reasonable estimate of the remediation costs 
can be "lade' we cannot determine that For the year ended December 31,2006, including the Ward 
may be incurred in connection with the remediation of all Transformer and MGP below, PEC 

accrued approximately$21 million and spent approximately sites at this time It is probable that current estimates will 

proximately $4 million and s w n t  amroximatelv may be incurred in  the future 

Iilve,ctlgatlon 

change and additional losses, which CoLild be material, $6 F~~ the year ended aecember 31, 2005, PEC 

The following table contains information about accruals 
fo r  env i ronmenta l  remediat ion expenses desc r ibed  
below Accruals for probable and estimable costs related 
to various environmental sites, which were  included in 
other  l iabi l i t ies and  deferred credits o n  t h e  Ba lance  
Sheets, at December 31 were  

on millions) 200s 2005 

PEC 

MGP and other sbes(a1 92 51 

PEF 

Remediabon of distrthirtlon and suhstatlon transformers 4 3 %  
MGP and oher sites 18 18 

I 

- - ~ -  "---- ---- 

Total PEF environmental remediation accrualsib) 61 38 
Progress Energy nonregulated operations 3 3  

Total Progress Energy environmental remediation accruals S86 S4e 
!ai Fxiiected to be paid out over one to five years 
!I1) Expected to be paid out over m e  Io fifteen years 

In addition to the Utilities' sites, discussed under "PEC" 
and "PEF" below, our environmental sites include the 
following related to our nonregulated operations 

In 2001, we,  through our Progress Fuels subsidiary, 
establ ished an  acc rua l  t o  address indemnities and 
retained an  environmental liability associated w i th  the 
sale of our  Inland Mar ine  Transportation business A t  
December 31, 2006 and 2005, the remaining acc rua l  
ba lance w a s  approximately $3 mill ion Expenditures 
re la ted to th is  l iabi l i ty w e r e  not  material during 2006 
and 2005 

O n  March  24,2005, we completed the sale of o u r  Progress 
Rail subsidiary In connection \with the sale, w e  incurred 
indemnity obbcjations related to certain pre-closing 
liabilities, including certain environmental matters !See 
discussion under Guarantees in  Note 22Ci 

$6 mill ion In October 2006, PEC received orders f rom 
the NCUC and SCPSC t o  defer and amortize certain 
environmental remediation expenses (See Note 7B) 

In September 2005, the EPA advised PEC that it had been 
identified as a PRP a i  the Carolina Transformer site located 
in Fayetteville, N C The EPA offered PEC and a number of 
other PRPs the opportunity to share in the reimbursement 
to the EPA of past expenditures in  addressing conditions 
at the site, which are currently approximately$32 mill ion 
In  May  2006, a meeting was called by the EPA to discuss 
a settlement proposal among the PRPs A n  agreement 
among PRPs has not  been reached, consequently, it is not  
possible at this time to reasonably estimate the amount 
of  PEGS share of the reimbursement for remediation of 
the Carolina Transformer site The outcome of this matter 
cannot be predicted 

During the fourth quaitet of 2004, the EPA advised PEC that 
it had been identified as a PRP a t  the Ward  Transformer 
site located in Raleigh, N C The EPA offered PEC and 
a number of other PRPs the  opportunity to  negotiate 
cleanup of the site and reimbursement t o  the EPA for  
EPAs past expenditures in addressing conditions a t  the 
site In September 2005, PEC and other PRPs signed a 
settlement agreement, which requires the participating 
PRPs t o  remediate the s i te  For t h e  year ended 
December  31, 2005, PEC a c c r u e d  approx imate ly  
$3 mi l l ion f o r  i ts por t ion of t h e  EPAs est imated 
remediation costs  and the  EPAs pas t  costs For the  
year ended December 31,2006, based upon continuing 
assessment work performed a t the  site, PEC recorded an 
additionalS9 million acciual for its portion of the estimated 
remediation costs At Ciecember 31,2006, after cumulative 
expenditures for the Wai d site of appi oximately $3 million, 
PEC's recorded liability for the site w a s  approxiinately 
$9 mill ion Actual  experience may dif fer f rom current 
estimaies and it is probable that estimates will continue 
to change in t he  i t i i t i re The outcome of this mattei cannot 
be predicted 
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For the year ended December 31, 2006, based upon 
newly available data for several of PEC's MGP sites, 
which had individual site iremediation costs ranging from 
approximately$Z niillion to S4 niillion, a remediation liability 
of approximatelyS12 million was recorded forthe minimum 
estimated total I emediation cost for all of PEC's remaining 
MGP sites However, the maximuni amount of the range 
for all the sites cannot be determined a t  this time as one 
of the remaining sites is significantly larger than the sites 
for which we have historical experience 

A i r  a i d  * > / z ~ r  Q l j & i ~ ;  

We are subject to various current federal, state and 
local environmental cmp l iance  laws and  regulations 
governing air and water quality, resulting in capital 
expenditures and increased O&M expenses These 
compliance laws and regulations include the Clean 
Air Interstate Rule (CAIR), the Clean Air Mercury Rule 
(CAMR), the Clean Ai; Visibility Rule (CAVR), the NOx SIP 
Call Rule under Section 110 of the Clean Air Act iNOx SIP 
Call) and the Clean Smokestacks Act At December 31, 

fF  

PEF has received approval from the FPSC for recovery 
of the majority of  costs associated with the remediation 
of distribution and substation transformers through the 
Environmental Cost Recovery Clause (ECRC) Under 
agreements with the Florida Department of Environmental 
Protection, PEF is in the process of examining distribution 
transformer sites and substation sites for mineral oil- 
impacted soil remediation caused by equipment integrity 
issues PEF has reviewed a number of distribution 
transformer sites and all substation sites Based on 
changes to the estimated time frame for inspections 
of distribution transformer sites, PEF currently expects 
to have completed this review by the end of 2008. 
Should further sites be identified, PEF believes that any 
estimated costs would also be recovered through the 
ECRC For the years ended December 31,2006 and 2005, 
PEF accrued approximately $42 million and $2 million, 
respectively, due to additional sites expected to require 
remediation and spent approximately $19 million and 
$9 million, respectively, related to the remediation of 
transformers At December 31,2006, PEF has recorded a 
regulatory asset for the probable recovery of these costs 
through the E C R C  (See Note 7A) 

The amounts for MGP and other sites, in the table above, 
relate to t w o  former MGP sites and other sites associated 
with PEF that have required or are anticipated to require 
investigation and/or remediation The amounts include 
approximately $12 million in insurance claim settlement 
proceeds received in 2004, which are restricted for 
use in addressing costs associated with environmental 
liabilities For the year ended December 31, 2006, PEF 
made no accruals and PEF's expenditures and insurance 
proceeds were not  material to  our results of operations 
or financial condition For the year ended December 31, 
2005, PEF made no material accrual?, spent approximately 
$1 million and received approximately $1 million of 
additional insurance proceeds 

2006, cumulative cap i ta l  expenditures to da te  to comply 
ere 

$937 million, including $909 million and $28 million a t  PEG 
and PEF, respectively 

In June 2002, the Clean Smokestacks Act was enacted 
in North Carolina requiring the state's electric utilities to 
reduce the emissions of nitrogen oxide (NOx) and SO2 
from their North Carolina coal-fired power plants in 
phases by 2013. The Clean Smokestacks Act requires 
PEC to  amortize $569 million, representing 70 percent 
of the original cost estimate of $813 million, during the 
five-year period ending December 31, 2007. The Clean 
Smokestacks Ac t  permits PEC the flexibility to vary the 
amortization schedule for recording of the compliance 
costs from none up to $174 million per year. For the 
years ended December 31, 2006, 2005 and 2004, PEC 
recognized amortization of $140 million, $147 million and 
$174 million, respectively, and has recognized $535 million 
in cumulative amortization through December 31, 2006 
The remaining amortization requirement of $34 million 
will be recorded during the one-year period ending 
December31,2007 The NCUC will hold a hearing prior to 
December 31,2007, to determine cost-recovery amounts 
for 2008 and 2009 

Two of PEC's largest coal-fired generation plants (the 
Roxboro No 4 and Mayo Units) impacted by the Clean 
Smokestacks Act are jointly owned Pursuant to joint 
ownership agreements, the joint owners are required 
to pay a portion of the costs of owning and operating 
these plants PEC has determined that the most cost- 
effective Clean Smokestacks Act compliance strategy 
is to maximize the SO2 removal from its larger coal- 
fired units, iiicliiding Roxboro No 4 and Mayo, so as to 
avoid the installation of expensive emission controls 
on its smaller coal-fired units In order to address the 
joint owner's concerns that such a compliance strategy 
would result in a disproportionate share of the cost of 
compliance on rhe pintly olwned units, PEC entered inro 
an agreement with the joint owner to limit its aggregate 
costs associated with capital expenditures to comply with 
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ihe Clean Smokestacks A c t  to approximately $38 million 
PEC recorded a related liability for the joint owner's share 
of est imated costs in  excess of t he  contract  amount 
A t  December 31, 2006, the amount of the liability w a s  
S29 mi l l ion a n d  h a d  i n c r e a s e d  f r o m  $16 mi l l ion a t  
EecembEr 31, 2005, based upon the respective current 
estimatesfoi Clean Smokestacks Actcompliance Because 
PEC has  taken a systeinwide compliance approach, 
its Nor th  Carolina retai l  customers have significantly 
benefited from the strategyof focusing emission reduction 
efforts on t he  jointly owned  units, and, therefore, PEC 
believes that any costsin excess of the joint owner'sshare 
should ne recovereo trom lvortn Laroiina retail c u s r m ,  

Pursuant to  the terms of t he  1981 Power Coordination 
Agreement, as amended, be tween  PEC and Power  
Agency, PEC is obligated to  purchase a percentage of 
Power Agency's ownership capaciry of, and energyfrom, 
Harris l i i  1993, PEC and Power Agency entered into an 
agreement to  restructure port ions of their cont racts  
covering power supplies and interests in jointly owned 
uni ts  Under  the te rms  of t he  1993 agreement, PEC 
increased the amount of capacity and energy purchased 
from Power Agency's ownership interest in  Harris, and 
the  buyback period w a s  extended six years through 
2007 The estimated minimum annual payments for these - .  

consistent with other capital expenditures associated 
with PEC's compl iance with the Clean Smokestacks 
Ac t  O n  November 2, 2006, PEC notified the NCUC of its 
intent t o  reco rd  these estimated excess costs as pa r t  
of the $5G9 million amortization required to be recorded 
by December 31, 2007, and  subsequently reclassif ied 
$29 m i l l i on  o f  i ndemn i f i ca t i on  expense  t o  Clean 
Smokestacks A c t  amortization (See Note 20) 

22. co 
A. Prirchase Obligations 
A t  December 31, 2006, the  fol lowing table ref lects 
contractual cash  obligations and other commercial 
commitments in the respective periods in wh ich  they 
are due. 

approximately $34 million. These contractual purchases 
totaled $38 million, $37 mill ion and $39 mill ion f o r  2006, 
2005 and 2004, respectively 

PEC has a long-term agreementfor the purchase of power 
and related transmission services from Indiana Michigan 
Power  Company's Rockport Unit No. 2 (Rockport). The 
agreement provides fo r  t he  purchase of 250 MW of 
capacity through 2009 w i t h  estimated minimum annual 
payments of approximately $42 million, representing 
capital-related capacity costs Total purchases [including 
energy and transmission use charges) under the Rockport 
agreement  amounted t o  $80 million, $71 mi l l ion and  
$62 million for 2006,2005 and 2004, respectively. 

PEC executed two long-term agreements for the purchase 
of power from Broad River LLC's Broad River facil i ty 

(in m4/aflsl 2007 2008 2003 2010 201 1 Thereafter 

Fuel S2,128 S1,514 s1,on $509 s390 51,251 

Purchased power 485 454 422 317 381 4,165 

Construction obligabons 393 197 8 3 - - 

Other ourchase obliciabons 86 71 n 22 15 74 

Total S3,092 3,236 S1.510 s911 S786 $5.490 

of approximately 500 MW of capacity through 2021 wi th  

$16 million, primarily representing capital-related 
capacity costs The second agreement provided for the 

through 2022 with an original minimum annual payment 

Throiigh our subsidiaries, w e  have entered into "arlO'JS an mlnlmtlm an,, ual payment of 
long-term contracts f o r  coalr gas and '"Iear 
fuel O u r  payments under these commitments were 

and 2004, respectively 
168 bllliOn,S3 07 1 billion and $2 033 hlllloll for2006,2005 piircl,ase of approxlmately335 MW of 

of approximately $16 million representing capital-related 
Both and PEF ongoing power capacity costs Total purchases fur both capacity and 
contracts with cogenerators energy under the Broad Ewer agreements arnounted to 

2004, respectively purchased power conrracrs generally provide for capacity 
and energy paynerxs 

\.fl'ith expirat ion dates ranging f rom *Oo7 to 2033 These $40 million, $44 mll(lon and $42 million 111 2006, 2005 and 
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T'EC has various pay-for-performance contracts with 
QFs for approximately 327 MW of capacity expiring at 
various times through 2014 Payments for both capacity 
and energy are contingent upon the QFs' ability to 
generate Payments made under these contracts were 
Si82 million, S i  12 million and $90 million in 2006,2005 and 
2004, respectively 

PEF has long-term contracts for zpproximately 489 MW 
of purchased p o w e r  with other utilities, including a 
contract wirh The Southern Company for approximately 
414 MW of  purchased power  annually through 2016 
lo ta l  purchases, t o r  both energy and capacity, Under 

expansions to SNG's and FGT's respective natural gas 
pipeline systems, and other standard closing conditions 
Due to the conditions in the agreements, the estimated 
costs associated with these agreements are nor included 
in the contractual cash obligations table above 

In  January 2006, PEF entered into a conditionai contract 
with Gulfstream Natural Gas System, L L C (Gulfstream) 
for f i rm pipeline transportation capacity to augment PEF's 
gas supply needs for the period from September 1, 2008, 
through January 1,2031 The total cost to PEF associated 
with this agreement is approximately $777 mill ion The 
transacrion is subiect to several conditions precfxteni, 

these agreements amounted to $162 million, $175 million 
and $128 mil l ion fo r  2006,2005 and 2004, respectively 
Mininit ini purchases under these contracts, representing 
cap i ta l - re la ted  capac i t y  costs, a r e  approx imate ly  
$65 million annually through 2009, $54 million for 2010 and 
$38 million annually thereafter through 2016 

PEF has ongoing purchased power contracts with cert,ain 
QFs for 943 MW of capacity with expiration dates ranging 
from 2007 t o  2033.. Energy payments are based o n  the  
actual  power  taken  under these contracts. Capacity 
payments are subjectto the QFs meeting certain contract 
performance obligations. In most cases, these contracts 
accoun t  for 100 percent  of the generating capacity 
of each  of t h e  facil i t ies. Al l  commitments have been 
approved by the FPSC Total capacity purchases under 
these contracts amounted t o  $277 million, $262 mill ion 
and $247 million for 2006,2005 and 2004, respectively. At  
December 31, 2006, minimum expected future capacity 
payments under  these contracts w e r e  $289 million, 
$300 million, $271 million, $274 million and $288 mill ion 
fo r  2007 through 2011, respectively, and $3.508 bil l ion 
thereafter. The FPSC al lows the capacity payments t o  
be recovered through a capacity cost-recovery clause, 
w h i c h  is s imi lar  to, and works  in conjunct ion with, 
energy payments recovered through the fue l  cost -  
recovery clause 

On Oecember 2, 2004, PEF entered into precedent and 
related agreements with Southern Natural Gas Company 
(SNG), Florida Gas Transmission Company IFGT), and 
BG LNG Services, LLC for the supply of natural gas and 
associated f irm pipeline transportation to augment PEF's 
gas supply needs for The period from May 1, 2007, to 
April 30, 2027 The total cost to PEF associated with the 
agreements is approximately53 9 billion The transactions 
are subject to several conditions precedent, some of 
which have been satisfied, which include obtaining the 
FPSC's approval of the agreements, the completion and 
commencement of operation o f  -he necessary related 

including the compjetion and commencement of operation 
of the necessary related expansions t o  Gulfstream's 
natural gas pipeline system, and other standard closing 
conditions Due to  the conditions of this agreement 
t h e  estimated costs associated with th is  agreement  
are n o t  included in the  contractual  cash  obl igations 
table a b o w  

In December  2006, PEF entered in to a condi t ional  
contract with Cross Timbers Energy Services, Inc for the 
supply of natural gas to augment PEF's gas supply needs 
for the period from June 1, 2008, through M a y  31, 2013 
The total cost to PEF associated with this agreement is 
approximately $877 million The transaction is subject to 
several conditions precedent, including the completion 
and commencement of operation of necessary related 
interstate natural gas pipeline system expansions, and  
other standard closing conditions Due to  the conditions 
of this agreement t h e  estimated costs associated with 
this agreement are not included in  the contractual cash 
obligations table above 

In December 2006, PEF entered into a condit ional 
cont ract  with Southeast Supply Header, L L C (SESH) 
fo r  f i rm pipeline transportat ion capacity t o  augment  
PEF's gas supply needs for the period from June 1, 2008, 
through May 31, 2023 The total cost to PEF associated 
with this agreement IS approximately $271 mill ion The 
transaction is subject to several conditions precedent, 
including Florida Public Service Commission approval, the 
completion and commencement of operation of the SESH 
pipeline project, and other standard closing conditions 
Due to the conditions of this agreement the estimated 
costs associated with this agreement are not included in 
the contractual cash obligations table above 

In December 2005, PEF entered into a conditional 
contract with a private oil and gas company for the 
supply of natural gas to augment PEF's gas supply needs 
for the period from June 1, 2008, through M a y  31, 2013 
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The total cost to PEF associared with this agieement is 
approximately Si28 million Tne Transaction is subject t o  
several conditions pi ecedent  including the c o m r k t i o n  
and comniencemeiit of operatloti  of necessary related 
interstate natural gas pipeline system expansions, and 
other standard closing conditions Clue to the conditions 
of this agreement the estimated costs associated with 
this agreement are not included in the cofi tractual cash 
obligations table above 

We have purchase obligations related to  various capital 
construction projects Our total payments under these 
contracts were $365 million, $91 million and $108 million 
for  2006, 2005 and 2004, respectively A t  December 31, 
2006, w e  had construction obligations related to Clean 
Smokestacks A c t  capital projects o f  $99 mil l ion and 
$9 mill ion for  2007 and 2008, respectively, and none 
thereafter W e  have purchase obligations related to  
various plant capital projects related to n e w  generation 
and Florida CAIR of$294 million,$188 million,$8 million and 
$3 million for 2007 through 2010, respectively 

QTHE'7 FURCBASE QEL!62j-!@$$ 

W e  have entered in to various other  contractual  
obligations primari ly related to service contracts for  
operational services entered into by PESC, parts and 
services contracts, and a PEF service agreement related 
to  the Hines Energy Complex O u r  payments under these 
agreements were  $91 million, $82 million and $44 million 
for 2006,2005 and 2004, respectively 

W e  have entered in to various o the r  contractual  
obligations primari ly related to  capacity and service 
contracts for operational services associated with 
discontinued CCO operations Total payments under  
these contracts  w e r e  $18 million, $17 mil l ion and 
$15 rnillionfoi 2005 2005 and 2004, respectively Estimated 
future payments under these contracts of $198 million are 
not reflected in the table presented at the beginning of 
this footnote Included in these contracts are pLirchase 
obl igat ions with t w o  coun te rpa r t i es  f o r  p ipe l i ne  
capacity through 2018 and 2028 Payments under these 
agreements were  $16 million, $15 million and S13 million 
for 2006, 2005 and 2004, respectively Future obligstions 
under these contracts are approximately $13 million fo i  
2007, $12 million for 2608 through 201 1 and approximately 
$76 million payable thereafeer LVe anticipate transfei ring 
the ohligations under these contracts to a third party as 
part of our disposition strategy 

PEC has various purchase obligations for emission 
obligations. limestone supply and the purchase of capital 
parts lotal purchases under these coiitracts were 
$2 mill ion,Sl01ii i l l ion and S2millionfor2006,2005and 2006, 
respectively Future obligations tinder these contracts 
are $21 million each for 2007 and 2008, $3 million each for 
2009 through 201 1 and $12 million thereafter 

PEC has various purchase obligations related to reactor 
vessel head replacements, power uprates and spent fuel 
storage Total purchases under these contracts were 
$8 million for 2006, $13 million for 2005 and $17 million for 

under these contracts 

- 

-- 
PEF has long- term serv ice agreements f o r  t he  
Hines Energy Complex. Total payments under these 
contracts w e r e  $12 million, $8 mil l ion and $1 1 mil l ion 
for 2006, 2005 and 2004, respectively Future obligations 
under  these contracts are $11 million, $16 million, 
$14 mill ion, $19 mil l ion and $12 mi l l ion f o r  2007 
t h r o u g h  201 1, respectively, with approx imate ly  
$62 million payable thereafter 

PEF has various purchase obligations and contractual 
commitments related to the piirchase and replacement 
of machinery Total payments under these contracts 
were $21 million for 2006 and $34 million for 2005 
There were no payments under these contracts during 
2004 Future obligations under these contracts are 
$22 million, $8 million and $6 million for 2007 through 
2009, respectively 

B. Leases 

We lease office buildings, computer equipment, vehicles, 
railcars and other property and equipment with various 
terms and expiration dates. Some rental payments fo r  
transportat ion equipment inc lude min imum rentals 
plus cont ingent  rentals based o n  mileage. These 
contingent rentals are not significant. Our rent expense 
under operating leases totaled $42 mill ion for 2006 and 
$38 million each for 2005 and 2004 Our purchased power 
expense under  agreements classif ied as operating 
leases w a s  approximately $60 million, $14 mill ion and 
$25 million in 2006,2005 and 2004, respectively 

Assets recorded under capital leases a t  December 31 
consisted of 

20cs 2005 ,,,. I ,  ,?..<! , . ,  . I . / .  .,.,el2 
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A t  December 31, 2006, min imum annual payments, operat ing leases to ta led $9 mill ion, $8 mil l ion a n d  
excluding executory costs such as property taxes, $6 millioll for 2006,2005 arid 2004, respectively 
i nsu rance  and  maintenance, under  l ong - te rm 
noncancelable operating and capital leases w2re The [Jtilities are lessors of electric poles, streetl ights 

and other faci l i t ies PEC’s minimum rentals under  
lip ni4ons) Capital Operating noncancelable leases are $10 million for 2007 and none 
2007 SG 579 thereafter PEC‘s rents received are contingent upon  
2003 a 53 usage and totaled $3! niilhon each for 2006 and 2005 and 

$32 million for 2004 PEFs rents received are based on  2009 7 
a f ixed minimum rentai where  pr ice varies by t ype  of 
equipment or contingent usage and totaled $72 million for 

2010 a 

2006 and $663 million each for 2005 and 2004 PEF‘s minimum 201 1 7 

1 hereafter rentals under noncancelable leases are not  material tor 

55 

40 

l9  
31 I / L  

Minimum aiiiiual payments 127 s42a 

Less amount represenbny impirted interest (55)  

payments under capital leases s12 
Present value of iiet minimum lease 

In 2003, w e  entered into an operating lease for a 
building for wh ich  minimum annual rental payments are 
approximately $7 million The lease term expires July 
2035 and provides for no rental payments during the last 
15 years of the lease, during which period $53 million 
of rental expense will be recorded in the Consolidated 
Statements of Income 

In 2005, PEF entered into an agreement for a new capital 
lease for a building completed during 2006 The lease term 
expires March  2047 and provides for annual payments of 
approximately$5 million from 2007 through 2026 for a total 
of approximately$l03 million The lease term provides for 
no payments during the last 20 years of the lease, during 
which period approximately $51 million of rental expense 
wil l  be recorded 

I n  2006, PEF extended the terms of an agreement for 
purchased power, which is classified as a capital lease, 
for an additional 10 years Due to the conditions of the 
agreement, the capital lease will not be recorded on PEF’s 
Balance Sheet until 2007 Therefore this capital lease is 
not  included in the table above The agreement calls for 
annual payments of approximately $27 million from 2007 
through 2024 for a total of approximately $460 million 

Excluding the  Utilities, w e  are also a lessor of land, 
buildings and other types of properties we o w n  under 
operating leases with various terms and expiration 
dates The leased buildings are depreciated under the 
same terms as other buildings included in diversif ied 
business property Min imum rentals receivable under 
noncancelable leases are approximately 59 million, 
$7 million, $6 million, $4 mil l ion and $2 mill ion for  2007 
through 201 1, respectively Rents received under these 

_ .  

2007 and thereafter 

C. Gmrantees 
As  a part of normal  business, w e  enter into various 
agreements providing future f inancial o r  per formance 
assurances to third parties, wh ich  are outside the scope 
of FASB Interpretation No 45, “Guarantor’s Accounting 
and Disclosure Requirements for Guarantees, Including 
Indirect Guarantees of Indebtedness of Others “ These 
agreements are entered into primarilytosupportor enhance 
the creditworthiness otherwise attributed to Progress 
Energy or our subsidiaries on a stand-alone basis, thereby 
facilitating the extension of sufficient credit to  accomplish 
the subsidiaries’ intended commercial purposes (See Note 
18). Our guarantees include per formance obl igations 
under  power supply agreements, tol l ing agreements, 
t ransmiss ion agreements, gas agreements, f u e l  
procurement agreements and trading operations. Our 
guarantees alsa include standby letters of cred i t  and  
surety bonds At  December 31, 2006, w e  do not  believe 
conditions are l ikely for significant performance under 
these guarantees To the extent liabilities are incurred as 
a result of the activities covered by the guarantees, such 
liabilities are included in  the accompanying Consolidated 
Balance Sheets 

At  December 31, 2006, w e  have issued guarantees and 
indemnifications of certain asset performance, legal, 
tax and enviroiimental matters to third parties, including 
indemnif icat ions made in connect ion with sales of 
businesses, and for timely payment of obligations in support 
of oui nonwholly owned synthetic fuels operations Related 
to the sales of businesses, the latest notice period extends 
until 2012 fo i  the majority of legal, tax and environmental 
matters provided for in the indemnification provisions 
Indemnifications for the performance of assets extend 
to 2015 For matters for which w e  receive timely notice, 
our indemnity obligations may extend beyond the notice 
period Certain indemnifications have no IiniitaQoiis as to 
time or maximtim pptential future payments In  2?05, PEC 
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entered into an agreementwith the joint owner of certain 
facil i t ies a t  the Mayo and Roxboro plants to l imit their 
aggregate costs associated wi th  capital expenditures to 
comply with the Clean Smokestacks Act  and recognized 
a Iiabilit\/ related to this indemnification (See Note 218) 
PEC’s maximum exposure canno t  b e  determined A t  
December 31, 2006, the maximurn exposure fo r  
guarantees and indemnifications for which a maximimi 
exposure  is de te rm inab le  w a s  $208 mi l l ion.  A t  
December 31,2006 and 2005, w e  have recorded liabilities 
related t o  guarantees and indemnifications t o  th i rd  
part ies of approximately $60 mil l ion and $41 million, 
respectively As current estimates change, it is possible 
tha t  addit ional losses re la ted t o  guarantees and  
indemnifications to third parties,which could be material, 
may be recorded in the future 

In  addition, the Parent has issued $300 million of 
guarantees of certain payments of t w o  wholly owned 
indirect subsidiaries (See Note 231 

D. Other Commitmeslts and ~~~~~~~e~~~~~ 
SPENT @2CLE&? FUEL ?&2TTERS 

Pursuant to the Nuclear Waste Policy A c t  of 1982, the 
Utilities entered into contracts with the DOE under wh ich  
rhe DOE agreed to begin taking spent nuclear fuel by no 
later than January 31, 1998 All similarly situated utilities 
were required to sign the same standard contract 

The DOE failed to begin taking spent nuclear fuel by 
January 31, 1998 In January 2004, the Utilities filed a 
complaint in the United States Court of Federal Claims 
against the DOE, claiming that the DOE breached the 
Standard Contract for Disposal of Spent Nuclear Fuel 
by failing to accept spent nuclear fuel from our various 
facilities on or before January 31, 1998 Our damages 
due to the DOES breach wil l  be significant, but have yet  
to be determined Approximately 60 cases involving the 
government’s actions in connection with spent nuclear 
fuel are currently pending in  the Court of Federal Claims 

The DOE and the Utilities agreed to, and the trial court 
entered, a stay of proceedings, in order to allow for 
possible efficiencies due to the resolution of legal and 
factual issues in previously filed cases in  which similar 
claims are being pursued by other plaintiffs These issues 
may include, among others, so-called ”rate issues,” or the 
minimum mandatory schedule forthe acceptance of spent 
nuclear fuel and high-level radioactive waste by which 
the government was contractually obligated to accept 
contract holders‘ spent nuclear fuel and/or high-level 
waste, a r d  issues regarding recovery of damages tinder 
a partial breach of contract theory that will be alleged to 

occurinthefuture Theseissues have been orare expected 
to be presented in the trials or  appeals that are currently 
scliedulec to occur during 2006 and 2007 Resolution of 
these issues in other cases could facilitate agreements 
by the parties in the Utilities’ lawsuir, or a t  a minimum, 
inform tlif court of decisions reached by other courts if 
?hey remain contested and reqiiire resolution in this case 
In July 2005, the parties jointly requested a continuance 
of the stay through December 15, 2005, which the trial 
court granted Subsequently, the trial court continued the 
stay until March 17, 2006 The trial court lifted the stay 
on March  22, 2006, and discovery has commenced The 
m a l  courts scheduling order, issued on Marcn  LJ, 21114&, 
included an anticipated trial date in late 2007 

I i i  July 2002, Congress passed an override resolution 
to Nevada’s veto of the DOE’S proposal t o  locate a 
permanent underground nuclear waste storage facility 
a t  Yucca Mountain, Nev I n  Januaiy 2003, the state of 
Nevada, Clark County, Nev,  and the city of Las Vegas 
petitioned the U S Court of Appeals for the District of 
Columbia Circuitfor review of the Congressional override 
resolution These same parties also challenged the EPA’s 
radiation standards for Yucca Mountain On July 9,2004, 
the Court rejected the challenge to the constitutionality 
of the resolution approving Yucca Mountain, but ruled 
that the EPA was  wrong to set a 10,000-year compliance 
period in the rad i atio n protection stand a rd I n Au g LJ s t  2005, 
the EPA issued n e w  proposed standards The proposed 
standards include a 1,000,000-year compliance period in 
the radiation protection standard Comments were  due 
November 21,2005, and are being reviewed by the EPA 
The EPA is expected to issue a new safety standard for 
the repository in early 2007 The DOE originally planned 
to submit a license application to the NRC to construct 
the Yucca Mountain facility by the  end of 2004 However, 
in November 2004, the DOE announced it would not 
submit the license application until mid-2005 or later The 
DOE did not submit the license application in 2005 and 
has since reported that the license application wil l  be 
submitted by June 2008 Congress approved $450 million 
for f iscal year 2006 for the Yucca Mountain project, 
approximately $201 million less than requested by the 
DOE The DOE requested 5545 million for f iscal year 
21107 The request has no t  been approved a t  this time 
and the DOE is operating under a continuing resolution 
that limits spending TO the level of f iscal year 2006 The 
DOE has stated that if legislative changes reqilested by 
d ie  Btlsh adminisIration are enacted, The repository may 
be able t o  accept spent nuclear fuel starTing in 2017, 
but 2020 is moie probable d t i ~  io anticipated litigation 
by the state of Nevada The Utilities cannot predict the 
outcome of this matter 
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Wi th  certain modifications and additional approvals by 
the  NRC, including the installation of onsite dry  cask 
storage faci l i t ies at  Robinson, Brunswick and  CR3, 
the Utilities' spent  nuclear fuel storage faci l i t ies will 
b e  suff icient t o  provide storage space f o r  spent fue l  
generated on the i r  respective systems through the  
expiration of the operating licenses, including any l icense 
extensions, of their nuclear generating units Harris has 
sufficient storage capacity in its spentfuel pools through 
the  expiration of i ts operating license, including any 
license extensions 

On M a y  15, 2003, Global moved to  dismiss the North 
Carolina Global Case for lack of personal jurisdiction over 
Global In the alternative, Global requested that the co i i i t  
decl ine to exercise its discret ion to  hea r  the Progress 
Affiliates' declaratory judgment action On August 7,2003, 
the Wake County Superior Court denied Global's motion 
to  dismiss, but stayed the  Nor th  Carolina Global Case, 
pending the outcome of t he  Florida Global Case The 
Progress Affi l iates appealed the superior court's order 
staying the case By order dated September 7,2004, the 
North Carolina Court of Appeals dismissed the Progress 
Affiliates' appeal Since that time, the parties have been 

A number of our subsidiaries and affiliates are parties to 
t w o  lawsuits arising out of an Asset Purchase Agreement 
datedasofOctober 19,1999,byandamong U S.Global,LLC 
(Global), the Earthco synthetic fuels facil i t ies (Earthco), 
certain affiliates of Earthco, EFC Synfuel LLC ( w h i c h  is 
owned indirectly by Progress Energy, Inc.) and certain of 
its affiliates, including Solid Energy LLC, Solid Fuel LLC, 
Ceredo Synfuel LLC; Gulf Coast Synfuel LLC (currently 
named Sandy River Synfuel LLC) (collectively,tlie Progress 
Affiliates), as amended by an amendment to Purchase 
Agreement as of August 23, 2000 (the Asset Purchase 
Agreement), Global has asserted that (1) pursuant to the 
Asset Purchase Agreement, it is entit led to an interest 
in  t w o  synthetic fuels facil i t ies currently owned  by the 
Progress Affiliates and an option to purchase additional 
interests in the  two synthetic fuels faci l i t ies and (2) it 
is entit led to damages because the Progress Affi l iates 
prohibited it from procuring purchasers for the synthetic 
fuels facilities 

The first suit, U S  Global, LLC v Progress Energy, lric et 
a f ,  asserts the above claims in a case filed in the Circuit 
Court for Broward County, Fla , in March 2003 (the Florida 
Global Case), and requests an unspecif ied amount  of 
compensatory damages, as we l l  as declaratory relief 
The Progress Affiliates have answei ed the Complaint by 
generally denying all of Global's substantive allegations 
and asserting numerous substantial affirmative defenses 
The case is a t  issue, but neither party has requested a 
trial The parties are currently engaged in discovery in 
the Florida Global Case 

The second suit, Progress Synfuel Holdings, Inc et a1 
v. U S  Global, LLC, w a s  filed by the Progress Affi l iates 
in the Superior Court for  Wake County, N C,  seeking 
declaratory relief consistent w i th  our interpietat ion of 
t he  Asset Purchase Agreement (the Nor th  Carolina 
Global Case) Global was served with the North Carolina 
Global Case on April 17,2003 

In December2006, w e  reached agreementwith Global to 
settle an additional claimin the suit related to amounts due 
to Global that were  placed in  escrow during the course 
of the Internal Revenue Service (IRS) audit of the Earthco 
synthetic fuels facilities The audit w a s  successfully 
resolved in 2006 and the escrow, which totaled $42 million 
atDecember31,2006, was paid to Global in January2007 
The remainder of the suit continues W e  cannot predict 
the outcome of this matter 

OT H E w $IT! CAT 1 i! i?S MATT E R S  

W e  and our subsidiaries are involved in various litigation 
matters in the  ordinary course of business, some of 
wh ich  involve substantial amounts. Where appropriate, 
w e  have made accruals and disclosures in accordance 
with SFAS No. 5 t o  provide for s u c h  matters.. In the  
opinion of management, the final disposition of pending 
litigation would not have a material adverse effect on our 
consolidated results of operations or f inancial position 

23. co SED ~~~~~~~~A~~ 

Presented be low are the  condensed consolidating 
Statements of Income, Balance Sheets and Cash Flows 
as required by Rule 3-10 of Regtilaoon S-X In September 
2005, w e  issued our  guarantee of cer ta in  payments of 
two wholly owned indirect subsidiaries, FPC Capital I (the 
Trust) and Florida Progress Funding Corporation (Funding 
Corp ) O u r  guarantees are in addition to the previously 
issued guarantees of our  whol ly  o w n e d  subsidiary, 
Florida Progress 

The Trust, a finance subsidiary was established in 1599 for 
the sole purpose of issuing $300 million of 7 10% Cumulative 
Quarterly Income Preferred Securities due 2039, Series 
A (Preferred Securities] and using the proceeds thereof 
to purchase from Funding Corp S300 mill ion of 7 10% 
Juniol- Subordinated Deferrable Interest Notes due 2039 
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{Subordinated Notes) The Trust h3s no other operations 
and its sole assets are the Subordiqated Notes 3 r d  Notes 
Fuarante? (as  discussed below\ Funding Coip  is a \viiolly 
owned subsidiary of Florida Progress arid was 'ormed for 
the sole puipose of pi oviding financing to Florida Pi Qgress 
and its subsidiaries Funding Corp does no t  engage in 
business activities other than such financing and has no 
independent operations Since 1999, Florida Progress has 
fully and unconditionally guaranteed the obligations of 
Funding Corp under the Subordinated Notes (the Notes 
Guarantee) In addition, Florida Progress guaranteed the 

The Trust Is a specral-purpose entity and in accordance 
with the Frovisions of FIN 46R, w e  deconsolidated the  
Triisi an December31,2003 The deconsolidation was not  
material to our financial statements Separate financial 
statements and other disclosures concerning the Trust 
have not been presenied because w e  believe that such 
information is not material to investors 

In rhe following tables, the Parent column includes the 
f inancial results of the parent  holding company only. 
The Si:bsidiary Guarantor. column includes the financial 

payment of all distributions related t o  the $300 mil l ion results of Florida Progress The Other column includes the 2 other nonquarantor 
onlyto the extentthaltheTrust has funds available for such 
distributions (the Preferred Securit ies Guarantee) The 
Preferred Securities Guarantee, considered together wi th  
the Notes Guarantee, constitutes a ful l  and unconditional 
guarantee by Florida Progress of the Trust's obligations 
under the Preferred Securities The Preferred Securities 
and Preferred Securities Guarantee are listed on the N e w  
York Stock Exchange 

The Subordinated Notes may be redeemed at  the option of 
Funding Corp at  par value plus accrued interest through 
the redemption date The proceeds of any redemption 
of the Subordinated Notes will be used by the Trust to 
redeem proportional amounts of the Preferred Securities 
and common securit ies in accordance with their terms 
Upon liquidation or  dissolution of Funding Corp , holders 
o f  t h e  Preferred Securit ies wou ld  be entit led t o  the  
liquidation preference of $25 pel share plus all accrued 
and IJnpaid dividends thereon to the date of payment The 
yearly interest expense is $21 million and is reflected in  
the Consolidated Statements of Income 

We have guaranteed the payment o f  al l  distributions 
re la ted t o  the  Trust's Preferred Securit ies As of 
December 31, 2006, the Trust had outstanding 12 million 
shares of the Preferred 2ectirities with a liquidation value 
of $300 million Our guarantees are joint and several, full 
and uncondit ional and are in addition t o  the  joint and 
several, fu l l  and unccinditional guarantees previously 
issued to the Trust and Funding Corp by Florida Progress 
Our subsidiaries have provisions restricting the payment 
of dividends to the Parent in certain limited circumstances 
and, as disclosed in Note 128, there were  no restrictions 
on PEC's or PEF's retained eainings 

subsidiaries and elimination entries for all intercompany 
transactions. Al l  applicable corporate expenses have 
been allocated appropriately among the guarantor and 
nonguarantor subsidiaries. The financial information may 
not necessarily be indicative of results of operations or 
financial position had the Subsidiary Guarantor or other 
nonguarantor subsidiaries operated as independent 
entit ies The accompanying condensed consolidating 
financial statements have been restated for all periods 
presented to reflect the operations of CCO, Gas, PT LLC, 
DeSoto, Rowan, Dixie Fuels and other fuels businesses as 
discontinued operations as described in Note 3. 
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Year entletl Deceinlw 3i.  iO% 
Parent Subsidiary Guarantor Other Progress Energy, lnc 

Operating revenues 

Electric S- S4,6?7 54,085 3,122 

Diversif i e4 business - 339 9 848 

Total operating revenues - 5,476 4,094 9,no 
- 

Operating expenses 

IJtlity 
Fuel used iii electric cJei?.?rabon - 1,835 1,173 3,W 

- 7f f i  'T7A 1.100 

Operatlon and maintenance 14 6&1 8.35 1,593 

Depreciabon and amorbzation - 404 605 1,009 

Taxes other than on incoine - 309 191 500 

Other - ( 2 )  (11 (3) 

Cost of sales - 854 44 e98 

Deprecianon and aiiiortlzatron - 13 10 23 

Iinpairment of assets - 44 47 91 

Other - 36 16 52 

Total operating expenses 14 4,943 3,304 8,261 

Operating (loss) income (14) 533 790 1,309 
Odier (expense) income, net (33) 55 21 43 

Diversified business 

Interest charges, net 276 184 165 625 

(loss) income from continuing operations before income tax, equity 
in earnings of consolidated subsidiaries and minority interest 1323) 404 646 127 

Income tax (benefit) expense (123) 90 237 204 

Equity in earnings of consoldated subsidiaries 779 - (7791 - 

Minority interest in subsidiaries' income, net of tax (9) (9) 

Discontinued operations, net of tax (0) 392 (327) 57 

Met income (loss) S57 1 $697 Si6971 SR 1 

- - 

Income (loss) from continuing operations 579 305 13701 514 
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Year ended December31,2005 

if!? /ii~;/!ofl:) Parent Subsidiary Guarantor Other Progress Energy, inc. 

Operating revenues 

Electric s - s3,955 s?, 9% s7,:45 

Diversified business - 1,241 i21)  1,223 
Total operating revenues - 5,1% 3,969 9,168 

Operating expenses 

Ut1Iq  
Fuel used in eiectric generabon - 1,323 1,036 ?,359 

Operabon and maintenance 12 852 906 1,770 

Deprecianon and amorbzabon - 334 588 922 

laxes other than on income 4 279 177 460 

Other (26) (111 1371 - 

Diversified business 

Cost of sales - 1,267 86 1,357 

Dcpreciabon and ainorbzatton 21 20 41 

Otlier - 19 13 32 

- 

Total operating expenses 16 4,763 3,169 7,948 

Operating (loss) income (16) 436 800 1,220 

Other incoine (expense], net 66 (5) (52) 9 
3co 166 10s 57 4 Interest charges. net 

(Loss) income from continuing operations before income tax, equity 
.._____- 

in earnings of consolidated subsidiaries and minority interest (250) 265 640 655 
Income tax (beneffi) expense (63) 170) 96 (37 t 
Equity in eaniings of consolidated subsidiaries 884 - (884) - 

- - Minority interest i n  subsidiaries’ loss, net of tax 29 29 

Income (1oss)frum continuing operations 697 364 (340) 72 1 

Discontinued operations, net of tax IO (351 (25) 
Cumulative effect of change in accounting principle, net of tax 1 1 

Net income Iloss) s697 5374 $1374) %97 

- 

- - 
.- 
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Year ended flecernber 21.2K4 
lir: nli:/:a:?sr Parent Subsidiary Guarantor Other Progress Energy, Inc. 

Operating revewes 

Electric s- s3.525 S3,628 S7,153 

Diversified busiiiess - 8% 5 90 
Total ooeratino revenues - 4,420 3,622 8,053 

Operating expenses 

Utrllty 
Fuel used in electric generanon - 1,175 axi 2,011 

Purchased power - Sbl ~u i tiDM 

Operation and inaintetiaiice 

Depreciation and amortization 

Taxes odier than on iiicoine 

Other 

630 835 

281 597 

254 173 

(2) (11) 

1,175 

878 

425 

(13) 

Diversified business 

Cost of sales - 91 1 81 992 

Depreciation arid amortization 21 20 41 

Odier - 46 58 104 

- 

6,781 

Operating (loss) income (a) 537 743 1,272 
__ Total operating expenses a 3,883 2,890 

__I 

Other iiicoine (expense), net 

Interest charges, net 
(Loss) income from continuing operations before income tax, equity 

in earnings of consolidated subsidiaries and minority interest 1239) 38 1 578 721 

65 

295 
(41 (46) 
152 119 

15 

566 

Income tax(benefit) expense (571 12 112 67 

Equity in earnings of consolidated subsidiaries 940 (9401 - 

Minoritv interest in subsidiaries' loss. net of tax 19 19 

- 

- - 

income (loss) from continuing operations 759 388 (474) 673 
- - Discontinned operations, net of tax 86 86 

Net income (loss) 5759 s474 3474) $759 
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December 31, iG06 
t:n rn:/!msl Parent Subsidiary Guarantor Other Progress Energy, Inc 

Utili@ plant net s- s.37 S9,908 S i5.245 

Current assets 

Cash anti cash equivalents 153 40 12 2h5 
- Short-tenii investments 21 50 71 

Notes receivable froin affiliated companies 58 37 195) - 

Deferred fuel cost - - 1% 1% 

Assets o l  disconbnued operahons - 45 842 891 
17 1 lrn 1 m n  7 I f i f i  

Total cirrrent assets 259 1.231 2,095 3335 
Deferred debits and other assets 

Investment ill consolidated subsidiaries 10,740 - (10.747) - 

Goodwill - 1 3,654 3,655 
Other assets and deferred debits 126 1,583 l,5#7 3,216 

Total deferred debits and other assets 10,966 1,m (5,579) 6,87 1 
Total assets 511,125 SI, 152 S5.424 S25.701 

Capitalization 

Common stock equity 58,286 s2,7os $(2,703) 58,2e6 
Preferred stock of subsidiaries-not subjectto mandatory 

redemption - 34 59 93 
Minority interest - 6 4 10 

Long-term debt, affiliate 309 (38) 

Long-term debt. net 2,582 2,512 3,470 8,564 

- 27 1 

Total capitalization 70,868 5,569 737 17,224 
Current liabilities 

Current portioii of long-term debt - 124 200 324 
Notes payable to affiliated companies - n (77) - 

Liabilities of discontinued operations - 13 176 189 

Other current liabilities 2 IO 1,281 814 2,305 
Total current liabilities 210 1,495 1,113 2,318 

Deferred credits and other liabilities 

Noncurrent iiicoine tax liabilities - 61 245 306 
Regulatory liabilities - 1,091 1,452 2.5.13 

Accrued pension and other benefits 14 377 566 957 
Other liabilities and deferred credits 33 559 1.261 1,853 

Total deferred credits and other liabilities 47 2,m 3,524 5,659 
Total capitalization and liabilities 511,125 %,152 55,424 525,701 
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/:fi l i i i h T 1 5 )  Parent Subsictiaw Guaranror Other Proqress Energy, inc. 

Uti i i i  alant net S- 55,821 %,62 1 si3.s12 

Current assets 

Cash and cash equivalents 239 139 127 WS 
Short term investments 191 191 
Note.; receivable froin affiliated companies 567 - (4671 - 

Deferred fuel cost - 341 261 602 

Assets of discontlnued operatlons - 757 1 ,sm 2.536 

- - 

19 w7 1 n?Q 7 nil? 
-r1> "*.. 

Total cnrrent assets 728 2,329 2,950 6,007 

Deferred debits and other assets 

iiivesbneiit in consolidated subsidiaries 11,594 - (1 1,594) - 

Goodwill - 2 3,653 3.655 

Other assets and deferred clebrts 259 1,561 1.138 2,958 

Total deferred debits and other assets 1 1,853 1,563 16,m) 6,613 

Total assets s12,581 9,713 $4.769 S27,062 __ ~ _ _ _ _ _  
Cspitali2n:ion 

Common slock equity $8,038 S , W 9  s( 3,039 1 %m 
Preferred stock of subsidiaries- not subjectto mandatory 

redemption 34 59 93 

Minority interest - 31 5 36 

Long-term debt, affiliate - 440 (1701 270 

Lono-term debt net 3.873 2.636 3,667 10,176 
-~ 

Total capitalization 11,911 6,180 522 18,613 

Current liabilities 

Current portion of long-term debt 

Notes payable to affiliated companies 

Short-term debt 

liabilities of discontinued operations 

Other current liabilities 

404 
- 

- 

245 

109 - 

315 (315) 

102 73 

226 316 

162 812 

513 
- 

175 

542 

1,819 

Total current liabilities 649 1,514 8% 3,049 

Deferred credits and other liabilities 

Noncurrent income tax liabilities 

Regulatory liabilities 

- 199 

1,189 1,338 

19s 

2,527 

Accrued pension and other benefits 12 307 546 855 

Total deferred creditsand other liabilities 21  2,019 3,360 5 m  
Total capitalization and liabilities s12.581 9,713 54.762 S27,%2 

Other liabilities arid deferred credits 9 523 1,278 1,810 



Case No 201 1-124 
Staff-DR-01-008 i attachment 
(Progress Energy) 
Page 127 of 136 

Frqr fss  Energy Annual Report 206 

Year eiitletl ileceiiilier 51 10% 

Parent Subsidiary Guarantor Other Progress Energy, lnc 

Net cash provided ( i i sd )  by operating activities 3,295 S1,FtS S(392) S1,912 

lnvesti ng activities 

Gross utllrrg propen/ additions - (718) (7051 j 1,423) 

Diversified Iius~iiess propertf additions (2)  121 
liluclear fuel atltlitioiis - (12) 1102) (114) 

Proceeds lroin sales 01 tliscsiibnuetl operabons diid other assets, 
net of cash divested - 1,239 41 5 1,654 

191PL csvl (WR! 12.452) 

Proceeds froin sales of available for sale securities and other 
investments 898 724 1.009 2,Ml 

Cliaiiges in advances to affiliates 409 139) (370) - 
Proceeds from repayment of long terin aft iliate debt 131 (131) - 

Relilrii of iiivesbnent in consolidated subsidiaries 287 (287) - 

Oiher investing acbvitxs (63) (6) 46 123) 
Net cash provided (used) by investing activities 743 561 (1,033) 27 1 
Financing activities 

issiiaiicc of coinmon stock 185 185 

- - 

- 

- 

- 

- - 

Proceeds from issuance of long-terin debt net 

Net decrease in short-term debt 

Retireinent of long-term debt 

Retirement of long-term affiliate debt 

Dividends paid on common stock 

Oividends paid to parent 
- Changc>s in advances froin alfiliates (243) 243 
- - Cash tlistributioiis to  minority interests of consolidated subsidiary (79) 179) 

0 t h  financino activities (8) 71 1521 11 

P24W - Net cash (used) provided by financing activities (2,124) (1,728) 1,334 

Cash provided (used) by discontinued operations 
- Operating activities 92 (6) 86 

Investing activ&s (139) (2) (141) 
Financing activities - - - - 

Net decrease in cash and cash equivalents (26) ! 199) 155) (3401 

Cash and cash equivalents at beginning of year 239 239 127 605 

- 

~ 

Casfi and cash equivalents at end of year S153 9 0  S72 S265 
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CCMDEI'ISEP 20NSOilDATING STATEMENT OF CASH F L O W S  

Year ended Dweinber 31,2005 
IX d k m !  Parent Subsidiary Guarantor Other Proqress Enem, Inc 

Net cash provided by operating activities ,257 s1Ios S5G9 51,175 

Gross utility property additions - 14%) 1584) (l,W) 

Oiversified business properly additions (6 )  (6) 
Nuclear fuel additions (471 (79) ( 126) 

investing activities 

- - 

- 

Proceetls froin sales of discontinued operations and otlier assets, net of 
cash divested 462 13 47 5 

Purcliases of available-for-sale securities and other investments 11,702) (@J5) (1,878) (3,985) 

Proceeds froin sales of available-for-sale securrhes and other investments 1,702 405 1,738 3,845 

Changes in advances to affiliates 333 5 (338) - 

Proceeds from repayment of long term affiliate delit 369 (369) - 

Other invesbng acbvibes (12) (261 1 (37) 

PJet cash provided (used) by investing activities 690 (108) (1,496) (914) 

Financing activities 

issuance of coininon stock 208 208 

- 

- - 

I'roceetls from issuance of long-term debt net 

Net increase in short-term debt 

1,642 

(509) 
Retirement of long-term debt (160) (104) (300) (564) 
Retirement of long-term affiliate debt (369) 369 - 

Dividends paid on common stock (582) (592) 

Dividends paid to parent (2 )  2 - 
Changes in advances froin affiliates (101) 101 - 

Other liiiancing activities 19) 53 (10) 34 

- 

- - 

- 

- 

Net cash (used) provided by financing activities (713) 30 91 2 229 

Cash pruvided (used) by discontinued operations 

Operating activities - 93 201 294 

Investing activities - (2%) (26) (232) 

knancino activities (2 )  (2 )  - - 

Net inci.ease in cash and cash equivalents 234 216 100 550 

Cash and cash equivalents at beginning of year 5 23 27 55 

Cash and cash eauivalents at end of war  a 3 9  3 3 9  S127 m5 
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fear m l e t l  D m d J e r  ?l, 2034 
Parent Subsidiary Guarantor Other Progress Energy. lnc 

Ret cash provided by operating activities s653 %9 5297 Sl,Sr39 

Gross utility property atltlitions - (482) (5161 (9%) 

t l i \wst f ied busincss p i o p e p  atldibons (6) (6) 

Phclear fuel additions (101) 1101) 

casli 4 w c t e d  - 343 29 372 
Purchases of available for sale securities a i d  other investments - (569) 12,565) (3,134) 

Proceeds froin sales of available for sale securities and other iiivestments - 569 2,679 3,248 

Changes in advances to affiliates 27 (5) (22) 

Other itivesbiio activities 1231 (7) 13) 

Investing activities 

- - 

- - 

Prowpds froin sales of disconbiiued operaboiis and otlier assets, net of 

- 

- Conbibul3oils to consolidated subsidiaries (15) 15 - 

- 

Nei c x h  provided (used) by investing activities 12 1173) (48 )  (649) 

Financing activities 

lssiiaiice of cominon stock 73 73 
Proccotls froin issuance of long-terin debt net 365 56 - 42 1 

Rctirciitent of long-term debt (705) (68) (339) (1,112) 

Dividends paid on common stock 1559) w3) 

Divitleiids paid to parent - (340) 340 - 

Changes in advances from affiliates - (205) 205 - 

Coiitriltutions froin parent 12 (12) 

Otfier linaiicina activities 15) 15 1 11  

- - 

Ne\ iiicrcase in short-term debt 170 293 217 690 

- - 

- - 

Met cash (used) provided by financing activities 1660) 1237) 412 (485) 

Operating activities 145 46 191 

Investing activities - (1%) 19) (1%) 

l'iiiaiicing activities (5)  (241) (246) 
Met increase in cash and cash equivalents 5 9 7 21 

Cash and cash equivalents at beginning of year 14 20 34 

Cash and cash equivalents at end of year s5 S23 2 7  s55 

Cash provided (used) by discontinued operations 
- 

- 

- 
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P, 14 
{ U F j  

Resu l t s  of o p e r a t i o n s  for  a n  i n i e i i r n  perici; m a y  n o t  g i ve  
a t r u e  i n d i c a t i o n  of resu l t s  f o r  t h e  y e a r  In t h e  o p i n i o n  o f  
m a n a g e m e n t ,  a l l  a d j i l s t m e n t s  n e c e s s a r y  t o  fa i r l y  p r e s e n t  
a m o u n t s  s h o w n  f o r  i n t e r i m  p e r i o d s  h a w  b e e n  m a d e  
S u m m a r i z e d  quar te r l y  f i n a n c i a l  d a t a  w a s  a s  f o l l o w s  

In t h e  op in ion  of m a n a g e m e n t ,  al l  ad jus tmen ts  n e c e s s a r y  
t o  f a i r l y  p r e s e n t  a m o u n t s  s h o w n  f o r  i n t e r i m  p e r i o d s  h a v e  
been m a d e  Results of o p e r a t i o n s  f o r  a n  i n t e r i m  p e r i o d  
m a y  n o t  g i ve  a t r u e  i n d i c a t i o n  of resu l t s  fo r  t h e  y e a r  T h e  
first q u a r t e r  ot 2005 i n c l u d e d  $31 m i l l i o n  r e c o r d e d  for 
e s t i m a t e d  s e v e r a n c e  expense fo r  w o r k f o r c e  r e s t r u c t u r i n g  
a n d  i m p l e m e n t a t i o n  o f  a n  a u t o m a t e d  m e t e r  r e a d i n g  

20% 

Operating revenues 52,223 Q298 52,Tl6 52273 
Operating income 268 21 0 557 L14 

Income from continuing operations 85 19 283 127 

P!et income (loss) 45 (47) 319 254 

Common stock data 

Basic earnings per common share 

Income from continuing operations 

Net income (loss) 

034 

0.18 

0.08 

(0.19) 

113 

1 27 

0.51 

1.01 

Diluted earnings per common share 

Income from continuing operations 034 0.08 1.12 0.51 

Net income (loss) 0.18 (0.19) 1.27 1.01 

Dividends declared per common share 0.605 0.605 0.605 O l i l O  

Market price per share 

High 4531 45.16 46.22 49.55 

low 42.54 40.27 4205 

2 0 5  

Operating revenues S2,051 52,079 $2,743 

Operatmg incoine 231 119 539 

effect of change in accountlng principle 103 2 457 
liicotne from coiitliiuing operatlons before cuiniilatlve 

Net iiicoine (loss) 93 (1) 450 

Common stock data 

Basic earnings per coinmoii share 
Income froin continuing operations before cuinulative 

G 42 
Net income jloss1 0 38 

effect of change in accounting principle 

Diluted earnings per coininon sliare 
Income froin continuing operations before cuinulative 

0 42 
Net incoine iiossl 0 3  

0 5% 

effect of change in accouiitliig principle 

Dividends tleclaretl per coinmori s l i m  

Market price per sliare 

l.ligli 

LOW 

45 33 
:ii) E>? 

0 01 
10011 

0 01 
1001) 

G 590 

45 83 

4rl61 

164 
1 82 

44.40 ___ 

32,295 

325 

159 
155 

064 
0 62 

1 84 0 64 
i a i  0 62 

0 590 0 605 
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initiative a t  PEF, the second and fourth quarters of 2005 
included reversals of estimated severance expense of 
$13 million each quarter The second quarter of 2005 
InClLJdEd a $141 million charge related to postretirement 
benefits for employees participating in the voluntary 

enhanced retirement program (See Note 15A) The second 
quarter of ZOO6 includes a 391 million inpairmenrcharge to 
oursynthetic fuels assets and a port on of our coal terlirrnal 
assets ( S e e  Notes 8 and 9) The 2006 and 2005 amounts 
were restated for discontinued operations { S e e  Note 31 

Operating results 
Operabny revenues SRO S9.168 S9.053 s7.470 S7,115 

. .  
I n c ~ t l o l t ~  , .  I .  

a i  9 I L L  Q7Q 77 1 U C  

Net income 571 697 759 782 528 

Per sliare data 

Basic earnings 

Income froin continuing operations 

Net income 

sZ05 S2 92 s2 78 S3 25 S2 51 

2 28 2 82 3 13 3 30 2 43 

Diluted earnings 

Income from conbnuing operabons 205 2 92 2 77 3 24 2 50 

Net income 228 2 82 3 12 '3 28 2 42 

Assets s25.701 

Capitalization 

Common stoclc equity 3286 
Preferred stock of subsidiaries- 

Minority interest 

not subjectto mandatory redemption 93 

10 

Long-term debt, netibl 8,835 

Current portion of long-term debt 324 

Short-term debt - 

S27,062 S26,014 S26,207 

S8,038 57,633 s 7 , w  

93 93 93 
36 29 24 

10,446 9,521 9,693 

513 349 868 

175 684 4 

S24.366 

93,677 

93 
10 

9,522 

215 

695 

Total caoitalization S17548 S 19.30 1 S18.309 S18.126 s 17.272 

Other financial data 
Return on average coininon stoclc equrty 

(percent) 7.05 8 91 9 99 I 1  07 844 
Ratio of earnings to fixed charges 2 08 2 11 2 23 2 06 161 

Number of corninoii shareholders of record 61,!i20 64,899 67,638 70,159 72,192 

Book value per coniinoii sliare S3271 s32 35 a 1  39 S30 94 3 8  73 

Uividends declared per coininan share s243 s2 38 S2 32 S2 26 s2 20 

Energy supply {millions of kilowatt-hours) 
Generated 

Steam 48,770 5Z.306 50.78% L~l.501 49,134 

Nuclear 30,602 30.1 20 30,445 30,576 3,126 

Coin busion turhineskoinhined cycle 11,857 1 1,349 9.695 7.8 19 8,522 

IHytlro 594 749 802 955 49 1 

Purcliased 14,664 14.566 13.466 13gG 14..35 

Total energy supply ;Company sliare! 156,487 1!!9"YW lQ5.19 lL!4,t;'ici 103 118 

Jointly owiietl slwe!L' 5,224 5,388 5,395 5,213 5,258 

1 Oa, 436 __ 111,711 114,478 110,525 109,912 . ~ .  Total system energy suppl./ 
. .  
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We use ongoing earnings pe r  share to  evaluate our  
operations and to establish goals for management and 
e m p i y e e s  W e  believe rhis presentation is appropl isye 
and enables investors t o  more accurate ly  compare 
our ongoing f inancial performance over  the periods 
presented Ongoing earnings as presented here may 
not  be comparable 10 similarly titled measures used by 
other c om pa ni e s R e c, o i;c i I in g a di ustm e n ts for ongoing 
earnings per skclre to reported GAAP earnings per share 
are as follows 

fuels facilities and other related long-lived assets during 
the second quarter of 2006 Basec on the results of the 
impairmenttest, we recorded impaii ment charges These 
charges representthe entirety of the asset carrying value 
of our synthetic fuels intangible assets and facilities, as 
well as a portion of the asset carrying value associated 
with t h e  river terminals at  w h i c h  the synthetic fuels 
facilities are located \Ne do not believe this impairment 
is representative of our ongoing operations 

Due to the disposition plans relating to PVI's nonregulated 
Years ended Oecernber?l 2006 2005 2004 generation facilities, we evaluated previously recorded 
u-ilal I 1, 2 JL -A 3JJ1 2 CG -r Q n, 

Contingent value obligations 

Discontinued operations 023 (0 10) 0.35 

Iinpairments and one-bine charges (0.29) - - 

Loss on debt redemption (0.14) - - 

Postretireiiieiit and severalice charges - 10 42) - 
Litiriation settlement - - (0 12) 

mark-to-market (0.10) o 03 o 04 

Flsimrteti GAAP earnincis iier share 9.28 s2a2 9 1 3  

~o~~~~~~~~ Value ~~~~~~~~~~ 

In connection w i th  the acquisit ion of Florida Progress 
Corporation, w e  issued 98.6 mil l ion contingent value 
obligations (CVO) Each CVO represents the right of the 
holder to receive contingent payments based on after- 
tax cash f l ows  above certain levels of four  synthetic 
fue ls  faci l i t ies purchased b y  subsidiaries of Florida 
Progress Corporation in  October 1999 The CVOs are debt 
instruments and, under GAAP, are valued a t  market value 
Unrealized gains and losses from changes in marketvalue 
are recognized in  earnings. Since changes in the market 
value of the CVOs do not affect our underlying obligation, 
we do  no t  cons ider  the adjustment a component of 
oing oiing e a rnii ig s 

Discontinued Oper3' 61 lOnS 

The operations of businesses that have been sold or  are 
in the process o f  being sold are reported as discontinued 
operations, and therefore we do  n o t  v iew these 
activities as representative of our ongoing operations 
Our discontinued operations include CCO, Rowan and 
DeSoto, Winchester  Energy, Progress Telecom, LLC, 
Dixie FLIEIS, Progiess Materials, I i ic , Coal Mlning, and 
Progress R a i l  

e. 
In  M a y  2006, we announced that  we had idled o u r  
synthetic fuels faci l i t ies Due to  the idling of these 
facilities, w e  performed an i i i ipairnienttest of all s y n t h m  

the second and fourth quarters of 2006 Based o n  the  
results of these evaluations, w e  impaired the state n e t  
operating losses by  recording a valuation a l lowance 
fo r  state net operation losses We do no t  bel ieve this 
impairment is representative of our ongoing operations 

Loss On Debt Redem 

In November 2006, the Parent redeemed the  entire 
outstanding $350 mill ion principal amount of i ts  6.05% 
Senior Notes due April 15,2007, and the entire outstanding 
$400 million principal amount of its 5 85% Senior Notes 
due October 30, 2008. In December 2006, the  Parent  
repurchased, pursuant to a tender offer, $550 million, or 
approximately 53 0 percent, of the aggregate principal 
amount of its 7.10% Senior Notes due March  1,201 1. Due 
to the nonrecurring nature of this loss, w e  do not  believe 
it is representative of our ongoing operations 

Postretirement and Severance Charges 
As part of our cost-management initiative, we approved 
a work fo rce  restructuring in February 2005, w h i c h  
resulted in a reduction of approximately 450 positions 
In addit ion t o  the  work fo rce  restructuring, t he  cost -  
management initiative included a voluntary enhanced 
retirement program, in w h i c h  1,450 eligible employees 
elected to participate In connection with this initiative, w e  
incurred charges related to estimated future payments for 
severance benefitsthat wi l l  be paid out over time Due to 
t.he nonrecurring nature of the charge, we do not believe 
it is representative of our ongoing operations 

tlriga2iorr Set-t~men1 
In  J~ine2004,ourst ibsidiaiy Stiategic Resource Solutioiis 
Corp reached a settlement agreement in a civil suit and 
recorded a corresponding settlernenr charge We do no t  
believe tbis settlemerit charge i s  representative of our 
ongoing operations 
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Notice of bnn3,ral Mee*ii39 

Progress Energy’s2007 annual meeting of shareholders wil l  
be held May 9,2007, a t  10 a m in the Mahaffey Theater a t  
the Progress Energy Center for the Arts in S t  Petersburg, 
Fla Aformal notice of the meeting with a proxy statement 
w i l l  be mailed to shareholders in  early April 

Transfer Agent and Regicxzr M s i l ~ n g  Address 
Progress Energy, l i ic 
c/o Computershare Trust Company 
250 Royal1 Street 
Canton, M A  02021 
Toll-f re e phone numb e r 1.866.29O.4388 

~ ~ a r e ~ ~ l ~ e r  ~ n ~ ~ ~ ~ a ~ ~ ~ ~  and inquiries 

Obtain information on your account  24 hours a day, 
seven days a week by calling our stock transfer agent’s 
shareholder information l ine This automated system 
features Progress Energy‘s common stock closing price, 
dividend information and stock transfer information 
Call toll-free 1.866.290.4388 

Other questions concern ing stock ownership may  h e  
d i rected t o  Progress Energy’s Shareholder Relations 
b y  cal l ing 919.546.3014 or  by  writ ing to the fo l lowing 
address“ 

Progress Energy, Inc 
S h a re hold e r Re1 ati o ns 
410 S Wilmington Street 
Raleigh, NC 27601-1849 

Stock Listings 
Progress Energy‘s common stock is listed and traded 
under the symbol PGN on the N e w  Yorlc Stock Exchange 
(NYSE) inaddit ionto regional stockexchanges acrossthe 
United States 

S ~ a ~ ~ ~ f f ~ ~ ~ ~  Programs 
Progress Energy offers the Progress Energy Investor Plus 
Plan, a direct stock-purchase and dividend-reinvestment 
plan, and direct deposit of cash dividends to  bank accounts 
for the convenience of shareholders For information on 
these programs, contact Computershare or the company 

We also offer online access to shareholder accounts via 
the 1nterr:et To obtain online access to your shareholder 
account, go 10 computershare corn t o  regisrer If you have 

access to Progress Energy’s annual report at your address, 
and do not want  to receive a copy for your shareholder 
account, please call our transfer agent, Computershare, 
toll-free a t  1.866.230.4338 to discontinue receiving annual 
reports by mail 

Dividend-reinvestment statements, tax documents and 
proxy material, including the annual report, can  be 
electronical ly del ivered t o  shareholders Electronic 
delivery provides immediate access t o  proxy material 
and a l lows In ternet  voting wh i l e  saving print ing and 
mailing costs To take advantage of electronic delivery of 
documents, go t o  computershare.com, log in to your 
account, select Electronic Shareholder Communications 
and fol low the instrucbons 

Securities Analyst  inquiries 
Securitiesanalysts, portfolio managers and representatives 
of financial institutions seeking information about Progress 
Energy should contact Robert F Drennan, Jr  ,vice president, 
Investor Relations, at the corporate headquarters address 
or call 919.546.7474 

Additional I n ~ o ~ ~ a t ~ o n  
Progress Energy files periodic reports with the Securities 
and Exchange Commission tha t  con ta in  addit ional 
information ahout  the  company Copies are available 
to shareholders upon written request to  the company’s 
treasurer a t  the corporate headquarters address 

This annual  r e p o i t  is submitted f o r  shareholders’ 
information It is not  intended for use in  connection with 
any sale or purchase of, or any offer or solicitation of offers 
to buy or sell, securities 

YSE ~ ~ ~ ~ ~ ~ ~ ~ a ~ ~ ~ n s  
Because Progress Energy’s common stock is listed on the 
NYSE, our chief executive officer is required to  make, and 
he has made, an annual certification to the NYSE stating 
that he was not aware of any violation by us ofthe corporate 
governance listing standards of the NYSE Our chief 
executive officer made that annual certification tothe NYSE 
as of June  8, 2006 In addition, w e  have f i led with the 
Securit ies and Exchange Commission, as exhibits t o  
our  Annual Report on  Form 10-K f o r  the year ended 
Oecember 31, 2006, the certif ications of our  principal 
executive officer and principal financial offic,ei required 
under Section 302 of the Sarbanes-Oxley Ac t  of 2002 
regarding the q u a h i  of our public aisclosiire 

http://computershare.com
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