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[ S 1 ANNUAL REPORT PURSUANT 1 0  SECrION 13 Oli 15(cl) 0 1 7  TIIT: SECIJRIl IES 
ESCIIANGE ACT OF 193-1 

For the fiscal year ended llecen~bcr 3 1.2006 
OR 

[ ] TRANSITION REPORT I’URSUANT T O  SECTION 13 Ol? 15(d) Ol~’H1T: SEC‘IIRITIIIS ESCIIANGE 
ACT OF 193-1 

For the tiansition Deriod fioiii to 

Esact iiaiiie of registrants as specified i n  their cliarters. 
Comniission state of incorporation, address of principal cxeciilive Ideiitilicatioii 
File Number offices, and telephone number Niiinber 

1 R S Eniplover 

hl;’ Pru1nin16117py 

1 - 15929 Progress Energy, Inc. 56-2 15548 I 
410 South Wilmiiigton Stieet 

Raleigh, Nortli Carolina 27601-1748 
Telephone: (910) 546-61 11 

State o l  Incorporation: Norlli Carolina 

Carolina Power Sr Light Compilny 
d/b/a Progress Energy Cadini1s, Inc. 

410 South Wihningtoii Street 
Raleigh, Nortli Carolina 27601-1748 

Telephone: (919) 545-61 11 
State o l  lncorporatio~i: North Carolina 

1-3382 56-0 I65465 

1-3274 Floritla Poiver Corporation 
d/b/a Progress Energy Florida, hic. 

299 First Avenue North 
St Petersburg, Florida 33701 
Telephone: (727) 820-5 I5 1 

State of Incorporation: Floiida 

59-024 7770 

SECURITIES REGISTERED PURSUANT 70 SECTION 12/b) OF TI-IE ACJ! 
Title of each class 
Progress Energy, Iiic : 

New York Stock Excliaiige 
Caiolina Power & Liglit Company: None 
Florida Power Corporation: None 

Name of each esclimiee on wliicli reeistci-ed 

Comnioii Stock (Without Par Value) 

SECURITIES REGISTERED PURSUANT TO SECTION 12ie) OF TI-IE AC7: 
Progress Energy. Inc : None 
Carolina Power R: Liglit Company: 

Florida Power Corporetion: None 

$5 Preferred Stock, No Par Value 
Serial Preferred Stock. No 1’31 Volue 

Indicate by check mark tvliethei each registrant is a well-known seasoned issuer, as delincd in Rule 405 ol the Act. 
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Indicate by check niaik ivlictlier each registrant is not required to lilc reports pursuant to Section 1 3  or Section 1 j(d) oi  the Act 

Progress Energy 
PEC 
PEF 

Indicate by clicck iiiark wlictlicr each rcgistraiit ( I )  lias filed all reports rcquircd to be lilcd by Section 1 3  01 l j ( d )  of the Securities Escliaiige Act of 1934 
during tlie prcccdiiig 12 months (or for siicli sliortcr pciiod tliat thc registiants w r c  rcquircd to lilc such icporls), and (2) has bccii subject to such filing 
rcquircmcnts for the past 90 days 

Piogress Energy 
PEC 
PEF 

Ycs (W 
Yes (X) 
Yes 0 

Indicate by clieck mark it  disclosure ofdeliiiqoent filers ptirsumit to Item 405 of Regulation S-K i s  not contained Iicicin. and will not be contained, to tlic best 
of each rcgistrant’s hiowledge, i n  definitive proxy or information stnteinents incorporated by reference i n  PARI Ill of this Form 10-R oi any aiiicndiiient to 
tlllS Folm 10-K 

Progress Energy 
PEC 
PEF 

Indicate by check maiL wlietlier each registrant IS a laige acceleiatcd filer. an acceleiatcd filer, or a non-accelerated filer See dcfiiiitioii of “occeleiatcd filer” 
and “laige accelerated filer” i i i  Rule 12b-2 of tlic E~cliange Act 

Progrcss Energy Lmgc accelerated filer (X)  Accelerated filer ( ) Noli-accelerated filer ( ) 

PEC Largc accelcrated filer ( ) Acceleiated filer ( ) Non-accclcratcd filer (X) 
P El: Laigc accelerated filer ( ) Acceleiated filer ( ) Noli-accelerated filcr (X) 

Indicate by check iiiark wlicther each rcgistrant is a slicll company (as defined in Rule 12b-2 ofthe Act) 

Progress Energy 
PE.C 
PEF 

As of June 30. 2006. the aggregate iiiarket value of the voting and nonvoting coninion equity of Progress Eiicrgy Iicld by noiialliliates \\’as $10.832,028,534 
As of June 30. 2006. the aggregate maiket value of the coinnioii equity of PEC lield by nonafiliates \vas $0 All of the coiiiiiioii stock of PEC is owiied by 
Progress Energy As of Jiiiic 30: 2006. tlie aggrcgate iiiarliet value of the coiiiiiioii equity of PEF lield by nonalfiliatcs was $0 All of the coiiiiiioii stock of 
I’EF is indirectly owiied by Progress Energy 

As or Fcbniais 21.2007. cacli rcgistioiit had the iollowilig shares of coninion stock outstanding 

Iteeistrant Dcscriotion 
Progress Coinnion Stock (Without Par Valtic) 257,109.374 
E,iiergy 
PEC Coliinion Stock (Without Par Value) 159,608,055 
1’137 Co~iinioii Stock (Without Par Value) 100 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions oi  the Progress Energy and PEC definitive piosv statements for tlic 2007 Annual Meeting oi Slinreholders are iiicorpoiatcd into PART Ill ,  lteiiis IO. 
1 1. 12 , 13 and I4 licrcof 

This con~binnl Iioi ni 10-I< is filed sepai,:itely by three I egistrmts: I’rogress Eiiergv, PEC :ind PEF (collectively, tlie Progress Registrants). 
1nforni:ition contained lierein I el:iting to any individu:rl registrant is filed by such registrmt solely on its ow11 behalf. Each registi-:int ~n:iltes no 
representation ;is to inforni:ition relating exclusively to the other registrnnts. 
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PEF niwts the conditions set forth in General Instruction I (1) (a) and (b) of Fofi0l.111 10-IC and is therefore filing this Fo~rn 10-I< with the reduced 
disclosure forniat permitted by General Instruction I (2) to such Forni 10-IC 
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T'AB1,E OF' C'ON'I'EN'I'S 

s - m  JIARBOR FOR FORU -\RD-I,OOI;I\G S ~ - \ T E M E N T S  

PART I 

BIJS IN E SS 

RISK FACTORS 

UNRESOLVED STAFF COMMENTS 

PROPER 1 113 

I I1531 1 1. 

ITEM 3. LEGAL PROCEEDINGS 

SUBMISSION OF MATTERS TO A VOTE OF SFCURlTY 1101 DERS 

E m c u n v E  OFFICERS 01; TIE REGISTRANTS 

PART I1 

MARKET FOR -rm REGISTRANTS' COMMON EQUITY, RELATED STOCKI-IOLDER MATTERS 
AND ISSUER PURCHASES OF E,QUlTY SE.CURIT1E.S 

SELECTED FINANCIAL DATA 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS 
OF OPERATIONS 

QUANTIl-ATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

FINANCIAL SI-ATEMENTS AND SIJPPLEMENTARY DATA 

CI-IANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISC1,OSURE 

CONTROLS AND PROCEDURES 

071-IER INFORMATION 

PART 111 

DIRECIORS, EXECUTIVE OFFICERS AND CORPORATE G O E R N A C E  

EXECUTIVE COMPENSATION 

SECURITY OWNERSI-IIP 01' CERTAIN 13ENEFICIAL. OWNERS AND MANAGLMENT AND 
RELATED STOCKI-1OLDE.R MATTERS 

CEliTAlN RELATIONSI-IIPS AND RELATED TRANSACTIONS. ANL? DIRECT017 
INDEPENDENCE 

I'RMCIPAL ACCOUNTING FEES AND SE.RV1CE.S 

PART I\' 

EXHIBITS AND FINANCIAL STATEMENT SCI-IEDULES 
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We IISC the words “Progress E.nergy.” ”we.” “its” or “our” with respect lo certain inforniation to indicate that sucli inforniation relates to Progress Energy. Inc 
and its subsidiaries on a coiisolidated basis When appropriate. the parent holding conipany or the subsidiaries of Progress Energy are specilically identified 
on an tinconsolidated basis as we discuss their various business activities 

Tlic follo\ving abbreviations or acronyms ale used by the Progress Rcgistrants: 

1’EIlhl DEFINITION 

40l(k)  
AFIJDC 
A 1-1 I 
AOCI 
,4170 Asset retirenient obligation 
Annual Avcragc Pncc 

Progress Energy 401 (k)  Savings and Stock O\unership Plan 
Allowance for ftinds used during construction 
Alfordable Iioiising in\~estment 
Accumulated other comprelieiisive income, a coni ponent or coninion stock equity 

Avcragc wellhead price per barrel for iinrcgulated domestic crude oil for tlic year 
Assct Purcliax A e ~ c c ~ ~ ~ c n t  Ap,rccmcnt by and anioiig Global, Earthco and certain aflifiliateb, and the Progress ACfil~ates 

:IS amended on August 23. 2000 
Audit Committee 
I3ART 
Bcl 
Broad River 
13 ni n swi ck 
I? tu 
CAlR 
CAMR 
CAVII 
CCO 
CERCLA or  Stiperfund 

Clem Sniokcstlcks Act 
Coal 

Coal and S\;ntlictic Fircls 

the Code 

CO? 

COL 
Colona 
Corpoiate 
Corporate and Otlier 
C R3 
CRJ and CR5 
CUCA 
CVO 
DcSoto 
DIG lrsiic C20 

llisie Fuels 
DOE 

Audit and Corporate Performance Conimiltec of Progress Energy’s board ofdircclorr 
Best Available Retrofit techno lo^, 
Billion cubic feet 
Broad River LLC’s Broad River Facilily 
PEC’s Brunswick Nucleai Plant 
British tliernial unit 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Clean Air Visibility Rule 
Fornicr Pi ogress Vciituics segment’s nonrcgulated Competitive Coniriieicial Operations 
Coniprclicnsive Environincn~al Rcsponsc, Conipcnsation and Liability Act of 1980. as 

a~ncndcd 
Noi-tli Carolina Clean Smokest7cks Act. enacted i n  June 2002 
Coal teriniiials and niaiketing operations that blend and transload coal as pa11 ol’tlie 

transportation net~vork for coal delivery 
Biisiriess segiiient primarily engaged i n  synthetic fuels production and sales operations. the 

operation of synthetic fuels iacilitics for third parties and coal terminal services 
Inleinal Revenue Code 
Carbon dioside 

Conibined license 
Colona Sj~nfiiel L.iniited I’ai~nersliip. L.LL I‘ 
Collectively, the Parent PE.SC and coiisolidation entities 
Corporate and Otlier segment includes Corpoiate as well as other ~ioniegulated brisinesses 
PEF’s Crystal River lJnit No .3 Niiclear Plant 
PEF’s coal-fired steam turbines Crystal River Units No 4 and 5 
Carolina Utililv Costonters Association 
Coiitingeiit value obligation 
LkSoto County Geiieratiiig Co , LLC 
FASB Ilcrivativcs Iniplenicntatioii Group lssuc C20. “lntcrprcfation of tlic Meaning of Not 

Clearly and CIoscly Related in Paingraph 10(b) regarding Contncts with a Piice 
Adjustment Fcalurc“ 

Dixie Fuels Limited 
United States Deprtnient of Energy 
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I artlico 
CCRC I~nv~rorirne~~~al  Cost Recoven Clause 
1. IA Lnergy Inlonnat~on Age~icy 
1,iiergy Deliver) 
I PA 
LI'AC 1 

I'our wl~olly owned ~oal-based sohd iynthetic l'iiels Iiiiiited liability conipnnics 

Distnbiition opeiutions 01 the Utilities 
1Jnited Stales Lnvi roiinientol Protection Agencv 
Encrg) Policv Act 01 2005 

I RO Electric lcllabllltv olganlmtloll 

r-soi' Cmplo~ce Stock Ownership Plan 
I ASB 
I LRC 
I G I  
FIN d6R 

F~nancial Accounting Standards 13oard 
Federal Energy Regidatory Comm~ss~o~i  
Florida Gas I1ansn13ss1o11 Company 
FASB Intel pietaboil No 46R "Consolidat~on 01 Variable Interest E n t ~ t ~ e s  - an Interpretat~on 

FASB Inteipieta~~oii No 47 "Accounting for Conditional Asset Retirenient Obligations - 311 

FASB Interpictabon No 48, "Accounting for Unce~tn~nty i n  Income CaYes" 

01 ARB No 51" 

rrN -17 
lntcipretat~on 01 FASB Stateiiient No  143" 

rm -18 
1 I t C l l  I l t C l l  &2.h.ues 

Florida Glob;1l case 
Floiida I'rogiess 
FI'SC 
Funding Corp 
G M P  
Gas 
tlie Georgia Contracts 
Gcoi gia Powei 
Georgia Region 

Globel 
Gulfsticani 
llnrris 
IBEW 
IRS 
ICV 
kVA 
kWlliS 
Level 3 
LIBOR 
M D a A  

Medicare Act 
MGP 
MW 
MWliis 
Moody's 
NAAQS 
NCDWQ 
NCNG 
NCUC 
NEIL 
NEllC 
NOPR 
the Notes Guarantee 
NOX 
NOx SIP Call 

U S Global L.I.,C 18 1'1ogress Encrgv, Inc et al 
Florida Progress Colporntion. one oi  oi i i  wliolly owned subsidiaries 
Florida Public Service Commission 
Florida Progress Funding Coipoi-ntion. :I wholly owned subsidiaw of Florida Progress 
Accounting principles generally accepted iii the United Sintes of America 
Foniiet Piogress Ventures segment's na t~ra l  gas drilling and production business 
Fixed price fiilI-reqiiireuieiit contracts sei+ced by CCO 
Georgia Power Conipnv. a siibsidiav of Soulliern Conipany 
Reporting unit consisting o i  our ELlingliam, Monroe. Wnltoii and Washington nonregiilated 

1J S Global LLC 
GitlLstieain Gas Systcni. L L. C 
P E C s  Slicaron Harris Nirclcnr 1'1nnt 

Intcinational Drothcrliood o1 Electrical Workers 
Internal Revenue Service 
Kilovolt 
ICiIovolt-aiiipeie 
Kilowatt-houris 
L.evel 3 Coiiiinu~~ications, Inc 
L.ondoii Inter Bank Offering Rate 
Manngenient's l>iscussio~i and Analysis of Finmlcial Condition mid Results of Operations 

Medicare Prescription Dmg, Iinprovement and Modernization Act of 2 0 3  
Maniilacturcd gas plant 

Megawilt 
Megawatt-hoirr/s 
Moody's Investors Service, liic 
National Aiiibient Air Quality Standards 
North Carolina Division o i  Water Quality 
North Carolina Natural Gas Corporation 
North CaoIiii3 Utilities Co~iiniission 
Nuclear l.~lectric lnst~rance Limited 
North Anierican Electric Reliability Council 
Notice of Proposed Ruleniol;ing 
Florida Progress' 11111 and uricoridilior~al g~~aranlcc of t l~e  Subordinatcd Noies 
Nitrogen Oxide 
EPA ride wliicli requires 22 states including North Carolina, South Carolina and Georgia (but 

gcnerntion plank i n  senajce 

contained i n  I'nrt 11. Item 7 o i  this Foini 10-K 

escluding Florida) to liirtlicr reduce nitrogen oxide eiiiissions 

i 



NSll 
N RC 
Nuclear Waste Act 

NYMEX 
OPtM 
OC1 
0 I’C 
0 I’E n 
the Parent 
PEC 
I’F F 
I’ESC 
tlie Pliase-out Price 

P M 2 5  
PM 2 5-10 

I’M I O  
Power Agency 

Piefciied Secui i t ies 

I’refermd Securities 
Gua~aiitee 

Progress Affiliates 
Progress Energy 
Progress Regi strniits 

Progress Fuels 
Progress Roil 
Progress Vciitiires 

I’RP 
PSSI’ 
I’TC 
1’1 
PUI-ICA 1935 
I’UI-ICA 2005 
PURPA 
PVI 
PWC 
Q 1: 
RCA 
Rockpol t 
Itobi iison 

ROE 
Ro\vaii 
RSA 
11TO 
SAU 108 

SCPSC 
Scrubber 
S EC 
Scctiori 29 

Case N o  2011-124 
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New Source Rcvien ieqiiiiciiieiits by the L PA 
Uliited States Niiclear Regulaton~ Coininisrion 

Nuclear Waste Policb Act 01 1982 
New Yoil, Mercoiittle E d i a n g e  
Operatioii and iiinintenance e\;pense 
Otlier conipreliciisi~w ~iicoiiie 

I‘lorida‘s Ol f i~e  01 Public Counsel 
Postietiienient benefits other thm pensions 

Progress Energy Inc holding company on an  unconsolidated basis 
I’rogress Encrgy C:irolinaq l i i ~  formeily referred to as Carolina Power B Light Coiiip:~ny 
Progress Eiiergy Ikr ida liic . loriiierly ieferred to as Floiida Power Corpoiatioii 

I’rogicys Energy Service Coinpaiiy. L LC 
Piice per bancl 01 unregiilatcd doiiiestic cnide oil at wliich Sectioii 29145K tax ciedits are 

EPA staindaid for particulate nialtei less ti1311 2 5 niic~oiis iii dianieter 
EI’A standard lor particulate iiiattcr bctwecii 2 5 and 10 iiii~roiis i n  dinnieter 
EPA stnndaid for particulate iiiattcr lesr tliaii 10 iiiicioiis i n  diameter 
North Cnioliiia Castciii Miinicip~l Power Ageiicy 

fiilly el t iiiiiiated 

7 10% Cuiiiiilativc Quartci ly Inconic Piefcrrcd Securities diie 2039, Series A issued by tlic 

Florida Progi-css’ gu:ii-:intcc o l  :dl distributions related to tlic Preferred Securities 
lriist 

Five affiliated sviitlietic fuels hcilities 
Progress Energy. Inc and subsidiaries oii a consolidated basis 
I h e  reportiiig rcgistrmits witliiii tlie Progiess linergy consolidated group Collectively, 

Pi-ogress Fuels Corporatioii. foi iiieily Electric Fiiels Corporatioii 
Progress Rail Seivices Corporation 
Foi mei business scgiiicnt that priiiiarily ciigagcd i n  noiircgulated energy gciieratioii, eiielgy 

Piogress Eiiergy, liic , PLC and PIiF 

inarketiiig activities and natural gas drilliiig and pioductioii 
I’oteiitially respoiisible p:irty. as defined in  CERCL A 
I’c r form ai1 ce SI1 arc Su b-1’1 :I n 
Progress Teleconii~iuiiicatioii~ Corporatioii 
Progress Telecoiii. 1LL.C 
Public Utility Holding Coiiipany Act oi  1935. as atiieiided 
Public Utility I-loldiiig Conipnny Act oi2OO5 
Public Utilities Regulatory Policies Act of I978 
Progress Energy Veritures. liic , fiiiiiierly referred to as Progress Ventures. Ine 
Public Works Coiiiiiiissioii of the City oi Fnyelteville. N C 
QunliTyiiig Incilitv 
Revol\;ing credit agreeinciit 
Iiidiano Micliig:~ii Po\vci Coiiipai~y~s Rockpoi1 Unit No 2 
I’EC‘s liobiiison Nuclear I’1:int 

Retuni on equity 
R o ~ a n  Couiitv l’ower, I. 1.C 

Resti icted stock aivards progiaiii 
Regional traiisinissioii orgaiiizatioii 
SEC Stntl Accoiiiitiiig I3ullctiii No 108. “Coiisideiiiig tlic ELfects of Piior Year 

Public Service Coiiiinissioii 01 South Carolina 
A device Ilia1 iictttralizcs sulllir coiiipounds lomied duriiig coal coiiibustioii 
United States Securities aiid Escliaiigc Coiiiiiiissioii 
Scclio~i 29 o l  Ilic Code 

iteiiieiits wlicii QuaiitiCyiiig Mi teiiieiits i n  Curielit Year Finaiicial Sk~teiiieiits” 
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Section 29i45K Gciieral busiiicss tax c i  edits earned aiiei- I>ecciiibci- 3 1. 2005 for synthetic fiiels production in 
accordaiice uitli Scction 29 

Sectioii ? I @ )  oi thc Cleali Watc~  Act 
Section 45K oi tlie Code 
For all sectioris. tliis IS a cross-ielerence to the Coriibined Notes to the Finaiicial Stateiiiciits 

Section 316(b) 
Sectioii 45K 
(See Notch “ii”) 

contained iii PART I I .  Itciii 8 of this Forni 10-K 
SESI-I 
SCGP 
SFAS 
SFASNo 5 
SFAS No. 71 

Soutlicast Supplv I-leader. L I., C 
Standard 1% Poor’s Ibtiiig Sctviccs 
Statement oi  Fin:incial Accoirnting Standards 
Statement of 13n:iiicid Accoiiiitiiig St:iiidards No 5. ”Accounting for Contingencies“ 
Statement o i  l’iiiancial Accoiiiiting Staiidaids No 71. “Accountiiig for the E.Kecls of Certain 

Statement o i  Fiiiancial Accoiiiiting Standards No 87, “liiiploveis’ Accouiitiiig for I’eiisions” 
Statemetit o i  Fiiiancial Accoiiiiting Standards No 109, “Accoiinting for Income Taxes” 
Statciiicnt o i  Fiiiancial Accouiitiiig Standaids No 1 1  5 ,  “Accoiinting for Certain Iiivestmeiits 

1-ypes ol R egd ati on” 

SFASNO 87 
SFAS No 109 
SFASNo 115 

in  Debt aiid Equity Secuiitics” 

Coinpcnsation” 
SFAS No 123R 
SFASNo 133 

Statemelit oi Financial Accoiintiiig Standaids No 123R, ”Sharc-Based Payincnt” 
Stotement of Financial Accoiinting St;iiidards No 133. “Accoiiiiting for Derivative and 

Statetiient oi  Financial Accoitntiiig Staiidaids No 142. “Goodwill and Otlier liitangiblc 

Statement o i  Fiiiancial Accouiitiiig St:indaids No 143. “Accouiiting for Asset I~etiremeiit 

Stateiiient oi  Financial Accoutiling Standards No 144, “Accotiiiting for the linpairment or 

Statertierit of Firiclncial Accouiitiiig Staridaids No 157. ”Fair Value Measiireriieiit~” 
Stateiiicnt of Finaiicial Accounting Standaids No 158. “Eiiiplovers’ Accoiinting lor Dcfincd 

I-Iedgiiig Activities” 

Assets” 

SFAS No I42 

SFASNo 143 
Obligatioiis” 

SFAS No 1.14 
Disposal of Long-I. ived Assets” 

SFAS No 157 
SFAS No I58 

Bciiciit Peiisiori and Otlicr Postretirenieiit Plaiis“ 
SNG Southern Natiii:lI Gas Conip:iny 

SO2 Sulfur dioxide 

Sitboidiiialcd Notes 
T a r  Agreeiiient 
tlie Iliresliold Price 

7 1096 Itiiiior Subordinated Deferrable Interest Notcs due 2039 issued by Funding Corp 
Inteicoiiipaiiy Iticoiiie 1 ax Allocation Agieeiiient 

Price pci burrel of itiiregulated doinestic crude oil :it ~\‘liicli Sectioii 29l45K tax cicdits begin 
to be rcdticcd 

the -rnlst 
tlie Utilities 
Wincheslcr Production 
Winter Park 

FPC Capital I. a wholiv owiicd subsidiain of I%rida Progress 
Collectively. PEC and PEI’ 
Wiiicliester Production Coin~mn\’. Ltd 
City oi  Winter P:irk. Fla 



111 tliis combined repoil. each of the Progress Registrants iiiakes ibi wid-looking stateiiiciits witliiii the nieaiiiiig of the safe harbor provisions of tlie Private 
Securities Litigation Reforiii Act or 1995 .I lie matters discussed tlirouglioiit this cotiibiiied Fonii 10-K Ilia1 are iiot historical facts ale forward looking aiid. 

accordingly, involve estimates. projections, goals, [<>recasts. assuiiiptions. risks and uncerloiiities l l iat  could cause actual results or oittcoincs to differ 
iiiaterially lioni those expressed i n  tlie foi-vvard-looltiiig statements Any Ibrward-looking statement is based on iiifoniiatioii ciirrcnt as 01 tlic datc ol this report 
and speaks only as ol tlic date on wliicli sucli statcniciit is inade, and tlic Progress Registrants uiidcrtake iio obligation lo update any forward-looking stateiiient 
or stateiiicnts to reflect events or circuiiistances after the datc oil \vliicli such statcinciit is made 

I n  addition, examples of forward-looking statements discussed in  iliis Fonii IO-K iiiclude. but arc not limited to. I )  statcuients made i n  PART I. Item IA 
“Risk Factors” and 2) PART 11, Item 7. “Maiiageiiiciit‘s Discussioii and Analysis of Fillancia1 Condiiion and Results oi Operaiions” (MD&A) iiicluding, but 
not limited to. statements under tlic followiiig Iieadiiigs: a )  “Stratcgj~” :iboiit ow lilttire strategy and goals; b) ”Results o i  Operations“ about trends and 
uncertaiiities; c) “L iqiiidity arid Capital Resoiirccs” about operaling cash IJows. estimated capital reqvireiiieiits tlirougli the year 2009 aiid fiiture financing 
plans; and d) “Other Matters” about our synthetic lliels facilities. tlie effects of iiew eiiviroiinieiitd regulations. nuclear decoininissioiiing costs and the effect 
of electric utility industly icstructiiiiiig 

&aiiiolcs of iactors that voii should consider with respect to a i i ~  forivaid-looking statenleiits inadc tli~uugl~oul this document iiicludc, but arc not liiiiited to, 
the following: ilie impact of fluid and coniples Iaivs atid regulations. includiiig tliosc ielatiiig to the ciiviroiinieiit aiid the Ciiergy Policy Act of 2005; the 
financial resources and capital needed to coiiiply with ciiviioiiineiitd laws and our ability to ~ C C O V C I  eligible costs uiidei cost-recovery clauses: weatlicr 
conditions that directly influence the production. delivery and demand for electricity. the ability t~ rccovcr tliro~~gli the rcgulatorj process costs associated 
with future significmt weather events, recurring se:isoii:iI floctuations i l l  deinand for electricity fluctuations in tlic price of ciiergy coiiiiiioditics and purchased 
power and our ability to recovei sucli costs through tlic regulatory process; econoriiic Iluctt~atioiis and the corresponding iiiipact oil our coiiimercial and 
industiial custoniers; die ability of 0111 siibsidiaiies io pay ilpstrcaiii divideiids or distlibutions to the Parent: the iinpnct 011 OLII facilities and businesses from a 
terrorist anack; the inherent risks associated with the operation oi niiclear lacilities. incliidiiig eii\~ii~oiinieiitnl. Iiealtli, regulatory and liiiaiicial risks; the 
anticipated fiiture need for additional b:iseload generation aiid associated traiisinission facilities i i i  ow iegulated service teiiitories and the accompanying 
regulatory and Iiiiancial risks; the ability to successtiilly access capital markets on favorable teniis: the Progress Registrants‘ ability to maintain their current 
credit ratings and the impact on the Progress Registiants‘ linaiicial condition and ability to iiicet their cas11 and oilier linaiicial obligations i n  the event tlieii 
credit ratiiigs are downgraded; the impact that increases i n  leverage niay have oii each oi the Progiess Registlaits; the iiiipact 01 derivative contracts used i n  
tlic normal course of business; the iiivcstment pcrlorniance of out peiisioii and bciiefit plaiis: tlic I’iogicss Registlaiits‘ abilitv to control costs. iiicluding 
pciision and benefit espeiise. and achieve our cost-iiiaiiagciiiciit targets for 2007: oui ability to gciiciatc aiid utilize tax credits from t l ie production and sale of 
qualifying syiitlietic f i icls under Iiitcimil Revenue Code Section 29145K (Section 2914iK). tlic impact that lutiiic cnide oil piices may liave on our earnings 
from our coal-based solid synthetic fuels businesses; tlie csccutioii o i  our :uinounccd intciit to dispose o i  our Coinpetitive Corniiicrcial Operations (CCO) 
business mid additional resulting charges to income, wliicli could cscced $200 inillion: our ability to nianage the risks iiivolved with the CCO business, 
iiicliiding dependence on third parties and related counterpal ty risks. uii t i l  coiiipletion oi our disposal strnicgv;  lie oLitcoiiie of any ongoing oi future litigation 
or similar disputes aiid the impact o i  any siich outcoiiie or related settlciiients: aiid ~~iiaiiticipoted cliaiiges i n  operating expenses and capital expendituics 
Many of tlicse risks siiiiilarly impact our noiiicpoiling stibsidiaries 

These aiid otlier iisk Pactors are detailed from liiiie to time iii the I’Iogress Registiants‘ filings with the United States Secuiities and Excliange Commission 
(SEC) Many, but iiot all, of the factois that may iinpact actual rcsiills are discussed i n  Iteiii IA. “Risk Factors.” which you slioiild carefully read. All siicli 
factors ate difficult to predict, contniii iiiiccilainties that may matenally affect actual results and may be beyond oui control New factors emerge from time 
to tiiiie. and i t  is iiot possiblc for management to prcdict all sucli laclois iioi caii it assess tlic eifccl ol each such ijctur 011 tlic Progress Registrants 
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PART I 

ITEM 1 .BUSINESS 

ORGANIZ!\TION 

Piogress Energy, Iiic , Iieadqnaitered in  Raleigh. N C . with its regulated and inonregulated subsidinlies is a11 integrated encigy company seiviiig the southeast 
I-egioii ol tlie IJnited States In this report, Progiess E.nergy (wliicli includes Progress Energy. lnc ‘ s  Iiolding company opeiations (the Parent) aiid its 
subsidiaries on a consolidated basis), is at tiines referred to as “rve,” “our” oi ”us ” Wlien discussing Piogress linergy‘s linaiicial infniiiiation. i t  necessoiily 
includes the results of I’EC and PEF (collectively. the IJtilities) ‘1 he term “PI-ogiess Registiants“ releis to each o i  the three separate legistiants: Progress 
Energy, PEC and PET; However, neitlier o i  the Utilities makes n y  repiesentation as I n  iiifoimation related solely to Piogress E,iiergy or tlie snbsidiaries of 
Progress Energy other tlinii itself 

The Parent was nicorpoiated on August 19, 1999 initially as CPRrl, Eiieigv. liic and bccanic tlic holding coinpan) for 1EC on lune 19. 2000 All sliaies or 
coiiiiiioii stock of PEC wcrc exchanged for an equal nuiiiber of sliares 01 CP&L Lnergy. Inc coninion stock On Novcmbcr 30. 2000. we completed onr 

Progress Fiicls Corporation (Progress Fuels) I n  the $5 4 billion purcliasc transaction. we paid cash cansideration of npproxiinately $3 5 billion and issiicd 
46.5 million shares of coninion stock valued at approsiinately IF1 9 billion I n  addition. we issued 98.6 million contingent valnc obligations (CVOs) valued at 
approsiinately $49 million. Prior to ~ e b m a i y  8, 2006, the hrerit  n’as a registered Iiokhig conipn)~ iiiider the I’ublic Utility 1-lolding company Act of 1935 
(PUMCA 1935) Effective February 8, 2006, the Federal Eneigy Regulatory Coiiiinission (IXRC) was provided with iicw oveisiglit responsibilities for the 
electric utility industry by the Pnblic Utility I-lolding Company Act oi 2005 (PUIICA 2005) as disciissed below 

Our wholly owned icgiilated subsidiaiies, PEC and PEF. each a business segniciit, are priiiiarily engaged i l l  the geneiation. Iransiiiissiiiii, distribution :ind sale 
of electiicitv in  portions 01 Nor-tli Carolina, South Carolina and Florida We have approxiiiiately 21.300 niegawatts (MW) of regulatcd electric generation 
capacity aiid serve appr~isimatoly 3 1 niillion retail electric customers as well as otlici load-sei-siiig entities ‘Tlic Utilities operate i n  retail sersicc tcintories 
that arc aiiticipated to Iiase population growth higlicr than the U S average I n  addition. PEC‘s greater pinpoi tion of coiiiinercial and industrial customcis, 

combined with P W s  greater‘ proportion of residential customcis, cieatcs a balanced ciistomer base We arc dedicated to meeting the giowtli necds of on1 
service territories and delivering reliablc, competitively priced energy froin a diverse portiolio of power plants 

Our nonregulated Coal and Syiitlietic Fuels seginent is iiivolved i n  tlie production and sale 01 coal-based solid svnthetic i d s  as delined uiidci the liiteriial 
Revenue Code (the Code), the opeiatioii of syntlietic f k l s  facilities for third pnrties as well as coal terniinal services Oui teiiniiial operations suppxt ow 
synthetic fuels operations for the procuring and processing o i  coal and the transloading aiid niaikctiiig 0 1  synthetic liiels 0 1 1  May 22. 2006. we idled o w  
synthetic fitels facilities due to significant unceilainty surrounding synthetic fuels pinduction Dining Septeniber and October 2006. we resumed liniitcd 
synthetic fuels production at our facilities, wliicli continued tlirougli the end or 2006 I lie tas credit program Ibr production of qiialifviiig syiitlielic fiiels is 
scheduled to expire at the end of 2007 

The Corporate and Otlier segment is comprised of nonrcgulated busincss areas that do not sepai ately meet tlic disclosure rcqiiiieiiicnts as a business segment 
It primarily includes the activities of the Parent and Piogress Energy Scn~ice Coinpan);. LLC (I‘ESC) as well as niisccllancous rioriicgiilated businesses I’ESC 
provides centralized administrative. nianageinent and sqqmrt services to our subsidi:iries See Note I8 for additional inlimiiatioii ;iboiit I’ESC services 
provided aiid costs :dlocated to subsidiaries 

As discnssed i n  “Significant Developnicnts” below. many oloui noiiregulated business o p e d o n s  Iinve been divested 01 are i n  tlic piocess ol being divested 
Consequently. we no longer report a Progress Ventiires seginent and 
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the coinposition of otlier continuing segnieiits lias Ixen iinpactcd by tliese divestih~res See Note I9 for information regarding tlie re\wiucs. iiiconle and assets 
atwibutable t o  our business segments 

For the year ended December 31. 2006. our consolidated reveiiucs iveie E9 6 billioli and oui consolidated assets nl year-end were $25 7 billioii 

SIGNIFIC‘AN’I. DEVELOPMEN’FS 

As discussed more fully i n  Note 3 and under MD&A ~ “Discoiitinucd Operations.“ we divested. or aiinounced divestitui es. o l  multiple nonrcgulated 
businesses during 2006 i n  accordniice with our business strategy to reduce our business risk from nonregiila~ed operations and to I‘ocos on the core operations 
of the Utilities The 2006 divestitiires resulted i n  net cash proceeds of $1 654 billion, \vliich were uscd pi-iiiinrily to reduce debt. and for otlier corporntc 
purposes As  discussed in Note 3 ,  certain of our divestiture tiatisactions amiouiiced iii 2006 are anticipated to close i n  2007 and we anticipate iecording 
charges i n  excess of $200 million after-tax related to these di\estitures Prior to 2006, the divested entities liad been iiicluded witliin tlie following segiiieiits: 

For mer Progress Ventures segment 
CCO - Georgia Operations 

CCO - Operations of DeSoto Courtly Generatrlig Co . LLC (DeSoto) and Rowan Count)/ Powe~, I I C (Rownn) gerieintion fac~l t t~es  
Natuial gas drilling and production business (Gas) 0 

Coal and Syritlietic Fuels segnient 

0 Progress Materials, Iiic 
Dixie Fuels Imiited (Dixie Fuels) 

Corporate and Other segnient: 
Progress Telecom, L I E  (PT LLC) 

In addition to the divestitures and acquisiiions discussed i n  Notes 3 and 4, we also conipletcd the following tiansactioiis duriiig the Iivc-year period ended 
December 3 1, 2006: 

During 2003. we sold certain gas-pioducing propelties owned by Mesa I-Isdrocarboiis. LLC. a wl~olly owi~ed subsidinn! of I’rogzess Fiiels Net proceeds 
were approxiniately $97 million During 2006, we sold our remaining Gas operations 

During 2003, two wliolly owned subsidiaries of Progress Energy and a wliolly owned subsidiary oi Odyssev Telecorp, Inc contributed substantially all o i  
their assets and ti-ansieiied ceilain linbiliiies to M LLC. Following a series of transactions, Progiess Telccolnlnunicatiolls Corporation (PTC) held a 51 
percent owncrsliip interest in. and was the parent of, PT LLC. PTC sold its interest il l  PT LLC in 2006 

During 2003, Progress Fuels enteied into several tiiirelated ttaiisactiotis to acquire approximately 200 iiatuil gas-producing wells with proven reseives of 
approximately I90 billion cubic feet (Bcf) from iour conipnnies lieadquartered i n  1 erns The total cash purchase price for the traiisaclioiis was $168 
mil I ion 

* During 2003, we entered into a definitive agreement with Williams Energy Marketing and I-iading: a subsidiary o l  The Williruiis Companies. liic , i o  
acquire. for a cadi paynient of $1 88 n~illion, a long-temi full Jeqiiirements power supply agreetilent at fixed prices with lackson Electric Membership 
Coiporntion, located i n  Jefferson, Ga We nnticipate that a third party will acquire this contmct as part of our CCO divestiture stiategy 

The Progress Registiniits’ annuul reports on Fomi 1 0-K, definitive prosy slateiiienls for our aiiiiual shareholder meetings. quai le i  Is repoi ts on Forni 10-0, 
curretit reports 0 1 1  Forin 8-K and all anieridnieiits to those reports are available fice of charge tlirough the Investors section 01 our Web site at \v\v\v progrcss- 
cnergv coni llicse reports arc available as soon as icasonably piacticable aiter silcli material is elcctionically filed witli. or rurnlshed to. tlic S I C  Tlic public 
may lead and copy aiiy inaterial n e  have filed with the SEC at tlic SEC’s Public Reference Room 
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at I00 F Street. N E .  Washington, D C. 20549 Iiiforiiiation regarding the operatioiis oi the Public Refeieiice Room may be ob~ained by calling the SEC at 

1 -800-SEC-0330 Alteniatively, tlie SEC iiiaiiitaiiis a Web site. \vww see gov, coiitaiiiing reports. pioxy and iiilbrnialion ~1aleii1eiits a i d  otlier infoniialioii 
regarding issi~eis that l i l e  clcctronically with tlie SEC 

The liivestors section of our Web site also includes 0111 corporate governance guideliries and code of ethics as well as the cliarters of tlie following corninitlees 
of 0111’ board of directors: Executive: Audit a i d  Corporate Perforniance: Corporate Govcrnance: Finance: Operations a id  Nuclear Oversight: aiid Orgaiiization 
and Compensation This iiifoniiation is available in print to any sliareliolder \vlio requests it Requests should be directed to: Shareholder Relatioiis. Progress 
Eiiergy. Inc , 410 S Wiliniiigton Street, Raleigh, NC 27601 

Iiiforniatioii oii our Web site IS riot iiicorporated lierein and should not be deeined part o l  this Reporl 

COMPETITION 

RETAIL COI\IPE I171ON 

To our knowledge. there 15 currently no cnactcd or pioposed legislation 111 North Carol~na, Sooth Ca~oliiia or Flonda that would give ietail customers tlic right 
to choose tlieii electr~cilv piovider or otherwise restructuie or deiegdate the elcctiic iiidostiy Ilowever, the 1Jtilities compete with suppliei s 01 otliei lornis 01 
energy 111 connection with their retail ciistoiner.; 

The Utilities compete with other utilities for bulk power sales and for sales to inunicipalities and cooperatives 

Iiicreased conipetition i n  tlie wholesale electric utility industry mid the availability of transmission access could affect the Utilities’ load Ibrecasts, plans I‘or 
power supply and wholesale energy sales and related reventies Wliolesale energy sales will be inipacted by tlie extent to which additional generation is 
available to sell lo tlie wliolesale iiiarket aiid tlie ability of the Utilities to retain current wliolesnle custoiiiers who have existing contincts wit11 I’EC or I’EF 

On August 8. 2005. the Eiiergy Policy Act of 2005 (EPACT) \vas signed into law” This federal law contaiiicd key provisioiis affecting tlic electric power 
iiidiistiy, including coinpetition among generatorj of electricity The FE.RC has implemented aiid is considering a number o i  related iegulations to implement 
EPACT that m:iy impacf :imong other things, rcquireinents for reliability, Qualified Facilities (QFs). transmission in1brni:ition availability, transmission 
congestioii. security constrained dispatch. energy market transparency, energy tnarket manipulation and behavioral niles 

111 addition to EPACT. other policies and orders issued by the FERC have sipported incieased competition wirhiii l l ie electric generation iiiditstiy EPACT 
clarified mid expanded the FERC’s aiitlioiity to assure that iiiarkets operate fairly without iniposing new. niandatory intrusion 011 state aiitlioiities. On 
Febr i iq  15: 2007, the FERC adopted Order 890, which reforms the open-access transiiiissioii regulatory framework previously established under Ordei s 888 
and 889 Order 890 is designed to eiisiire that trmisniission service is provided 011 a iiondisciiniinntoiy and just and reasonable basis, as well as provide foi 
iiiore effective regulation and transpareiicy in  tlie operation of the tronsinission giid We are ct~iiently evaluating the expected iinpact oii our opemtioiis from 
coiiipliaiice with Order 890 

I n  April 2001. tlie FERC issued two otdcrs concerning utilities’ ability to sell wliolcsalc electricity at market-based rates I n  the first order, the FERC adopted 
t ~ . r ~  new interim screens for assessing potcntial generation market power of applicants Ior wholesale market-based rates. mid described additional analyses 
:ind mitigation iiieasures that could be presented il :in applicant does not pass one of these intenin screens I n  .July 2004. tlie FERC issued a second order lliat 

re-afliriiied its April order and initiated a i~ile~iiaking to consider whether tlie FERC’s curreiit methodology for determining wiielliei a public utility should be 
allowed to sell wholesale electricity at niarket-based rates should be iiiodified in any way The I.Jtilities do not have inarket-based rate authority for wliolesale 
sales i n  peniiisular Florida 
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Given tlic difliculty I’EC believed it would experience i n  passing one of the iiitcriiit screens. on Septenibcr 6, 2005, PFC filed revisions to its market-based 
ra1e taiilTs restricting PEC to sales outside o l  PEC‘s control area and peninsular Florida. and tiled a new cost-based tarilf for sales within PIX’S control area 
The FERC has accepicd fhese revised tarillS 

On June 6. 2005. tlie Utilities submitied market power studies to the FERC demonstrating that neither company possessed market power outside of PE.C‘s 
control aiea and peninsular Floiida The FERC accepted tlic Utilities’ respective inarkct power studies and allowcd PEC and I’EF to continue selling po\vci at 
inarkct-based rates i n  areas outside of PEC’s control area and peniiisiilar Florida 

We do not anticipate that tlie operations of tlte Utilities will be materially iiiipacted by these market-based rates decisions 

MGION..IL TRRdiVSnflSSION OIIG/INlW TIONS 

Tlie FERC’\ Older 2000, issued in late 1999. established national standards for regioiial transniission oigamzatioiiP (RTOs) and advocated tlie view that 
regulated, unbundled tranwiission would f a c r l ~ m  coiiipetitroi~ i n  both wholesale and retail eleclncrty iiiaihets In October 2000. as a result of I%RC Order 
2000, PEC, along wttli Duhe Encigy Corporation aiid South Carolina Electric a Gas Company, filed an application with tlie FERC for approval of tlie 
GndSoutli R I  0 I n  J u l y  2001, tlie FERC issued an order provisionally approving GndSoiitlt IIowevei, i n  July 2001. the FERC issued orders iecomniendiiig 
f l i n t  cmqxum iii the Southeast eiizaze in mediation to develop a plan for a single RTO lor the Southcast PEC participated i n  llie mediation, no consensus 
\vas reaclicd on creating a Soutlieast RTO On August 11, 2005. tlie GiidSoutli participants notified tlic FERC that they had teiminated tlie GiidSoiitli project 
By ordei issucd October 20, 2005, the E R C  teiminated tlie GridSouth proceeding PIX‘s investment i n  GildSouth totaled $33 million at Deceiiibei 31. 2006 
PllC evpccts to recover this investment 

Also as a result o i  FERC Older 2000, ITF,  Florida Power Rr Light Company and Tampa E.lectric Company collectively filed an application with tlie FERC i n  
October 2000 for approval of tlie GridFlorida RTO for peninsular Florida I n  2002. flie Florida Public Seivice Cooimission (FPSC) approved many of  lie 
aspects oi a modified GridFloiida structure and held workshops i n  2004 to address otlier GridFlorida issues A cost-benetit study peifoi med by an 
indepcndeiit consulting lirin concluded i n  2005 tltat the GridFlorida RTO was not cost effective. The study furtlier. segregated the costs arid benelits between 
FPSC jurisdictioiial and inonjurisdictional c i ~ ~ t o i i i e r ~ ,  concluding that tlie jurisdictional custoiners would incur even more costs, and benefits would be shifted 
to noiijurisdictional custoiiiers I n  liglit of the findings and conclusions of tlie cost-benelit study, during 2006 tlie GridFlorida docketed proceedings were 
closed by both tlie FPSC and tlie FI?RC, und GridFlorida was dissolved. PEF fully recovered its starhip costs in GridFlorida froin ietail iatepayers tlirougli 
base rates 

PIX lias nonexclusive irancliises wi t l i  varying expiration dates in most of tlie municipalities i n  North Carolina and South Carolina in wliicli i t  distributes 
electricity The general effect of these franchises is to provide for tlie niaiuier in which PEC occupies iiglits-of-way i n  incorporated areas of municipalities foi 
tlie purpose of constructiiig. operating and inaintaiiiiiig an energy transmission and distribution system Of tliese 239 fraiicliises, tlte inajority covers 60-year 
pel iods from tlie date enacted. and 45 have no specific expimtion dates Of the franchise agieeinents with expiration dates, three expire during the period 
Ianuary 1. 2007 through Dcceniber 31. 201 1. and the remainder expires between .Ianuary 1. 2012 and 2061 PEC also pmvides service within a number of 
m~~nicipalities and i n  all o l  its unincorporated ai’eas without fmiicliise agreements 

PEF /ins nonexclusive franchises witli varying espiration dates in I10 oftlie Florida municipalities in wliicli it distributes electricity PEF also provides service 
to 12 other niunicipalitics and i n  a11 of its uiiiiicorporated arcas without franchise agreements Tlie geneial en‘ect of these fiancliiscs is to piovide for tlic 

iiianncr i n  wliicli I’EF occupies iiglits-of-way i n  incoipoiatcd areas of municipalities for tlie purpose of constructing. operating aiid maintaining an energy 
transniission and distribution syslem The Irruichise agreements cover periods ranging froin 10 lo 30 years with the inajority covering 30-year periods from the 

date enacted Oi  tlie 110 franchise agreements. three expire between January I ,  2007 and Deceiiiber 31. 201 1, and the remainder expires betweeii lanuaiy 1. 
2012 aiid December 31. 2036 
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I i  tlie retail jurisdictioiis sci-\wi by tlic IJtilities become subject to deregulation. the recovery of ”stranded costs” could become a signilicant consideration 
Stranded costs primalily include the geiieration assets of utilities wliose value i n  a competitive inarl<etpIace would be less tlian tlieir current book value. as 
well as above-mal ket purcliased power cominitiiieiits to QFs Thus  far, all states tliat liave passed restiucturing legislalioli have provided for the opportunity to 

recover a substantial portion of stranded costs Assessing the amount ol strandcd costs for a utilitv requires various assumptions about futurc iiiarket 
conditions. iiicludiiig tlic f i ~ i ~ r e  price of electricity. 

Ow largest stranded cost cxposurc is for PEF’s purchased power conimitnienis uvitli QFs, under which PEF has hturc ininitn~ini expected capacity pay~nents 
tlirougli 2033 of $4 930 billion (See Note 22A) PEF was obligated to enter into tlicse contracts under provisions ol‘ilie Public Utilities Regulatory Policies 
Act of 1978 (PURPA) ITF continues to seek ways to address tlie impact of escalating payinenis under tliese contracts. However, the FPSC allows for full 
recovery of the retail pol-tion o i  tlie cost of power purcliased from QFs PEC does not have signilicant fiituie niiiiitiium expected capacity paynieiits tinder 
tlieir purcliased porvcr comtiiitiiients rvitli QFs 

EPACT iepealed tlie niaiidatory purchase and sales requ~rements of PURPA 111 coiiipetitive niarkets as determined by the FERC The law also requires tlie 
FERC to revise the ciitena for new QFs and reinoves tlie owneisliip I~initatio~is on QFs On October 20, 2006, the FERC irsiied a final rule to implement a 

vtdcs for temunahon 01 an electric uhlity’s obligation to cntcr into new power puicliase contncts wlth a QF If the FERC 
maker ~pccific findings about tlic Qr-s access to compctitivc markets l l ie  oidei cstabl~shes a icbuttable prcsuniptioii that any utility located in areas covered 
by certain R TOs (ncrtlier PCC no] PLF arc within there rpecified areas) w i l l  be relieved from thc must-bus requiieiiient wiih iespect to QFs taiger than 20 
MW With rcspect to  olher markets and with rcspect to all QFs 20 MW or smaller, the ut~ltty bears the bnrden of sliowing tliat i t  qualifies for relief from the 
must-buy reqiiircnient Any electric uhlitJr seeling relief from the must-buy requirenicnts, regardless of location. must apply to the FERC for relief If tlie 
must-buy requ~reiiient 15  teniiinated in  a11 electnc utility’s service territory, QFs, slate agencies. or others may later petition foi reinstatement of tlic 
rcquiiement 11 c~rcu~ii~tances cliange The final rule \vent into elfcct Iaiiiiar~ 2, 2007 We cannot predlct at t l i i s  tiiiie wliat impact this iule will liave 011 ow 
busllless 

NONRECULATED BUSINESSES 

Coal and Syiitlictic Fuels operations coiiipete i n  the steam and iiidustiinl coal markets of the easteni lJnited States Fnctors contributing to success i n  tliese 
markets includc a competitive cost structure and strategic locations Tlierc arc. Iiowever. ~it~~iicroi~s coiiipctitors in each of tlicse markets, although no otic 
competitor is doiiiiiiaiit iti any itidustnt As discussed previously, we idled our synthetic fuels facilities for a portion of 2006 doe to i~ncertainty surroundirig 
syntlictic fuels production Tlic lax credit proginin for production ol qualii‘yit~g syiitlietic fiicls is sclieduled to expire at tlie end oi 2007 

Our CCO business. anticipnted to be divested during 2007, operates i n  tlie nonregulated wliolesale market where coinpetitive pricing is tlie primary driver 

IIOLDING COMI’ANY IIEGULATION 

As a result o i  the acquisition of Florida Progress Progress Energy was a registered public utility holding company subject to regulation by the SEC under 
PUI-ICA 1935. including provisions relating to the issuance of sccuiities, sales, acquisitions of securities and utility assets, a id  services perfornied by PESC 
Eflectivc Febriian~ 8. 2006. EI‘ACT provisions repealed PUI-ICA 1935 and enacted I‘UI-ICA 2005 Subsequent to that date, the Parent is subject to regulation 
bv the FERC as a public utility holding conipany rathei than by the SEC EI’ACT granted the FERC ccrlaiii new powers, previously addressed under I’UI-ICA 
193j3 including accotinting and record retention autliority and cost :illocation jurisdiction at  tlie clection of tlie holding company systcm or the state utility 
conimissions with jurisdiction ovcr its utility subsidi:irics 
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FEDERAL REG UL.lllON 

Otliei EPACT provisions included tax changes for tlie utility industry; incenti\vs for emissions reductions; federal insurance and incentives to build new 
nuclear power plants; and certain protection for native retail load custoiners of load-serving entities EPACT gave the FERC “backstop” transmission siting 
authority vvhicli provides lor t’edcial intenwition. subject to liinitations. when states are unable or unwilling to iesolvc transmission issues EPACT also 
provided incentives and fitiiding for clean coal technologies. provided initiatives to voluntai ily reduce grceiiliouse gases arid redesignated the Code’s Section 
29 (Section 29) tas credit a s  a gcneral business credit under the C0de.s Section J5K (Section 45K) I n  addition, tlle law requires bolh thc FERC mid the U S 
Department of E,nei-gy (DOE) to studp how utilities dispatch tlieii- resources to meet the needs of their customers The restilts of tliese studies or any related 
actions taken by tlie DOE, could impact the Utilities‘ system opei ations 

The FERC has adopted liiial rules iiiipleriieii~~ng niiicli 01 11s new authority under EPAC I‘ These n e w  rules iequire tlie FERC’r approval prior to any merger 
involving a public utility, requre tlie FERC’s approval pnor to tlie d~sposition ol any util i t j t asset with a niarket value i n  excess 01 $10  nill lion, prohiblt 
iiiarket parlicipaiits from intenlionally 01 iecklessly making any fraudulent or misleading statenients with regard to transactions subject to the FERC’s 
 insdi diction. and provides tlie piocedures and rules hi the e.jtablislinient ol mi electnc reliability oiganizatioii (ERO) that will propose and enforce inandatory 
reliabilihl standaids lor the bulk powe~ clectnc system 

On July 20. 2006. tlie FERC certified the North Anicrican Electric Reliability Council (NERC) as tlie ERO I n  addition, on October 20, 2006, the FERC 
issued a Notice of Proposed Rulcn~aking (NOPR) on reliability standards originally proposed by the NE,RC, vvliicli would trmisition conipliance with these 
standards from voluntary to inandatoiy The proposed reliability standards were based on tlie current NE.RC reliability standards The FERC proposes to 
approve 83 reliability staiidaids. as ciiiiently writlen. and wake compliance niandatoly After these standards are approved. tlie FERC lias directed the NERC 
to make technical iiiiprovcnients to 62 of the 83 st:indards Ai1 additional 24 standards proposed by the NE.RC Ilia1 were not adopted iemain pending at the 
FERC awaiting iuiilier clai  iiication and Glings by tlie NERC and regional entities Mandatory reliability staiidards are expected to be i n  place by the suninier 
of 2007 All useis, owners and operators of tlie bulk power system. including PEC and PEF, will be siibject to tliese standards upon their approval by the 
FERC 

Recent reliability audits of PEC operations have not rcsiiltcd in  any standards violations I’EF is i n  the process of executing a mitigation plan associated with 
liiidings from a 200.1 reliability audit Based on the direction tlie FE.RC Iias given to the NERC to makc levisions to 62 oitlie standards proposed for adoption, 
we expect standards to migrate to stricter requirements over time We are committed to niceting tliose standards The financial impact of mandatory 
compliance cannot currently be detennined IT we are unable to ineet the reliability standards for the bull; power systeni in  the future, it could have a niaterial 
adverse effect on our linancial condition, results oi  operations and cash flows In  addition. failure to comply with tlie reliability standards approved by tlie 
FERC could rcsiilt i n  tlie imposition of fines and civil penalties 

On January 18. 2007, tlie FERC issued a NOPR regarding Standards o i  Conduct i n  response to a 2006cooit case. wliicli invalidated certain portions of the 
Standards of Conduct as they relate to natural gas coiilpanies The NOPR requests cornn:eni with respect to whether l11e electrjc Standards of Conduct should 
be limited to marketing affiliates and proposes to create two new categories of shared employees: one for employees involved in resource competitive 
solicitations and the otlicr Ioi cinployees involved i n  integtated iesotuce planning We cannot predict the outconic of this matter 

PEC and I’PF arc subject to rcgrilation hy the FERC with respect to wholesale rates for traiisniission and sale of electric energy and the interconnection of 
1:icilities i n  interstate coninierce (other than interconnections lor use i n  the event oi  certain einergeiicy situations) PEC and its wholesale customers I:st 
agreed to a gencrd incrcase i n  wliolesalc rates in 1988 PEF and its tvliolesale customers last agreed to a general increase i n  wholesale rates i n  1995 
However. wholesale rates for both of tlie Utilities have been adjusied since that time througli contractual negotiations 
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Tlic Utilities are also subject to regulation by other federal regulatory agencies, including tlie United States Nuclear Regul:itoiy Commission (NRC) and tlie 
Enviroriiiiental Protectioii Agency ( I P A )  Tlie Utilities’ iiuclcm. generating units arc regulated by tlie NRC under the Atoniic Eneigy Act of I954 and the 
Energy Reorgaiiization Act of 1974. Tlie NRC is responsible Tor granting licenses foi llie coiistruction. operetion and ratirenient O T  nuclear power plants and 
subjects these plants to continuing review and regulation In tlie event of noiicomplioiice, tlie NRC lias tlie authoiity to impose lines. set license conditions. 
sliiit down a nuclear u n i t  or take sonic conibinoiion 01 tliese actions, depending upon its assessment of tlie seveiitv of tlie situntioii iiriiil coniplIaiice is 
acliicvcd 

PE,C is subject to regulation i n  North C:irolina by tlie North Carolina Utilities Coni~nissioii (NCUC), and in  Sotitli Carnlinn by the Public Service Commission 
oiSouth Carolina (SCPSC) PEF is subject to regulation iii Florida by tlie FPSC Tlic Utilities are regulated by their lespcctive regulatory bodies with respect 
to, among other things, rates and service for electricity sold at retail; retail cost recovery of I I I I U S L I ~ ~  or unexpected expenses, such as sewre storm costs: and 
issuaiices of secuiities Tlic undeilying concept of utility raten1al;ing is to set rates at a level tliat allows the utility to collect revenues equal to its cost o l  

providing seivice plus ear11 a reasoiiable rate of retuiii on its invested capital, including equity 

Retail Rate Rltittrrs 

Each of the Utilrtie5‘ state utility C ~ I I ~ I ~ I I ~ ~ I ~ I ~ S  autlioiize ietail “basc rates” tliat are designed to pi ovide the iespcctivc utility with the opportunity to earn a 
specific rate 01 return on it5 “rete base.” oi invcstiiicnt 111 ut i l i iy  plant These i a i o  are intended to co iw a11 reasonable and prudent expenses of constructing. 
oixrating and iiiainiaintng the utdity \ysteni, except those covered by specific co\t-rccovery clauses 

In I’EC’s iiiost iecciit rate cases i n  1988, the NCUC and the SCI’SC each authorized a ietwn on equity of 12 75 percent for PEC The Clean Sniokcshch  Act 
enacted i n  North Caroliiia i n  2002 (Clean Smokestacks Acl) fioze PEC’s retail base rates i n  North Carolina th~nugh December 31, 2007, unless PEC 
esperiences cxtraoidiriw everits beyond tlie control of PEC, ir i  ivhicli case PEC c3n petition fix a rate incicase Subsequent 10 2007, PEC’s ciirrent North 
Carolina base rates will c~iitiiiue sihject to traditional cost-based rate regiilation 

During 2005. ilie FI’SC approved a Ibw-year base rate agreenient wiili PEF Ilie ne\% base rates took elTect the fiist billing cycle of January 2006 and will 
rciiiain i n  eiiect tliioiigh the last billing cycle of December 2009 witli PEF having lhe sole option to extend tlie agreement through the last billing cycle of June 
2010 Base rates will be adjusted iii late 2007 depending on tlie in-service date of specified generation facilities PEF’s base rate settlement also provides for 
rcveiiiie sliariiig between PEF and its iatepaycrs For 2006, PEF agreed to refund two-thirds of retail base revenues between the $1.499 billion ihreshold and 
the $1 549 billion cap and 100 percent o i  reveiiiics above the $1 549 billion cap However, I’EF’s 2006 ietail base rates did m i  exceed the tliieshold and no 
revenues were subject to the revenue sharing provisions Both tlie threshold and cap will be adjusted annually for rolling average 10-year retail l;ilotvatt-hour 
(kW11) sales growth 

Retail C,‘ost-recovew C1:iuses 

Each of the Utilities‘ slate utility coniniissions allo.rvs recovery of certain costs thiougli various cost-recovery claiises. lo tlie estent the respective cominission 
dctermines i n  an aiintial lieaiing tliat such costs are prudent Each state utility comniission’s determination results i n  the addition of a rider to it utility’s base 
iates to relleci the appiovnl of these costs and to rellect any past over- or under-recovery of costs The Utilities do not earn a return on the recovery of eligible 
operating expenses under such clauses; Iioi\wcr, tlic FPSC has authorized PEF to earn a retiirn for specified capital investnients for environmontnl 
compliaiice and iitilitv plant Fuel and ccrtain purchased power costs are eligible Tor ~ccovery by tlie Utilities The Iltilities use coal. oil, hydroelectric (PEC 
onlv). inatural gas and nuclear power to gcncratc electricity thereby niaintaiiiing a diverse fuel n i i s  iliat helps mitigate tlie iiiipact of cost increases i n  any one 

iucl Due to the regulatory treatinciit of these costs and the method allowed for recovery, changes in friel costs from year to year have no iiiatcrial impact on 
operating results tlie Utilitics. unless a commission finds :I portion of siicli costs to have been inipi-udcntly iricumd However. delnys between the 

expenditurc for fuel costs mid rccoveiy fioni ratepayers caii adversely impact the cash Ilow oi [lie IJtilities See MDrYrA - “Regulatory Matters and Rccovery 
o i  Costs.. h r  additional disciissioii regarding cost-recovery clauses 
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* Soirtli Cnrolimr k ? f { t i / -  fuel costs. cei lain pnrcliased power costs, and siilfur dioxide (SOr)  einission allowance expense: a id  

* Flot?do R e / d  - file1 costs, piircliased power costs. capacity costs, eneigy conservation expense and specified cnvironinental costs. including SOpnission 

allowance espense and nitrogen oxide (NO?;) coinpliance 

In accordance with its base rate agreement. PEF accnies 166 niillion annually in base rates to a stonii damage reserve and is allowed to defer losses in  cxcess o l  
the accumulated resent  for major storms Under the order, the storm reserve is cliarged with operation and maintenance ( O B M )  expenses relaled to stomi 
restoration and with capital expenditures related to slorni restoratiori that me i n  excess of expenditures assuming nornial operating conditions 

On Iuly 14. 2005 the FI’SC issued ai1 older autlionmig PEF to recover $232 million over a two-yea period, including inteiest, 01 i t s  Incurred storin 

was Included i n  c n ~ t ~ i i i e i  bills beginning August I ,  2005, as a stoim surcharge On September 12. 2005. PEP filed a t r t ~ e - ~ ~ p  of an additional $19 million 111 

costs 1 lie increase !\as paillally onset by $6 niillron of adj~~slnienls 1 lie FPSC administrat~vely approved t11e Irne-up amount. snblect to audlt by the FPSC 
staff 1 lie net true-up elTe~t wa% ~nclnded 111 custonicr bills beginning Innunry 1. 2006 

t 

During 2006. PEF entcied into. and the FPSC appioved. a scttlement agreenicnt with certain intervenors in  its stoi in cost-recovery docket The settlement 
agiccinc~it, as aineiidcd, allows I’EF to e?;Lend its current two-yea] storm surcharge for an additional 12-month pcriod Tlic c~iension, which begins Augnst 
2007, will rcplcnisli the cxisting storm rcsciw by an estimated additional 61 30 niillion The amended settlement agreement pixwides that i n  the event future 
storms c:iiise the reserve to be depleted. PEF would be able to petition the FPSC for implementation o l  a11 interim surcharge of at lcast 80 percent and LIP to 
100 pel-cent of the claimed deficiency of its storin reserve ‘The intervenors agreed not to oppose the interim rccoveiy of 80 percent of the future claiii~ed 
dcliciencv bti[ resen& [lie iiglir to cli:~lleiige [lie interim surcliarge recovery of the reiiiaining 20 percent The FI’SC l~as  the right to review PFF’s storm costs 
for prudence 

PEC does not m:iintain a storiii damage reseive accoiint and does not have an ongoing regtilatory rnecl~aiiisrii. such as  a surchaige, lo recover storm costs I n  
the pnst. I’IZC 110s sought and ieceived pennission iron1 the SCPSC and NCUC to defer and amortize certain storm recovery costs 

See Note 7 for lurtlicr discussion of regulatory matters 

The nuclear power iiidustiy faces uncertainties with respect to the cost and long-term availability of disposal sites for spent miclear fuel and other radioactive 
w:istc, compliance with changing regnlatoiy iecpirenieiits. nuclear plant operations, capital outlays for modifications. the technological and financial aspects 
oi dcconiiiiissioiiiiig plants at the end of their licensed lives and requirenients ielating to nuclear iiistirance 

P I C  owns and operates four niicleai gencratiilg units, Bnlnswick Nuclear Plant (Brimswick) Unit No 1 and Unit No 2. Sliearon Harris Nuclear Plant 
(Harris). and Robinson Niiclear Plant (Robinson) NRC operating licenses, including license ellensions granted tlirough 2006. for BrunswickNo 1 and No 2, 
l-larris and liobinsoii cnrrentl\~ expire i n  Septeniber 2036. Decctnbcr 2034, Octobcr 2026 and July 2030. respectivelv On lune 26, 2006. Brunswick received 
20.vcai e?;tcnsions fioin tlie NRC on the opetating liccnses for its two nuclear reactors On Noveinbci 14. 2006, we submitted an application to the NRC 
reqiicsting :I ZO-vcar exlension 01 111c Harris iq~crating license 
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1 3 3  owiis and operatcs o n e  iiucleai gciierating unit. Crystal River Unit No 3 (CR3) The NRC operating liceiise for CR3 cumiitly expires ill December 2016 
We expect to submit an application to ex1eiid this license 20 wars  i n  the lint quarter of 2009 

Nuclear units are periodically iemovcd froni sei vice to uccoiniiiodote iiormal refueling and ~iiaintenaiicc outages. repairs and certain otlier ~iiodilications 

The NRC periodicallv issues bulletins and orders addressing industry issues of interest or co~iceni that necessitate a response from the industry I t  is our intent 
to comply with and to coiiipletc rcquircd responses in a tiiiicly and accurate manlier Any potential iiiipact to compaiw operations will vaw and will be 
dcpendciit upon tlic iiaturc o i  tlic requireincrit(s) 

Since 2002. thc N I X  has issued various biilletiiis and orders addrcssiiig inspection activities associated with pressurized water reactor vessels We liave 
coinplied with a11 requests Additionally. we replaced the rcactor vessel liwd at CR3 i n  2003 and a1 Robinson in  2005. 

We have aiiiiouiiced tliat \ve are pursuing devclopmoit of coiiibined license (COL) applications Our a ~ i ~ i o u ~ i ~ e ~ i i e ~ i t  is not a cominilnient to build a nuclear 
plant It is a iiecessnry step to keep open the option of building a plant or plants 011 January 23, 2006, we announced that PET: selected tlie l-lnnis site to 
cvaluatc for ~ossible  lutuic nuclcar c~paii\ioii We currently expect to file the application for tlie COL for 1'EC.s llarns site in 2007 We have selected tlie 
Wertiiigliouse Llectrtc AI'-I000 rcactor devgn as tlic tccliiiology upon wliich to base PEC's potentml appllcattcm submtssion 011 December 12, 2006, we 
aniiouiiccd that PEI: selected a site in Levy Coiiiity. Fla to evaluate for possible fiituie nuclwr expansion and I'EF expects to tile tlic application for tlie COL 
in 2008 We h a x  not selccted the reactor design tcchiiology iipoii which to lase PEF's potential application submission I i  we receive approval from the NRC 
and :ipplicable state ngencies. : i d  if the decisions to build are made. construction activities could begin :is early as 2010, and new plants could be oiiliiie iri 
late 2016 The NRC estimates Ilia1 i t  will take qipioxiiiiately t h e  to four ycais to review and process t l~c COL. applicalioiis 

The NRC has issucd various orders since Septcinbcr 2001 with regard to security nt iiuclear plants These oldcis include ndditioiial restrictions on access, 
iiicreosed security iiieasiircs at nuclear lncilities :itid closer cooidiliation with our partners iii intelligence, ~iiilitary, law e~ll'orceinent and eiiiergeiicy response 
at tlie Icderal. stolc and local levels We complcted the rcquireiiiciits as outlined i n  the orders by the coniniitted dates As the NRC, otlier govenimentol entities 
and tlie iiidustiv coiiliiiiic to consider seciiiilu. issues. i t  is possible that more estciisive security plans could bc rcquircd 

Tlie Nuclcar Waste Policv Act of 1982 (Nuclear Waste Act) provides tlie framework for development by tlie f d e r d  government of iiiterini storage and 
peiiiiaiicnt disposnl facilities for Iiigh-le\~el iadioactive waste materials The Nuclear Waste Act proinotes increased usage of interim storage of spent nuclear 
fuel at existing iiiiclear plants We will coiitiiiuc to iiiasiiiiize the use of spent fuel storage capnbility within OUI otvn facilities for as long as feasible 

With ccrtaiii iiiodilicatioiis and additional approvals by tlie NRC. incliidiiig the installation of onsite dry cask storage facilities at Robiiisoti. Bnmwick and 
CR3. tlie Utilities' spcol nuclear iucl storage facilities wili be sufl?Cieiil to piovide storage space for spent fuel geiiernted 011 their respective SpSleliiS throllgh 
the expiration 01 tlic opeiating liceiiscs. iiicludiiig m y  liceiise estetisions, for their nuclear getierating units 1-Ia1r.i~ has sufficient storage capacity in its spent 
fuel pool tlirougli the expiintion OT its operating license, iiicludiiig aiiy licensc extension 

On Jaiiuaiy 16, 2007. tlic U S Supreiiic C o u ~ t  declined to hear an appeal of a Ninth Circuit U S Court of Appeals' dccisioii iii wliich the Nintli Circuit held 
flint tlic NRC is rcqitircd to consider ilic cnvirontnctital iinpacts of terrorist altacl~s under tl~e Natiorial Environmental Policv Act in autlionziiig a11 itidcpendent 
spent liicl storage i11stal1:itioii Siiiiilar cases. including ciiscs iiivolviiig operating licciise renewals, are pending i n  scveii otlier jurisdictions The NRC is 
coiisidcring tlic scope and iniport 111 the Nintli Circuit's dccisioii i n  reviewing its operating licelisc renewal 
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pi’ograni Tlie cxtent and tiiiiiiig oi the NRC‘s application o i  the case is iiiiclear at this tinie, and the iiiipact7 il anv, oii PEC‘s peiiditig Harris operating licerise 
iciietval application 01 aiiv Iiitiire I’EC or I’13z operating licensing proceedings cannot be piedictcd at this time 

Since 200 I .  PEC and P61: Iiave iiiade various ~iiodilications to inclaase the outpiit o i  tlicir niiclear facilities To date, the c~iniiilative increase is approsimately 
315 MW. of \vIiicIi 31 I MW is at 1’13C and 4 MW is at PEF 111 l a n u a i ~  2007, the FPSC approved PEF’s petition to oprate CR3’s gross output b~ 
approsiiiiatelv 180 MW (Sce Note 7C) 

See Note 22D hi a disciissioii oftlie Utilities’ coiitiacts \villi the DOE for spent nuclcai fiiel 

111 tlic Utilities’ retail jti i isdictioiis, piovisions for nuclear dccomiiiissioning costs are approved by the NCIJC. the SCPSC and the FPSC and are based on site- 
specific estiniates that include tlie costs foi reiiioval d all radioactive aiid other structtires at tlic site. In the wholesale jurisdiction, tlie provisions for nuclear 
decoiiiiiiissioiiiiig costs are appioved by the F I R C  A condition of the operating license for each wiit requiies an approved plan for decontami~iatio~i and 
deconiiiiissioiiiiig See Note jll for 3 discussioii of the Utilities’ iiiiclear decoiiiinissioning costs 

We ale subject to regulation by vaiious fedcial. state and local authorities in the areas of aii qiialitv, watei quality. control of tosic stibstalices and Iiaardoiis 
and solid wastes. and other ciiviroiiniciilal in:ittcrs Wc believe Ihat we are i n  s~ibstantial compliance with tliosc environinental rcgiilations currcntly applicable 
to our business aiid operations nnd believe we 11:ive all iiecess:~rv pennits to conduct such operations I~nvironiiiental I:iws : i d  regulations frequently cliange 
and the ultimate cosls of coiiipliance cannot al~vays be precisely estimated. lhe current estimated capital costs associated with compliance \villi pollution 
coiitrol laws and regulations that we espect to iiiciir are included withiii M D i U  - ”L.iquidilv and Capital Resources - Capital Expendittires” and within 
MD&A - .‘Otliei Matteis - Eiivironmeiital Matteis ’‘ 

‘The provisions o i  the Coiiipielieiisive Enviroi~iiiciital Respoiise. Compensation aiid Liability Act of 1980. as aiiiended (CERCLA), authorize the EPA to 
require the cleaiiiip oi Iiazardous waste sites 1 his statute imposes retroactive joint a id  seveial liabilities Some states, including Nortli Carolina, South 
Carolim and Florida. hove siiiiilai types o l  legislation We aie peiiodically notified by regulators, iiicliidiiig the EI’A and various stnte agencies, of oiir 
iiivolvcment or potential involvement i n  sites tliat inay rcquirc investigatioii andior reniedirttio~i 

There ate prcseiitly s c~~c ta l  sites. including 10 maniifactitred gas plant (MGP) siies. with respect to mhicli we Iiave been iiotilied by tlic EPA, the State of 
North Carolina or tlic State of Florida of our potential liability. :is a potentially responsible party (PRP) We have accrued costs for the sites to tlie exqent our 
liability is probable aiid tlic costs caii be reasonably cstiiiiated l~liesc costs arc eligible for regulatory recovery throiigli cither base rates or cost-recovery 
claiiscs (See Notes 7 and 21) Borh PEC and I’EF evaluate potential claims against other potential I’RPs and ins~tia~ice caiiiers and plan to subinit clainis for 
cost recovery where appiopriaic The oittcoiiie of Iliese poietitial claiins caniiot be predicted No material claims are ctii I ently pending While we accme for 
probable costs that can be reasoiiably estiiiiated. based upon the ciirieiit statlis of some sites. not a11 costs can be reasonably estiiiiated or accrued and actual 
costs may iiiateiially exceed our accriials Mateiial costs i n  excess of cxir accnials could Iiave ati adverse impact on our fiiiaiicial condition and restilts of 
operations 

See Note 21 arid MD&A - “Otlier I\/lalters - Eiivironriienlal Moilers‘’ for additional discu.ssioii of our eiiviioiinieiitnl niailers, wliicli identifies specific 
environiiiental issues. the status oftlie issues. acci~iuls associated with issite resol~itions and our associated esposu~cs 

As oi Fcbriiarv 15. 2007. we eiiiptoved app~os in ia re l~~ 1 1 .OOO Iitll-tinic eiiiplo\;ees 0 1  this total. approsiniatety 2,000 eiiiployees at  PEF are represetited by 
the lntei-iiatioiial 13rotlierliood of l3ectrical Worten (IBEW) The three-year labor contiact wit11 the IBEW espires in November 2008 We cotisidel our 
relationship with ciiiplovees. 
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including tliosc covered bv collcclivc baigaining agreetiients. to be good 

We liave a noiicctiitribiitory dclincd beiiclit ietircmcnl (peiision) plan I b r  substantially all lull-time e~iiployecs mid ai1 cniployec stock purchase plan anioiig 
other etiiployce benefits Wc also provide coiilributoiy postrctiremciit beiiciits. iiicltrdilig certaiii Iiealth care and life iiisuraiice bellelits, for substuiitially a11 
retired employees 

As of I’cbruars 15. 2007. PIX aiid I’GF cinploycd approxiiiiatclv 5.000 and 4.000 full-tiinc cniployccs. rcspcctivcly 

ELECTRIC - 1’EC 

GENERAL. 

PEC IS a regulated pitblic utility lor rncd under [lie 1a\vs of North Carolina in 1926 and IS piitiianly engaged i n  h e  gciieration. transtiiission. distnbution and 
sale of eleLtncity 111 portioiis 01 Noith and Soiitli Carollna At Decciiibei 31, 2006, PIX had a total stiiiiniei gciieiatiiig capacity (inclwhiig joiiitly owned 
capacity) 01 12.409 MW Foi additional tnlorniatioii about E C ’ s  geiierating plants. see “Elccbtc - P I C ’  i n  ltciii 2, “Properties ” PEC’s syrtcm nomially 
experiences i t s  liigliest peal, deiiioiids during the siiiiiiiiei, atid the all-tiiiic systciii peal, or 12,577 megawatt-lioiir (MWh) \vas set on July 27, 2005 

PEC distributes aiid rells clcctncity 111 Noit11 Caroliiirl and iiortliea\lcrn South Carolina 1 lic ~ C I T I C C  tctlltory covers approwiiiatcly 34,000 square miles. 
iiicluding a substantial poitroii of the coastal plain of North Caiolina c~tcriding Iioiii tlic Piedinoiit to the Atlantic coast between tlic Painlico River aiid tlic 
South Carolinrl border, the lower Piednronl section of North C.irolina ail area In rvealern Norllr Cnroltna 111 and aroriiid flic c l t j l  01 Aslicv~lle and ai area 111 I11c 
northeastern poiiioii of South CaroIm1 At December 31 2006. 1’EC was providing clcctric sen’ices, ret:iiI and wholcsnle, to apprcvniately 1 4 inillion 

ciistoiiiers Major wholesale powci sales ciirtoiiicrs include Noi t h  Caiollna Eastern Municipal Power Ageiic\i (Power Ageiicy), North Carolina Electric 
Meiiibeiship Corporation aiid Public Works Coiiiniission of the City 01 Fayettcvillc, Noit11 Carolina (PWC) PEC I S  subject to tlic rules and regulations of tlic 
FERC. the NCUC. the SCPSC and the NRC No  siiigle Lustoilier accouiits for ninre h i 1  I0 pcrcciit ot PTC’s revcnucr, 

BILLED ELECTRIC‘ REVENUES 

PIX’S electric rcvetiiics billed by custoiiicr class, for !lie last tlirec ycnrs. are sliown as n pcrceiitnpc of total PEC electric re\wiucs iii the table below: 

BILLISI) 1‘:LECTRIC REVENUE PERCEN‘I‘ACES 
2006 2005 2004 

Coninicicral 

Major industrics i n  I’EC’s scrvicc area Include texlilcs. clieiiiicals. nictols. papel. Good, rubbcr and plastics. wood products and electionic machinery and 
cqiiipnieiit 

FUEL AND I’URCIIASED PO\VEI? 

SOURCES OF GEAER4 TIOiV 

1’EC.s consumption o i  vaiious types oi fiicl dcpeiids oii several Ibctors. tlic i i ictst iiiipoitniil of which aic the dcinniid for elcctricitv by PEC’s ciistonicrs. the 
availability of various generating units. tlic availability aiid cost of l’ilel and the reqiiircnieiits of fedcial and statc regulatory agencies PEC’s total system 
generation (including jointly owlied capacity) by priiiiaiy eticrg! soiircc. along with pwcliased power [or tlic last three years is piesented i n  the lollowing 
table: 
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1'EC is generally perniitted to pass tlie cost 01 iuel and cei-tail1 purcliased power costs to ils cusloniers tlirougli fuel adjostnieiit clauses Tlie fiihire prices for 
and availability of various iuels discussed i n  this report caiiiiot be predicted with coiiiplctc certainty See "Coinmodity Price Risk" under Item 7A 
"Qiia~ilitative And Qualitative Disclosures About Market Risk" and lteiii I A. "Risk Factors " I-lowever, PEC believes that its fuel supply coiilra~ts, as 
described below and inNote 22A. will be adequate to iiiect its fuel supply needs 

PEC's average fuel costs per niillion British therinal units (Btu) lor the last tliree years \\'ere as iollows: 

Nuclear 0.13 0 -12 0 42 

GRS 9.87 IO90 8 29 
2.06 

Clianges in the unit price for coal, oil and gas :ire due to market conditions Because these costs :ire piimaiily recovered thiough rccovcn~ clauscs established 
by regulators, fliictuations do not materially diect  net inconic 

PEC anticipates a icquirement o i  appioximately 13 niillion tons o i  coal i n  2007 Almost a11 oi tlie coal will be supplied Croni Appalacliian coal sources i n  tlie 

United States mid will be primarily delivered by rail 

For 2007, PEC has short-teriii, intermediate and long-term agreeiiients from various sources [or approsinialel\~ 99 percent 01 its estimated bo i i~  reqiiiienients 
of its coal units The contracts liavc espiratiol~ dates ranging Iioiii one to h e  years PEC will conljiiue to sign contracts 01 various Iciigtlis. tcrms and quality 
to meet its expected bum reqiiiremeiits 

Nucleai iiiel is piocessed through fofoiir distinct stages Stages 1 and 11 iiivolvc the ininirig and tnilling of the natural uranium ore to produce a uranium oside 
coiiceiitrate and tlie conversion of this concentrate into iiraniiini Itesalliioiide Stages 111 and IV entail h e  eiiriclinient of the uraiiiinii Iiesafluoiide and the 
fabrication of the enriched uraniuni liesafluoride into usable liiel assciiiblies 

PEC has sunicient uranium. conversion. em icliinent mid fob] icatioii contincts to meet its near-lei iii iiuclear iuel ~cquiieiiicni weds P13C's nuclwr fuel 
contracts typicnlly have terms ranging from tliree to teii ycnrs For a discussion of PEC's plans \vitli respccl to spent liicl sto~age. see "Nuclear Matters " 

Oil and natural gas supply for PEC's gcncration lleet is prircli:ised uiidei Icrni and spot contiacts llom scvc~ol srlpplieis PFC 113s dual-firel generating 
facilities that can operate with both oil and gas Thc cost o i  PEC's oil and gas is licdgcd at a lised price or determined I n  nirirkct prices :is reported i n  certain 
industry publications 1XC believes that i t  113s access to a11 adequate siipplv of oil and gas hi the reasonablv ioresee:ible I i l tule  PEC's natwal 
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gas transportation [or its bascload gas getieration is purcliased iiiidcr teiiii firm traiisportaiioii coiiiracts with iiitcrstatc pipelines PEC also purcliascs capacity 
under other contracts and utilizes inieiruptiblc tiaiisportatiiiii li,r its peaking load rcqtiirciiieiits 

PEC has tlircc liydroelcctnc gciieratiiig plants licciised by ihc FERC: Waliers, Tiilery and Blcwcit PIX also owis the Marsliall Plant, whicli has a licciise 
cxeriiptioii. The total iiiasiiiiuiii dependable capacity for all foui units is 225 MW PIX sthiiittcd an application io ielicctisc lor 50 years its Tilleiy atid 
Elewett Plaiits The reinaining phasc ofthe applicatioii proccss is expected to take up to one ycai Tlic licciise for thcsc plants cunciiilv cxpii-cs in Apiil 2008 
The Walters Plant liceiise will expire i n  2034 

Piirch uwi Power 

PEC piircliased appi-osiiiiately 4 2 million MWh, 4.7 iiiillioii MWli and 4 0 millioii MWli of its system eiicrgu rcquireiiieiiis diliiiig 2006, 2005 and 2004 and 
liad 1,461 MW oJ.1i1.m pirrcliosed capaciiy under contract during 2006 I’EC may acquire additional puicliased power capaciiy i n  tlie littiire to accommodate a 
portion of its system load needs, and I’EC believes that i t  can obtain enougli purchased power to meet ilicsc iiecds I-Iowevcr. dui-ing periods of Iiigli deiiioiid. 
the price arid availability of purchnsed power tilay be significantly alTectcd 

EIXCTRIC - PEF 

GENERAL 

PEF. incorporated iii Florida i n  1899, is an operating public utility engaged i n  the gciieratioii. transmission, distribution and sale 01 clcciricitv At December 
31. 2006, PEF had a total siiiniiier generating capacity (including joiiitly o w e d  capacity) of 8.91 3 MW For additioiial iiiiormatioii alxiut I’EF‘s geiicratiiig 
plants. see “E.lectiic - PEF” in Item 2, “Properties ” PEF’s systcni iioniially experieiices its liiglicst peak detiiands diu iiig ilie winter, and the all-time systeni 
peak of 10.1 3 I MWli was set on January 24.2003 

PEF distributes uiid sells eleciricity in Florida The service territory covers oppioxiniately 20.000 square wiles and iiicludes the deiisely populated areas 
around Orlando, as well ns the cities of St. Petersbwg a i d  Cleanvatcr PEF is iiitercoiiriccted witti 22 nititiicipal and 9 rtiinl electiic coopcraiivc sjaiciiis. At 
December 3 1, 2006, PEI: was providing electiic services. reiail and wholcsalc. to approximately 1 6 tiiillion customers Major wliolcsalc power sales 
ciatoiiiers iiicliide Seminole Electric Cooperative. Inc . Reedy Creek Iiiiprovcmeiit Distiict Tampa Elcctric Company. and tlic cities o l  Bartow and Winter 
Pa-k PEF is subject to ilie rules and regulations of ihe FERC. the 1-PSC arid the NRC No single cusionicr accoiin/s foi iiiore tliaii 10 peiccni of PEF’s 
revenues 

BILLED ELECTRIC REVENUES 

I’EF’s electric revenues, billed by custoiner class for the last thice years. are shown as a percentage of total P I 3  electric ievciiucs i i i  ilic table below: 

BILLED ELECTRIC RIWENIIE, PERCEN Tl\GES 
200G 2005 2004 

Important iridirstries iii PEF’s territory include pliospliate rock miniiig atid proccssing. electronics design and iiiatiufacturing. and citrus and otlier food 
processing Other important commercial activities are tourisiii. licaltli care, coiistrtiction and ngiiculturc 

1 4 
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SOURCES OF GENER4TION 

PEF's consuniptioii of various types of fuel depends oii several factors. the most iiiiportant of ivliicli are tlie demand lor electricit\, by PliF's customers, the 
availability of various generating units, tlie availability and cost of file1 and the requirements of federal and state regulatory apencics PEF's total system 
generation (including jointly owned capacity) by primary energy source. along with purcliased power for tlie last three ycais is piesented i n  the followii~g 
table: 

ENERGY MIX PERCENTAGES 
2006 2005 2004 

31 % 33% 32% 

Purchased I'oower 22% 21% 2046 

0) Ani- iiiirclated third parties 

PE,F is generally pennitled to pass t l~e cost of fuel and purchased power to its customers through fiiei adjustment clauses Tile ititure prices fog- :ind nvailztbility 
of various fuels discussed i n  this report cannot be ptedicted with complete certainty See "Coniinodity Price Risk" undei Iteni 7A. "Quantilalive And 
Qualitative Disclosures Aboul Market R.is!i" and Item IA, "Risk Factors." I-Iowever, PEF believes that its fuel supply coiitracts, 3s described beloiv and i n  
Note 22A, will be adequate to iiieet its fuel supply needs 

PEF's average fuel costs per million Btu lor the last thiee years were as follows: 

AVERAGE ITJBL COST 
(Der Inlllloll 13tui 2006 2005 2004 

Coal (3) S3.1 6 52.70 s2 30 
0 1 1  7.03 5 90 J 67 
NticICar 0.50 0 51 0 4') 

Gas 7.41 8 53  6-11 
WeigIiled-a\ crqe 4.21 -I I5 3 21 

(3) Aiiiouiirs inciude synthetic fuels from unrelated tliiid parties 

Clianges in the unit price for coal, oil and gas are due to niarket conditions Because these costs are pritnarily iecovcred tliroupli recovery c la tws  established 
by regulators, fluctuations do not materially affect net inconie. 

PEF anlicipates a combined requirement of approxiiiiately 6 million tons of coal i n  2007 Approxiinatelv 60 percent of the coal is expected to be supplied 
Iiom Appalacliian coal sources in tlie flnited States and 40 percent supplied fioni coal sources i n  South Anierica Approximately 55 percent oi the coal is 
expected to be delivered by rail and the remaiiider by water. Prior to 2006. coal for PEF \vas supplied by Progress Fuels. a subsidiniy oi I'ioyress Energy. 
puisuant to contracts between PEF and Progress Fuels Beginning i n  2006, PEF began entering into coal contracts on its owit bcliall 

For 2007, P I 3  has medium-term and long-term contracts with various sources for approximately 99 percent of tlic esliniated burn ~equireiiiciits of its coal 
units These contincts liave price adjustnieiit provisions and have espiration dates ranging Ironi one to four \ ' em All tlie coal to be purclioscd l o r  I'EF is 
considercd to be low-sulfiir coal by industry standards 



Oil and iinttiinl gas supply lor PE17’s generation fleet is puicliased under term and spot contracts from several suppliers PEF 113s dual-fucl penelating facilities 
that can operate with both oil and gas PEF’s oil and gas is eitlier hedged at a fixed price or deteiiniiicd by marlcet plices as reported i n  certaiii industry 
ptiblicaiions PEF believes that it lias access to an adequate supply of oil and gas for the reasoiiabls foreseeable futiire PEF‘s natiird gas transportatioii Tor its 
gas generation IS purchascd tinder term firm tratisporlation coritr‘acts witli interstate pipelines PEF purciiases capaciiir on a seasonal basis from I I ~ J I I C ~ O I I S  

shippers and interstate pipelines and utilizes interruptible transportation to serve its peaking load requirements 

Nuclear [tiel is procesed tlirougli faor distinct stages Stages I and 11 iiivolve the mining and niilling of the natural uranium ore io pioduce a uranium oxide 
concenti ate and tlie coiiversion of this concentrate into tiraniiiiii Iiesailuoride Stages III and IV entail the eni ichinent of the uranium Iiesafluo~ide and the 
fabricatioii of tlie enriched uraniuni liesafluoride into usable fttel asseniblies 

PE17 has sulticient iiraniiiiii. coiweision. enricl~iiient and Iabrication contiacts to nieet its neai-term nuclear fuel reqitireiiicnt needs I’EF’s nuclear fuel 
contracts typicnlly have terms ranging from lliree to ten years For a discussion of PEF’s plans wiili respect to spent Cue1 storage. see “Nuclear Matters ” 

Piirclt ciserl Power 

PEF piirchased approsimatelyl0 4 million MWh, 9 9 million MWIi and 9 4 million MWIi of its system energy requirements during 2006, 2005 and 2004 
respectively, and liad 2,073 MW of firiii piircliased capacity under contract during 2006 These agreements include approximately 943 MW of capncity under 
contract with certain QFs PE.F way acquire additional purchased powel capacily i n  the future to accommodate a poition of its system load needs. and PFF 
believes that it can obiain eiioiigh purchased power to meet these needs However, during periods of high demand. the price and availnhilit~~ of pi~rchased 
power may be significantly affected 

COAL ANI) SYNTHETIC FUELS 

Historically. we have lind substolitial operations associated with the production of coal-based solid synthetic fuels Our synthetic fuels facilities include five 
majority-owned synthetic fuels entities and one minority interest i n  a synthciic fuels entity and have the capability to produce 19 iiiillioii toils per ?;car The 
productioii and sale of these products qualifies for federal income tax credits within the nieaning of Section 29145K so long as certain I equirenients are 
satisfied Qualifying syiitlictic fuels facilities entitle their owtieis to fedeial income tax credits based on the baircl of oil equivalent of the syntllctic fuels 

produced and sold by these plants The tax credits associated with synthetic fuels in a particular year may be phased out if a i n u n l  average market prices for 
crude oil esceed certain piices. Synthetic fuels are generally not econoinical to produce and sell abscni the credits Through tax year 2005. our ability to 

utilize tax credils was dependent on liaving a siiflicieiit tax liabilitj/. I n  2005, ille 13s law was clinnged and lliis consiraitii 110 longer applies beginning in tax 
yew 2000 The tax credit progrmii for the production ofqiialifying synthetic fircls is scheduled to espire at the end of 2007 

111 May 2006, we idled production of synthetic ftiels at oiir synthetic fuels facilities due to the high level of oil prices Based on significantly ieduced oil prices 
coinbiiied with favorable oil price projections, we resunied limited production at our synthetic liiels facilities i n  September and October 2006. wliicli 
continued tliro~rgl~ ilie end or2006 For the year ended Deceniber 31. 2006, w e  piodiiced npprox~inately 3 7 niillion tons of syiiilietic fuels 

We also liavc live tcmiinals on the Ohio River and iis tributaiies wliich blend and transload coal and are part of the trucking, nil and bargc ticltvork lbr coal 
delivcn: thcsc ieiiiiinals also siippoit oiir synthetic fuel facilities 

Our coal a i d  synthetic fiiels operations and related risks are described in more detail i n  lteni 1 A, “Risk Facton“ and MDRrA - “Otlier Matters - Syiitlietic 

Fuels 1-as Credits ’. 
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C:OIZI'ORA'I~E A N D  OTI-IER 

The Corporate and Other segnicnt is comprised of nonregulated bitsiiiess areas th:it do not sepal ately nieet tlie disclosure requiienients as n business segment 
It priniarily includes tile activities of tlie Parent and PESC as wcll as nliscellancous nonrcgulatcd businesses PESC provides centralized administrative, 
nianagcnicnt and support services to our subsidiaries See Note I8 for additional iirformation about P E W  services provided and costs allocated to 
subsidiaries 



ELECTRIC u m i  Y R E G ~ J I  A I  1:1) OI’IXAI ING s I A r i s l  ICS - I’ROGRI:SS ENLRGY 
Year51 iided Deceinbcr 11 

2006 2005 2004 2003 2002 - 
Energy supply (~nrliioiis of IkWlis) 

Generated 

4,880 5,113 4,735 4,716 4,607 

7,429 07 

~ 

Total electric revenues 



REGULA1 12D OPERA1 ING S lATlS 1 ICs - 1’l.C 

Years Ended Deccmbcr 31 
2006 2005 200-1 2003 2002 

Energy stipplv (~iidlio~is ot ItWlis) 
Generated 
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RISGIJLATED OPERATING STATISTICS - 1'13'' 

Years Elided Dcceinber 3 I 
2006 2005 2004 2003 2004 

Energy supply (inillio~ls of ItWlls) 
Generated 

6,382 5.829 6.703 6.039 6.701 
9,751 ,169 ,475 

10,435 9.910 9.443 9,381 9,092 

IninlIv nwned ';Iiare (a) 575 53 1 60 1 543 599 . . . . . . . , . . . . - 

16,928 47.670 46.666 45.417 4-1.167 

S5.03 S-l 88 V . S 6  S3.63 S3 15 Iossil 
NucIc:ii liicl so 50 60 5 I so 49 SO 5 0  SU -16 

All liiels . .  ..+.A .. .. - b4 I >  

Rciail 

.. 1 oml systclll enciy). su[lply 

A\,ciagc luel cost ( p u ~  ~ n i l l i o i i  U l u )  

". 
I.iicrg\. sales (ii i i lJi t) i is  u1 kWlis) 

Ilcsi(Icnti;il 20,021 l'l.8'A 19.347 19.429 18.754 

Coiiiiitci ci:il 11,975 11.945 11.734 11.55.3 11,420 

Oilier I k i : i i l  3,176 3.198 7.0-14 2.974 2.850 

Iiidus~ii:il -41 60 4. I - IO 4.00:) .l.O(JO 1.81.5 

WII0Ies;lIL' 4,533 5..lG I 5 . lU l  ,1323 I. 18') 

Uiibillcd (234) ( 2 0 5 )  358 233 5 

I d  c i i c r z v  S ~ C I  43,731 44.436 43.653 42.512 -II.(J-I-I 

2,622 2.703 2,412 2.362 2.514 

rtlkll  ellerS\ IcqIIIIeIIisIIis 16,353 47.1 39 JO.U(,j 44.874 43.568 

E Ic&c rcw 11 tics ( i  11 1111 I I ions) 
Ikiail S4,161 S3.474 S3.l 1 3  S2.796 9.71 ' )  
wl10lcs;llc 319 344 268 227 231, 

159 137 144 I29 113 

fa) Aniounts iepresent joint O T V I ~ ~ I S '  share oT the e i~e iyy  supplied from the two gerientiiiy facilities that are joiiiily 
owned 
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ITEM JA. RISK FACTORS 

Investing i n  the securities o i  the l’iogress Registrants involves risks, including tlie risks dcscribed below, that could aKect tlie Progress Registrants and their 
businesses, as  well as the ciieigy iiidustry generally. Most oitlie business inl‘orinatioii as well as the iinaricial and operational data contained i n  our risk kctors 
are updated periodically i n  tlie reports tlie Progress Registrants file with the SEC AlUiougli the Progress Registrants have discussed current inaterial risks, 
please be aw.xe that other risks may prove to be inipoitaiit i n  the future New risks may ciiicrgc at any time and the Progrcss Registrants cannot predict such 
risks LX estiinate the extent to wliicli tliev niav alfect their financial pc r fo~ma~~ce  Before purchasing scciiiities of the Progiess Registrants. Y O U  should 
calefuily considcr tlie following iisks and the othei infoinintion in this combined Annual Report, as well as tlie docunieiits tlic Piogress Registrants file with 
the SEC irom tinic to limc Each 01 tlie risks described below coiild result i n  a decrease i n  !lie vaiiie of llie securities of llie Progrcss Registrants nnd your 
invcstiiiciit tlicrcin 

Solely wit11 I-espcct to tliis Item 1 A. “Risk Factors,” unless tlic context otherwise lequires or the disclosure othcr\vise indicates. ieferences to “we,“ ”us” 01 

“our” are to each of the individual Progress Registrants and the iiiatlers discussed are geiierally applicable to each Progress Registrant 

We ore ,rilgec/ to flriirl cirtd coitiplu go01~e~rtiiient regn1ntiori.s tlrnt ntnp I r ( r i w  o rzegnhia rnrprrct oiz orrr hrisiiresr, futnrtcirrl cortdrtroit (ind rewlfs of 
~~J&!~(~~lO~l5. 

We ale wbjcct to coinpi ehen%ve ~eguhtioii by mu~tiple federal. state and local reguiatoiy agencies, which significantly iililucnccs our operating c~lv~roninent 
and may alfcct oui ability to I C C ~ V C I  costs lioin utility custonicis We 31(3 sublect to icgulatorj oversight wttli iespect to, among other things, rates and seinice 
lor electric energy sold at rel.irl retail service territory siting and construction of facilities and issiianccs of securities I n  addition, thc Utilities are s u l ~ ~ e c t  lo 

iedeial iegulation with iespect to transmiwon and salcs of \vholcsalc power. accounti~ig arid certain other matters We :ire also required to have nuinerous 
perinits. approvals and ceiiifjcates lioiii tlie agencies that regulate our business We believe tlie iiecessaiy pcrm~ls, approvals and certificates have been 
obtained loi our evstiiig opeiations and that ow business IS  conducted 111 accordance with applicable laws Laws and regulatroiis frequently change and the 
ultiiiiatc costs 01 compliance cannot be piecrsely estimated Such changes in regulations or the iniposition 01 add~t~onal  regulations could have an adverse 
iiiipact oii our result\ oi opcraiions 

We are sihject  to iiunicr~iis cnvironr~ic~iial rcgiilaiions affecting niaiiy aspects of our present and ftiture operations. including air emissions. water quali!y, 
wastewater dischaigcs. solid u\mtc. and hazardous waste protiiiction. haidling and disposal Thcse l aws  and regulations can result in increased capilnl. 
operating :ind other costs, particularly with regard to enforcement etlixts focused on existing power plants and compliance plans with regard to new power 
plants Ilicsc I:i\vs w d  rcgulatioiis gcnerally require us to obtain and coinply with a wide variety of environnientd licenses, pemiits. autliorizations ond other 
approvals 130th public oilicials and private individuals may seek to enforce applicable e~iviroiinieiital laws and regulations Failure to comply with applicable 
rcgulatioiis iiiiglit ~csult i i i  tlic impositioii of liiies and penalties by regulatory autlioiities We cannot provide assiirance that existing enviroiiniental 
regulatioiis will not be revised 01 that new eiiviionmeiital regulations will not be adopted or become applicable to us Increased compliance costs or additional 
operating restrictions iron1 reviscd or additional regulation could have a material adverse elfect 011 our results of operations. particularly i T  those costs are not 
1Llly recoverable l‘rorii ow ratepayers 

111 addition. we iiiajt be deeined a responsible paily 101 eiiviroiiniental clean up at sites identified by a regitlatory body We cannot predict with certainty the 
an~ount o r  tiniiiig of future cspcnditurcs related to cnviroiimciital matters because of the difliculty of estimating clean up costs Tlieic is also unceriaiiily iii 

quantifying liabilities uiidci- c~iviioiimeiital laws that impose ,joint and scvcial liabilitv on all PRl’s We have been idcntitied as a PRP at 10 foniier MGP sites 
(cight a i  I’EC and two at 1’13) We are also currently in the proccss of assessing potential costs and exposures at the Ward Transfomier site. Carolina 
Tmnsfcmiicr site and otlicr sites 130th PEC and P IT  evnluatc putential claims against other potential PRl’s and insurance carriers and pian to submit clainis 
for cost recovei71 \vlicrc appropriate No  niateiial claims are ciirreiitlv pcnding While we accrue for piobablc costs tliat can k 
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1-easonablv estimated. not all costs can hc reasowiblv estimated or accnied and actual costs may ninterially exceed oiir accruals Ma~erial costs i n  excess of onr 
accruals could Iiave 311 adLerse iinp:ict on our linancial condition and results of operations 

Tliere are pioposals and ongoing studies at tlie state and I'ederal levels to address global cliinate change that would iegulate carbon dioxide (COl) and other 

ereenliousc gases An?; l'uture regulatory actions talien to address global cliniate cliange represent a business risk to our operations We liave articulated 
principles tliat we believe sliould be incorporated into any global climate cliange policy I n  2005, we initiated a study ro assess tlie impact of consti.ajnts on 
C 0 p d  otliei ail eiiiissioiis On March 27. 2006. w e  issued our ieport to sliaieholders for an assessment of global climate change and air qiiality risks and 

actions Wliile we participate i n  the developinent of a national climate clinnge policy framework \ve will continue to ac!ively engage others in our region to 
develop conseiisiis-based solutions. as we did witli the Clean Smokestacks Act The cost impact of legislation or regnlatioii to address global climate change 
woiild depend on the specific legislation or regulation enacted and cannot be deterniined at this tiine 

Our compliance with eiivironniental regulations requires significant capital expendituies tliat impact o w  financial condition Tliese costs are eligible for 
regctlatoiy recowiy tliroiigli cillicr base intes or cost-tecoveiy clauses Clean air regulations require reduction of emissions of Nos, SOzand inercuiy from 

coal-tired power plants We expect that littiire capital expendituies required to meet the emission liiiiits could be i n  excess of $1 0 billion each at PEC and 

PEF. icspcctivcly. thioiigli 201 8. nliicli corrcqmnds to tlic late51 enilwon reduction deadline Ilowevcr. these costs codd  be higher tlmi currently expected 

and have an adver\e inipact oii on1 results of operations a id  fiiiancial condition 

The operation 01 emission control equipitlent to meet h e  eniissiori limits rvill iiicreilse our operaling costs, net 01 recovery of cos& !I1rong11 llie cost-recovely 
clause. mid reduce the gciier:itiiig capcity o l  our coal-lilcd plants OBM expenses will significantly increase due to the additional peisonnel, materials and 
gencral niaintcriaiice associated with the cquipnicnt Operation of the cinission contlol equipment will require the prociireiiient of signilicant quantities of 
limcstone and amnionia Friturc incleases i n  denmid Lbi tlicse itcnis froin other utilihr coiiipaiiies operating the sanie equipment could increase our costs 
associated with operating the eqiiipnient 

See Note 21 f o i  additional discitssion oi eiiviroiiinental iiiatlers 

Wentlicr conditions in  o ~ i r  service lei ritories diicctly inlluence llie deniand for electricity and affect the price of energy conimodities necessary to provide 
electricity to oiii cusloiiieis As a result, ow Inture overall opeioting results may llncluale siibstantinlly on a seasonal basis I n  addition. we lmve liistorically 
sold less po\ver, and consequently earned less inconic, wlicri weather conditions were niild" Wliilc we bclicve that the Utilities' markets complenicnt eaclr 
other during iiornial seasonal Iluctoatioiis. tn1usuallv niild wcatlier could diminish our results of operalions and liai 111 our finaiiciai condition 

I~urthermore. dcstrnction caused b!; severe weather evenk. sllcli as liurricanes, tornadoes, severe tlit~nderstonns, snow and ice stonns, can result in lost 
operating revenues diic to outages: propcrty d:ininge, including downed 1r:insniission and disbibution lilies; and additional and unexpected expenses to 
niitigate storiii damage 

We are subject to incurring signilicaiit costs resiilting I'roiii dainage sustained dtiririg severe weather events While the Utilities l~avc Ilistoricallv been gintiled 

r c g u l a t o ~  approval to recover or deiBi the niajority (11 significant stor111 costs incurred, the Utilities' siorni cost-recovery pctitions inay not ni\wys be granted 

or niay not be planted i n  a tinick iiiaiincr I f  \vc cannot recover costs associated with future scvcre vvcather cvcnts i n  a timely nianner. or i n  an amount 
sii~ficicnt IO cover oiit actual costs. our liiiancial conditions and iesults of cipciations could be materially and adversely impacled 
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Under a iegulatoiv 01 der. IT I’ illaintaiiis a storm damage resenle account h r  major storills Due to !lie sigiiilicaiit costs iiiciirred to recover Doin the damage 
sustained during the 2004 li~ii~icaiie season. I’EF’s stonn damage reserve accowts Ivere Ia~gely depleted at L>ecember 31. 2005 During 2006, the FPSC 
approved a iiiodilicd scttletiient agreenient that extends I’ ciii tent t\vo-year storm surcharge for retail ratepayers fool an additional 12-niontli period ending 
i n  August 2008 Tlie extension is expected to replcnisli s storiii reserve bp an estimated additional $1 30 million I n  the event iuture stonns cause the 

resen’e to be depleted, the modified settlement agreement provides for PEI to petition the FPSC for implementation of an interim retail surcharge of at least 
80 percent and up to 100 percent o i  the claiiiicd deficiency of its storm reserve. I‘lie intervcriors to the setllelncnt agreentciit agreed not io  oppose recovery of 
80 percent 01 a lilturc claiiiled delicicncv but rcscnlcd the right to cliallcngc the recoverv o i  the remaining 20 pcrccnt The FPSC lias the right to review PEF‘s 
storm costs for prudcnce Storm resewc costs attributable to wholesale custoinci s may be amortized consistent with recoveiy of sticl~ amounts in wholesale 
rates. albeit :it a specified amount per year resulting i n  an cx~cndcd recovery period 

PEC docs not iliainrain a stotni daimge reserve account and does not liave an ongoing regulatoi-y nieclianism to recover stonit costs PEC has previously 
sought and received perinissioii Ironi tlte NCUC and the SCI’SC to defer s lo i  i n  expenses and aiiiortize tliein over live-year periods. PFC did not seek deferial 
ofstomi costs from the NCIJC or SCI’SC duiing 2006 01 2005 

The Utilities arc impacted by the econoniic cvcles of tlie custon,ers w e  sei-vc For llic vcai  ended l>cceiiiber 31. 2006. conimerclal and tndtistrial customers 
iepiesentcd appro‘nmatel\~ 43 pelcent and 34 pcicent 01 PCC’s and PET‘\ billed electi~c i w c i i u c s  respcctivelv Consequeiltly, i f  our coiiiniercial and 
industrial cuslonier5 eyxricncc economic doivntiiriis thcir cons~~mption 01 clcctncity may drop aiid our ~ C ~ C I I I I C S  can be negatively impacted i n  recent years, 

111 North carol in:^ and South Cnrolina s:iles lo ~ i idus tnn l  cu5toiiiers lmve been aifected by downturns 111 the te\t~le and chemical ~ndiistnes 

FOI the peal elided Ileceiiibei 31. 2006. 18 percent arid seven percent of PEC’s and PEF’s billed electric ievenues. respectively, were from wholesale sales 
Wliolesale ievenues tluciuate with regional deniaiid, fuel piices and contracted capacity Our \vliolesale profitability is dependent upon our ability to renew or 
replace expiring wliolcsale contracts on Favoiable temis and niailiet conditions 

in 2004, the FLRC issued orders concerning utilities’ ability to sell wliolesale electricity at Inarket-based rates, including the adoption of two interim scieeiis 
foi- assessing an applicaiit’s pote~~tiol generation market power ior determining wlietlier tile applicant should be allowed to sell wliolesnle electricity at market- 
based ratcs 1-lie Utilities do not have inarket-based rate autlwrit\ foi \vliolesalc sales i i i  peninsular Florida Given tlie diificulty I’EC believed i t  would 
experience i n  passing one o i  tlic interiiii screens. I’EC liled revisions to its rnarket-based late tariffs icstiicting PEC to sales outside of P E C s  control area aiid 
pcniiisiilar Florida, :ind lilcd 3 ne\v cos!-based tariff h i  sales n ~ i t h i n  PEC‘s coiitrol aiea The FERC 113s accepted these revised tarifis We do not anticipate 
that the operations of tlie Utilities will be niatcrially impacted by these market-based rates decisions 

Inciensed competition iesulting f iom detcgulation or restiucturing cffoi Is or irom industry consolidatioii could have a significant ndveise financial impact on 
us and consequently, on 0111 results oL opein!ions and cas11 Ilor~s Retail conipctitioii and the iinb~ii~dliiig of regulated energy scrvice could have a significant 
adverse financial impact on 11s due to lower electric opemting revenues. potential iinpaimient or generation assets, loss of retail customers, or increased costs 
of capital Because we have not iiicviouslv operated i n  a competitive retail enviionnicnt. we cannot predict the extent to which additional competitois would 
enter the market 01 the timing of such etitrs To ow kiiowlcdge. t h e  is currently no enacted 01 proposed legislation in North Carolina. South Caiolina 01 

i3oritfa that would give retail ciistomcrs tlic right to choose their electricity provider or othcnvisc restructurc or deregulate the 
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electric iiidustw We caiiriot piedict wlieii or ii w e  will be subject to cliaiiges i n  legislation o r  regulation nor can we predict the iiiipact d t l i e s e  clianges 011 our 
Iinaiicial coiiditiori. restilts o i  operatioiis 01- cash flovr~s 

We are exposed to tlic effects of i i i a i l ~ e t  Quctuatioiis i n  the price of iiatiiial gas. coal. fuel oil. electricit\, and other energv-related cominoditics as a result of 
our owlieiship o i  eiicrgy-ialated assets We liave hedging sttategies i i i  place to miligate negative fluctuations i n  commodity supply prices. but to the extent 
tliat w e  do not cover our entire exposure to commodity price Iluctiiatioiis. or our hedging proccdures do not work as planned, there can be no assuraiices that 
our tinnnci:il perforni:incc will not be iicpntively iriipactcd by price iluctuatioiis Wliile tlic Utilities' state iitility comiiiissioiis nllow recover)! of certain of 
these costs tlirougli various cost-iecovery clauses, t l ieie is the potential tliat a portioii of tliese filture costs could be deemed iinprudeiit by tlie Iltilities' 
respective coiiiiiiissioos There is also a delay betweeii the timing of wlieii such costs ai c incurred mid when the costs ai e recovered from the iatepayers This 
lag can adversely impact the cash flow of the Utilities and, corisequentl~~. oui interest expense 

Volatility in niarkct prices for luel and power niay iesult froin. among otlier items: 

\ u r n r l r o r m s  

power umge, 

t imimission or trniispoiiatioii consticunts or inellictciicres, 
avmlability 01 conipctitrvely priced alternative energ)' \oitrces 
deiiiaiid for energy conimodities. 
natuinl gas, crude oil and ie l incd pioducts. and eo:il productioii Icvcl.i, 
natuinl disasteis WIIS, tenorisin cmbaigoes and otlici catastiophic event\ and 
federal, state and foreigii eiieigy and e1i~~1101i1iie1ita1 iegulatioii and legislatroii 

9 seosoiiaiity, 

illiqiiid niarketr, 
9 

0 

* 
@ 

In addition, we :inticipate signilicmit c:ipit:il expenditures for. eiiviroiiiiieiit:iI coinplicuice a i d  basclod geiierntion 7 - h ~  completion of tliese projects within 
established budgets is contingent upon iiiaiiy variables iiicludiiig the secuiing of labor and niaterials at estiiiiatcd costs Recently, certain construction 
commodities sucli as steel liave expeiieiiced significant price iiicreases due to wolldwide denialid Also. to operate our air pollution control equipiiienf we use 
significant quantities of aniiiionia and liiiicstone With mandated coinpliance deadliiies for air pollution controls. dcmntid foi these reagents may increase atid 
result in higher prircliase costs Fiirtlieriiioie. liiglicr \voildrvidc deninrid for copper used iii our transiiiissioii and dis1ribiitiori lines has led to sigiiificai~t price 
incieascs We arc sihject to tlic iisk tlmt cost overages may not be i-eco\'erable froin iotepayers and our linancinl condition. results of operations or cash llows 
limy be adversely iiiipacted 

Prices [or SOpiiission allowaiicc credits under tlie EPA's eiiiissioii trading program ii~creascd significantly during 2005 and then significantly declined by 

the end of 2006 While SO~allowaiiccs are eligible for annual ~ccovcn'  i n  PEI:'s jurisdictions i n  Florida a i d  PEC's in South Carolina, no such annual 

recovery esists in North Carolina for PIX Future incrcases in tlie price of SOpllo\vniices could hove a significant adverse liiiaricial impact 011 US and PEC 

and coiisequeiitly, on our results of operations atid cash flows 

Tlie Parelit is a Iiolding conipiiy and as siicli. 113s iio ~e\~eiiue-getierating opeiations of its own The P a r e i i t ~ s  ability to i i ieel  its linancial obligatioiis associated 
with the debt service obligations oii $2 6 billion oi holdiiig coiiipaiiy debt and to pav dividends on its coiiiiii~~n stock is priiiiarily dependent on the earnings 
and cash llows o i  i t s  operating subsidiaries. piiriiaiily the Iltilities. and the ability oi its strbsidiarics 10 pa)' i ipslreaii i dividends or to repay fiinds due Ilie 

I'arent Prior to iiindiiig tlie Parent, its subsidiaries have linaiicial obligatioiis 11131 inusl be satisfied. 
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including among odiers. their respective debt setvice, preferred dividends and obligations to trade creditors Sliould the Utilities not be able to pay dividends 
or repay funds due to tlie Parent, the Paient's ability to pay interest and dividends would be restricted 

Consistcnt with our aiinonnced intciitioii to reduce lioldiiig companv debt and busincss risk, we liave divested of a numbcr o i  ~~o~~rcgu la t cd  busiiiesscs Certain 
of our divestitures announced i n  2006 3 l C  expectcd to close duiing 2007. We have recognized hio\vn or cstiiiiated cxpenscs rclated to these divcstiturcs bnt 
iiiture additional charges may be recognized depending on clianges in  niarket conditions. the transfer of existing contracts and ultiinate seitlemcnt ofcarr).over 
liabilitics, among other f:ictars Sucli cliargcs Ibr the CCO divestiture could exceed $200 niillion 111 addition. coniplction of  tliese anticip:ited divestitures may 
take signilicaiitly longer than expected, thus increasing our costs a id  delaying our ability to benefit froni sucli divestitures 

The NCUC, tile SCPSC arid the FPSC each exercises regidaton! autlionly for review and approval 01 tlie retail electric power rntes cliaiged within i ts  

;...................p.c tor -- dimce. bascload oericratio~i and Jiielicr coriiiiiodi1y prices, we 
anticipate that the Utilities' operationn w i l l  be subject to an even iiiglier Icvci Of scrutlti~ Iron1 rcglilators. poticvlilakeis and ratepayeis State ieguialors ~ n a y  

not allow PEC and PEF to increase ictal1 raten 111 tlic iiiaiiiier oi to tlic extciit requested Statc icgulntois i i i a ~  also rcch to redlice or liecze retail iatcs 

Both PEL! and PET: currently operate under base rate freezes. i n  \vhicli base rates can only be clianged under ccii:iin circuinstarices The costs iiicursed by PE.C 
and PEF are generally not subjcct to being fixed oi reduced by slate regulators The IJtilities' results 01 opeiatioiis could be ~iegntivcly impacted if the Iltilities 
do iiot manage their costs effectively Our ability to maintain our profit margins depends upoii stable dentand for electricity and ~nniiagcnient of our costs 

PEC (four units; 3,485 MW) and PET; (one unit: 838 MW) o\vn and operate live nuclear units that collectivcly represented approximutcly 4.323 MW, 01- 20 
percent. of our regulated gcneration capacity for the )'car ended Dccenibci 31, 2006 In addition. we ale esploiiiig tlic possibilitv of expanding oiir nuclear 
generating capacity wit11 two additioiial units at  both PEC atid PEF to niect fiiturc expected bascload gcncration nceds Our nuclear facilities arc subject to 
environmental. health and Gnancial risks such as the ability to dispose o i  speiii nuclear fuel. the abilitv to riiaititain adequate capital ieserves for 
decommissioning, limitations 011 amounts and types oi insurance available, potenticil opcr~itiooal liabilities. and the costs of securing the iacilities against 
possible tcrrorist attacks We maintoiii decomiiiissioiiing trusts and external iiisii~niice coverage to miiiiniize the liiiaiicial exposure to tliese risks However. 

damages fioin an accideiit or business interruption at oiir nilclear iinits could exceed the amount of o w  iiis~iraiice covcrage 

The NRC lias broad autlioiity under fedeial law to impose licensing and safety-related rcq~~iicinents for the operation oi iiwlear generation facilities In the 
event of noncompliance, the NRC 113s the autlioiity to impose fines. set licciise conditions. shut down a nwleat unit. or take soiiie co~iibinatioi~ of these 
actions, depending upon  its assessiiient of the severity of the sitiretion. iiritil conipliance is acliieved Revised salet); rcquircnie~its promulgated by the NRC 
could reqiiiie us to molce substantial capital expenditures at our nuclear plants I n  addition. nltllougli we have no reason to miticipatc a serious nuclear incident 
at our plants, i f  nii incident did occur, i t  could niaterially a id  adversely alkct our results or ope~ations or linnncial condition A niiijoi incident nt a nuclear 
facility anywhcre in the world could cause the NRC to limit or pioliibit tlic opcratioii or liccnsiiig of any doiiiestic nuclear unit 



C.’asc Nu. 2011-124 
Sf:ifY-I>I<-Ol-OW i : i t tdiniei i t  

(I’rogrrss l i n r r ~ )  
I’iipe 37 of464 

Our nuclear facilities have operating licciises that need to be iciiewed or extended periodic all\^ We anticipate successfill renewal ol’ rliesc licerises I-Io\vever. 
potential terrorist threats aiid increased piiblic sciutiiiy of utilities could result i n  a11 exlended ie-licensing process \villi liigliei licensing or  compliance costs 

dleefing fire ntz/icip&d groieflr irt otir sersice ferrifories ntn,y reipire, rurtortg oflter tlr ittg”s, /Ire constrtidiott iidltin /Ire tie-v/ ilecirile of neiv cot11 nrtcUe~r 

ttiicle(rr geiterirfiori fiicilifies fo irrcrense our brrscloirei gerter(i/ioti iritd /lie siting rutd cottr?rric/iort of iissocirrted /rnrt.srtti.s,sioit fm-ilifies I+” t i tcry  trot he cible 
fo obtiiirt reipireil licenses. permits itrid rights-of-tvcty; .sacce,s,cfnlly rind fitttely cotrrplefe cottstrrtc/iorr; ot  recowr flte co,st of srich new getterofion cutel  
/rmt,strrissioti fncilifies fhrorigh our’ hn.sc rirtes, irrry of wliiclr coirld cdersely inrpiid oitr/irtcrttciiil cotrdifiotr, ccrslr jloivs or r.e,sril/s of operritiom. 

Meeting tlie anticipated growth within the Utilities‘ service territories will require a balanced approach The three main elements ofthis balanced solution are: 
(i) increasing energy efficiency and investing in  tlie developnient of new energy resources for- llic luhrre; (ii) niodeniizing existing plants to produce energy 
iiioie efficiently using state-of-the-art technology: and (iii) investing iii iiew generating plants and associatctl tinnsinission facilities The iisks of each oithese 
elements aie discussed below: 

Energy Efficiency and New Enetrv Resources 

We are actively piiisiiing evpansioo of our eneigy efficiency and conseivatloii programs tlirougli resideiitial energy iiiqxxboiis. demand side nianageiiienl --- > ,  ’0 n’ir - We are 3‘ ibiect to the nsk that oiir ciisloincrs may not participate in our conservation 
programs or tlie forecasted iesults from these progiains may be less tlian anticipated requrifng 11s to ltritlicr cupaiid nui bn5eload gciicrAori or puicliaic 
additional powei 

Current proposals at the state and federal levels for renewable energy standards could require tlie Utilities to produce 01- buy :I portion oi their energy from 
renewable energy soiirces. Mandated standards coiild result iii tlie use of renewable fiiels that arc not cost-clfeclive i n  01 der to coinply with requir‘etnents to 
have renewable ciiergy be a specified percentage o i  the Utilities’ energy mix Currently. \ve pnrliiei with orgaiiizatioiis tlirougliout o u r  service territories lo 

suppoi1 hydrogen. solar and other fornis o i  renewable aiid alternative energy We Iiave invested i n  research for allernative energy sonices that iiiight 
siibseqiiently be deterinined to not be cost-ellicieiit or cost-effective, Uiiis subjecting us to the risks oi fui-tlier espiiding out baseload generation or pnrchasiiig 
additioiial power on tlie open market at tlicn-prevailing prices 

ModeIniziitioii nncl Constiuction of Generatin2 Plants 

We ale currently evaluating oiir options for new generating plants, iiicliidii1g coal and nuclear technologies At this time. no definitive decision has been made 
regarding the constriiction of either coal or nuclear plants, or botli I f  w e  decide to constluct iiew generation facilities or expand 01 niodeiiiize esisting 
iacilities, there is no assur:mcc that we will be able to successfully :ind timely complete the projects witliin our projected budgets ‘I’hese projects are long-term 
and potentially woiild be subject to significant cost increases for labor and niaterials Shodd any such construction. expansion or modeniizatioii eiforts be 
unsuccessful, we could be subject to additional costs and/or tlie write-off o i  oLu investment i n  tlie project or iniprovciiicnt Furthennore. we liavc no assurance 
that cos& iiictirred to coiistr‘uci. expand or iiiodeniize generation and associated tiaiisii~issioii iacilities will be recovet able tlirough our base rates 

The decision to build a boseload power plant will be based on several iactors including: 

poivei market conditions; 
conipetirig l’iiel prices nnd fuel diversity; 
the regitlaton enviroiinieiit: 
time reqiiircd to pcnnit and construct: 
enviroiiniental impact: 
both public and policyniaker support; 

* siting and construction o i  transmission facilities: 
cost and availability of construction materials and labor: and 
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* the ability to obtain financing oii favorable temis 

The construction of a n e w  baseload plant and associated expansion o l  our transinissioii system will require a significant aiiiount of capital expendituics We 
cannot provide certainty tliift adcquate extcrnal financing will be available to support tlic coiistruction Additionally. boiiowiiigs iiictincd to fiiiance 

construction may advcrsely impact our leverage. which could increase our cost of capital. We may pursue joint vcntuies or similai arraiigeincnts with third 
parties in older to share sonic of tlic financing and operational risks associated with new baseload generation facilities. but we cannot be certain we will be 
able to successfully negotiate any such arrangement Furthermore, joint ventures or joint ownership arniigciiients also ~iresciit risks and uncertainties, 
including those associated with sharing control over tlie construction and operation of a f:icility aiid reliance on tlie other pni-ty’s financial or operational 
Strellgth 

In addition to tlie risks discussed above, the comtruclion ofa coal-fired power plant requires a nuniber of conditions to be successlul These include, but are 
not liiiiited to. consideration of eiiiissions of Nos, S O p i d  mercury; an efficient licensing process, disposal of cod byproducts such :is slag and fly ash: and 

anticipated regulation of caibon 

I\-, and 

have a resulting higher purcliaw price 

111 addition to the risks discussed above, tlie successfiil constriictiori o f a  new nuclear power plant reqiiiies a number of conditions The conditions include, but 
are not liniitcd lo: the contiiiued operation of the industry’s existing nuclear fleet i n  a safe. ieliable, and cost-effective iiiaiinci, an efficient licensing pioccss. 
and a viable program for managing spent nuclear fuel We cannot providc certainty that these conditions will exist 

We have announced that we are pursuing developnieiit of COL. applications Our announcenieiit is not a cominitnient to build a iiucleiir plant It is a necessar)‘ 
step to keep open tlie option of building a potential plant or plants We have selected a site in North Caiolina and a site iii Florida to evaluate for possible 
tuture nuclear expansion. We currently expect to file the application for the COL. for 1’EC’s site in 2007 and PEF’s sitc iii 2008 If  we ieceive apptoval from 
the NRC aiid applicable state agencies: and if the decisions to build are made, coiistruetioii activities could begin 3s eaily as 2010, and iiew plaits coiild be 
online i n  late 2016 The NRC estimates that it  will lake approxirnatcly three to four years to review and piocess tlie COI, applications 

EPACT provides for an aiiiiual tax credit of 1 8 ceiitsikWh for nuclear lacilities for the first eight years ofoporation I-Iov\~evcr, tlie credit is liiiiited to the l in t  
6,000 MW of new nuclear generation i n  the United States that have niet the permitting, construction aiid placed-in-service niileslones specified by EPACT 
and has an annual cap of $125 million per unit The credit allocation process among new nuclear plants has not been detcnnincd Otlicr utilities have 
announced plans to pursue iiew nuclear plants There is no guarantee that any nuclear plant constructed by us would qualif\! for these additional inc~iitives 
Failure to qualify for these incentives could significantly impact the economics of building a iiuclcar facility 

I n  addition, other COL applicants would be pursuing regulatory approval, financing and constinction at rouglilv the same tiine as we would Consequently. 
there niay be shortages of qualified individuals to design, construct and operale tliese proposed new nuclear facilities 

Under 1 d e s  recently issued by tlie FPSC, Florida utilities will be allowed to recover prudently iiicuired siting, precoiistruction costs and allowance for funds 
used during construction (AFUDC) 011 an annual basis through the capacity cost-recovery clause. Sucli amounts will not be included iii  a utility’s cite base 
when tlie plant is placed in commercial opeiation. In addition. the rule will require tlie FPSC to conduct an aiiiitinl prudence teview oi tlie reasonnbleiicss and 
prudence of a11 such costs, including construction costs, and such determination shall not be subject to later review except upon a finding o i  fraud, intciitioiial 
iiiisrepreseiitation or the intentional withholding of key inforinntion by tlie utility 
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Wliile we currently estiiiiate that we will need to increase our baseload capacity. our assumptions regarding future gro\vth and resulting power demand i n  our 
service tenitories may not LH: realized I t  anticipated growth levels are not realized, we niay increase our basel~ad capacitv and have excess capacity This 
cxccss capacity may exceed the reserve niargins est:iblislied by the NCUC. SCI’SC and FPSC to tiieet our obligation to sene retail custoiners and, as a result 
niay not be recoveiable in base rates 

Operating electric generating facilities and delivery systems involves many risks, including- 

operator enor and bleakdown or fallure oi equipment or processes, 
opeiational limitations iinposed by eiiviioniiient:il or oilier regulatory requtrerneiits, 
inadequate or unreliable access to tiaiismisstoli and disti ibution assets, 

- 
. labor dispute\, 
= interruptions of fuel supply. 
1 - coiiipliance with niandatoiy reliability standards for the bulk power electnc systeiii wlien such standaids are adopted and as subsequently revised, a id  

cataStroplirc events wcli as h~imcaries. fioodr. cartliquates. fires, cuplos~oi~~, tcrronst aliacks, paiideniic liealtli events such a4 avian influenza or othci 
similar occurrences 

We depend 011 i r a n ~ ~ i i ~ ~ ~ ~ ~ o n  atid diitrtbiittoti lachtics. iricluding tliose operated by unaffiliated paitics, to deliver the elcctncity that we sell to the ietail and 
wliolcsale markets I f  tiansmisslon I S  disrupted, or 11 capacity I S  Inadequate. our ab~lity to sell and deliver prodt1ct.s and ’;at1Sfy our contiactual obhgatlon? may 
be Iiindered Altliough tlic FERC has issued regulations dcslgncd to encourage compelltlon i n  wl~olesale market transactions for clectiicit\l, thelc IS the 
potenfial tliat lair and eqiial acces5 to transniiswxI \-ystems ~ v r l l  not be avmlable or that suflicient transnrission capacity will not be :ivatlable to transmit 
electric power as we desire We catulot ptcdict the timing of uidustly clianges as a result of these tnltiatlves 01 the adequacy of transmission fachtles i n  

\peclfic malkets 

We anticipate that mandotory reliability standards \vi11 be i n  place by the siiniiiier of 2007 We expect these standards will become stiieter over tinie. The 
iiiinncial inipact o i  tiinndotory conipliance caiiiiot curt eliily be deteimined If we are uiiable to meet the reliability standaids i’or the bulk power electric system 
in the future. it could linvc a material adverse elf’ect on our iiiiaiiciol condition. results of operations and cas11 flows I n  addition, failure to conlply with tl~e 
reliability standards could result in the imposition of fines and penalties 

A decrease i n  operational perforniancc froiii the Utilities’ geiierating Iacilities and delivery systems or a11 iiicrcasc in tlic cost o l  operating tlic iacililics could 
liavc an adverse elfect 011 out business and results of operations 

Our cash requirenients are di iveii by the capital-intensive nature oC our Utilities I n  addition to operating cash flows. we rely heavily OII  commercial paper and 
long-temi debt I i  access to tliese sources of liquidity beconies constrained, our ability to implement our business strategy will be adversely affected We 
believe that we will continue to liave suilicietit access to these financial markets based upon our corrent credit ratings However. niarl;et disruptions beyond 
oil1 control or a dowiigrade of our credit ratings could inciease our cost of boirowing and may adversely arfect our ability to access the linancial markets 



As discussed above. we iely lieavily on our conimercial paper and long-tern1 debt At December 71. 2006, we liad no comiiiercial paper outstanding or otlicr 
sliort-term borrorviags and our long-lcriii debt bOlaJicCS were as fo l lo~s :  

(I l l  Illllllons) Debt, Net 

Otliei rubsidiaries (b) 316 

(a)Rep~cscnts solely the oiitstanding indebtediicss 01 the Parent 
(b)Includes the following subsidiaries l:londa I’rogiess Funding Corporation ($271 million) aiid Progress Capital lloldings. Iiic ($45 niillion) 
(C)Nct of ciiireiit poition. wlircli at Deceiiibci 31. 2006. \vas $324 m ~ l l ~ o ~ i  on a consolidated bas~s 

At Deceniber 31, 2006, we liad an aggregate ol  tlirce committed revohlng credlt agreements (RCAs) 11131 supported our coinme~c~al paper propianis totalmg 
$2 030 billion Our internal financial policy precludes us from issuing coiiiinerclal papei in exces~  of Q U I  revolving credit hner At December 31, 2006, we 
Itad no outstanding bonowings d e r  our crcdit Iac~lrtics arid liad a total amount of $60 ~iiillioa oi lcflcrs of crcdit iswed. leaving an additional $ I  970 b~llion 
available for fiihirc boiiowing iiiidei our icvol~ing crcdit lines 

0111 rcvolving credil lines impose various liniiiatioiis iliat could impact our liquidity, such as deiined mmi~nuni total debt to toial capiial (leverage) ratios 
Ilnder these revolving credit facilities, indebtedness incltides ccrt:~in lctlcrs of c~edit  and guarantees wliich are not iecorded 011 the Consclidated Balance 
Sheets. At L>eceiiibcr 31. 2006, tlie required and actual ratios. pk~isumt to the teriiis of the credit agreenicnts \veir as follow: 

Leverage Ratios 

PEC 65% 52 3% 

( 8 )  Indebtedness as deliiied by ilie bank agieemcnis includes cciiaiil letlers of credit and guarantees that ale not recorded on tlie Coiisolidated Balance Sheets. 

Each of these credit agiecnients contains cioss-default provisions for defaults of indebtediicss in excess of tlie following thresholds: $50 million for Progress 
Energy. Inc aiid $35 million each for PIX and PEF Under these provisions. if the applicable bonower or ceilnin subsidiaries of the borrower fail lo pay 
various debt obligations i n  cxcess of their respective cross-default tlireshold, the leiideis could accelerate pynicnt of any outstanding boirowing and terminate 
their conimitmeiits to tlic credit facility I’rogicss Energy, Iiic ‘ s  cross-default provision applies only to Progress Energy. Inc. and its significant subsidiaiics, 
as defined in tlic crcdit agrcemcnt. (i e .  I’EC. Florida Progrcss. PEF. Progrcss Capital I-loldings. Inc and Frogless Energy Ventures. Inc (PVI)). PEC’s and 
PEF’s cross-default provisions apply only to dclaults oi indcbtedncss by PEC and i t s  subsidiaiies and PEF, icspcctivcly, not each otlicr or other afiiliates of 
1’EC and PEF 

Additionally, certain o l  I’rogiess Energy. liic ‘s long-knn debt intlentures contain cross-default provisions for defaults ol iiidcbtedness i n  excess of amounts 
ranging from $25 niillioii to S i 0  inillion: these provisions applv only 
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to other obligations o i  Progress Energy. liic , priinxily coinmenial paper issued by the Parent not its subsidiaries I n  the event that these indenture cross- 
default provisions are triggered, the debt holders could acceleiate payment of approsiniately $2 6 billioii i n  long-term debt Certain agreements underlying our 
indebtedness also limit oiir ability io incur additional liens or engage in  eeflain types o l  sale and leaseback tiansactions 

As desciibed i n  MD&A - “Strategy” arid MD&A - “Future Liquidity and Capitol Resoorces,” we are anticipating extensive capital needs lor new generation, 
transinissioii and distribtitioii facilities, and eiiviron~iictital compliancc expenditures Funding tllese capital needs could increase our leverage and present 
niiiiicroiis risks including those addressed below 

111 the event oiir leverage increilses such that we approach the pcniiitled ratios, our access to capital and additional liquidity could decrease A limitation in oiir 
liquidity could have :i material adverse impact on our business strategy and o w  ongoing financing needs Additionally, a significant increase i n  our leverage 
could adversely affect tis by: 

- 
9 

* 
1 

increasing tlie cost 01 fiituie debt lirianeiiig, 
inipacting our ability to pay dividends on our coninion stocl, at the current rate, 
niaking i t  more diliicult for LIS to satisiy ow existing linancial obligations. 
11ni1t1ng oiir ability to obtain additional linancing. if needed. foi woihrng capital. acquisitions. debt setvice icqni~ciiients or oihcr purposes. 
increasing o w  vulneiability to adverse econoniic and industry conditions. 

business opportunities 01 other purposes. 
Iimiting our fleslbilrty in plnnning Lor, oi reacting to. changes i n  oiu business and the nidustv i n  wh~ch we compete, 
placing 11s at a conipetitive disad~~oiitage compared to cotnpet~tors who have less debt, and 
causing a downgrade i n  our credit ratings 

. ,PO ,Irnnotadedrcntensubstaclltal aortion 01 our cash Ilow from operations to debt repayment tliereby r e d ~ ~ c ~ n g  fillids available for operations, future 

8 

9 

Changes i n  ecoiioniic conditions cocrld rcsiil! in  higher interest rates, which wonld increase o w  interest expense on oiir Iloating rate debt and reduce Innds 
available to LIS lor our current plans 

While tlie long-term target credit ratings for the Parent arid the Utilities are above tlie niiiiinlwu investinent grade rating, we cannot provide certainty that any 
of 0 1 1 1  current ratings \vi11 remain io effect for any given peiiod of time or that a rating will not be lowered or wiilidrawn entirely by a rating agency if, in its 
jiidginent, circumstances in the futcire so warrant Unlike tlie contracts described below. our debt indentures and credit agreeinents do not contain any “ratings 
triggers,” which would canse the acceleration o l  intelest and principal payments in tlie cwnt of a ratings dowiig~ade Any downgrade col~ ld  increase our 
boimwing costs and may adversely affect our access to capital, which could negatively impact our financial results and business plans We note that the 
ratings from credit agencies are not recoinniendeiions to buy. self or hold o w  securities or those o i  PIX or PEF and that eacli agency‘s rating slionld be 
evaluated independently of any other agency’s rating 

As a part of nonnal business. we enter into vaiious agreements that piovide future friiancial or perfornmw assiiraiiccs to third parties These agrcemcnts are 
entered into primarily to support or enhance the creditworthiness otlienvise attributed to Progress Energy or our subsidiaries on a stand-alone basis, iliereby 
facilitating the es?ension of sufficient crccfit to accon~plisl~ the subsidiaries’ intended commercial piirposcs Our guarantees inclode perforinance obligations 
under power siipply agieements, tolling agieements, transmission agreements. gas agteenients, fuel procurentent ogreenmils and tiading operations Our 
guarantees also include standby leners o l  ciedit and surety bonds. At December 31, 2006, we have issued $1 “489 billion of guarantees for future financial or 
pel formonce assiiiaiice We do not believe conditions are likely Tor significant performance nnder the guarantees of perfoi niaiice issued by or on belialf of 
affiliates 
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The niajoi-ity ot contracts siipprtcd by the guarantees contain provisions 11131 trigger guamtitee obligations based on downgrade events to below investment 
grade (below Baa3 oi BBB-) by Moody’s Investors Service. Inc (Moody’s) or Standard (I: Poor’s Rating Services (Sal’) for the Parent’s senior unsecured 
debt rating. ratings tiiggers, ~nonthly iiettiiig of exposure aiidioi paynienls and offsct provisions i n  the event of a default At December 31. 2006. llie Parent’s 
senior unsecured debt iating was Baa2 by Moody’s and BBB- by S(I:P. and no guarantee obligations had been triggeied I1 the guarantee obligntiotis were 
triggered, the maximum aniount of liquidity requirements to support ongoing operalions tvitliin a ‘IO-day, petiod, associated with giiamiilees for Progress 
Energy’s nonrcgulatcd portfolio aiid powcr supply agreeincnts \vas approxiniatcly $596 niillion at Lleceiiibci 31, 2006 While wc believe that we would be 
able to meet this obligation wit11 cas11 or Ictters of credit, i f  we cannot. our Iinancial condition. liqiiiditv and icsults oi operations would bc materially arid 
adversely impacted 

We use deiivalives, includiiig liitures. foiwards aiid sivaps. to manage o w  coinniodity and financial market nslts We could recognize liiture Iinaticial losses 
on these contracts as a iesiilt of volatility i n  tlie market values of the undei-lying commodities 

Additionally. \\le me exposed to risk that our counterparlies will not be able to perfonii their obligations Should 0111 counterparties fa11 to perform, we inrglit 
be Toiced to replace the under lying commrtment at !lien-cuiicnt niarlret pi ice5 I n  such event. we 1111glit Incur losses 111 addltton to the a ~ n o ~ n t s .  t i  any. already 

1- 

Section 29/45K piovides ilia1 if the average wellliead piice per barrel for unregulated domestic ciude oil foi the year (the Annual Average Price) exceeds a 
ceriain tlireshold value (tlic Tl~resliold Price), the aiiiouiit of Section 29/45K lax credits ale reduced for that year Also, if the Annual Average Price incieases 
high enougli (the I’liase-out Price). the Section 2Y45K tzx credits are eliniinated foi that yea1 The Thresliold Price and tlie Phase-out Price arc adjusted 
:innually fool inflation 

111 January 2007. we eiitercd into derivative contracts lo liedgc economicnlly a portion o i  our 2007 synthetic fuels cash llow exposure to the risk o i  rising oil 
prices over an uvcroge annual oil piice range of $63 to $77 pel barrel on a New Yolk Mercantile Exchange (NYMEX) basis The iioliond quantity of tliese oil 
pricc Iicdge instriiments i s  25 iiiillion barrels and will provide protection for the equivalent o l  approxin~atclv e ~ g h t  million tons of 2007 syntlictic fuels 
production The coiitracfs wilf be niarked-to-iiiarkct \villi cliangcs i n  fair value recordcd Ihrol~gli earnings Our synthetic fitels pioductioii lcvels for 2007 
icniain iiriceiiain becausc we cannot predict with any certainty the Annual Average Price of oil for 2007 We will continue to monitor tlic eiivironincnt 
surrounding synthetic fuels production and will adjust our production as warranted by changing conditions 

111 accordance with the provisions o i  Section 29/45K, we lizve geneiated tax credits based on the content and quantity of synthetic fuels produced and sold. 
‘This tax credit program is scheduled to expire at the end of2007 We Iinve received favorable privatc letter nilings froni the IRS on a11 of our syntlietic fuels 
facilitics I n  order to claim cicdits tinder Section 29/45K, aniong oilier things. we niust produce qualifying fuel and sell our production to unrelated parties In 
the nornial course oi business: our lax returns are audiied by the IRS If  our tax credits were disallo~ved in nhole or it1 part as  a restilt of an  IRS audit, there 
could be sigiiilicaiit additioiinl lax liabilities and associated interest for prtviously recognized tax credits, wliicl~ could liave a inaterial adversc impact on our 
caiiiings aiid cas11 llows Althougli we are utiawaie at any currently proposed legislation or new IRS regulations or interpretations iiiipacting synthetic fuels 
tax credits, the value ol’credits generated could be unfavorably impacted by such legislation or 1RS regulations and interpretations 

We previously sold a portion o i  oitr interests i n  our synthctic liicls facilities and expect to rcccive cash paymcnts from the sales tlirougli 2008. subject to 
production levels We continue to operote tliese I:ocilities on our o ~ v n  bcliall arid on liehalf of others and conscqiiently. continue to bear the operational risks 
from the syiitlietic fuels facilities Wc also provided certain guar:intecs arid iiidemnities in coiijunctioii with our sale o l  interests i i t  tliose synthctic lids 
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iacilities Furtlier. ivc also opciate seveial syiitlietic fuels iacilities for third pailies and also be31 opeiational risk ihx such facilities 

On 1)ccenibcr 13. 2006. Progress Encrgy's board 01 dircctors approved a plan to pursue tlic disposition o l  substantially a11 of PVl's CCO physical and 
coiiiiiicrcial assets CCO cuiiciitly owiis four elcctiicity gencration lacilitics with approsiiiiately 1,900 MW of geiieration capacity, and i t  has contractual 
iiglits to an additional 2.500 MW of geiiciatioii capacity from mised fuel gcnciation facilities CCO also has forward gas and pv\~ contracts. gas 
transportation, storage and structured power and other contracts. including its full requirenients contracts with 16 Georgia electric menikrship cooperatives 
(the Georgia Contracts) 'Tlie disposition plnii is expected to be completcd in  2007 The operation of nonregulatcd generation facilities is subject to many risks, 
iiicluditig those listed bclow Until the coinpletion of our disposition strategy, we are subject to risks, including: 

CCO hm ciitcred into long-terni agreeiiicnts to sell all or a poitloii 01 tlicrr generatrrig capacity CCO liab contiacts lor its coiiibined production capacity of 
appioviiiatcl~~ 81 percent lor 2007 We anticipate t h a l  a third pmty w ~ l l  a c q ~ ~ r e  these contracts as p a ~ t  of our divestiture stiategy Pnor to divestinire of the 
lacilities, inicontracted generation from oui facilities w i l l  geneially be \old on the spot maiLet CCO niay not be able to find adequate putchasers. atinin 
Iavoiable piicing. oi otlicrwise compete elfectively i n  the wliolesalc iiiaihct Additionally, iiiiiiieiou) lcgnl and rcgu1atory Iiinitatioiis restrict our abrlitv to 
opernte :I ficility on :I wliolesde basis 1k CCO divests ol  its generation f a ~ ~ l ~ t i e s ,  but not the Georgia Contracks, CCO will continue to fulfill die contractual 

L t l l r r ? u e l l l C  arrieeinents - 01 purcliases i n  the swt iiiarket 01 then-pievailliig pnces I f  we are unable to Secttie favorable piicing i n  the spot 
1iiar1,ct. oui results ot operations could be negatively impacted 

Oui ~io~i~cgiilatcd geiiciatioii iacilitics depend on third paltics thiougli agiccmeiits foi fuel supply and tiansportation and transniission grid coniicction I f  
such third parties breach their obligations to us, our revenues, financial condition, cash flow and ability to niake paynients of inkiest and piiiicipal on our 
outstaiidiiip debts niay be impaired Any iiiaterial breach by any of tliese parties of their obligations under the project contracts could adversely affect our 
cash flows 

0 We depend on iinnlliliatcd tr:nisniissioii and distribution 1:icilities to delivei- the electricity tlint CC,O sells to the wholesale niarket I f  transmission is 
disi upted. or ii capncity is inadequate. CCO's ability to sell and delivei products and satisfy its contractual obligations niay be liindered Altliougli the 
FElZC Iias issued regtilatioiis designed to encoinage conipetiiion in wliolcsale niarltet transactions ior electricily, here is the potential that fair and equal 
acccss to transinission systcins will not bc available or that sufficient transmission capacity will not bc available to transmit electric power as we dcsire We 
cannot predict the timing of industry changes as 3 iesult oi these initiatives or the adequacy of transniissioii iicilities i n  specilic riiarkets 

Agi-ceincnts with our counterparties Gequeiitly will include the iiglit to tcrmiiiate and/or williliold payments or perforniance under the contracts if specific 
events occur If such a contract vvcrc to be tcniiinatcd due to noiipcifonnaiice by us 01 by tlic other party to tlic contract. our ability to entcr into a substitute 
agrecnrciit Iiaving substmtinlly equident teniis and conditions is tnicertnin 

0 Operation o i  o w  Ijcilitics could be alfected by ninny factors. including tlie b~-cakdown or failure of equipment or processes, perfoniiance below expected 
lewls ol output or cflicieiicy. failure to operate at design specifications. labor disputes, changes in law. failure to obtaiii necessary pennits or to meet penilit 
conditions. govcriinicii~al exercise of eminent domain powcr or similar everits. and catastroplric cvcrits including fires. csplosions and earthquakes 

* CCO Iias entered into long-tenii contiacts that take effect at a future date based upon future espected noiirepulakd geiieratioo capacity We anticipate that a 
tliiid pait\' will acquire tlicse contracts as port of our divestiture strategy 11 our generating facilities do not operate as expected prior to transfer of the 
conti acts. we 

3 1  
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may not be nblc to niect our obligations uiidcr the contracts aiid iii:~!' l iaw to purchase power in the spot n~aikct at thcn-prevailing priccs I f  we arc unable to 
secuie favorable pricing i n  the spot maiker. our results of operations could be negatively impacted We may also beconie liable under any related 
pcrloniiaiice guai oiitees then i n  existelice 

Urtr iroitregrgrrlrttecl erzergy ntctrlte/irrg niid lrurling opernfioiis ewe sahjec/ to risks tltcrt corclrl recliice ottr re1wiirte.s uric! crdver.sely irtrpncf orzr re.sr1If.s of 
opercr/iort.s nrirlfiizeiitcirrl cciizcfition; sorize of tlte,se risls, s r d r  11,s ~~~eci/lrer-r.el~ired r ids ,  elre heJV?ild otw corttrol Volrrtile coittir~orlifj~ pricm corrld redr'nce ortr 

inurgiriq. TI1e.serjsks itre 1tDt uppliccrbh to PEC ciizd PEF 

As discussed above. we are pursiiitig the disposition of substnntially all 01 CCO's pliysical and coniniercial assets Until the completion of O U I  disposition 
stratcgv. we \ r i l l  activclv seck to inanage tlic market I isk inlicrcnt 111 our ~ioriregcilatcd energy rnarkctir~g operations We employ risk nianagcrnent nioiiitoring 
aiid coiitrol tcchiiiqiics to maiiage tlic risks inlierent i n  the business Nonetliclcss. adveisc clianges in energy and fuel prices may result in losses i n  our 
cnrnings 01 cash llows aiid adveisclv al'l'cct our linancial position Our niakcting and iisk nianageiiient procedures do not completely eliminate risk In 
addition. to the extent that \ve do not cover the entire exposure o i  our assets or our positions to niorkct price volatility, or our liedging procedures do not work 
as planried. Iluctuatiiig coiiimodity prices could cause our mles and net income to be volatile. As a result, o w  results of operations and linaiicial position are 
sensitive to the ninrket iisk lictors discussed below 

Our llect of nonregulated powci plants sells eneigy into the spot market, otlicr competitive power markets or 011 a longer-term coiitiachia\ bosis We may also 

ciitei ing into tolling contracts. long-tern1 contincts that supply custoincis' MI clectnc requirements, or otliel contractual stiuctures 
alii -5. Our business iiiav also inclirde 

The Gcoigin Contracts piovidc a liscd piice for tlic power \vc supply to the cooperatives These contmcts do not provide a guaranteed rate 01 return on out 
capital in\:cstniciits througli inaiidated ratcs The coopcrativc load is dcpendcnt 011 the weather and cconoiiiy of its s c n k  area We use a conibination of 
cailablc I U S ~ L I I C ~ S  from tlic coopcntivcs. opcii Iiiaikel ptrIcl~ascs and our own generating assets to serve this load The risks i n  serving full requireincnts 
siippl\~ contr:icis at a fixed price includc botli the variability i n  commodity prices and the volatility of the cooperative energy dc~nand While these contracts 
are pi-tially licdgcd tliiougli fixed price po\vcr and gas purcliases. our rcvciiue~ and results of operations from these contracts still depend to soiiie degree 
u p n  prevailing iiiaikct piices fbr  power i n  O I I I  regioiial marliets and surrounding conipetitive ninrkets These market prices cmi Ilucluak substantially over 
relatively short periods 01 tiiiie We anticipate transfcrring these contrncts to a third pa~ty as part of our disposition strntegv 

l-lie FIRC. wliicli 110s juiisdiction w e i  wliolcsalc power rates. as \vel1 as independciit systeni operators that oversee some of these malkcls. may iinpose price 
liiiiitntions. bidding iules and other niecliniiisiiis to address some of {lie volatility it1 tliese maikets As discussed p~evioi~sly, ftlel prices also mny be volatile. 
and the price we caii obtain for power salcs may iiot change nt tlic saiiie iote 3s oiir liiel cosls cliaiges These 1actors could reduce our inorgins and therefore 
diniinisli our rcvciiucs and rcsults ol  operalions 

We are exposed to operational risk resulting fioiii oui coal niiiiiiig and terminal operations Our coal mining operations are subject to conditions beyond our 
co~itiol that can delay deliveries or iiicrease tlie cost 01 mining at paIticular locations for varying lengths of tinic Such conditions include unexpected 
niai~itei~ance problenis. keu equipnieiit failrrres and variations i n  geologic conditio~is The states in ndiicl~ w e  operate coal mines have slate prog~anis ior mine 
sal'ety and liealth regulatioii and eiifoicemcnt 1:inaiicial I isks includc our exposure to commodity prices, primarily file1 prices We actively mmiage the 
operational and financial 1 ish associated \villi these businesses Nonetlieless. advei se clianges i n  fuel prices and operational issues beyond our control may 
iesult i n  losses iii our eaniiiigs or cash Ilows and ad\msely allect our blurice sheet 
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ITEM 2. I’ROI’ER‘1 IES 

We believe 11131 oiir pliysicd pioperties and tliosc oi  oiir stibsidiaries are adeqiiate to c a v  oil otii and their busiiiesses as cunantly conducted We ~naiiitaiii 
pioperty insiirance against loss or  dniiinge by iiie or oilier perils to the extent that sucli propeity is usually i i isi i ied 

EIXC‘I’RIC: - PEC 

PEC‘s I8 gcnciating plants represent a llcsiblc mix of fossil. iiiicleai. hydroelectiic. conibiistioii turbines and conibined cycle iesoiirccs, with a total siininiei 
gcnerahig capacity of 12.40‘3 MW Of this total, P w c r  A g e n c ~  oi~ris 699 MW 011 Dcceinber 31. 2006, PEC had [lie following generating facilities: 

PEC Ownership 
Facility Location No. O i  Units In-Service Dotc Foe1 ( i n  YO) Sumnicr Net Capability (in MW) 

SIEAM TIJRBINPS 
1964-197 1 
19%-1958 Coal 

COMUINED CYCLE 
1969 011 

COMBUSTION TURBINES 
1999-2000 Gas‘Oll 

1974-1997 Gas’Oll 

TOTAL 83 12.409 

(0) Suniiiicr ratings rellect compliance with ncw NERC ieliability skiiidards and are gross oijoiiit ownership interest 
(11) Facilities are jointly owned by PEC and Power Agcncs Tlie capacities sliowii incltide i’owei Agency‘s sliarc 
(c) PEC and I’oiiw Agency aic joint o~vncrs oTlinit 4 at !lie Rosboro Plant PEC’s oi~rncIsl~ip intcrcst i i i  this 698 MW unit  is 87 06 peicciit 
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At Dcccnilxr 31 2006. Including both the total geiicrating copacttv 01 12 409 MW and the told linn contiacts I'oi purLIIaxd power of 1.461 MW. PCC had 
to131 cnpaci~y resource5 of nppioutmately 13.870 MW 



Power Agency has undivided owiersliip interests ol I8 33 peiceiit i n  l3runswick IJiiit Nos I and 2. 12 9J percent i n  Roslmro Unit No J and 16 17 percent iii 

Harris and Mayo Unit No I Otlienvise. I’EC 113s good and marketable title to its priiicip31 plants aiid units. subject to the lien of its mortgage aiid deed of 
trust, with ininor exceptions, restrictions, and resendoi l s  i n  conveyances. as well as minor defects oi the nature ordinarily found i n  pioperties o i  similar 
character and magnitude PEC nlso owns ceiiain easenieiits over private property on which tronsmission and distribution l ines ale located 

At Decenikr 31, 2006. PEC had approximately 6.000 circuit miles of transmission lines incliidiiig 300 niilcs of 500 Idlovolt (kV) lilies aiid 3.000 niilcs of 230 
kV lines PEC also had approximately 45,000 ciicuit miles of oveilicad distribution conductor and 19.000 ciicuit niilcs 01 uridcrground distribution cable 
Distribution and tnnsmission substations in  senrice had a transformer capacity 01 approsiiiiately 12 5 inillion kjlovolt-:impcre (kVA) i n  approximately 2.400 
transformers Distribution line transformers numbered approximately 525.000 \villi an aggregate capcitv of npprosim:itcly 22 J riiillion kVA 

ELECTRIC - P E F  

PEF’s 14 generating plants repiesent a flexible mix of fossil. nuclear. combustion turbine and combined cycle iesouices witli a total suniiiiei geiieratiiig 
capacity of 8,91.3 MW Ofthis total. joint owners own 117 MW At Deceiiiber31. 2006. PET; had the following generating facilities: 

PEF Owiieisliip Siiiiiiiier Net 
Locatloll No  01 Units In-Service Date Fuel ( I l l  O’.) (in MW) 

I96 
198 

Suwannee River 

Tiger Bay Fort Meade, 1% 1 1997 Gab 100 203 

659 
COMBUSTION TURBlNES 

Intercession City Intercession City Fla 14 1974-2000 Gad011 100 (h) 992 (‘) . .  
I~L) 1’h:ir Itio l’iiiar. 1:la 1 1970 Oil 100 13 
Suwannee River Live Oak. Ha 3 1980 GasiOil 100 

NIICLEAR 

(3) Siiiiiiiier raiings reflect compliance with new NERC reliabilitv standards and arc gloss oijoiiit ow le i  ship inteicst 
(b) P I 5  and Georgia Power Company (Georgia Power) arc joint o w e i s  o i  a 143 MW advanced coinbustion turbine located at l’137.s Iiilcrccssiori Citv site 

Georgia Power lias !lie exclusive right to the outpiit of this unit diiting the moiitlis ol luiic tlirough Septctiiber I’FF has that riglit for tlic remainder o i  the 
year. 

( c )  Facilities are jointly owned. The capacities sliowii includejoint owners‘ sliare 

During 2006. including both the iota1 geiieraling capacity of 8.91 3 MW aiid tlic tolal hrni coolracts for pircliascd power 01 2.073 MW. I T F  had total capacitv 
iesources of approximately 10.986 MW 
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Several entities liave acquired undivided owneisliip interests i n  CR.3 i n  the aggregate aiiiouiit o r8  22 percent The ,joint ownership participnnts are: City oi 
Alaclitia - 0 08 percent. City of Buslinell - 0 W peiccnt, City of Gainesville - 1 41 percent. Kissiiitniee Utility Authority - 0 68 percent. City of Ixesburg ~ 0 82 
percent, Utilities Coiiit~iissioii oi Uie City oiNew Sniyn~a 13eacli - 0.56 peiceiit Citv of Ocala - 1 33 percent. Orlando Utilities Cotnniission - 1 60 percent and 
Seiiiiiiole Electric Cooperntive. Iiic - I 70 pcicent PEF and Gcoigia Power are eo-owners of a 143 MW advance ctmibustioii tuibine located at PEF‘s 
Intercession Citv Unit PI 1 Georgia Power lias the excliisive light to the output of this unit during the iiiontl~s of luiie thiougli September PEF 113s that right 
for the remaiiider 01 the year Otlienvise, PEF lias good and marketable title to its principal plants and units, subject to the licii ai its inortgage and deed or 
trust. with minor exceptions. rcstiictions and resetn~ations in conveyanccs. as well as iiiiiior deiects of tlic iiaturc ordinarily found ill ptopcrlies 01 siiiiilar 
cliaiacter and niagnitude. PEF also owiis certain easctncnts over private piupcity oii ~vliicli transi~iission and distiibution lines are located 

At Dccenibcr 31: 2006, PET Iiad approximately 5,000 circuit miles of transmission lines including 200 miles of 500 1;V lines and about 1.500 iniles 01230 kV 
lines PEF also Iiad approxiiiiately 18,000 circuit miles o l  overhead distribution conductor and 13.000 circuit inilcs of undcrgrouiid distiibution cable 
Distribution aiid ~rmismission substations i n  service had a transformer capacity o i  approsiiiintely I6 inillion kVA ill  approsiiiiately 700 t i  aiisfomiei-s 

Distribution line transforniers iiunibered approximately ,386,000 with an aggregate capacity of approximately I9 inillion kVA 

COAL AND SYNTXIETIC FULLS 

Tlie Coal and Syntlictic Fuels business segment has an interest in SIX syitliet~c fuels entities Five of flic entities are niajoirly owned and one IS n i t t i o i ~ W  

cs ale in several different locations iii West Viiginia and Kentiicl;y 

Tlirough our subsidiaries, we own and operate a liver terininal facility i n  easteni Keiitucky, a railcar-to-b:trge lo:ldilig incility in West Virgini:t, two bulk 
coniinodity terminals on the Kaiiawlia River near Charleston, West Virginia, aiid a bulk coiniiiodily teriiiinal on the Ohio River near I-Iu~itington. West 
Virginia 

I n  connection wit11 our coal oper~fons,  we own and operate surface and onderground niiiies, coal proccssilig a id  loadout facilities ii i  southeastei ii Kenlucky 
and southwestern Virgiiiia We control eitlier directly or tliroogh our subsidiaries, demonstmted coal rescives o i  approxiinately 76 5 inillion t o i ~ s  Tlie reserves 
controlled include substantial quantities of high quality, low-sulftii- cool Our total pinduction oi coal duiing 2006 was approriinntely 1 8 iiiillioii tons We 
eiiiploy both our o\vn miners as well as contract ininers i n  o w  mining activities 

COMPETITIVE COhIh.IERIC‘A1, OI’ERATIONS 

On December 13. 2006, our h a r d  of directors approved a plan to pursue the disposition of subslnntially all oiCCO’s physical and commercial assets As a 

result, we liave classilied CCO’s operations as discontinued operations in the accompanying consolidated finailcia1 statcments for all pel-iods preseiited (See 
Note SF) 

At Deceniber 31, 2006, CCO had the following nonregulated generation plants i n  scrvice 

Contigur:itioil/ 
Proiect L.ocatioii Coiiiinercial O~eiatioii L>ate Number of Units MW (a) 

Moiiroe IJnils 1 aiid 2 Moilroe. Go. 1999-2001 slIIIplL!-cycIL1. 2 315 

Waslllngtoll Snndcrsville. Ga 

(a) Aniounts represent CCO’s wiiiiicr rating 



ITEM 3. LEGAL PROCEEDINGS 

Legal proceedings are included in the discussion o i  our business i n  PART 1. Item 1 under “Eii~~iioiin~e~ital.” and are iiieoi porated by reference Iierein See 
Note 22D for a discussion of certairi other legal iilatlers 

During 2006, we did not have any “reportablc tlansactions” as defined under Section 601 I of the Code nor did we incur any penalties related to failing to 
report such inforination on our tax returns. 

ITEM 4. SUBMlSSlON OF MATTERS TO A VOTE OF SECURITY I-IOLDERS 

None 

TJie inforination called for by Item 4 is oniittctl for PEF pursumt to lnshuction I(Z)(c) to Forni 10-IC (Omission of Inforiii:ition by C‘crt:iin \\holly 
Owned Subsicliaries). 

> 
AS OF FEBRUARY 28.2007 

Name Age Recent Business Experience 

*Robert B McGeliee 63 

53 Williaiii D Jolinson 

Chaitrnnn and Chief Executive Officer, Progress Energy, Mav 2004 mid March 
2004, respectively, to present. Mr McGeliee joined Progress Energy (fornicrly 
Carolina Power & Light Company “CPBL”) i n  1997 as Senior Vice President and 
Geneial Counsel. Since that h i e .  lie 113s held several scnio~ managcn~ent positions 
0 1  increasing responsibility Most recently, Mr MeGehce served as President and 
Chief Openting Oflieer: liaving responsibility for tlie day-to-dny opertitions of our 
regulated and rionregulatcd businesses Prior to that, Mr McGehee served as 
President and Chief E.xecutive Onicei of Progress E.nergy Service Company. L . L C  

13efore joining Progress Energy, Mr McGehee chaired 1l1e board of Wise Carter 
Child B Caraway, a law firm headquartered i n  Jackson, Miss He primarily handled 
corpoiate, contract, nuclear regulatory and employment mnttels During the i990s, 
he also provided significant counsel to U S companies 011 ieorgnnizations, business 
growth initiatives arid preparing fol deregulation and otller indirstrv CllallgeS 

I’rcsitlent and Chief Operating Officer, Progress Energy. .January 2005 to 
present: Group Presidenl. PEC, May 2004 to present: Executive Vice President 
PEF. November 2000 to present: Executive Vice President Florida Progirss, May 
2004 to present; Corporate Secretmy. PEC, PEF, Progress Energy Service 
Company. LLC and Florida Progress November 2000 to Deceinber 2003 Mr 
Joliiisori has hen  wit11 Progress Energy (formerly CPBL) since 1992 nnd seived as 
Group President, Energy Delivery, Progress Energy, Jaiiuaiv 2004 to December 
2004 Prior to that, lie was President, CEO and Corporate Sccrctaiy. Progress 
Energy Senrice Company. LLC. October 2002 to Dccenibei 2003 He also served 
as Executive Vice President - Corporate Relatioils & Adininistralive Scnkxs. 
Gencral Counsel mid Sccret:iw of Progress Energy Mr Johnson served as Vice 
President - Legal Depaitnient and Coiporate Secretary. CPkL froni 1997 to 1999 

Before joining Progress Energy, Johnson \vas a partner with tlie Raleigh office 01 

tlnl,ton a 
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Williams. where he specialized i n  the representatioii of utilities 

Peter M Scott I l l  57 Executive Vice President and Chief Financial OfHcer, Piugrcss Eneigy. May 
2000 io present; and May 2000 to December 2003 and November 2005 to 

prcseiit;l’resident :mil C h i d  Executive Of’licei-, Progress E.nergy Service 
Company. L1.C. January 2004 to present: Executive Vice President. PE,C and PEJ. 
May 2000 to present and CFO of PEC. PEF, FI’C and Progiess Energy Senlice 
Company, LLC. 2000 to 2003. and November 2005 to present Mr Scott has been 
\villi Progress Energy since May 2000 

Before joining Progress Energy, Mr Scott was flie president of Scott Madden ti 
Associates, lnc , a general management consulting fitin headquartered i n  17aleigh 
that lie founded in 198.3 The firm served clients i n  a nuiiibei of 
industries. including energy and telecomiiiunicotioiis Paiticttlar pmcticc area 
specialties for Mr Scott included strategic planning and operations nimngement 

Fred N Day 1V 61 Pi csiclent and Chief Ewcutive Officer, PPC. Novembei 2003 to present. 
Fuecirt~ve Vice 1”res~dent PFF, Novenilm 2000 to prewit  MI Day oversees all 
aspects of Caiolinas Delivery operationr, including distitbution and custoniei 
service, traiisiiiiwon, and products and services Ile previously served as Executive 
Vice President, PEC and PET; During 1115 inore than 30 years wlth Progiess Eneigy 
(iiornicily CPRrL), Mr Day lias held several manageinent positions of increasing 
rerponsibility Ilc \viis promoted to Vice President - We5teni Reglon 111 1995 

claytoll s I-llnnant 

*Jeffrey A Cor bett 

+Jeffrey J 1 yash 

62 Senior Vice I’resitlent and Chief Nucleiir Officer. PEC. June 1998 to present Mr 
I-linnant is also Senior Vice Presideni and Chief Nuclear Oficer. PEF, November 
2000 and November 2005, respectively to present Mr I-Iiniiant joined Progress 
Energy (formerly CPRCL.) in  1972 at the Bt.uiiswick Nuclear Plant near Southport, 
N C ,  wlieie lie held several positions in the startup testing and operating 
organizations I-Ie left Piogress Eneigy i n  1976 to work for Balxock and Wilcox in 
the Conimercial Nucleai Power Division, returning to Progress Energy in 1977 
Since that time. he has served i n  various niaiiagement positions at three of Piogress 
Eiiergy‘s nuclear plant sites 

47 Senior Vice President, PEF, June 15, 2006 to present. Mr Coibett oversees 
operations and services i n  Florida including engineering, distribution. construction. 
nictering. poivcr restoration, coniniiiiiity relations, energy efficiency and alternative 
energy strategies He previously served as vice president-Distribution for PEC from 
January 2005 to June 2006. 1-IC also served PEC as Vice President-Fasten1 Region 
froin September 2002 to Jaiiuaiy 2005 Mr Corbett joined Progress Emrgy in 
1999and has senwd Progress Energy in 3 number of roles. including General 
Managcr of the Eastei ti Region and director of Distribution Power Quality and 
Reliability 

Belore joining Progress Eneigy, Corbett spent 17  years with Virginia Power, 
serving i n  a variety olengiiieering and leadership ides  

45 President mil  Chief Executive Olficer, PEF, .June 1, 2006 lo present.Mr L.ynsh 
oversees all aspects 01 PEF‘s Delivery operations, including distribution and 
custoiiier service. transniission, and products and services He previously served 
:IS Senior Vice Presidentof PEF froin November 2003 through May 2006 Piior to 
coming to PEF. M r  Lyasli was Vice President - Transmission i n  Energy Delivery 
iii the Carolinas since lanuary 2002 
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lohii R McAitliur 

Mr Lyasli joined Progress E.iiergy in 1993 and spent Iiis lirst eiglit years at the 
Bruiiswick Nuclear Plant i n  Soutlipoit. N C His last position at Druiiswick was as 
Director o i  site opeiatioiis 

5 I Senior Vice President, Ceneriil Counsel tinct Srcrctnryof Progress Eiiergv, 
January 2004 to present Mr McArthur oversees t l~c Audit Services, Corporate 
Communicatioiis. Legal. Regulatclrv and Corporate Relations - Florida. and State 
Ptiblic Affairs depi-tiiients. and the Environinental and Health and Safety sections 
Mr McArtliur is also Senior Vice President and Corporate Secretary, FPC and 
I’GC. aid  Senior Vice Piesiderit PEF and Frogress h e r g y  Senice Company, L.I. C. 
January 1 2004 and December 2002. respectively to present I’reviously, lie served 
as Senior Vice President - Corporatc Relations (December 2002 to L>eceiiiber 2001) 
and as Vice President - Public Affairs (December 2001 to December 2002) 

Defole joining Progress Eneigy 111 December 2001, Mr McArlhur was a mcinber ot 

North Cniolina Goveriioi Mike Easley’s sciiior ~nnnageincnt team, Iiandling n ~ n ~ o r  
< 39 wcll ,&.mmbLd iAP:II ait;urs I l r .  

Casley‘s tiansition team dter  the electioii of 2000 

*Marl; F Mullicrn 

Paula .I Siins 

From November of I997 unt i l  November of 2000, Mr McArthur handled state 
goveriiineiit affairs in 10 soutlieastem states for General E.lecliic Co Prior to 
joining General Electiic Co , Mr McArtliur served as cliiei couiisel in  the North 
Carolina Atloiiiey Geiieral’s oifice, wliere lie supervised utility. cons~iiiier, liealtli 
care. and environiiiental piotection issues Before that, lie was a partner at I-luiiton 
& Williams 

47 I’Iesitlent, I’rogicss Eiieigy Vciitures, Inc and Progress Fuels Corporation. March 
2005 and April 2006, icspcctively to present Mr Mulliern is responsible for 
inanaging tlic Competitive Commercial Operations and Gas Operations groups of 
Progress Energy Ventures, Inc I-Ie previotisly scrved Progress Energy Ventures. 
Iiic as Senior Vice President - Competitive Coinnicrcial Operations from January 
2003 to March 2005 I-Ie served Progress Energy 3s Vice President - Strategic 
Planning from Noveniber 2000 to Jmiiary 2003 He also served as Vice Piesident 
and lreasurei of PEL fioiii .Tiine 1997 to November 2000 

45 Senior Vice President, PEC and PEI,  April 2006 to present Ms Sims previously 
served PEC and PEF as Vice President-Fossil Genention from .January 2006 to 
April 2006 Prior to that, she sewed PEC and PEF as Vice Piesidciit-Rcgulated 
Fuels from December 2004 to December 2005 Ms Sims served Progress Fuels 
Corporation as Chief Operating Officer from Febriinry 2002 to Deceiiiber 2004 and 
Vice President-Business Operations and Stintegic Plamiing from lune 2001 to 
Februaiy 2002 

Prior to joining Ftugress Enersy i n  1999. Ms Sinis worked at General Electric for 
I5 yea1 s 

45 Chief‘ Accounting Oflicrr iintl Controller, Progress Energy and FPC, June 2005 
to presciit: Chiel Accounting Olliccr I’EC and PEF, June 2005 and Novcniber 
2005. respectively. to present: Vice President and Controller. Progress Energy 
Senrice Company. LLC, laniiaiy 2005 and lune 2005. respectively to present Mr 
Stone previously seived as Controller of PE.F and 
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1’E.C from lune 2005 to November 2005 Since 1999, Mr Stone lins served 
Progress 13neigy i n  a nuinber of roles i n  corporate suppoi-t including Vice President 
- Capital Planning and Control: Executive Director - 17inancial l’lanning & 
Regulatory Services. as wcll as i n  various nianagcnient positions with Energy 
Supply arid Audit Services 

Prior to joining I’rogrcss Energy. Mr Stone worked as an auditor with Deloittc & 
Toiiclie iii Cliai lotte, N C 

58 Senior Vice I)resitlcnt,PEC and PEF. June 2000 and Novembci 2000. iespectively. 
lo present 

Befbre ioining Progress Energy i n  2000. Mr Williains was will1 Central and 
Soiitliwest Corp . lnc aiid subsidiaries for 28 years and served i n  various positions 
prior to becoming Vice President - Fossil Generation i u  Dallas 

Lloyd M Yates 46 Senini \’ice Piusiden(, PFC, January 2005 to present Mr Yates 1 5  resymnsible for 
111 DE11 -- 
as Vice President - ~ ~ ~ I ~ S I I I I S S I O I I  froni November 2003 to December 2004 Mr 
Yaks senled a7 Vice PrePident - Fossil Generation for PFC from November 1998 
to Noveinber 2003 

Before joining Progicss Energy in 1998, Mr Yates was with PECO Energy, wliere 
he lind served iii a number 01 engineering and mniiagenient roles over I G years His 
last positioii with PECO was as general inanager - Operations i n  the power 
operations giuup 

“Indicates individual is an executive officer of Progress Energy. liic . but not PIX 
45 
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ITEM 5 .  MAl1Kl-T FOR TI-IE REGISTRANTS* COMMON EOUll Y. RCLATED SlOCKIlOLDER MAlTERS AND ISSUER PURCHASES 
QJ EQUI 1 Y SECURITIES 

Piogress Energy‘s Coininon Stock is listed on Llie New York Stock Escliangc undci tlie symbol PGN Thc Iiigh and low intra-day stock s3les prices for each 
quarter for the past two years, and the dividends declared per share arc as follows: 

IIigi1 Low Dividends Declared 

2006 
First Quai~cr S 45.31 S 4 2 . 9  s 0.605 
Scrolld Qu;lI.tcI 45.16 40 21 0.605 
‘rlurd Qu:1rter 46.22 42.05 0.105 
I~ourtli Quarter 49.55 -14.40 0.610 

I: 
S 

-16 00 41 90 0 590 

The I>ecember 31 closing piice 01 our Conimoii Stock was $49 OX Cor 2006 and $43 92 for 2005 As oCFeb~uary 23,2007. we had 61,604 Iloldeis of record o l  
Conlllloll Stock 

Neither Progress Energy‘s Articles oi Incorporation nor aiiy of its debt obligations coninin aiiy restrictions on the payment of dividends Our subsidiaries have 
provisions rcstricting dividends in cerkiiii liioited circunistances (See Notes 10A :tnd 120) 

Inloi matioii regarding securities authorized fool issuance under our equity compensation plans is included iii Progress Energy’s definitive prosy statement for 
its 2007 Aiiiiiial Meetiiig 01 Sliareholders. 

Issuer purcliases of equity seciirities for loiirth quarter of 2006 are as follows: 

(3) (d) 
Total Nunibel ( b) (e) Masiiiium Number (or Approsiiiiate 

of Shores Average Price Paid Per Total Niimbcr of Shares (or Units) 
Purcliascd as Part of Publicly 

Dollar Value) o i  Shares (or Units) that 

May Yet Be Purcliased Under tlie Plans or 
Pioniams (1) 

(or Units) Purcliased ( 1 )  Shore 
Period 12) (or Unit) Announced Plans or l’roo-rams f 1 ) > ,  ~, . ,  

Oclobcr 1 - Oclobcr 31 115.435 45 Oi73 N’A NiA 

November 1 - November 30 3 46 1800 NIA NIA 

Tota l  1 15.438 45.9573 NIA N 1.4 

( 1 )  
( 2 )  

At 1)ecciiik:r 3 I ,  2006. l’rogi-ess L. iiergy did iiot 11ave aiiy publicly announced plans or I x o p m s  to purcliasc sliarcs of its coiiiiiiciri stock 
I 15.438 sllaies were purchased i n  open-market transactions by the plaii adiiiinistrator to s31isfi s h e  deliveiv iequirements under the Progress 

E,nergy 4Ol(k) Savings and Stock Owiieiship Plan (401(k)) (See Note I OB) 
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Since 2000. the I’aieiit 113s o\vncd all o i  1’6C‘s coninion stock, and as a result there is no established public trading market for tlie stock PEC Itas not issued or 
repurcliascd any equity securities sirice becoining a wliolly owned subsidiary o l  tlic Parent For the past three years, PEC has paid quartell)‘ dividends to the 
I’iuent tot~liiig tlie anioiints slio~vn i n  PEC‘s Statements of Coniinon Equity included i n  the linoncial statenieiits i n  PART 11, Item 8 PEC has provisions 
rcslricting dividends i n  certain circunislauces (See Notes 1OA and 1213) PEC docs not have any equity coinpensation plans under wliicli its equity securities 
arc issued 

All shares of I’EF’s coiiinioii stock ale owlied by I%vida Progress, and as a result there is no established public trading market for the stock PE,F did not issue 
o r  repurchase :uiy equity secuiities during 2006 During 2006 and 2004, PF,F paid quarterly dividends to Florida Progress totaling the amounts s h o ~ n  in 
I’EF’s Statenieiits of Coinnion Equity included i n  the liiinncial stateiiieiit~ in PART 11, Iteni 8 During 2005, 1’EF paid iio dividends to Florida Progress PFF 
113s provisioiis restricting dividends iii certain ciicunistances (See Notes 10A and I2l3). PEF does not have any equity coiiipensation plans under which its 
equity securities are issued. 

41 
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ITliM 6. SEI~IXTED IFINANCIAI. DATA 

The selected 1iiia11ci:iI data siioiild be lead ill coiijuttctioii with the consolidated Iinaicial statetnents and tlie notes tliercto iiicluded else\vliere i n  [his report 

I’Iom ess Ihei 

Years ended December 31 
(in millionr esccpt per sliare data) 2006 2 0 0 9 )  2004 ( 3 )  2003 2002 (a) 

(a) Opeintiiig results niid bolaiice slieet data Iyave been reslated Cor d~scorit~~ilred operatloti’; 
(I?) Include\ long-teiiii debt 10 a1lili:lted ti~ist 01 5271 ~iiillioii at Decembei 31. 2006. and ,5270 t-rlill~o~i at December 31, 2005. 2004 and 2003 (See Note 23) 
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I'EC. - 

Ye:m Endcd December 31 
(in millions) 2006 2005 2004 200 3 2002 

(3) Iticludes notes payable lo nffiliated coinpn~iies. rclatcd to Ilic money pool prog~nm. of $1 1 millioil, $1 16 inillion and $25 million a1 Decemkr 31, 2005, 
2004, and 200.3. respectively 

The inforiiiation called for by Itriii 6 is oiiiitretl for I'E,F pursuant to Instruction 1(2)(:1) to Fori11 10-I< (Onlission of Information by Certain M ~ o l l y  
Owried Subsidiaries). 
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ITEM 7. MANAGEMEN 1 ‘ S  DISCUSSION ANI> ANALYSIS OI. 171NANClAld CONDI 1 ION AND RESULTS OF OPERA1 IONS 

Tlie following combined Managenient‘s Discussion and Analysis is scparately filed by Progrcss Eneigy. liic (Progress Energy). Carolina Power & Light 
Conipaiiy d/b/a Progress Energy Carolinas, Inc (PEC) and f:lorido Power Coiyoration d/b/a Progress Energy Floridn Inc. (PEF) Inforniaiion contained 
lierein relating to PEC and PEF individually I S  lilcd by such coiiipany 011 its o\vii bchali As used i n  tliis report Progress Eneigy. wlitcli includes Progress 
Ihxgy .  Inc holding conipmiy (the Parcni) and its rcgulatcd and iionregulated subsidiaries on a consolidated basis, is at times referred to as “\vc,” “us:’ or 
“oiir ” When discussing Progress Energy’s financial inloiniafion. it neccssaiily includes tlie icstrlts of PEC and PEI: (coilectivelp. the Ut 
“Progress Registrants” refers to eacli of the threc separate registrants: Progress Energy. PEC and PEF 

The following Managenient‘s Discussion and Analysis contains fbi wai d-looking statemelits that involve cstiniates, projeclioiis, goals, foiccasts, assuniptions, 
risks and uncertainties that could cause acfiial results oi outconies to dill’cr Inaierially front lliose expressed i n  the forw~rd-looking statements Please review 
Item IA, “Risk Factors” and “Safe Harbor for Forivard-Looking Stateinents” cor a discussion of tlic factors tliat may iinpnct any stich foi ivwd-looking 
statenients niade herein 

Mruiageiiient’s Discussion and Analvsis shoold be lead i n  conliinctinii with the Progless Eneigy Consoliduted I;inancial Statemeiits 

PROGRESS ENERGY 

INI‘RODUCTION 

Our reportable business segments and tlieir primary operations include: 

* PEC - primarily engaged i n  tlic generation. transmission. distribution and s31c of clcctricity i n  portions of North Carolina and South Carolina: 
PEF - primarily engaged i n  tlie generatioil, traiisniission. distribution and sale 01 electricity i n  portions oi  Florida: and 

* Coal and Synthetic Fuels - priniarily engaged i n  the prodiictioii and sale of coal-based solid synthetic Iiiels i n  KentucLy and West Virginia. tlie operation o i  
synthetic fuels iacilities for third parties i n  West Virgiiiia, and conl tcniiinal setvices i n  Kentucks aiid West Viiginia 

The “Col porate and Other” segnient is comprised of nonieguloted businesses lliat do not separately nieet the requirenienls as a bilsiness segnient I t  priniar ily 
incliides tlie activities of tlie Parent aiid Progress Energy Scryice Conipanv. L ILC (PESC). as well as other noliregulated business a ~ c a s  

STRATEGY 

We are an integrated energy company. witli ow ptimaiy focus 011 tlic end-usc and wholcsale clectiicity niorkcts We operatc i n  retail utility markets in  the 
soirihcastcrn United States and i n  other M s  m:irl;ets i n  tlic eastern LJnited Stales Over the last several scars we have reduced uiir business risk by exiting the 
majority o l  our noiircgulaied businesses We believe that our two electiic utilities. combined with 0111- reduced nonregiilatcd business risk- position us well for 
long-term growth We are fociised on the following key priorities: 

excelling in the daily fiindanicntnls of our utility business: 
preparing for future baseload capacity due to higli growth i n  otir rcgiilated service territories: 

* fiiither strengtlicning our financial tlesibility and growth: 
* maintaining constructive regiilalory relations; and 

esccuting our remaining divestitiire transactions 
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A suniniaiy oi  tlie sigriilicant fiiiaiicial objectives or issues inipacti~ig us. the tltilitics and our reniaining noniegulatcd opeintions is addlessed more fiillv i n  
tlie I‘ollorving disciissioii 

We liave several 1;cy linoncial objectives. the first o i  wliicli is to acliicve sr~stairial~le eorililigs growth 111 addition. we seck to contirii~e OIII track record ol 
dividend growth, as we liave increased our dividelid io1 I9 consecutive ycnrs. and 31 of the last 32 years We a1.w seek to conliiiuc our el‘folts to cnliatice 
balance sheet strength and Ileribility so that we ale positioned to acco~itiiiodatc tlic sigirilicant future growth expected at  the lJtilitics 

In tlic short teiiii. our ability to achieve tlicsc objectivcs will be impacted by. ainoiig otliei things. ow ability to niaiiage opcmtioii and maintenance (OLM) 
CQSIS, the successful erecution oi our remaining divcsiiture trailsachis. increased environniental sjiending rcquiremcnts. coninioditv price risk, and the 
scheduled expiration oT the Internal IZeveniie Code (the Code) Section 29145K (Section 29iJiK) tax ciedit program for our syutlietic iuels business at the end 
of 2007 Our long-temi challeiiges include continuing our cos~-iiiaiiageiiic~it initiatives to iiiitignte escalating tionfuel and iuel operating costs. effectively 
managing capital projects. including those for enviroiiiiieiital conipliniice aiid baseload capacity grcxvtl~, ocliievilrg sttilicieirt earnirigs gro~tl i  lo sustain our 
track record of dividend growth, iiieeting the iieed foi liiture baseload capxily i n  our regtllated sentice tetiitories. acliieving rcgulatoiy stability and 
i~~vestiiient recoveiy at the Utilities and complying with i~icreasingly stiingent e i i ~ i r ~ ~ i ~ i i e ~ i t a l  standaids Please ieview Iteni 1 A ”Risk Factors” and “Safe 
Harbor for Forward-Looking Statenieiils” for a discussion o i  the factois that iiiay inipact any such forward-looking stateineiits wade Iicrein 

O l l r . I h r l J W  tn 1- fi riamial oblectrves IS  larp,el~ dcpe~~dc t~ t  011 Ilic canirngs and car11 flow\ of tlic Ul111t1cs The Ut i l i t ies  contnbuted $780 m~ll~ot i  of our 
~cgnicnt profit and generated substantially a11 of our consol~dated carli flow Irom operations i n  2006 Partiallv olf~el t~l ig  the net incoiiic coiitnbution piovided 
by the lltilitics was a loss of $76 niillion recoldcd at our Coal and Svntlicl~c Fuels operations. piirnaiil~~ rclatcd to the rnipainnent of OLII syiitlictic fuels asretr. 

and a loss of‘Kl90 million recorded at Corporate and Other, pnniar~ly rcl:ltcd to interest eyiensc on lioldiiig conipa~iy deb1 

While our syntlietic fuels operations have liistoricnlly piovided sigiiilicant net eaiiiings driven by tlie Section 2 W 5 K  13s credit pi-ogram. wliicli is scheduled 
to espiie at tlie end of 2007, the associated cash llow bciiefits fioni synthetic he ls  are expected to come i n  the future wlieii defeii-ed [:IS credits are ultimately 
utilized The total Section 29145K ciedits h a t  liave been generated thtougli Dcceinbe~ 31. 2006. but iiot yet utilized. arc curieiitly cariied fonvard as deferred 
tax credits and will provide cash llow berielits wlicri utilized At Decenibcr 31. 2006. the atii~uiil ol tlie.sc delcrred 13s credits \\‘as $847 niillio~i See “Ollier 
Matters - Syiitlietic Fuels Tax Ciedits” below, Note 22D and Iteiii IA .  ”llisk Factois” for additioiial inforination 011 our sytlietic fuels operations 

Our total debt to total cnpitalizatioii ratio calculated lioni the Coiisolidated Balance Slieet is 52 2 percent at tlic end o i  2006. a decreasc I iom 57 7 pcrcenf at 

the end of 2005. priniarily due to a ieduction i n  total debt with proceeds lioni asset s:ilcs. rccoverv of stomi costs iiictirred 111 Florida duriiig 2004. filcl cost 
recovery. opcreting cash llow and growth iii cquitv I’roiii retained camiiigs and liiiiitcd ongoing equih~ ~ S S I I ~ I I C C S  Wc espcct total capital cspcnditurcs for 
2007, 2008 and 2009 to be appiosiiiiatcly $2 4 billion, $2 5 billion and $2 -I billion. respectively. piiinanly ielnted to the ongoing Utilities‘ opc~ations We 
believe that operatiiig cash flows plus availability under our credit Ccilities and shell repistration stntenients will be sul‘liciciit to 1~11id our current busirless 
plans in the near term I n  the long term, uie expect to fund o w  business p1a11s a i d  any new baseload geiieration tliroiigh oper;ltiiig cas11 flows and a 
combination ol long-temi debt, preferred stock and coiiiiiioii eqiiit\;. a11 01 wliicli are depetideiit 011 our abilip to successfUll\; access capital ~iiarlcets We may 
also pursuejoint veiitiires or siniilar ariangeiiients with third palties i n  ordei to share some of h e  l’l~ia~icing and oper:itioiial risks associated with new baseload 
generation 

111 2006, tlie Parent’s. PEC’s, and PE17’s corporate ciedit iatings of 13BB were allirnied axid their ratings outlool;~ were chorigcd to positive” iioni “stable” by 
Standard Rr Poor‘s (SRrP) Moody’s liivestors Service. Inc (Moodv’s) upgraded the Parcnt’s outlook to ”slalAe” iiom “iiegative” aiid upgraded PEC’s outlook 
to “positive” from “stablc ” Fitch Ratings (Fitcli) upgraded the senior unsecuied credit ratings ol the Parent (UU13). PEC (A-) aiid PET; (A-), changed their 
ratings outlooks to “stablc” and rciiiovcd tlie Ratitigs Watcli I’ositivc See “Credit Ratiiig Mattcrs“ and “Guarantecs“ clodel "Future Liquidit\, aud Capital 
Resources” below and Iteiii 112. “Risk Factors” I’or niore itifoi iiiatioii regarding tlic potential in ipxt  oii oil1 finaticial condition and rcsidts of operations 
resulting from a ratings change 



The Utilities' earnings and opei-ating cash Ilorvs are Iieavily iiiflueiiced by wcallier. tlie econoni)'. deninrid for electricity related to custonier giu\vtIi. actions of 
regulatory agencies, cost controls. the tiiiiing o i  rccovery oi  fuel costs, arid stoilti daniage 

The Utilities operate in the soutlicastein United States, one of tlic fastest-growing regions of tlie coiiiitry. and liad a net increase 01 approxiniately 64.000 
customers over the past year. I-lowevcr, lower industrial sales related niaiiils to \vcakness i n  tile textile sector at PEC Iiave rcduced the rate ol revenlie groivtli 
iii recent years. We do not expect any significant iinproveinent or fiii ther degradation i n  industrial sales i n  tlie near tenn Tliesc conibincd factors widel 
noriiial weather conditions arc expected to contribiitc approsiinatcly 1 5 percent to 2 0 percent aiiii~ial retail kilowatt-liour (kW11) sales growth at PEC and 
approximately 2 5 percent to 3 0 percent aniiual retail kWli sales growtli at PE,F tlirougli at least 2008 l l i e  Utilities also seck to niaiiitain their regulated 
\vliolesale business through targeted contract renewals and origination oppoitunities 7lie IJtilities iiiust continue to invest signilicant capital iil additional 
energy conservation aiid efliciency programs, development and deployiiieiit of new eiieigy iecliiiologies. and new generation. tiarisrnissiori and disflibuiion 
facilities to support tliis load growth. Subject to regulatoly approval. these investments are expected to increase tile Utilities' "rate base" or investment iii 

utility plant, upon which additional return cmi be realized that cieates the basis Tor long-terni eainings glo\vtIi i i i  the Utilities Tlirougli 2008. we will iiieet this 
load growth at PEC tlirougli existing resources and at PEF tlirougli tlie previously planned combined cycle unit of appi oxiniately 500 iiicgawatts (MW) at 
PEF's I-fines Energy Complex in 2007 The Utilities expect total capital espendituies for 2007, 2008 mid 2009 to be approsiiiiately $2.4 billion. $2 5 billion 

- v y .  TI IC Utililics expect to fund llieir capital rcquircrnciiis prirt~arily Ilirougll a coinbinatioii of iiitenially generated funds, loiig-temi 
debt, preferred stock aiidioi contribution of equity from the Parent 

Meeting Uie anticipated growth within the Utilities' service territories will require a balanced approacli The three in& eleincnls o i  h i s  balaiiccd solution are: 
increasing energy eificiency and investing i n  the developmeni d new energy resources for tile future: inodernizing existing plants to produce energy 
efficiently using state-of-the-art tecliiiology; and investing in new generating plants We estimate tlmt we will require new baseload geiieiatioii facilities at 
both PEC and PE,F by the iiiiddle of the next decade and a coiiibined total ofappiosiiiiately 12,500 MW oladditional cipacity by 2025. aiid we are evaluating 
the best available options for tliis generation, including advanced design nuclear and clean coal teclinologies The considerations that will factor into th is  

decision include coristructioii costs, Aiel diversity, transmission and site availability. enviioninental impact. 111e rate impact to customcis and our abilitv to 

obtain cost-effective financing See "Other Matte~s -Nuclear Matters" for additional information 

We are subject to significant air quality regulations passed by tlie United States Enviroiiiiientnl Protection Agency (EPA) i n  2005 that ailect om fossil luel- 
fired gcnei-atiiig facilities, the Clean Ai r  Interstate Rule (CAIR). the Clean Air Mercun, Rule (CAMR). and tlie Clcaii Ai Visibility R i k  (CAVR) 
Additionally. at PEC's coal-fired facilities in North Carolina. we are subject to tlie Nortli Caioliiia Clean Smokcstaclts Act enacted i n  2002 (Clean 
Smokestacks Act) Including estimated costs for CAIR. CAMR. CAVR and the Cle:lii Smokestacks Act. we cuirciitly cstimalc that total fuhiie capital 
expenditures for the Utilities to coinply with current environmental laws and regulations addressing air and water qiialitv. whicli are eligible for regulatory 
recovery through either base rates or pass-through clauses, could be i n  excess of % I  0 billion eacli at PEC and PEF. respectively, !Iiroiigh 201 8, wliicli is the 
latest conipliaiice target date for current air mid water quality regulations 

While the Utilities expect retail sales growtli in the future, they ale lacing. and expect to c~ntii iue to Tace, rising costs I'lie IJtilities are coiniiiitted to 
continuing to effectively niaiiage costs to minimize tlie expected giowtli in OBM expenses The Utilities aic allo\ved to recovei piudeiitlv incnried luel costs 
tlirougli the file1 portion of our rates, which are adjusted annually iii each state We are focused on niitigating the inipact of rising fuel prices since tlie under- 
recovery of fuel costs iiiipacts our cash flows, interest and leverage, mid rising luel costs and Iiigliei rates also impact customer satisfactioli Our eifoi ts to 
mitigate tliese high fuel costs include our diverse generation mix. staggered fuel contincts and Idging.  and supplier and transportation diversitv 
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The lltilities successliill~ resolved key state regulatorv issues i n  2006. including fuel recovery filings in Soiitli Carolina. North Carolina and Florida and stoiiii 

cost reserve replenishment in Florida The Utilities continue to monitor progress towaid a iiiore competitive environ~iient No retail electric resiructiiriiig 
legislation has been introduced i n  tlie juiisdictions i n  \vliicli I’BC and PEF opeiate As poll of tlie Clean Siiioliestacks Act, I’LC is operating tinder a base rate 
freeze i n  North Carolina tlirougli 2007 As a result of its 2003 base rate pioceediiig. I’EF‘s base rate settlement extends tlirougli 2009 See Note 7 for liirtlier 
discussion oitlie IJtilities’ retail rates 

IVOA‘REG ULA TED B USlh‘ESSES 

Our primary nonregiilated businesses arc Coal and Synthetic Fuels Earnings of Coal and Synthetic Fiiels are iiiipacted largely by tlie volunie 01 syntlictic 
fuels produced and tax credits gener:ited and volunics and prices o i  coal terminal s:iIes 

Through our subsidiaries, we are a iiiajority o ~ i i e i  i n  live entities and a minority owier in one entity, all 01 wliicli own facilities that produce coal-based solid 
synthetic fuels as defined under Section 29/45K of tlie Code. The productiori and sale of tliese pi-odircts qualifies f a  federal iiicoiiie tax ciedits so long as 
certain iequirenients ale satisfied, including a requirement that the synthetic fuels differ significantly in clicniical coinposition from tlie coal used to produce 
soch syiitlietic fuels and that the luel \vas produced from a facility that was placed i n  service before Iuly 1, 1998 Altliougli the Section 29i45K tor credit 
program is espected to coiitinue tliroiigh 2007, recent market conditions, world events and catastrophic wcallier events Iiaw increased the volatility and level 

O f  UY 2007. ~ 1 1  is rxxsibilitv is due to a ulovision of Section 2 9 M K  Iliat 

provides that il annual average market prices for crude oil esceed ceitain prices, the an~ount of tax credits is reduced for tliat year 111 Jaiiuain 2007, we 
entered into derivative contracts to hedge economically a poi-tion ol our 2007 syntlietic fuels cash flow exposure to tlic risk of rising oil pi ices U i c  notional 
qumtity of these oil price hedge instriiments is 23 inillion barrels and will provide protection for the eqiiivalent of approsimntely eight million tons of 2007 
syntlietic fuels production Ilic contracts will be marked-to-market with chmiges in fair value recorded tlirough earnings Our syiitltetic l i d s  production levels 
fool 2007 reiiiaiii uncertain because we cannot predict with any certainty the piice of oil ior 2007. We will coiitiiiiie to ~iionitor the eiivironme~it sitnounding 
synthetic fuels production and will adjust our production or consider other altematives as \varranted by changing conditions See additional discussion or 
synthetic fuels tax credits in “Application of Critical Accounting Policies and Bstiinates - Synthetic Fuels Tax Credits,” “Other Matteis - Svntlictic Fuels Tax 
Credits” and Itein 1.4, “Risk Faclors” 

. .  . .  . . .  . .  

As discussed niore fiilly i n  Note 3 mid “Results of Operations - Discontinued Operations,” in accordance with our business strategy to reduce our business risk 
and to focus oil the core operations of the Utilities, many ofour  nonregulated business operations have been divested or are i n  the process 01 being divested 
Consequently. we no longer report a Progress Ventures segiiient, and tlie cocnposition of other continuing seginents has been impacted by these divestitures 
l‘lie.sc operations liave been classified L?S discoiitiiiucd operations i n  tlic accoiiipanyiiig fi~taiic~al statcmcnts As ol  December 31. 2006. tlic canyirig value of 
long-lived assets of the remaining nonrcgulated electric geneiation operations and energy marketing activities and the iomnining coal mining oper:itions and 
other fncls businesses was $573 million 

Tlie Progress Registrants are subject to vaiious risks For a discussion of their ciiiieiit mateiial risks. see lteni I A, “Risk Factors ” 
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I< ES U LTS 0 F OPE RAT IONS 

111 this section. e:irniiigs and tlie factois affectiii 
which is lollowcd by a tiioie debiled discussioii and annlysis by business seginent 

earnings are discussed The discussioii begins with summarized overview 01 o u r  coiisolidated eaniiiigs. 

OVERVIEW 

For the ye:ir ended December 3 I .  2006, our net iiicome \vas $571 million or $2 28 per share coinpared to $697 million or $2 82 per sli:ir(: for the saiiie period 
in  2005 For tlic year elided Dcceiiiber 31, 2006, our inconie froti1 continuing operations was $514 million coinpaled to $721 million Tor the sanic period iii 

2005 The dcciease iii iiicoiiie from continuing operations as coiiipared to prior yew was due pnniarily to: 

* lower s~~nilichc fiicls carnings pninardy due to lower tax credits, 
~iiipaiimciit 01 all of our synthetic fuels assets and a portioii 01 our coal teriiiiiial aSqets, primarily due to lug11 011 prices, 
d a v o r a b l e  wcatlier at tlie Utilities, 
the cost inculled to iedccm holding coiiipaiiy debt, 

increased iiiiclcar outage expenses at PEC, and 
the prior year gain on the sale 01 our tit l l itv distribution a ~ , e t ~  serving tlic City 01 Winter Park, I% (Winter Park) 

-w-- 

I’ai-tially ollscttiiig these iteiiis were. 

* prior ycni pi~stretiicii~ent and severance expenses related to the 2005 cost-niaiiageiiieiit initiative; 
increased retail growtli and usage at the Utilities; 
tlie gain oii sale of Level 3 Comnii~riicntions, Inc. (Level 3 )  stock acqtlired as part of tlie divestiture of Progress Telccom, LLC (PI L.1.C); and 
the prior ycnr write-off of urirecovcrable storin costs at PE.F 

For tlic year ended I~cceinbcr 3 1. 2005, our net iiicome was $697 million or $2 82 per sliarc coiiiparcd to $759 iiiillioii or $3 1 3  pcr shale for the same period 
i n  2004 For tlic year ciidcd December 31, 2005, oitr incoiiic Irom continuiiig opeiations was $721 million coinpaled to $673  nill lion for tlic sanie pciiod iii 

2004 The iiicrcasc in  iiicoine from continuiiig operations as comparcd to prior year was due priniarily to: 

iiicreascd synthetic fuels earnings; 
* customer growth at the Utjlitics; 

favorable weather at tlie Utilities: 
increased wlioiesole sales at the Utilitiesl and 

* the gain recorded oil tlic salc o l  Winter Pail; utility distiibuiion assets 

Pot tially o lh t t i i ig  these items were: 

postretirement a i d  severance cliarges related to l he  2005 cost-iiianageiiieiit initiative; 
the cliange i n  accounting estirnates f o r  certain capital costs i i i  our distribution operations (Energy Delivery); and 

* the write-off 01 uiirccovcrnblc storm costs at PEF 
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Ow segments contiibuted the following profit or loss from coiitinuing operations: 

(in millions) 2006 Change 2005 Change 200-1 

Total segment profit 704 (207) 911 30 881 

Total inconie froni continuing opei~tions 

Cuniiilntive ellect of clianges i n  accoiinbng principles ( 1 )  I 1 

On Pebi.uary 28, 2005. we approved a workforce restructuiing tliat iesulted 111 a reduction of appiouinialely 450 pos~t~ons In addition lo tlie woi kforce 
IV 

$164 iiiillion 01 pre-tau charges for severance and postretircnlcnt benefits during the ycai ended Decenibe~ 31. 2005 We dld not inciir any sinillar charges 
diinng 2006 Tlic scveranw and postlctlremerit charge5 arc pnniallly included i n  O k M  cymise on the Consolidatcd Statements of Income and w~ll  be paid 
O\'CI t1me 

PROGRESS IXNERGY CAROLINAS 

I'BC contributed segnieiit profits of $454 million, $490 million and $458 million i n  2006, 2005 and 2004 respectively. The decrcase i n  profits for 2006 as 
coinpai ed to 2005 is priniarily due to the unfavorable impact of weatlier. higher O&M expense related to nuclear oiitages, tlie impact of suspending the 
allocation ofthe Palent's incoinc tax benelit not ielnted to acquisition inteiest expense and 2006 capital piqjeet write-offs. See Corporate and Other below for 
additional information on the change i n  tlie tax benefit allocation i n  2006 l i m e  were partially offset by postretirenieiit and severance expe~ises iiicilrred i n  
2005 related to tlie 2005 cost-i~ianageiiiei~t initiative and iiicieased retail customer growtli and usage 

Tlic incrcase i n  profits for 2005 as compared to 2004 is prinlal-ily due IO increased i e~e i i~ ic  fioin rctail ciistonict growtli, the favonblc impact of wcatlier, 
iiicreascd wholesale margins primarily diie io an increase in excess generation reveiiiies and lower depreciation and amortization expense These were 
p:irtially o&t by liiglier O k M  cliargcs prin1:lrily due to postreiireiiieirt and severance charges related to the cost-iuanngetnent initiative and 311 increase in 
expenses charged to other. net 



PEC’s electric revenues and the percentage cliaiigc by year and by ctistoniei class were as iollows: 

( I 1 1  Inllllollr) 

Custonier Class 2006 9’0 Change 2005 ?An Chmige 2004 

Governriierital 91 4 6  87 6 1  82 

PEC‘s electric eiiergv sales arid the pelcentage cliangc by year and by custonicr class \wie as follo\vs: 

(in thousands of MWIi) 
Customer Class Z0OG 46 Cliaiiee 2005 9.6 Cl1anee 2004 

16,259 (2 J) 16.664 4 1  16,003 

Goveriimeiital 

584 
137) 

Total MWli sales 57,876 (2 8) 59.541 4 8  56,802 

PEC’s revenues, cxcluding fuel reventics o i  $1 314 billion and $1 186 billion for 2006 and 2005, respectively. decreased $.33 million The decrease i n  
revenues \\‘as due priiiiarily to the $67 niillioii uniavoiablc impact of weatliet partially ofiset by a $24 million increase in  retail customer growth a i d  usage. 

Weather had a n  unfavorable iiiipoct as cooling degree days were 9 pcrccnt below 2005 and lieating degree days were 12 percent below 2005 The increase i n  
retail custonier growtli and usage \vas driven by :in approximate increase i n  the average number of custoiiicrs of29,000 as of December 31, 2006, compared to 
Deceinber 31. 2005 Although tlie change i n  wholesnle revenue less fucl did not liave a material itiipact on the cliaige i i i  revenues: wliolesale electric energy 
sales were down 6 9 percent primarily due to lower excess geneintion sales iii 2006 coinpaled to 2005, partially otfset by an iiicrwse i n  contracted wliolesale 
capacity. The decrease iii excess generation sales in  2006 conipnred to 2005 is due to Iovorable market conditions during 2005 Uiat resulted in strong sales to 
tlie mid-Atlantic United States. 

PEC‘s revenues. excluding fuel revenues of$]  186 billion and $929 inillion for 2005 and 2004. respectively, increased $105 million The increase in  revenues 
\vas piiiiinrily due to increased retail revenues of $22 inillion as a result of lavorable weatlier. with cooling degree days 6 percent above prior yeor Retail 
ctistomcr growth contributed an additional $46 niillioii iri ievenues in  200s PIX‘S retail customer base increased as approsimatcly 30.000 net iiew customers 
were added during 2005 WIiolcsalc ICI~CI~UCS. cscluding fuel ~cveiiiies. inc~cascd $37 million ivlien compared to $31 1 rnillioii i n  200-1 .The increase i n  PEC’s 
wholcsalc rcvcniics iii 2005 from 2004 is primarily tlie rcsult of increnscd excess generation sales Revenues lor 2005 included strong sales to the mid- 
Atlantic United St:ites as a result o i  favorable niarkct conditiolis In addition. liiglier coritractcd cap:icity coinpred to 2004 further increased wholesale 

revenues 

Industrial electric eiiergs d e s  decreased i n  2006 conipared to 2005 priiiiaiily due to continued reductioii i n  textile iiianufacturing i n  klie Caroliiias as a result 
of global coiiipitioii and domestic co~isolidatio~i Industrial electiic 
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energy sales decreased i n  2005 \vIieii compared to 2004 primarily due to the rediictioii i n  testile manuiacturing iii  the Carolinas and lower deiiiand for both 
piilp and paper products The increase i n  industrial reveni~es for 2006 compared to 2005 and 2005 conipared to 2004 is due to ail increase i n  fuel revctii~es as a 
result o i  higher energy costs and tlie recoveiy of prior year fuel costs 

Firel mid 11tirchnsed power cos~s represent tlie cosls oi generation, ~vliicli incliide fuel pnrchascs for generation, as vvcll as energy purchased in the iiiarket to 
niect custonier load Fuel and a portion of purchased power expenses ale recovered primarily through cost-recovery clauses, and, as such. clianges i n  these 
expenses do not liave a iiiaterial inipact on earnings The difference between iuel and purchased power costs incurred and associated fuel revenues that are 
subject to iecoveiy is deferred for fiituie collection froiii or refuiid to ciistonieis 

Fuel and piirchased power expenses ~ e i e  $1 507 billion for 2006 wl11c1i represents a $1 17 ~iirllion increase eonipaied to 2005 Fuel used i n  electric generation 
iiicreased $137 1n1111o1i to $1 173 billion compared to 2005 Th15 increase IS due to a $141 million incrcare in deferred fuel expense partially offset by a $5 
iiiillioii decrca.;~ 111 fuel used 111 geiierotioii Defened fuel espcnse incleared ar a result 01 an increase in North Caroliiin and Soutli Carolinn fuel recovery 
I.11P.P Ft,r.l 1 1 . ; a d ~ i a n n m a n l v  due to Iowei systeiii reqiiireinenl~ See “Electric - PEC - Fuel arid Piircliased Power” in Iteni 1, “Business” 

lor a s u n ~ n i a r ~ ~  of aveiagc fuel costr Purchased power expense5 decreawd $20 million to $334 iiiillion conipared to piior year The decrease i n  purchased 
power I S  due pnniarily to a cliaiige i n  volume as a icriilt 01 lowei system iequirenicnts 

Fuel :ind purch:ised power espenses were $1 390 billion for 2005, \vhicli represents :i $253 million inci-case compared to 2004 Fuel used in  electric generation 
incieased $200 millioii to $1 036 billion compared to 2004 ‘This increase \vas due to a $308 inillion increase iii fuel used i n  generation due to higher fuel 
costs. a cliange i n  geiieiation niis and increased voliiiiie 1-liglier fiiel costs were driven primarily by a11 iiicrense in  coal and natural gas prices Outages at 
seveial iacilities during 2005 resulted i n  increased coinbustion tui-bine generntion, which had a higher average fuel cost The increase i n  fuel used i n  
generation was olket b)~ a reduction i n  deferred hiel espeiise as a result of the under-recovery of 2005 fuel costs. I’iirchnsed power expenses increased $53 
tnillioii to $354 niillion coinpied t o  2004 The increase i n  puicliased power was due primaiily to a change in volume partially oCt‘set by a deerease i n  price 

OXtM expenses werc $930 iiiillion for 2006, which represents a11 $1 I million decrease compared to 2005 This decrease is driven priniarily by the $55 inillion 
inipact of postrcliremenl and se~~eiance expenses incuired i n  2005 related to the cost-nianagcrnent initintive partially offset by $30 million of higher 2006 
outage expenses at nuclear plants and capital project write-offs o f $ l 6  million i n  2006 

OBM cspenses were $941 million for 2005. wliicli represents a $70 niillion increase conipared to 2004 This increase was driven primarily by postretirenient 
and severance espenses related to tlie 2005 cost-~iinnagemeiit initiative Postretirement and severance espenses related to the cost-~iinnngeiiient initiative 
increased OBM espcnses by $53 million during 2005 This increase included $55 iiiillioii of cliarges i n  2005 compared lo 2004 expenses, which included $2 
inillion related to a separ:ite initiative I n  addition. O&M expenses increased $26 million related to the change in accounting estiniates for certain Energy 
Delivery capital costs. $25 ~i~il l ion for Iiiglier eiiiissioii a11ownnce expeiises, $16 million related to pensioii expenses and $6 million related to Iiurricane 
Oplielin storin restoiatioii costs i n  2005 These uniavoiable itenis were partially offset by deciensed plant outage costs of $12 million compared to 2004, 
which included an additional nuclear plant outage, $8 million of lower. healtli and liie beiielil expenses and a $6 million reduction of surplits inventory 
cspense I n  addition. iesiilts for 2004 included $19 niillion of cost? associated with an ice storiii t11nt inipactcd tlie Carolinas service territory in the first 
quaiter of 2004 and I-Iuriicaiics Charley and Ivan that iinpactcd tlie Carolinas service territory i n  the third qu:irtei of2004 
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Depieciation and aiiiortimlioii expense \\'as $571 million for 2006. wliicli represents a $10 toillion increase compared to 2005 l-liis increase is primarily 
attributable to the $12 inillion impact oC depreciable asset ba.se iiicrenses and $3 iiiillion of deferred environmental cost anio~tizatioii partially offset by a $7 
inillion decrease iri h e  Clean Srriokeslacks Act ariiortizalion We recorded XI40 riiillion 01 Clean Sniokestacks Act atiioflization during 2006 co~npared to 
$147 iiiillioii iii 2005 

Dcpicciation aiid amortization expcnse \vas $561 million for 2005, wliicli ~cp~esen t s  a $9 ~nillioii decrease compared to 2004 This decrease was priniaiily 
attributable to the Clean Smokestacks Act amortization decrease ol $27 million to $147 million in 2005 compared to amortization of $174 million in 2004 
This W:IS pirtially offset by liiglier depreciation espense of $17 million for increases in the depreciable asset base 

Taxes oilier than on income were $191 million for 2006, wliicli represents a % I  3 million increase conipared lo 2005 This increase is primarily due to a $7 
million increase i n  piopcrty taxes and a $6 million increase i n  gross receipts taxes related to liiglier revenue Gross ieceipts t w e s  are collected from ciistoiiiers 
and recorded GS revenues and tlieii remitted to the applicable taxing authority Therefole, these taxes linve no material inipact on earnings 

Taxes otlier tlian on income were $178 million for 2005. ivliicli icprcseiits a $5 niillioii increase compared lo 2004 primarily due lo higher payroll lases of $5 
ti1 illioii 

Otlier operating espenses consisted of a gain of $1 ~iiillion in  2006 compared lo a gain o l$ l  1 million in 2005. and a gain ol $12 million i n  2004 The decrease 
iii tlie 2006 gain is prinioiily due to fewer land sales 

Total otlier inconie (expense) \vas $50 niillion of iiicoiiie for 2006, \vliicli reprcseiits a $57 million increase compared to 2005 This iiicrease is priiiiarily due 
to the $32 million impact of reclassifying $16 millioti of indcmnilicatioii liability expenses incurred i n  2005 for estimated capital costs associated with the 
Clean Smokcstaclis Act expected to be incurred i n  cxccss of the masiriium billable costs to thc joint o~viicr. This expense was reclassilied to Clean 
Smokestacks Act aiiioitizotion and liod no impact on 2006 caniings (See Note 21 B) Interest iiiconie incieased $17 million Cor 2006 compared to 2005 
primarily due to iiiwstnient interest and interest o n  under-rccovcred fuel costs I n  addition, the change i n  otlier income (expense) includes a W million 
iavorable iiirpact related to irecording an audit settlenient with the Federnl Energy Regulatory Comniission (FERC) iii 2005 

Total otliei iiiconie (expense) was $7 million of expense i n  2005 compaied to $3 million of income for 2004 The $10 niillioii increase i n  espense for 2005 
coiiipared to 2004 was priniarily dire to the $ I  6 million indemnification liability discussed above and $4 niillioii related to an audit settlement with the FERC 
Tlresc rveie paflially oKset by a $7 1iiiJ1io11 n?.ite-off of nontmde rcccivables i n  2004 

Total iiitcrest cliargcs. net w r e  $21 5 million for 2006. wliich icprescnts a $23 iiiillioii increase compared to 2005 This increase is primarily due to the $20 
tnillioii iiiipact o r a  net increase it1 average long-tcnii debt 

Iticnnie tax expaise wis  6265 iiiillioii. $239 niillioii and $239 tiiillioii in  2006, 2005 aiid 2004. respectively The $26 millioo inconie tas espense increase i n  
2006 coinpied to 2005 is priiiiarilv due to the allocation of $23 iiiillioti of the Paieiit's tax beticlit not related to acquisition interest espeiise ill 2005 that is no 
longer allocated i n  2006 See 
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Corporate and Other below lor additional in~oiiiiatioi~ 011 tlic change in the tax benefit allocation i n  2006 Otlier Lluctuatiolis ill it~coinc taxes a ~ c  ptitnanly due 
to changes i n  pic-tax inconic 

PROGRESS ENERGY FLORIDA 

PEIY contributed segment profits 01 $326 million, $258 million and E.333  nill lion in 2006, 2005 aiid 2004, respectively Tlic iiiciertsc iii profits for 2006 as 
coinpared to 2005 is prinianly duc to tlic impact of postretirement and sevcrnnce costs incurred i n  2005, incrcascd ictail customcr growth and usage. an 
inc~ease in rental and otlici niisccllaneous service icveiiiies and the impact of the 2005 write-off of unrccovcrablc storiii costs. Tlicsc were partially offset bv 
tlic 2005 p i n  oil the sale o i  thc i i t i l i ty  distribntion assets serving Winter Park, the unlavorable impact oT weather on rcvennes and the impact of suspending 
tlic :illocatioii of tlie l’areut‘s Ins beiiclit not related to acquisi tion internst expense See Corporate and 0 t h  below Cor additional idonat ion  on the cliangc iii 
the 13s beticlit allocation i u  2006 

The dccicasc 111 2005 profits as coinpared to 2004 IS prmiarlly due to liigher OBM cqx!nses (35 a icsult of posttctircmc~it aiid severnncc costs. the change 111 

accciiriiting e5trniatcs lor eertnin Energy Delivery capital  cost^. tlie wire-or1 ot uniccoverable storm cosis and costs associated with outages) and lower 
:ivciage tisage per retail ciistoincr paitially olTsct by the favorable impact of weatllel, higlicr \vholesalc $81~5, the gam 011 die $ale o! the utility distiibtition 

assets sciving Wtntei Park. aiid increased 1cta11 cusloincr growtli 

1’EI:’s clectric revenues and flie percentage change by year and by customer class were as follows: 

(111 mllllollS) 

Custoniei Class 2006 06 Cllallge 2005 % Change 2004 

2 0  S 1,570 3 4 $  1.518 

P f3 .5  clccti~c energy salcs and the percentage changc by year mid by cnstonier class were us 1oIIo~~s 

(in tlionsands 01 MWh) 

cum IllCl  c1a1 

Illdl 
Govcl Ilnlcntal 3,276 2 4  3,198 5 1  3.0-14 

Total MWh salcs 43,731 44,436 1 8  43.653 
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PEF‘s revenues. excluding iuel and otlier‘ pass-tl~roi~gl~ revenues of$3  038 billion and $2 385 billion for 2006 and 2005, respectively. increased $31 million 
The increase i n  revenues is due to increased retail custc)iiier growth and usage o i  S25 million and a $21 million increase i n  rental and other miscellaneous 
service r even i~~s  paitidly ofisct by a $1 3 million iiniavorable impact o i  weather The incieasc in retail customer growtli and usage was driven by an 
:Ippl-oximatc iiicrease iii the aveiagc number of customeis of 35.000 as of December 31,  2006, co~npared to December 31, 2005 The weathcr impact is 
priiiiarily due ton  16 percent decrease i n  lieating dcgice dam compared to 2005 

PEF‘s revcnucs. excluding liiel and otliei- pass-llirough revenues of E2 385 billion and $2 007 billion for 2005 and 2004. respectively. increased $52 million 
The incicasc in  ieveiiucs \vas due i n  part to hvoiablc \vcalhei i n  2005 of El6 i nil lion with cooling degree days 11 peicent higlicr than 2004 Retail ciistonier 
growth contribiitcd an addi~ioiial $21 million :IS tlic approximate average nuinber of customers increased 30,000 as of December 31. 2005, compared to 2004, 
and tlierc nus :I significant reduction i n  Iiurricaiie-related customer out:cges compared to 2004 This growth in retail revenues was olfset by lower retail 
revenues of $10 inillion i n  the Winter ]’ark :]rea due to the sale oi the related distribution system in 2005 and a11 $8 million decline i n  average use per 
customer Wliolesale revenues nct of fuel iricieased E18 million auiibuted to new contracts. including the service to W i n k  Park resulting from the switcliing 
of the sales to tliese custoiiiers ironi retail to wliolesale Revenues were also favorably impacted by a reduction i n  the provision for revenue sharing of E10 
inillion and higliei niiscellaneoiis revciiiies oi $6 million 

Fuel aiid piirchnscd power costs represent the costs o i  generation. which include iuel purchased for generation, as well as energy and capacity piirchased i n  
rlie nr:irkct to meet custoincr lo:id Fuel. piircliased power nnd capacity expenses me recovered primarily tluougli cost-recovery claoscs, and, as such, changes 
in  tliese expenses do not liave a niateii:il impact on ea1 nings The dilTcrence between l’uel and put chased power costs incurTed and associated fuel rcvenue~ 
that are subject to rcco~ci-\~ is deferred for future collection from oi r e f d  to custo111er~ 

Fuel and purchased power expenses were $2 601 billion i n  2006. wiiicli iepresciits a $584 niillion increase compared to 2005 Fuel used i n  electric generation 
increased $512 inillion due to a $552 inillion iiicrcase i n  deferred iuel exp i se  resulting froni an increase i n  the fuel recovery rates on Innuaiy I ,  2006 This 
\vas partially ollset by a $4 1 million decrease i n  current year fuel costs due primalily to lower systeni req~~irenients See “Ekctric-PEI; -Fuel and Purchused 
Power” i n  Item 1. “Business” lor a suiiiiii:m of average fuel costs Purcliased power expense increascd $72 nlilliori primarily due to a $48 million increase i n  
current yea1 piircliascd power costs ~csi~lt ing lroiii liiglier niarkct prices and a $23 raillion increase i n  the recovers of def‘errcd capacity costs 

1:ucl and puicliased power expenses \\'tie $2 017 billion i n  2005, whicli iepreseiits a $275 million increase compared to 2004 This inciease \vas due to 
increases in fuel used i n  electric pener:ltion mid purcliascd powcr expenses of $148 million and $127 million, respectively Higher system requirements and 
increased fuel costs i n  2005 accounted lor $342 million of the incrcase in fiiel used in electric generation The increase i n  id used in generation was offset by 
a ieductioii i n  delbrred fiiel espeiise a s  a resirlt 01 the ~rr~der-recove~y of 2005 fiuel costs Puicl~ased power increased piiniarily due to higlier prices of 
purclinscs i n  2005 as 3 I-esult 01 increased Iiiel costs 

OBM expenses were $684 iiiillio~~ i n  2006. wliicl~ represents a $168 million decrease coinpaled to 2005 The decrease is primarily due to a $102 niillion 
impact of postietirciiient ontl severance costs associated with the cost-mniiage~iie~it initiative in 2005, $24 iiiilliori of lower enviionniental cost-iecovety 
expenses due to a decrease i n  emission allo\\’iinccs aiid lower recovery iates. $17 million related to the 2005 write-off of unrccovcrablc storm restoration costs 
(See Note 7C). a $9 inillion decicasc in nucleai outage costs and a $6 million impact related to the 2005 wiite-off o l  GridFloiida regional Iransuiission 
organization (RTO) startiip costs that were previouslv recowred i n  revenues The cnvironmental cost-rccoi;ery expenses arc recovered through 311 

C I ~ ~ ~ ~ I - ~ I I I I ~ ~ I ~ I ~ I ~  cost-rccovcw cI:it~sc ond. therefore, II:KC no inaterial impact on camings 
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OBM espeiises were $852 million i n  2005. which repiesents a $222 inillion increase wlieii coinpared to 2004 Postretilenient and severance costs associated 
with the cost-niniiagenieiit initiative increased OBM costs by $102 willion duling 2005 I n  :iddition, 1’111; wrote off SI 7 million o l  unrecoverable stonii cosls 

associated witli the 2004 hurricanes (See Note 7C) OBM expense also iiicreascd $37 Inillioii primarily ielated to the change in accounting estimates for 
certain Energy Delivery capital costs and increased $26 niillion due to liiglier environmental cost-recovery expenses (primarily emission allowances) The 
remaining increase i n  OBM espense is attiibutable lo $9 million of expenses related to outapes i n  2005, an $8 inillion workers’ compensolion benefit 
adjustincot recorded i n  2005, $6 niillioii rclated to the 2005 write-oil of GridFlorida RTO startup costs Iliat were previously recovered, and $5 million o l  
additional bad debt expcnse 

Depieciation and amortization expense \vas $404 million li>r 2006. whicI1 repiescnts an increase oi $70 million coinpared io 2005. primarily due to a $72 
inillion increase ill the anioi1izatioii o i  storni rcstoiatioii costs (See Note 7C) and a $48 niillion increase i n  utility plant depreciation prtially offset by a 651 
inillion decrease i n  expenses related to cost of ienioval pnniarily due to rale clianges resulting froin the 2005 depreciation study effective .January 1, 2006 (See 
Note 5D) Stoi ni restoration cost amortimtion is recoveled i n  revenues tlirough the storni recovery surcliarge and. tlieiefore, I us  no nia1erial impact on 
earnings 

1 3 - p  . . 1 , q $7,14 don lor 200 S. \vliicli 1cp1cscn1s an incrcasc of $53 i n i l l i o i i  compared to 2004 pnnianly due to the 
amortization of $50 niill ioii in storm resloiatioii cost5 that bcgan i n  August 2005 (See Note 7C) 

Taxes otlier than on incoine were $309 inillion i n  2006, which repiesents an increase oi 130 million coinpaled to 2005 Tliis increase is pnniarily due to $18 
niillion or higliei gross receipts tases and $1  4 million of  higher Itancliise taxes. related to an increase in reveiiiies. partially offsct by lower payroll taxes. 
Gross receipts mid francliise taxes ale collected from custoiners and recorded as revenues aiid then reniirted to the applicable taxing authority. Therefore. these 

taxes have no material impact on earnings 

Tases other than oil income were $279 inillion in 2005, which iepesents an inciease d $ 2 5  iiiillioii coiiipaicd to 2004 Tliis increase was due to increases i n  
gross receipts and iraiichise tuxes of $8 inillion eocli. related 10 an inciease in  revenues. a $5 million iiicrease il l  payroll taxes and an increase i n  property taxes 
of $3 million 

Other opemtiiig expenses were a p i l l  o i$2  million in 2006 coniprcd to a gain of $26 million i n  2005 and 3 gain of$2 inillion i n  2004 Both the decrease in 
the gain for 2006 compared to 2005 and tlic increase i n  tlic gain Liom 2005 conipai-cd lo 2004 are piininlily due to the $24 niillioii gain on tlie sale of the 
utility distributioii assets sei-ving Wintel Park recoltfed i n  2005 

Total oll~er income \\)as $28 millioii for 2006. \vliicli represents a $20 million increase coinpared io 2005 ‘This iiicrease is prinlnrily due to $8 million of 
increased iiivestment interest income aiid $6 niillion of interest 011 unrecovered stomi restoration costs 

Total iiitcrcst charges, net wcre $1 50 inillion i n  2006. wliicli represents :in increase oC $24  nill lion compared to 2005 Tlic increase i n  interest charges is 
piiniarily due to the 120 inillion iinpacl oi n net inciease i n  a\wnge long-term debt 



Chsc No. 2011-124 
StalT-I)R-OI -009 i att;ichnient 

Poge 70 of 4G4 
(Progrrss Eoergv) 

Total inteiest cliaiges. iict were $126 inillion in 2005. which represents an increase o i  $12 niillioii compared to 2004 The incrmse in  interest expense \vas 
priiiiarily due to increased coiiiinercial paper borrowings and a net increase in  average long-tetm debt 

Income tax expense was $193 niillion, $121 million and $174 inillion i n  2006. 2005 atid 2004. iespcctively The $72 ~iiillion iiicoiiie tas expense increase in 
2006 compared to 2005 is priinarilv due to changcs i n  prc-tax incotne 111 addition. 2005 inconie tax cspelise included tl~e ollocafion o l $ l  3 ridlion of llic 

Parent’s tax benefit not related to ocquisitioii interest expense that is no longer allocated i n  2006 Scc Corpoialc and Other below foi additional information 011 

tlie change in the 1 s  benefit allocation i n  2006 Fl~ichiations iii iiicoine Ins eqxnse bctween 2005 and 2004 are priinoril\f due to changes in pre-tax income 

COAL AND SYN‘YIIETIC IWELS 

The operations 01 the Coal and Syntlietic Fuels segment ~riclude syntlietic fuels pioducttoii and coal lertiiinal operations llie following suniiiiarizes the Coal 
and Synthetic Fuels segoieiit profits 

-- 

Segment (loss) profits (76) $ 163 $ 90 

The prodidon and sale oI synthetic luels generate opeinling losses. but qiialiLj1 for tax credits iiiidei Section 29145K. wliicli geneinlly more Ilinn offset the 
cflect of such losses (See “Otlier Mattcis - Synthetic Fticls Tax Cicdits” below) 

Resnlts from the syntlietic hels  operations are siiiiitiiarized Iielo\v 

(in millions) 2006 2005 2004 

After-tw gain oii sale of as~ets  3 20 5 

Net operating loss (NOL) wluation allowance (13) 

Tax credits previously unrecorded 10 

Piior to 2006, our syntlietic fuels pioductioii levels and the iuiioinit of tm credits w e  could clnini each )‘car were liiiiited by o u r  consolidated regtllar federal 
income tns liability With tlie redesigiiotion o l  Section 29 tax credits as Section 45K general business credits, 11iat liniitatio~i was  removed effective lanuary I ,  
2006 

Synthetic fuels opelations’ net (loss) piufit cliaiigctl lion1 3 prolit of $ 1  55 million in 2005 to 3 loss oi %-14  nill lion in 2006 ptim:irily due to lower svnthelic 
fuels production as ;I result of high oil prices. which increased the potential phase-out of tax credits 7 he 6 4 niillion t o n  dccrc:i.sc i n  syntlictic fuels production 
restilted i n  $79 iiiillion oi lower after-tas losses .llie decision to idle ow synthetic I’iicls iaciliticr ~iecessitated 311 ii~ip~iniiciit test and resulted i n  the 

impainiieiit o i  our synthetic iuels assets (See Notes 8 and 9) l l ie  lower productioti also resulted i n  a $1 60 inillion 
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reduction i n  generated 1:ix credits, and as a result oftlie high oil piices. we recorded a $38 million tar ciedit resci-\’e due to the estimated pl~nse-out The higlier 
2006 average oil piices and the uncertainty ol tlie final phase-out percentage for 2006 icsulted i n  a SI 7 inillion after-tax decrease in our gain on sale of assets 
due to iecognizing a lowei gain on the inonetizatioii oftlic Coloiia Syiifiiel Limited Partnership, LLLP (Coloiia) facility compared lo 2005 (See Note 3.J) The 
gain for 2006 is expected to be recorded i n  2007 wlien the l i d  phase-out percentage has beeri calctilated. As o l  Decetiiber 31. 2006. $7 niillion of deferred 
gain was recorded oil tlie Consolidated I3nlnnce Sheet 111 addition. results were unlavorobly inipncted bv the recognition of a valuation allowance iecoided 
against the deferred tax assets for state operating loss carry forwards Due to tlie iiilpairnient of our synthetic luels assets, the impairnient charge included 
approximately $12  nill lion of depreciation and ainoitization expense that would otlierwise Iiave becii rccoided i n  2006. and $25 ~nillioii o i  depicciation and 
amortization expense that would otherwise have been recorded during 2007 

Synthetic fuels operations’ net (loss) profits increased i n  2005 as compared to 2004 ditc prinlarily to :In incre:ae ill syntlletic li~els production and an 
additional $2.3 niillion pre-tax gain recognized on the nionetization oi the Colona facility compared to 2004 (See Note 3.1). pai tially oll’set 11s an increase i n  
operatiiig expenses 111 addition, earnings i n  2005 iiicludc a SI0  million favorable tas credit tntc-~ip related to 2001 Our total syntlietic fuels prodtictioil of 
approximately 10 million tons in  2005 is gicater than 2004 production levels of approximatcly eight niillioti tons as a result of Ii~irricane costs i n  2001. \vliich 
reduced our projected 2004 regular tax liability and our coi~esponding abilit)r to record tax credits hoin syntlietic luels pmductioii 

Our future synthetic fuels pioduction levels cor 2007 reiliain iinceitoin due to the recent volatility 01 oil pirccs See ”Otlier Matteis - Syiitlielic Ftiels To.; 
C m b e l o w a l  jrrforniation on the iiiinact of oil pncey 011 Sectroll 29/45K la.; credits, tlie rcslrll> 01 0111 interim impainncnt review and a 
discussion of uncertainties surrounding our vntlictic fuel\ produdion i i ~  2007 

Coal terminals and marketing (Coal) operations blend and transload coal 3s pi t of tlie trucking. rail and barge Iiel\vork for cod  delivery This business also 
113s a11 operating fee agreement with our synthetic fuels operations for procuring and piocessing of coal and the translonding and iniarketiiig oi syntlietic fiiels 
As a result of the ielationsliip with the syntlietic fiiels operations. fluctuations i n  Coal’s annual earnings are priiiiarily related to pioduction \~oIi i i i ies at our 
synthetic fiiels facilities Coal operations contributed earnings o1$12 inillion $4.3 million and $.%I inillion i n  2006, 2005 and 2004. respectively Coal’s 2006 
results \wre negatively impacted by the inipairnient of a portion of Coal’s tenniiial assets, wliicli resulted in  a pre-tax charge o i S l 7  inillion ($10 inillion after- 
tax) and lower reveiiiies related to lower production at our synthetic fuels facilities and liigliei cost of sales dne lo liigliei coal prices (See Note 9) These were 
partially on‘set by an $1 1 million pie-tax reduction i n  expense related lo a rcstriicturcd cod  stlpply coiltiact due to 2005 coal coniniitnients tlint were not 
delivered During the first quarter o f  2006. one of Coal’s supply contracts was restructured resulting in a pavincnt of $ 103 inillion to Coni Tliese proceeds 
covcred long-term coal supply coiiiniitments from 2005 throogh 2007 and will be recognized ovci llic lifc or  the contract as coal is ieceived and the related 
inventory is utilized Future amorti7~tion of these proceeds will be wholly offset by l l~e incl-cased contmct price and is theicli,re not expected to niatei idly 
impact earnings As a result of tlie impairment of Coal’s temiiiial assets discussed above. the impairment charge included approximately $6 million o l  
depreciation expense flint would othenvise have been recorded i n  2006 arid approsiniately $ I  I million oi dcprcciolioii expense that would otlierwise 
have been recorded during 2007 Tlie Coal and Syiitlietic Fuels segment has long-teim fixed price co:il purcliase coiitracts to provide a poilion oi tlie feedstock 
coal required to meet 2007 solid synthetic fuels production or to resell as coal As a resitlt. tlie 2006 decline ill coal prices is expected to negativel\’ impact the 

financial perforniance of the Coal and Synthetic Fuels segment conipared to pieviotis )’cars 

The increase i n  earnings for 2005 conipaied to 2004 \vas primarily due to additional revenues at the coal tcnniiials ielated to iilcieoscd piices and volunles and 
additional intersegment fees lor bolh the coal teiniinnls and marlieling operations due to increased syntlietic fuels production. Tliese were partially offset by an 
incrensc in  the cost of coal purchased by tlie coal terminals opelatioils due lo increased prices and lnrger volumes and lower third-poi-ty sales by the marketing 
ope rations 
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Corporate oveiliead aiid otlier operations incurred los.ses of $44 iiiillioii. $35 iiiillioii and $36 million for the years elided December 3 I .  2006. 2005 and 2004. 
respectively The iiicrease i n  losses for 2006 compared to 2005 is priiiiarily due to the decreased allocatioii oi iiitercst and ove11ie:ids to discontinued 
operations as a result of the divestituies completed duiiiig 2006 

CORPOIL1TE AND OTIIISR 

The Corporate and Other segment consists of the o~~erations of the Parent. I’liSC aiid other consolidating and nonoperating entities (Corpxate) Coqioratc and 
Otlicr also includes other nonregulated business areas Corporate and Otlicr iticonic (expense) is suiniiiarizcd b c h v  

( I l l  mllllons) 2006 Change 2005 Cllangc 2004 

- $ (190)s  18 6 (208) Corporate and Other after-tas expcnse 

Other interest expense, ~vliicli iiicludes elimiiiatioii entries. increased $12 million for 2006 conipared to 2005 priiiiarily due to a deciease in the interest 
allocated to discoiitiiiued operatioiis and a deciease in the eliiiiiiiation of iritercoiiipariy iiiterest expense diie io  lo\ver iiitcicoiiipaiiy debt balances partially 
oKset by lower interest expense due to lower lioldiiig coiiipany debt The decrease in interest expense allocated lo discontiiiiied opetations resulted fi.oiii the 
full year allocations of interest expense in  2005 compared to partial year allocations of iiitcrest in 2006 for opcratioiis that were sold i i i  2006 The decrease in  
other interest expense for 2005 compared to 2004 is priiiiarily due to the iiicrcase ii i  the interest allocated to discoiitiiiued operalioiis partially olfset by a 
decrease i n  interest rate swap activity that benefited fioin lower variable rates during 2004 

Progress Energy issued 98 6 inillioii contingent value obligations (CVOs) in connection \villi UIC acquisition o i  Florida Progress Corporation (Florida 
Progress) i n  2000 E,acli CVO represents the riglit of the holder to receive contingent payments hised on the perforilialice 01 lour syiithetic iuels facilities 
owned by Progiess E.iiergy The payiiiciits, if any. are based on the net after-tax cash flows the facilities getieiate At Decenikr 3 1 .  2006. 2005 and 2004, the 
CVOs had a iair iiiarlcet vnltie of approxiiiiately $32  nill lion, $7 million and $ I  3 million, respcctively Progress E.ilergy recorded a11 utirealized loss of $25 
million for 2006 and unrealized gains of $6 niillion and $9 million for 2005 and 2004. iespectively. to iecoid the clianges in Iaii value oi CVOs. which /lad 
average unit prices o i$0  33, $0 07 and $0 14 at December 31, 2006, 2005 and 2004. respectively 

For the year ended Deceiiiber 3 1 ,  2006, inconic tax expense was not increased by tlie allocalion of tlie Paleiit-s iiicoiiie tax betielits not ielated to acquisition 
interest expense to profitable subsidiaiies. Due to the repeal of the Public Utility I-lolding Company Act of 1935. as amciidcd (PUI-1CA IY35), beginning in 
2006 we no longer allocate tlic Parent income tax beiicfits not related to acquisition interest expciisc to profitable subsidiaiics Since 2002. Parei~t iiicoiiie tax 
bciielits iiot related to acquisitioii interest cxpense were allocated to piufitablc subsidiaries. in accordance witli a PlJl~lCA 1935 ordcr For the years elided 
Deceiiibei .31,  2005 and 2004, iiicoiiic tax cxpcnsc \vas increased bv $38 million aiid 537 million. respectively, due to the allocation oi the Parent‘s inconic tax 
benefit 

O d w  income tax benefit iiicreased for 2006 coiiipared to 2005 primarily due to increased pie-tax espetisc 31 tlie I’aiciit Otlicr iiicoiiic tax benefit decieascd 
for 2005 compared to 2004 due priiiiarily to  Ioivcr pre-tax expense at the Parent 

For 2006, othei expeiise was $28 inillion coniparcd to $7 niillion in 2005 The $21 iiiillion cliaiige is piiniarily due to tlic $59 iiiillioii pre-lax ($35 iiiillioii 
after-tax) loss 011 redeiiiption o i  holdiiig company debt (See Note 12) partially o l h t  by tlie $1 7 inillion pic-tax gain. iiet of iiiiiioiily inteiest, oii IIie sale oi 
Level 3 stock subsequent to the sale of PT LLC (See Notc 31)) 111 addition, other expense cliaiiged due to a 814 iiiillioii iiicicase iii interest 
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income on teinporary investn~eiits due to proceeds h n i  the sale of IkSoto County Generating Co . LLC (DeSoto). Itowan County Power. L 1.C (Rowail) and 
Gas T h e  $37 million decrease i n  other expense from 2004 to 2005 was priinaiily due to the $43 million ye-tax ($29 million after-tax) ~cttlcnient agrcenient 
i n  2004 that our subsidiar)~ Strategic Resource Solutioiis Coip. reaclicd with tlic Sa11 Francisco United Scliool District related to civil proceedings 

DISCONTINUED OPERATIONS 

Ovcr the last several )wrs wc lime reduced our busincss risk bv cxiting the majoritv of our nonrcgulatcd businesses We divcstcd. or announced divcstitiircs. 
of niultiple nonregulatcd businesses during 2006 i n  accoidaiice with our business strategy to reduce oui business iisk mid to rocus 011 the c o n  operations of 
tlie Utilities Consequently, we no longcr report a Progress Ventirrcs segment, and the conipsition of otlier continiiiiig segnicnts 113s heen impacted by these 
divestitures 

cco 0 1 3 ~ ~ 1  TIONS 

On December 13. 2006, our board 01 directors appioved a plan to pursue the disposition or substantially a11 01 Piogress Ihergy Vcntuies. Inc ‘ s  (I’VI) 
md..trdc n ~ t ~ i o ~ i ~ i i a l e l ~  1.900 inemwalls of power gcncialioii facrlilrcs 111 

Geoigia, a? wcll a> forward gas and power contractr. gas tiansportation storage aiid structured power and other coiitiactn, including full rcqu~rcnicnt contracts 
with 16 Georgia Electric Meinbersliip Cooperatives (the Gcorgia Contracts) Wc cxpcct to coniplete tlic disposition plan i n  2007 As a rcsiilt 01 the disporition 
plan, we recorded an dtcr-ta\ estimated loss on Ihe sale of $226 million 111 December 2006, which includes dii impairnient clixgc rclnled to the gcncraiion 
asrets and iiitaiigiblc assets to reduce the canying value of the assets that are evpccted to be sold to their estimated lair value lcr\ cobt to wll (See  Note 3A) 

I n  2007, we aiiticipate recording additional iiiatcrial charges i n  discontinued operations related to tlic disposition plan Tliese additional cliarges relate 
primarily to costs to k incurred to exit the Georgia Contracts ‘lhesc costs could exceed $200 million afier-mx If CCO divests 01 its generation Ijeilities but 
not the Georgia Contracts, CCO will continiie to fu l f i l l  the contractual obligation through tolling agreenierits 01 purchases i n  the spot niaikel 

Due to the reclassification of the reinaining CCO operations to discontinued opeiations in  Deceniber 2006, ~iianagcnient detcnnined that i t  was no longer 
probable that tlic iorecasted transactions underlying certain del ivative contracts covering approsiniatcly 95 billion cubic lcct (Bcl) 01 iiatural gas would be 
fulfilled. Thercforc, tlicse contracts wcrc no longcr treatcd as hedges and werc dcdcsignated, and cash flow hedge accounting was discontiiiocd Changes i n  
inarkct prices sincc inception resiiltcd in  tlic rccogiiitioti of tinrcalizcd mark-to-niarket gains of $92 million prc-tax ($60 niillioii aftci -tax) for2006 Future 
price volatility i n  the natutal gas niarkct will cause us to iecoid inark-to-inaiket changes tlirough earnings of discontinued operations and will ilicreasc the 

volatility of fiiturc CCO operating results 

CCO‘s opcrations generated net losses lion1 discontinued operations of $57 million i n  2006, $54 niillion i n  2005 and $23 million i n  2004 The increase i n  loss 
for 2006 compared to 2005 is priniarily due to the $64 niillion pre-tax impairment loss ($42 million afier-ins) on good\vill rccogiiized in  tlie lirst quarter o l  

2006 (See Note 8) and an increase i n  realized inark-to-mmket losses on gas hedges due to gas price volatility 1-liis \vas partially offset by a Iiigher gross 
margin rclated to serving the fixed price full requirements contracts that begaii in April 2005 and serving :in incrcased load on a prc-existing eoniract i n  
Georgia, and $66 ~nillioo pre-lax of unrealized mor’lc-to-n~ail;et gains, primarily related to tlie dedesignated natural gas liedges discussed above 

The increase in  loss for 2005 compared to 2004 is due priniarily to a reduction in gross margin of $79 million pre-tax ($47 inillion aftci-tax) partially ofLset by 
favorable aiiiortization aiid interest expeiisc fluctiiations Contract niargins wcrc unfavorablc iri 2005 compared to 2004 due to the expiration of‘ certain abovc- 
niarkct tolling agrcemcnts and decreased caiiiings from ncw and existing full rcquircmcnts contracts due to Iiiglicr fuel and purcliased po\\’cr costs paltially 
oKsct by net realizcd and unrcalizcd mart-to-market gains Depreciation mid 
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aniortization expenses decreased $6 inillion pre-tax ($4 million aftei-tax) as a result of tlie expilation of ceilaiii acquired contracts 11131 were siib.iect to 

ainorti~atioii 

On May 2, 2006. our board of dircctors approved a plan to divcsl of our DeSoio and liowan subsidiaries. DeSoto and Rowan were subsidiaries of Progress 
Energy Ventuies. lnc DcSoto owiis a 320 MW dual-flicl conibustion turbine clectric generation racility i n  l3cSoto County. Fla. and Rowan owns a925  MW 
dual-f~icl combined cycle and conibustion turbine electric generation facility in Rowan County, N C On May 8,2006, we entered into definitive agreements to 
sell DeSoto and Rowan. incltrding certain existing power supply contracts, io  Southern Power Company, a subsidiary of Soiilhern Com~iany. for a gross 
purchase price ai approximately $80 niillioii and $325 million. respectively We used the proceeds froni the sdes to reduce debt and for other corporate 
purposes (See Note 3C) 

7-he sale of DeSoto closed i n  the second qriarter o i  2006 and the sale of Rowail closed during i l ie third quarter of 2006. We recoirfed 311 after-tax loss of $67 
inillion during the year ended Deceniber 31, 2006. on the sale of DeSoto and Rowan Discontinued DeSoto aiid Rowan operations had combined earnings o i  
$10 million. $3 million a id  $8 million for tlie years ended December 31. 2006, 2005 and 2004, respectively 

On July 12. 2006, 0111 board of directors approved a plan to divest of our natural gas d~illing and production business (Gas), which includes Winclicstei 
Production Company, Ltd (Winchester Producfion)~ Wesfchester Gas Company, Texas Gas Gathering and Tnlco Midsfreani Assets Ltd . all are subsidiaries 
of Progress Fuels Corporation (Progress Fuels) On luly 22, 2006. we entered into a definitive agreement to sell Gas to E.XCO Resources. Inc for $1 2 billion 
in  gross cash proceeds We lecorded an after-tax gain 01 $300 inillion during tlie year ended December 31. 2006. on tlie =le of Gas Proceeds from the sale 
were used priiiiarily to reduce holding company debt and for other corporate purposes (See Note 3B). 

The transaction closed on October 2. 2006 Specific assets included over 325 Bcf equivalent of proved natuial gas reserves, over 350 miles of pipelines. over 
500 producing wells and other related assets, a11 of which weie  located in Texas and Louisiana Discontinued Gas opelotions liad net eaiiiings from 
disconiiiiued operations of $82 inillion for the year ended I)ecember 3 I ,  2006. compared to net earnings froin discontinued operations oi$48 niillion for the 
same period i n  2005 The increase in  net earnings is priniaiily due to increased pioduction. higher riiarket prices and inark-to-marltei gains on gas hedges. 

Gas operations generated profits of648 niillion for ilic same period in 2005 coiiiparcd to $76 inillion for the year eiided December 3 1, 2004 Tlie decrease is 
priiiiarily due to ilic gain iccognized on the sale oi gas assets i n  200-4 111 December 2004, we sold certain gas-producing propcrtics and r.clated assets owned 
by Winchester Production (North Texas gas operations) Bccause the sale significantly altered the ongoing relationship between capitalized costs and 
remaining proved reserves, wider the full-cost method oi accounting the pre-tax gain of $56 million ($31 million net of taxes) \vas recognized i n  earnings 
rather than as a reduction of the basis of our reniaining oil aiid gas pioperties In addition, lower sales and general and administrative expense and interest 
expenses partially offset by lower revenues reduced the overall earnings decline from 2004 to 2005 Revenues were lower iii 2005 due to tlie sale of the North 
Texas gas operations: Iiowever. tlie TexadLotiisiaiia gas operations were able to offset a majority of the lost revenue due to higlier natural gas prices and 
increased productiori 

On March 20. 2006. we complctcd the sale of PT LLC to Level 3 Wc received gross proceeds comprised ol  cash of $69 million and approxiinately 20 million 
shares o i  Lcvcl 3 coniiiion stock valued at an estimated $66 inillion on the date of the sale Our net proceeds fioiii the sale ofS70 million. after considelation 
of minority interest, were itserl io rediice debt Prior to the sale. we had a 51 percent inierest i n  PT LLC (See Note 3D) 

Based on the net proceeds associated with the sale and after consideration of niiiioiity interest, we recorded an estiniated alier-ins gain on disposal o i  $28 
niillion diiiing the year ended December 31. 2006 Net (loss) eariiiiigs 
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irom discontinued operations for PT LL.C were a loss o i  $2 niillioii. eaniings of $4 tiiillion and a loss o i  $7 millioii for the years ended December 31, 2006. 
2005 and 2004, iespectivcly 

DLYIE FU1ILS:Ihil) OIHLR FUELS BCJSINESS 

On March I .  2006, we sold our 65 percent iiiteiest in  Dixie Fuels Limited (Dixie Fuels) to Kiiby Corporation for $16 million i n  cash Dixie Fuels operates a 
llcel of iour ocemi-going dry-bulk barge and tugboat units under long-term contracts wit11 PEF Dixie Fuels priniarily transpoiis coal from the lower 
Mississippi River to Piogress Energy’s Crystal River Facility We iecordcd an a lh - t ax  gain of $2 million 011 the sale of Dixie Fuels The otlicr fuels business 
is expected to be sold in 2007 (See Note 3E) 

Net earnings lioni discontinued operations for Dixie Fuels and other liiels business were $7 million. $5 million and $2 niillioii for the years elided December 
31. 2006, 2005 and 2004, respectively 

COAL AIINING BUSINESSES 

On Novenibel 14, 2005. our boaid ot directors appioved a plmi lo divest 01 live subsidiaries of Progress Fuels engaged iii the coal minlng business On May I ,  
2006. we sold ceitain net assets of Uiree of our coal ininin% businesses to Aloha Natural Resources, LLC Jor gross procccds of $23 inillion plus a $4 million 

worbng capital adju~tment As o result. duiing the p a r  elided DeceniiJci 31. 2006, wc recorded an estiniated after-tax loss of $10 nirllion for the sale oftliesc 
assets 7 lie ieniaining coal mining opciations arc expected to be sold I I ~  2007 (See Note 31;) 

Ne1 losses from discontinued operatioiis for the coal mining busiiiess were $4 million, $11 niillioii and $5 million for tlie years ended December 31, 2006, 
2005 and 2004, iespectively 

On March 24, 2005, we conipleted the sale of Piogress Rail Services Corporation (Progress Rail) to One Equity Partners LLC, a private equity firm unit of 
1 P Morgan Chase & Co Cash proceeds lion1 tlie sale were approsimately $429 million. consisting of $405 million bnse proceeds plus a working capital 
adjustinent During the years ended Deceiiiber 31. 2006 and 2005, we recoided an estiinated aflier-tax loss for the sale of tliese assets of $6 million and $25 
niillion. respectively Pmcceds ironi tlie sale were used to reduce debt ( S e e  Note 3G) 

Net earnings from discontinued opciations for Rail wcrc $5 niillion and $29 million for the yeais ended December 31, 2005 mid 2004 Rail did not have a 

inaterial impact on earnings for the year ended 1)cceniiJcr 31, 2006 

AI’PLICATION OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES 

We prepared our Consolidated Firiaricial Stateinertts i n  accordance wit11 accounting principles geiiewlly accepted i n  the United States of Aniericn In doing so, 
we made certain esliniates that were critical il l  nature to tlie results of operations The following discusses those significant estinintes that may liave a inaterial 
impact on our financial results and are subject to tlie gieatest ainount of subjectivity We liave discussed the developnient and selection o i  these critical 
accounting policies with tile Audit and Corporate Performance Coniiiiitiee (Audit Commitlee) of our boord of directors 

LI‘TILITY REGULATION 

As discussed i n  Note 7. our regiilaled utilities scginents are subject to regulation that sets the priccs (rates) we me permitted to charge customers based on the 

costs Uiat rcgitlatory :igencies determine we :ire pcrinitted to rccover At times. regulators pennit tlie future recovery tlirough rates o i  costs that would be 
C U I  rently cliaiged to expense by a nonregiilated coiiipany 1-liis ~-ateniaking process results in deferral of expense recognition and the recording of regulatory 
assets based 011 anticipated future cash inflows As a iesiilt o i  the diilkrent rateniakjng processes i n  each slate i n  wliich we opeiate, a signitjcant amount of 
regulatory assets lias been recorded We continuallv review tliese assets to assess their iiltimale recoverability within tlie approved regulatory guidelines 
Iinpainiient risk associated with tliese assets relates to poteiitially advei se legislative. Judicial or regiilatory actions i n  the fu~ure Additionally, the state 
regulatory agencies often provide llexibility i n  the manner and tiiiiing o i  the depreciation of properly. 
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niiclear deconimissioiiiiig costs and aniortizatioii o i  the regulatory assets See Note 7 for additional infomiation related to the inipact o i  utility regulation on 

our operations 

As discussed i n  Note 9. we evaluate tlic canyiiig value of long-lived assets and intangible assets with definite lives for inipiiiiicnt whenever indicators exist 
Examples of tlicse indicatois include ctirrent period losses combined with a liistoi-?, o l  losses. a projection of continuing losscs. a signilicant decrease i n  the 
inarket piice of a long-lived asset group, or the lilieliliood that an asset group will be disposed of significantly prior to tlic end of its useful life“ I f  an indicator 
exists, the asset group held a~icl used is tested Tor recovernbility by comparing tlie carrying value to the sum 01 undiscoiintcd expected future cash flows 

directly atiribiitable to tlie asset group li tlie asset group is not recoverable tlirougli undiscounted cash ilows or i f  tlie asset group is to be disposed of, ai 
impaimient loss is recognized for tlie difference between the caiiyiiig value and the iair value o i  the asset group Performing an inipiniient test on long-lived 
assets involves iiianagenient‘s judgiiient i n  areas sucli as identifying cireii~iistances indicating an impainnent inay exist, identifying and grouping nftected 
assets at tlie appropriate level, and developing the iiiidiscounted cash flows associated with tlie asset group Estimates a i  l i ~ h ~ r e  cash flows contemplate factors 
such as expected use of the assets. future prodiiction and sales levels, and expected flucttiations of prices of commodities sold and consumed Thereforel 
estimates of iutuie cash llows are, by nature. highly ti~ieertaiii and may vary significantly from actual results 

The cainiiig value ot 0111 total iitrlitv plant, i ic l  15 $15 245 billion ai Dcccniber 31, 2006 Tlic carrying value o iour  total diversified business propcity, net i s  

$31 niillion at Deceiiiber 31. 2006 In addition, we Iiave certain diverdied busiiicss propeity with a carrying value of $573 million at Deccmbei ? I ,  2006, 
~iicluded i n  net assets of discontinued opeiations (See Note 311) Our cxpasuie to potential inipairineiit losses ioi utility plant, net I S  iiiitigated by the fact that 
our regulated rateniaking process generally allows for recovery ot our investment in utility plant plus an allo\ved retiini on the ~nvcsiment, as long as tlie costs 
are pruclcntly incurred 

Under the full-cost niethod of accoiinting foi oil and gas piopei%ies,totaI capitalized costs are liiiiited to a ceiling based 011 the present value of discounted (at 
10%) liiture net revenues using current prices, plus the lower of cost or iair market valiie ol’ irnpioved properties ‘Hie ceiling test takes into Consideration tlie 
piiccs of qualifying cash llow hedges as oi the balance slieet date l i  ilie ceiling (diseoiinted revenues) does not exceed total capitalized costs, we are required 
to write-down capitalized costs to tlie ceiling We peiforiiied this ceiling test calculation every quarter prior to tlie sale o l  tlie Gas Operations (See Note 3B) 
No  write-do\vns were required i n  2006 or 2005 

See disci~ssioii of syotlictie fiicls asset iinpainiients in  “Other Matters - Svnthctic Fuels ‘fax Credits” and i n  Notes 8 and 9 

GOOD\\”I,L 

As discussed in Note 8. we account for goodwill ir i  accordnnce with Siatenient of Financial Accotrnting Standards (SFAS) No 142. ”Goodwill and Other 
Intangible Assets” (SFAS No 142). wliich requires that goodwill be tested I‘or iiiipaimient ai least ai~nually and more frequently when indicators of 
impainiieiit czist For o w  utility segments, the goodwill iiiipainnent tests ale p fo rn ied  at tlie utility operating segnient level We peiformed the annual 
goodwill impairment test for both the PEC and PEF segments i n  tlie second quarters of 2006 and 2005. each of which indicated no iiiipairnreiil. If the f3ir 
\dues  for tlie utility segnients were loiver by five percent. there still would be no impact 011 tlie reported value oitheir goodwill 

The carrying amounts of goodwill at Deceiiiber 31, 2006 and 2005, fbi reportable segments PEC and PEF. were $1 922 billion and $1 733 billion, 
respectively The amounts assigned to PEC and PEF are recorded i n  our Corporate arid Other business segment 

F01 oui ior~i ie~ Progress Ventures segnicnt, the goodwill impairiiicnt tests were perfomicd at our Geoigia Region repoiling unit level. which \vas coinprised of 
four nonregiilated generation plants and was one level below tlie Progress Ventures segment We perfornicd the annilal goodwill impairment test for our 
Georgia Region reporting uni t  i i i  the first quarters 012006 and 2005 The test iii 2005 indicated no iriipairnient 111 2006. tlie test indicated that 



Case No. 2011-124 
StaIT-DR-0l-OW i attxhniciit 
(I'rogress Enera) 
I'iigc 71 of4GJ 

goodwill was fully impaired, and we iecogiiized a prc-tax goodwill inipnimient chage  olX64 inillion ($39 niillioii after-tax) during the lint quarter of2006 

We calculated the fair \~alue o i  oiir segiiieiits and reporting units by considering various factor% including valuation studies based primarily on a discounted 
cash Uow nietliodology and publislied industry valuations aiid iiiarltet data as supporting infoi-ination Tlicse calculalioiis are dependent 0 1 1  subjective factors 
such as nianagement's esliiiiate 01 future cas11 flows. tlic selection of appropriate discount aiid growth rates, and assuiiiptions about the timing of when 
uii~cgul;~tcd energy supply and demand would reach inarkel cquilibriiini Tlicsc underlying assumptions and cstiiiialcs arc made as of a p i n t  in time: 
subsequent cliaiigcs. particularly cliaiiges i n  the discount rates. growth rates or the tinling of niarkct cquilibriuin. could result i n  a future impairment charge to 
good\vill 

SYNTIIETIC F U E I S ' l i \ S  CREDITS 

Out Coal and Syiitlietic Fuels busiiiess unit owns facilities that piuduce coal-based solid synthetic l i d s  as defined under tlie lnteriial Revenue Code The 
pioductioii and sale o i  the syiitlietic fuels from tlicse facilities qualilies lor t a ~  credits undel Section 29/45K I t  certain requirements are satisfied, includnig a 
~ e q i ~ ~ ~ e ~ i i e n t  that tlte syiitlietic fuels differ significantly i n  cliemical composition lroin the coal used lo pioduce such synthetic fuels and lliat the sy~i t l~et~c fuels 
were pioduced Iroiii a facility p1:iccd in service befoie luly 1. 1998 1 or 2005 and prior yeais, the aiioiiiit of Section 29 credits that we were allowed to 
generate in  any caleiidur year was liuiited by the amount of our regular federal iiicoine tax liability Sectlon 29 t a ~  credit amounts allowed but not utrlrzed 
tliroueh December 31. 2005. arc cained forward ~ndclinitcly as deferred alternative niiiiiniuiii tax credits on the Consolidated Balance Sheets For 2006 and 
2007 tlic Section 29 tax credits have been redesignatcd as a Sccbon 451< general busines5 credit. which removes tlie regular fcdcial Income tax lmbiiity 11m1t 
on syntlictic tiic1.j production aiid ~ J J C C I ~  tlic ciedits to a 20-year cany lbiwaid penod 7111s provision allows us to ploduce syiitlictlc luels at a higlier level 
tlian we 1i:ive 111~1oncally produced slioiild we c h o s e  to do so The current Section 29145K tax credit program expires at tlic end 01 2007 

I n  addition, Section 29145K provides that ii the average wellhead price per batiel for uiiregulated domestic crude oil for the yea (tlie Annual Average Price) 
exceeds a certain tliresliold value (the Tliresliold Price), tlie aiiiouiit of tax credits is rednced for that year Also, iillie Aiiiittal Average Price increases high 
eiiougli (the I'liase-out Pi ice). the Section 29/45K tm credits are eliniinated I'or that year. 111e Thresliold Price and die Phase-out Price are adjusted annually 
ror iiillatioii We estiiiiatc that tlie 2006 Annual Average Price will result i n  a11 approximate 35 percent phase-out of the syiitlietic fbels tax credits related to 

syiitlietic fiicls production i n  2006 This estiniate is derived from our estimates of the 2006 Tl~reshold Price and Pliase-out Price of$55 per barrel and $69 per 
bariel. respectively, based on an estimated inllatioii adjustment for 2006 For 2007 syiitlietic fuels production, tlie 2007 Annual Ave~nge Price is not known 
unti l  alter tlie end 01 the year; we \vi11 iecord the 2007 tax credits based oii oiir estiiiiates ofwhot we believe the Annual Average Price will be tor 2007 Tliese 
cstiinatcs arc based on oil prices in tlie futures market Any pollion of the tax credits that would be phased out based on the projected 2007 Annual Average 
l'iice exceeding the Thrcsliold Price will not be recorded 

We cstimotc that the 2007 Threshold Price will be approsimatcly $56 per barrel and tlic Phase-out Price will be approsimatcly $70 per barrel, based on 
estiiiiatcd inllation adjustnients for 2006 and 2007 The mondily Doiiicstic Cnide Oil First Purcbases Price publislied by tlie Energy Inforination Agency 
( H A )  has recently averaged approsirnately $7 Iowcr l11aii the correspoiiding doily New York Mercantile Excliaiige (NYMEX) prompl nionth settlement price 
for ligli~ s w c t  cnide oil As 01 Ianiiary 31, 2007, the average NYMBX tutures piice for light s w e t  crude oil for calendar year 2007 was $59 50 per barrel. 
Based upon tlic estiniated 2007 Tlircshold Price aiid Phase-out Price, if oil prices for tlie rest of 2007 remained at tlie January 31, 2007, aveiage 2007 futures 
price level of $59 50 per barrel. we cuirently estiiiiatc that the synthetic bels tax credit aiiiouiil for 2007 would not be ieduced See fiirther discussion in 
"Oiliei Matters - Synthetic Fuels Tax Credits" and Item 1.4. "Risk Factors" 
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PENSION COSTS 

As disciissed i n  Note 16.4, we iiiaintain qualified iioncontributory defined benefit retircincnt (peiision) plans Our rcported costs :ire dependent on nunier~iis 
lactors resulting 11-oni actual plan espeiieiicc and assiimptions 01 fiiture experience For esaiiiple. such costs are impacted by cniployee dcniograpliics. clianges 
made to plan piovisioiis, actual plaii asset returns nnd key actuarial assuniptioiis. siicli as expected long-term rates of rctnrn on plan assets and discount rates 
used iii  dcteniiriiiiig bcncfit obligations and annual costs 

Jlue to an iricrcnsc i n  the iiiarkct intciest rates for high-quality ( M N A A )  debt securitics. wliich aic uscd as the bcncliniark for setting the discount rate uscd 
Io present valiic fiitiirc bencfit pqwciits, we increased tlic discount ratc to npprosiniatcly 5 959" at December 31 ~ 2006, from npproriniately 5 65% at 
Dcccinber 3 1. 2005. wliich will dccrcnse tlie 2007 bcircfit costs recognized. a11 othcr factors rciiiaining constant Our discount rates arc selected based on a 
plan-bv-plan study bv our actuary. whicli niatclies out piojected benefit payinents to a high-qiiality corporate yield curve Plan assets performed \vel1 i n  2006. 
with returns ol approxiiiiatcly l43b That positive asset perfimiaiice will rcsult i n  decreased pension costs iii 2007. all otlicr iactors reniainiiig constant 
Eva1uati0iis o i  tlie elfccts of tliese and ollici factors on our 2007 pension costs liavc not k e n  conipleted. but \vc estimate that the 10131 cost recognized l o r  
pciisions i n  2007 will be $22 inillion to $30 niilliori. conipored with $32 iiiillioii recognized in 2006. 

We liave pcnwoii plan assets with n lair valw 01 appiowinately $1 8 billion at December 31, 2006 Our expected late 01 retiiiri on pension plan assets is 9 0?/0 
We ~ c v ~ c w  tlnr talc on il reeiilar bnsis Under SrAS No. 87. "Eniplo\er's Accoui~tiiig for Pensions" (SFAS No 87). the expected late of rchini used in 

pension cost ~ccogintioii IS a long-tcrm late of retiiin. tlicicforc, we do not ildji15t tliat ratc oC rcturn Ircqiicntly 111 2005, w e  elected to Iowcr our cvpcctcd rate 
of rctui 11 from 9 25'11 to 9 0°C 1 lie 9 09'0 ratc 01 icturn icpie~cnts tlic lowci end 01 our luturc cspcctcd icturii range given our asset allocation policy A 0 25% 
chnngc 111 the e\pcctcd rate of rcturn for 2006 would 1iavc cliaiigcd 2006 pension cost5 by appro~iinatcly $4 ni111101i 

Anotlicr factor affccting our pension costs, and sensitivity o i  the costs to plan axset performance. is the iiietliod selected to determine the niarket-related value 
of assets. i e .  the assei value to wliicli tlic 9 096 cxpected long-tcrni late o i  1-ctiirii is applied SFAS No 87 specifics that entities niay iise either fail valuc or an 
aveiaging nietliod that recognizes changes i n  fair \ d u e  over a period not to exceed five years, with the metliod selected applied on a consistent basis from 
ye31 to vcar Wc liavc historically tised a live-ycar averaging mctliod When we acquired Florida Progress iii 2000. we retained the Florida Progress liistorical 
use oi lair value to dcteriiiiiic market-related value for Florida Progress pension assets Clianges i n  plan asset pcrformancc are rcllected iii  pension costs 
s~oi ic i  itiidei the iail value mctliod tiion the live-year averaging metliod and. tlierefore. pension costs teiid lo be more volatile using tlic fair value nietliod 
Appiosiniatcl~ 50 pcicciit of OIII pension plan assets arc sihject to each of the two mcthods 

Progress liiicigy. Iiic is a liolding company aiid, as SOCII,  1x1s no ievenue-generating operations of its own Our p r i n i w  cash needs at the l'arcnt level are our 
coiiiiiioii stock dividend and inteicst aiid piincipnl payinents 011 0111 $2 6 billion of senior unsecured debt Our ability to meet tliese needs is dependent on the 
carniiigs and cash llow~s o i  tlie Utilities and our ~ioiiregulatcd subsidiaries, and the ability o i  our subsidiaries to pay dividends or repay funds to lis Our otlier 
significant cash reqiiireiiieiits arise prinianly Iroin tlic ca~~ita1-iiitciisi\ie iiatiiie of the Utilities' operations. iiicluding expenditures for environinental 
coiiipliaiice We rely upoii our opeinling cash llow. priiiiaiily geneiatcd by the Utilitics, coiiiniercial paper and bank facilities, and our ability to access the 
long-temi debt and equity capitol iiiarkets T o r  soiirces of liquidity 

Tlic nia.ioiit~ rri o w  opciating costs are related to tlie Iltilitics Most oitlicse costs arc rccovcrcd from ratepayers i n  accordancc with various ratc plans We are 
allo\vcd t o  rccovci cci-tain lucl. piiicl~ascd powcr and otlicr costs i n c u d  by J'EC and PEF tliiuugli their icspcctivc rccovery clauscs Tlic typcs 01 costs 
rccovcrcd throngli clnuxs vary by jtirisdiclion Fiicl price volatility can lead to over- or under-rccovcry o l  h c l  cosls, 3s changes in fuel prices are not 
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iniiiicdiatelv rellcctetl i n  liiel suicliarges due to regulatory lag i n  sctting the surcliarges As a restilt, fuel price volatility can be both a source of and a use of 
liquidity resources. depending o i i  wliat phase of the cycle o i  price volatilit\r we are experiencing Changes i n  the Utilities’ fuel and puicliased power costs may 
alfeci the tiiiiiiig of cash flows. but noi inatenally alfect net iiicoine 

I’iioi to Febi uary 8, 2006. we were a registered holding coinpaw under PUI-IC/\ 1935, and therefore we obtained approval lroiii tlie Securities and Exchange 
Conimissio~i (SEC) lor tlie issuance and sale 01 securities as \vel1 as tlie establishinent of intercompany extensions of crcdit (utility and nonutility nioney 
pools) PIX and PE17 participate in the utility iiioiiey pool, which allows the two utilities to lend to and borrow froln each other A noiiiitility nionev pool 
allo\vs a i r  noiiregulated operations to lend to and boiiow froin each other The Paleiit can lend nioney to the utility and nonutility nioii 

borrow funds ‘Ihc Energy Policy Act o i  2005 (EPACT) repealed PUI-ICA 3935 effective February 8. 2006, and traisferrcd to [lie 

respniisibilities witli respect to the regulation o l  utility holding conipanies under the Public Utilities Holding Conipany Act of 2005 (I’UIICA 2005) Pursuant 
to PUI-ICA 2005. utility lioldiiig companies are allowed to continue to engage in linnncings authorized by tlie SE,C, provided the authorization orders have 
beeii lilcd with the IXRC and the lioldiiig company continues to comply \vi111 such orders. teiiiis and conditioiis We have iiled all such S I C  orders with tlie 
ITRC: hmiorc. we 31% peirnined to coritiriue all such liiiaiiciiig traii.wc~io~is 

Cash Ironi opciations. asset sales. slioit-terni mid long-teiiii debt and Iiinited ongoing equity sales fioin our Investoi Plus Stock Purchase Plan and employee 
beiielit and 5tocL option plans ale evpected lo luiid capital e.;peoditures arid coiiiiiioii stock dividends lor 2007 For tlie liscal year 2007. \ve expect to realize 
:in aPprc%ate nniouiit of npu~ou~niatcly $50 million Ironi the sale 01 stock tlirough these plans 

We bclicve our iiitcrnal and exteinal liquidity rcsourccs v 4  lx suflicicnt to luiid our ciirrciit busiiiess plans Risk factors associated with credit facilities and 
credii ratings are discussed below and in Item IA .  “Risk Factors ’’ 

The following discussion oloui’ liqiiidity and capital resources is on a consolidated basis 

Cash Iroiii operntions is the priniary souice used to meet ope] atiog requireiiients and capital expenditures Net cash provided by ope] uting activities from 
continuing opcratioiis lor the tlircc years ended Deceinbcr 31. 2006. 2005 and 2004. was $1 912 billion. $1 175 billion, and $ 1  409 billion, respectively 

Cash froin opcinting activities for 2006 incicased wlicii compared with 2005 Tlic 6737 million increase in opeiating cadi llow was primarily due to a $71 3 
million increase iii the recixwy o i  Iuel costs at the Utilities, a $201 million incrcnse lroin the change in accotiiits reccivable, approximately $103 million of 
proceeds received from ilie iestruchiring o i  n long-term coal supply contract, and $72 million related to recovery of storm restoration costs at PEF These 
impacts \\we pni-tially ofl’set b~ a $122 iiiillioii iiet inciease iii tax paynients i i i  2006 coinpared to 2005, $141 million related to a wliolesale custonier 
prepayiiieiii i i i  2005 at PIC. as discussed below. and a $57 riiillioii decrease froin the change in  accounts payable The $201 million cliaiige i n  accounts 
receivable included $147 million at PEC, piiiicipally diiven by tlie timing o i  wholesale sales, and approximately $47 inillion at PET;. piiiiiarilp related to 
timing of receipts 

I n  2006 and 2005. the Utilities l i led icquests with their respective slate coiiiiiiissior~s seeking rate increases lor fuel cost recovery, incltidiiig oniotirits for 
previous under-recoveries I n  2005. PEF also rcceived approval lioin the Florida Public Service Cominission (FPSC) autliorizing PET; lo recover $245 million 
over a t\vo-vcai period, incliiding intciest. oi tlic costs i t  incurred and picviotisly deferred iclated to PEF‘s restoration o l  power to custonicrs associated with 
tlic four Iiuriicancs i n  2004 Scc “Futuic Liquidity and Capital Itesources” and Note 7 foi additional infomiation 

C:ish imnt operating :ictivities for 2005 dccrc:isetl \ \ h i  coiiipared with 2004 lh $234 niillioii decre:ise i n  operating cash llow \\‘as piiiiinrily due to a $298 
iiiillioii decrease i n  tlie recowry oi fiicl costs :it ilie iitilities, driven 
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bv rising fuel costs. :ind iiicrc:ised workiiig capital needs ofSl44  niillioii. p:irtiallv offset by a $193 niillion reduction iii storm cost speiiding at PEF i n  2005 
compared to 200J C:isli honi operaiiiig activities I b r  2005 also includes a $14 I niillioii prepayment received lroni a wholesale ciistoiiicr I n  Noveinber 2005. 
PEC eiitered into a contract rvit l i  the Public Works Coiiiinissioii of the City 01 Fayetteville, Norili Caiolina (I’WC), ii i  wliicli tile PWC prepaid $141 niillion i n  
escliangc ioi hilure capecity aiid energy poivei sales The prepayineiil is expected to cover approsiiiiately two years of electricity service and includes a 
prepayiiieiil discoiinl o l  approsiiiiatelv $16 ~iiilliori In 2005, !lie Utilities liled requests rvitli tlieir respective state coniinissioiis seeking rate iiicieoses for fuel 
cost rccovc~y. including mounts  for pievious under-recoveries PEF also received approval floiii tlic FPSC autlioiizitig PEF to recover $245  nill lion over a 
two-year period. iiicliiding inlet est of tlie costs i t  inciined and pievioitslv deferred related to PEF’s i-cstoraiion ol  power to cusioiiiers associated with the four 
liiiriicaiics i i i  2004 See “Fuhirc Liquidity and Capital Resources” and Note 7 (01 additional infoniiation 

Tlie increase iii working capital needs for 2005 coiiip:ired to 2004 w:is iiiniiily driveii by a $170 inillion increase i n  the cliange iii receivables. ii $97 inillioii 
increase i n  prepnynieiits aiid oilier current assets, and a $52 million inciease i n  inveiiioiy purcliases, priiiiarily coal at PEC These impacts were partially orse t  

by a $133 iiiillion increase i n  the c l~mge ii i  accoiints payable aiid the ciirreiit poition of the prepayniciit ~eccived from tlie PWC as discussed above The 
iiicrease i i i  the cliaiige i n  receivables is priiiiarily due to increased sales at tlie Utilities driven by weatliei,  iising l i ~ e l  costs and iiiniiig o l  receipts, and 
jiicreased sales at 0111 nonregr~lated subsidiaries. maiiily driven by clianges i n  tlie production level o i  our syntlietic fWls facilities over llie prior year The 
change i n  accounts payable is priniarily due to Iiiglier fuel prices at P I 3  and incicased quantities of coal purchases at our iioiiregulated subsidiaries 

Net cash provided (used) by investing activities Ibr the three war s  ended Deccinbcr 3 I .  2006. 2005 and 2004. was $271 million, $(91J) iiiillioii and %(649) 
inillion. respectively Excliidiiig proceeds from s:iles 01 discoiitiiiiicd operations and oilier assets 01 $1 654 billion i n  2006 and $475 millioii iii 2005. cash used 
iii iiivestiiig activities decreased slightly iii 2006 wlieii coiiipnied with 2005 Tlic dccreilsc i i i  2006 \vas piimarily due to a $319 inillio~i increase i n  net 

proceeds froiii available-li,r-sale securities and otlier investii~eiiis. a SI 2 inillion deciease i n  nuclear fuel additions, and a $14 inillion decrease i n  otlier 
iiivesting activities. largely ofiset by a 6343 inillion increase i t i  capital espeiidiiiiies foi utility propefiy At P E C  the increase i n  utility property was prininrily 
due to eiiviroiinieiital conipliance aiid inobile nietei reading project espenditiires At ITF. the increase iii utility property was priiiiarily due to repowering tlle 
Dai totv plant to niore eflicient natural gas-buriiing tcclinolog~: vai~ioiis distribution. t ra i i~ i i i i~~ion  and stcani production project nd Iiiglier spending at the 
I-lines Unit 4 laciliiy, paitiallv olTsct by loiver spending a1 Ihe I-lines Unit 3 lacility Available-Cor-sale secuiities and otlier iiivestiiieiils iiiclude marketable 
debt and equity seciiiities and iiivestnieiits lield iii nuclear deconiniissioiiiiig and benelit investinent Iiusts 

lltilitv property additioiis, incliidiiig ni~clcar Tiicl. Ibr our iegulated elccti-ic opcmtions were $1 537 billion and $1 206 billion i n  2006 aid 2005. respectively, 
or approxin ia t~I~  100 pel cent ol consolidatcd capital expendittires iii both 2006 aiid 2005 Capital cspendihires lor our regulated electric operations arc 
priiiiaiily for capacitv expansion :ind noinial coiis~iuction nctivily and ongoing capii:il espentiihircs related to enviioniiiental compliance piog~anis 

During 2006, proceeds from sales of discontinued operations and otlier assets. net of cash divested, prininiily included appinsiiiiately $ 1  1 billion from the 
sale of Gas (See Note 113). $405 niillioii fioin the sale of IleSoto and Rotvaii (See Note 3C). appioxiniately $70 million from the sale of PT L.1.C (See Note 
313): appioriniatelv E27 ~iiillion from the sale of  certaiii net a~se ts  0 1  tlie coal iniiiiiig biisiiiess (See Note 3F). and approsiiiiately $16 niillion from tlie sale of 
Disie Fuels (See Note 3E) 

Excluding proceeds from sales oi discontinucd operations and otliei assets. iiet of cash divested. cash used i n  iiivesling activities increased approsiniately 
$368 iiiillioii i n  2005 wlieii conipared with 2004 Ilie increase is due piininiily to a $254 million decrease in iiet proceeds froin available-lor-sale securities 
and otlier invesbiicnts and a $107 niillioii iiicreasc in capital expenditures lor utility property aiid nucleai iuel additions Available-lor-sale securities and otlier 

iiivestnieiits include inarketable debt securities aiid investiiicnts lield i n  i iuclcar decoiiiiiiissioiiiiig and benefit itivestnieiit trusts 

During 2005. pr~~cceds  Ironi sales ol  disconliiiricd operations and oilier assets. net ol c:isIi dii;esied, priiiiarily 
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iiiclnded $205 inillioii i n  base pioceeds l’roiii tlic sde of I’iogiess Rail  i n  Marc11 2005 and $42  nill lion i n  proceeds from the sale of Winter Park distribution 
assets in lune 2005 (See Notes 3G and 7C) 

13uriiig 2004. proceeds ironi sales of discontinued operations and other assets. net 0 1  cash divested. printanlp included proceeds of approsiniately $251 
niillioii related to tlie sale of natural gas assets i n  tlie Fortli Worlli basin of Tcsns and proceeds Troiii the snlc of Railcar Ltd. assets of npprosimately $75 
million Wc used the procecds irom these sales to ~ctlucc iiidcbtcdiicss. including $241  nill lion to pa): off a PVI bank iacility 

Net cash (used) piovidcd by financiiig activities for the t11Iee y ~ i r s  ended Deceniber 31. 2006. 2005 :ind 2003, was $(2 468) billion. $229 million and $(485) 
inillion. respectively See Note 12 for details o i  debt and ciedit facilities 

For 2006. proceeds froin sales 01 discontinued operations and otliet asscts. net 01 cas11 divested. weie used to ieduce Iiold~ng company debt by $1 7 bllllon 
Tlie inciease i n  cash used ni financing activities was priniarily related to tlie I ~ I I I C I I I ~ I I ~  01 long-term debt i n  the ciineiit yeai, as discussed below, and a 
decrease in the piocecds from issuances 01 long-lei iii debt For 2005. cash provided by financing activities ~ncreased primarily due to additional issuances 01 
long-tenn debt ut the IJtrlities and an increase i n  coinnioii stocL issuaiices For 200-1, cash lioni operations exceeded net cash used i n  investing activities by 
R 7 f d  -w wles. rvhrcli alloivcd To1 n net decrease in  cas11 icquircr~ients providcd by Iiiiaiic~tig actrvitics 

111 addition to the iinaiicing activities discussed under ‘ ‘ O ~ ~ e ~ ~ ~ i c n  ” ow finmclng actlvltlcs nicli~ded 

2006 

* On Januaq 13. 2006. Progress Energy issuctl $300 million 015 625”b Senior Notcs due 2016 and $100 niillion o l  Series A Floating Ratc Senio~ Notes due 
2010 These senior notes arc unsecured Intercst on tlic Floating R:ik Senior Notcs is b:iscd on tliiee-niontli L.ondon Inter Bank Ofl’eiing Rate (LIBOR) plus 
45 basis points and resets quarteily We used the net procecds froiii tlie sale of these senior notes and a combiiiation of available cash and coninieicid paper 
procecds to retiie the $800 inillion aggregate principal amount ol our 6 75?0 Senior Notcs on March 1, 2006 I’ending tlie application of proceeds as 
dcscrikd above, \vc invcstcd the net procceds i n  short-term interest-beal ing. iiivcstiiicnt-grade securities 

* Progrcss Energy eniered into a new $800 million 364-day credit ngreemeiil on Novenibei- 2 I. 2005. wliicli was restricted Tor tlie retirement of $800 rnillioti 
o f 6  75% Senior Notes due March 1. 2006. On March 1. 2006. IVC retired $800 inillion of our 6 7j0,0 Senior Notes. tlius el’fectisely teriiiinating tlie 364-day 
ci-cdit agrcemerit 

* On March .3 I, 2006, Progress Energy. as a well-lcnoivn seasoned issuer. ]>led a slieli registration statemenl with the SEC The registration stateiiieiit became 
effective upon filing with the SEC and \vi11 allow I’rogiess Energy to issue an indeterniinatc iiuniber or anio~nit of various seciuities, including Senior Debt 
Securities, .Junior Subordinated Debentures. Coirinion Stock. Preferred Stock. Stock I’urcliose Coi~lmcts, Stock I’urclinse Units, arid Trust Pieferred 
Securities and Guamiiiecs Tlie board ol  dircctois has outlionzed the issiiaiicc and s3lc ol up to $ 1  0 billion aggicgatc piincipal aniount ol various sccuiitics 
off die n e w  slieli registration siatement. i n  addition to $679 inillioii of various securities. wliicli were not sold from our prior slielI registiation statement 
Accoidingly, at December 31. 2006, Piogress Energy had the authority to issue and sell up t o  $1 679 billion aggregate principal amount ol’ various 
securities 

Oii May 3, 2006, Progress Energy restructured its esisting $1 I3 billion five-year i.evolving ciedit agieeinent (RCA) with a syndication of financial 
institutions The new RCA is sclieduled to expile on May 3: 201 I .  and replaced an existing $1 13 billion five-ycai facility, whicli was terniinatcd el’fcciive 
May 3, 2006. The ne\\’ RCA will coiitiiitie to be used to piovide liquidity support lor Progiess Encrgv’s issuances o l  commercial paper and other slioit-tcrni 
obligations Tlie iiew RCA includes a defined mmiiiiiiin total dcbt to capital ratio of 68 percent and contains voiious cross-dcfault and otlicr acceleration 
provisions The new RCA does not include a niaterial adverse cliange representation Ibi Ix>rrowings or a linancial covenant for interest coverage Fees arid 
iiiteiest 
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rates under the IICA will continiie to be dcterniined based upon [lie credit rating 01 I’rogrcss I!iicrgy’s long-lei ii i  ~~iisecured senior noiicredit-eiiliaiiced debt. 
currcritly rated as Baa2 by Moody’s and DBB- by SBP 

* On May 3. 2006, PEC’s live-year $450 inillion RCA was aiiiendcd to take advantage 01  lavornble market conditions and rediice the pricing associated with 
the facility Fees and interest rates under the RCA \vi11 contiiiiie 10 be detelmilied based upon the ciedit rating of I’EC‘s long-term unsecured senior 
rioncredit-enlianced debt. currently rated as Baal by Moody’s and UBB- by SCW ll ie  anleiided I’EC RCA is sclicduled to expirc on lune 28, 2010 

On May 3. 2006. PEF’s five-year $450 niillioii RCA was aiiicnded lo take advantage o i  la\xmblc niarket coiidilions arid reduce Ihc pricing associated with 
the facility Fees and interest n t c s  under the RCA will coiitiriue to be detenniiied based upoil the credit rating of PI-F’s long-term unsecured senior 
noncredit-enliaiiced debt. currently rated as  A3 by Moody’s and BUB- by S&I’ Tlie ariicndcd 1’13 RCA is scheduled to expire on March 28, 2010 

0 On Iuly 3 ,  2006, PEF paid at Inaturitv $45 million ol its 6 779’ Mediiiiii-Term Notes. Series 13 with available cash oii Iiaiid 

* On November 1, 2006. Piogress Capital I-Ioldings, lnc . one of our wholly oivneti subsitliarics. paid at inaturity $60 niillioti o i  its 7 1730 Medium-Temi 
Notes with available cash on hand 

OnNovember 27, 2006. Pioglers Energy redeciiied tlic cntirc outstandiiig $750 i i i i l l i o i i  pnricipal aiiioiiiit of its 6 05”6 Sen~or Notes due April 15. 2007, and 
the entire outstanding $400 million pnncip:il amount 01 i ts  5 8590 Senior Notes due Octobcr 30 2008 at n ni:~le-wltole iedcinption pnce The 6 05% Senior 

iiicnrred 111 conncction wit11 tlie redenipt~ons See Notc 20 fol a discussion of losses on debt icdcnip~ions 

* On Deccniber 6, 2006, Progress Energy rcpurcliased, piirsuaiit to a leiidel offer. $550 inillion. or 53 0 percent. of the outstanding nggiegate principal 
omourit of its 7 1056 Senior Notes due March I .  201 1 :  at 108 ,361 percerit of pat. or $596 inillion. plus occriied interest The redeniption was funded with 
available cash on hand. and no additional debt was inciirred in connection with the rcdciiiplions See Note 20 Cor a discussion of losses on dcbl redemptions 

Progress Energy issued approsinrately 4 2 niillioii sharcs of coiiiii~on stock resultiiig in :ipprosim:~tcly X I85 itiillion in proceeds iiom its Investor Plus Stock 
Purcliase Plan and its einployee benefit and stock optioii plans Iiicludcd i n  tliesc amounts were app~osiiiia~ely 1 6 million slia~es ror proceeds of 
approsinialely $70 riiillion to meet the requirements oi the Progress Eiieigy -lOI(k) Savings and Stock Owiersliip Plan (401(l;)) and the Iiivestor Plus Stock 
I’uicliase P h i  For 2006. tlie dividends paid on coiiiilion stock were approsiniatelv $607 ~i i i l l ioi i  

2005 

* On January 31,  2005, Progress Energy entered into a new $600 ~iiillioii RCA wliicli \\‘as subsequently ter~iiinatcd on May 16. 2005 I n  March 2005, 
Progress Energy’s $1 I billion five-yeai credit facility was anieiided to increase the ~iiax~~iiuiii total debt to total copital ratio lroin 65 pctcent io 68 percent 
I n  addition to tlie ongoing RCAs, Progress Energy entered into a new $800 million 364-tlay credit :igreemcnt 011 November 21. 2005. which was restricted 
for the retiie~iient of$800 inillion 01 6 75% Senior Notes due March 1. 2006 On March I .  2006. the $800 iiiillio~i o i 6  7506 Senior Notes was retiied, thus 
effectively terminating the 364-day ciedit agreement 

e PEC issued $300 inillion of First Moiigage Bonds. 5”l5?4 Seiies due 2015. $200 niillion o l  First Moilgage Boiids. 5 70?4 Scrics dire 2035: and $400 
million of First Mortgage Bonds 5 25% Series due 201 5 PI-C paid at 
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maturity $300 niillioii i n  7 50% Scnior Notcs PEC also entered into a iicw $350 inillion live-year RCA with a swdication of tinancia1 institutions. whicl~ is 
scheduled to expire on Tune 28, 2010, and liled a shelf registration statenieiii with the S I X  to providc $1 0 billion oi capacity, which \\‘as declared eil‘ective 
oil Deceiiiber 23. 2005 The slieli registration allows PIX to issue various securities. including 17ii,st Mortgage Bonds. Senior Notes. Ilebt Securities and 
Preferred Stock 

* P l 3  issued $300 million i n  Mortgage Bonds, 4 50% Series due 2010 and $450 million in Series A Floating Rate Senior Notes due 2008 PEF paid at 
maturity $45 inillion i n  6 72% Medium-Term Notes. Series B PEF also eiitei-ed into 3 new $450 niillion live-year RCA with a syndication o i  financial 
institutions, whicli is scheduled to expire on March 28, 2010. mid filed a shelf registration stateinci~t with the SEC to piovide $1 0 billion of capocity. which 
was declared effective on December 2.3, 2005 The sliell registration alloivs PEF to issue various securities. iiicluding First Morlgage Bonds. Debt 
Securities and Preferred Stock 

Progress Energy issued approximately 4 8 million shares of our con~inoii stock for appiosjmntely $208 niillioii i n  net procceds froin its Investor Plus Stock 
Purchase Plan and its einployce benefit and stock option plans lnciudcd iii tlicsc aniounts were npprosiniately 4 6 inillion shares for proceeds of 
approximatcly $199 million to meet the requirements o i  the 40l(k)  and the Investor Plus  Stock Purchase Plan For 2005. the dividends p i d  on coniinon 
stock were approsiinatcly $582 niillion 

2004 

Progress Energy paid at niatunty $500 ~iiillion in 6 55% Senlor Notes and entcrcd into a new E l  1 billioii five-yea1 l ine of ciedit. c\prriiig August 5. 2009 
115 thlee -\‘ear E450 nullton l i ne  ot credit. ~v111ch were both schediiled to 

evpire in  Novenibei 2004 Proceeds from the sale 01 natural gas assets weie used to e\tinguish I’VI’s $241 ~iiillion banh facility. and Piogress Capital 
Iloldings, Inc pard at rnaturitv $25 rnillion 01 6 1896 niedii~iii-tam notes 

T P  i’s ‘2.7Ci-n 36-L-h” 

PE,C redeemed $35 million of Darlington County 6 60% Series Pollution Control Bonds, $2 million of New I-lanovcr County 6 3% Series I’ollution Control 
Bonds. and $2 inillion of Chatliani County 6.396 Seiies Pollution Control Bonds. PIIC paid at inaturity 61 50 million oi 5 87506 First Mol-tgage Bonds and 
$150 million of 7 875% First Mortgage Bonds. PEC extended to J u l y  27. 2005. its $165 niillioii 364-day line o i  credit, which was scheduled to expiie on 
July 29, 2004 

* PFF paid at maturity $40 million i i i  6.69% Mediurii-Term Noks, Series I3 

* Progress Energy issued approxiniately 1 7 million shares of our coninion stock fbr approriinatcly $73 inillion i n  net pioceeds fi-oin our Investor Plus Stock 
Purcliase Plan and our cii~ployec benefit aid stock option plnris Incliided in  these anloutits wcrc appioxirnatclv 1 4 iiiillioii sharcs for proceeds o i  
approximately $62 iiiillion to meet the requirements of the 40l(k) and the Investor Plus Stock I’urchasc P1m For 2003, Ute dividends paid on common 
stock were approximately $558 million 

FUTURE LIQUIDITY AND CAPITAL ItESOIIRCES 

Please review Item 1 A, “Risk Factors” and “Safe I-latbor for Forward-L.ooking Statciiieiits” for a discussion of the iactoi s that niay iiiipact any such fonvard- 
looking statenieiits made Iieieiii 

The Utilities produced substalitially all of our coiisolidoted cash from opelotions lor the yeais  ciidcd Decenibei 31. 2006 and 2005 I t  is expected tliat the 
Utilities will continue to produce substantidly all of the consolidated cash f l o w  from operations over the next several years Our ssntlietic fuels operations do 
not currentlv produce positivc operating cash tlow due to the differelice i n  tiniing of wlieii tax credits arc recognized lor financial rcpoitiiig purposes and 
wlicii tax credits arc realized for tax purposes (See “Otlier Mattcis - Syiithetic Fuels Tax Ci-edits”) 

Cash from operations plus availability under our credit facilities and shelT registration statements is expected to lx snl6cicnt to meet our requirements in the 
near term To the ex%ent necess:ity, we may also use limited ongoing 



equity sales froiii our Investor Plus Stock Purcliase Plan and employee bene13 and stock option plans to meet our liquidity rcquirciiieiits 

Over the long terni, meeting the anticipated load growth at tlie IJtilities will require a balanced appioach including eticrgy coiiseri’otioii and elliciency 
programs, developiiicnt and deploymiif of n e w  energy technologies, and new geneiatiou. tmnsniission and distii btrtion l>cilitics. poiciitially including new 

bavAoad generation facilities i n  both Florida arid Uie Carolinas by the middle of the nest decade. Illis approach will require !lie Utilities to make significant 
capital investiiicnts. See “Introduction - Strategy - Regulated Iltilities” for additional information These anticipated capital investiiiciits ore espccted to be 
funded through a combination of long-term debt  prcfericd stock and coninion equity. which is dependent on our ability to successfully acccss capital markets 
We may pursue joint ventures or siniilar arrangciiicnts with third parties in  oidci to share some o i  the financing and operational risks associated with new 

baseload generation 

The aiiiouiit and tiiiiing of future sales of company securities will depend on market conditions, operating cash Ilow. asset sales and our specific needs We 
niay froin time to time sel l  securities beyond the amount immediately needed to ineet capita1 requirements i n  order to allow Cor the early rederi~ption of loiig- 
tenii debt. the redemption of preferred stock, the ieduction of short-tenii debt 01 for other general corpor:ite purposes 

At December 11, 2006. tlie curleiit portion of 0111 long-term debt was $324 ~iiillioii, which we expect to h i d  wrlh a combination of cadi froin operations. 
proceeds ironi sale5 of assets, commercial paper borrowings and long-term debt See Note 3 Cor additional ~iilornuition on a’;set sales 

R Z G U L A T O R I ‘ A I I 1 7 S  AND E C O I E R I ’  OFCOSTS 

Regulatory matters, :IS discussed in “Other Matters - Regulatory E.nviromiieiit” and Note 7. and tilings for recovery of environmental costs. as disciissed i n  
Note 21 and in “Otlier Matters - Environmental Matters,” may impact our future liquidity and financing activities l h e  impacts o i  these mtters,  including the 
timing of recoveries from ratepayers, can be both a source of and a use of ftitirre liquidity iesotirces 

Bme Rotes 

PEC’s base rates are subject to the regulatory jurisdiction of the North Carolina Utilities Commission (NCUC) and the Soutli Carolina Public Service 
Coniinission (SCPSC) As iuiilier discussed in  Note 21 B, the Clean Sinoltestacks Act was enacted in 2002 Tlie Clean Smokestacks Act lreezes Norlli 
Carolina electiic utility base rates for a live-year period ending in December 2007, unless there are extraordinary events beyond the control of tlie utilities or 
urdcss tlie utilities persistently earn a return substantially in excess of the rate of return established and foillid icasoiiable by the NCUC i n  tlie respective 
utility’s last gciieral rate case Subsequent to 2007. PEC’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 to a base rate settleiiieiit agreement that was effcctivc with the lirst billing cycle o i  Januaq 2006 
and will remain in cCfect through the last billing cycle of December 2009, with PE,F liaving sole option to extend the agreeriicnt tlir-ougli tlic last billing cvcle 
of lune 201 0 The settlenient agreenneiit also provides for revenue sharing between PEF and its ratepayers beginning in  2006 wheieby PET will refund two- 
tliirds of reuil base revenues between a specified threshold and specified cap, which will be ad,justed aiiiitially. and 100 percent ol  reveiiiies above the 
specified cap PEF’s retail base revenues did not exceed the specified 2006 threshold, and thus no ievenues were subject to revenue sharing The senlenient 
agreement piuvides for PEF to continue to recover certain costs th~uugli clauses. such as the recovery of post-9/l 1 secuiity costs though the capacity clause 
and tlie carrying costs of coal iiiventoiy in tionsit and coal procurcnient costs througli the fuel clause Additionally, PEF will continue to recover and collect a 
return on I-lines Unit 2 tlirough tlie fuel clause tlirougli late 2007, wlieii it will be transferred into base rates I f  PE,F’s regulatory return oil equity (ROE) falls 
below 10 percent. and for certain other eveiits, PEF is authorized to petition the FPSC lor a base lute iiiciease 
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On h i e  16, 2006. the SCI’SC approved a settleiiieiit agreeiiient for a11 increase i n  the fuel rate charged to PEC’s South Carolina ratepayers for iinder- 
recoveied file1 costs and to m e t  future espected fuel costs The settlenient agreement provided for a $23 millioti. or 4 6 percent, iiicreasc iii iates. effective 
July I ,  2006 At L>eceiiiber 31,  2006. PEC’s South Carolina deferred h ie l  balance \vas $29 million, of which $5 million is espected to be collected niter 2007 
i n  accordance with thc settleiiieiit rtgrecniciit and. therefole, has k e n  classified as a long-term regulatory asset 

On September 25. 2006, the NCIJC approved a settlement agreement fol cui increase i n  the fuel iatc chaiged to PEC s Noith Carolina irttepavcrs The 
settlement agreement provided Cor a $1 77 million. or 6 7 percent, increase in rates effective October 1, 2006 Tlie settleinent agreement further provides for 
rate increases of $50 nrillioii i n  2007 and $30 niill~oii in  2008 nnd for PEC to collect its ensting deferred fuel b:ilance by September 30. 2009 PEC t n ~ t ~ a l l y  

sought an increase 01 $292 inillion, or I 1  0 percent. but agreed to a three-year phase-in 01 tlie increase 111 order to address custoinei coiicerns regarding the 
niagiiitude of tlie piopored increase PFC will be allowed to calculate aiid collect interest at 6% 011 the diffeieiice betweeii i t s  fuel factor proposed 111 its 

original request to the NCUC and the settlenieiit agreement’s factoi At December 31.2006, PEC’s Noitli Carolina deierird fuel balance \vas $281 ~ n ~ l l ~ o n .  01 
which $109 million I S  expected to be collected after 2007 i n  accordance with tlie set~lement agreement and, therefore. has been classilied as a long-tenn 
regulatory m e t  1 he Carolina (Jtility Custoiiieis Association (CUCA) has appealed the NCIJC’s older on tlie grounds that tlie NCUC does not have the 

statutory nuthorily to establish luel rates for niore than one year We anticipate filing a motion to disiiiiss dtiring tlie lirst quaitel of 2007 We cannot predict 
Icr. 

On Noveniber 8. 2006. the FPSC approved PEF’s suppleiiiental filing resulting ii i  a $40 million, or 0 7 percent, increase over 2006 rates Lo cover rising liicl. 
environmental compliance aid energy conservation costs The ne\v charges were effective Januaiy 1, 2007. At Decembr 31, 2006, I W  was over-recovered 
in  Aiel and capacity costs by $63 million 

On August 10. 2006. Florida’s Oflice of Public Counsel (OF”) liled a petition with the FPSC a s l h g  that tlic FPSC require PEF to ieiund to ratepayers $143 

million, plus interest, of alleged excessive past firel recovery charges and siilfiir dioside (SOL)  allowance costs associaied with PEF’s ptirported failure to 

utilize the most ecoiiomical souices of coal at Crystal River Unit 4 and Crystal River Unit 5 ((2nd aiid CR5) during tlrc period 1996 to 2005 The OPC 
subsequently revised its claiiii to $1.35 million. plus iiiteiest A hearing on the iiiatler has been scheduled by the FPSC for April 2, 2007 PEF believes that its 

cool piocuieinent piactices were prudent and that it has sound legal arid factual arguments to successhilly defend its position We cannot predict the outcome 

of t h i s  mutter 

On February 8, 2007. tlie FPSC issued an order approving PEF’s request for a need detemiiiiation lo uprate Crystal River IJnit No 3 Nuclear Plant (CR3) 
Tlie uprate will take place iii two shges in 2009 arid 201 I and is estimated to cost approximately $382 inilliori. \vliicIi incltrdes potential trarisniissioii sysleiii 

iiiiprovenients and iiiodificatioiis to coinply with environmeiital regulations The FPSC has scheduled a Iieniing on May 23, 2007. to detei milie whether tlie 
uplate costs should be recovered tlirough tlie fuel adjustment clause. If PEF does not receive appioval to recover the tiprate costs through the fuel adjustment 
clause. these costs wi l l  be ~ecoverablc through base rates, similar to other utility plant additioiis. On Febiuary 2, 2007. iritenwiors filed a inotioii to abate tlie 

cost-recovery portioii of PEF’s rcqucst On February 9. 2007. PEE requested that the FPSC deny tlie intervenors’ inotioii as legally dcljcient and withoiit 

nicrit We cannot predict the outcome of this iiiattct 

PE,F has received approval from the FPSC for recovery of costs associated with tlie reinediation o l  distribution aud substation transfonners through tlie 
E,nviroiiiiiental Cost Recovery Clause (ECRC). whicli were estimated to be $43 million at Deceiiiber .31. 2006 Additionally, on November 6. 2006, tlie FPSC 
approved PEF’s petition for its integrated strategy to address compliance with CAIR. CAMR and CAVR tlirough the ECRC Tlie FPSC also approved cost 
recovery of pi udently iiicui-reti costs ~iccessan’ to achieve this strategy, which are cui rently estimated to be $900 iiiillioi~ lo $1 7 billion 
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111 2005. the FPSC issued orders airtlioriziiig PEF to recover over a two-year period including interest. costs it incurred and previously deferred related to 
PEF‘s restoration ol power to custoiners associated with the four hurricanes i i i  2004, including $232 inillion beginning August 1. 2005. and an additional $13 

inillroil, beginning Jaiiuary 1, 2006 

On August 29. 2006. !lie FPSC approved a scttlciiiciit agreement related to PEF‘s storm cost-recovery docket that would allow PEF lo extend its cument two- 
year stonii surcliaige for a11 additional 12-month period to replenish its storm reserve The requested extension, which begins i n  August 2007. will replenish 
the existing storm reserve by an estimated additional $1 30 million In the event future storms deplete the reserve, I’EF would be able to petition the FPSC for 
iiiiplementntioii 01 :in interim surcharge oi at 1e:r;t 80 percent and up to 100 percent oi tlie claimed deficiency of its stonii reserve Intervenors agreed liot to 
oppose tile interim recovery of 80 percent of the future ciainied deficiency but reserved tlie riglit to cliallenge the iiiterini surcliarge iecovery of the remaining 
20 percent The FPSC has tlie right to review PEF‘s storiii costs for prudence 

I n  response to Iegislntion passed by tile Flondn Legislature 111 2006, the FPSC has  promulgated ides tliat w ~ l l  allow PEF to recover piudeiitly incuired sit~ng, 
used durine construction (AFUDC) on an annual basis tlirougli the capacity cost-recovery clause Such amounts 

will not be included i n  I‘EF’s idte bale wlien tlic plant I S  placed 111 coiiimercial operation In addition, the i ~ l e  w i l l  require the FPSC to conduct ail annual 
prudence icvicw of the rcasonablcnes~ and pi udence of a11 such costs, including construction costs. and such dctci mination shall not be subject to later review 
ewept itpon a finding of fraud. intentiand iiii~reprcPeiitatioi1 or the intentional withholding of key informabon by the utility The 1:PSC approved the new 
rules on February 13. 2007 

On November 3 ,  2004, tlie FPSC approved PEFs petition for Detennination of Need for the construction o i  a iourtli unit at PEF’s Hines Energy Complex 
Ttie estimated total in-service cost 01 I-lines Unit 4 approved os paTt of the Determination of Need \vas $286 million The unit is planned for coiiimercial 
operation in December 2007 If tlic actual cost is less tiinn the original estimate, ratepayers will receive the benefit of such cost under-runs. Any costs that 
csceed this estimntc will not be recoverable absent. aiiioiig other things. extraordinary circumstances as found by the FPSC in  subsequent proceedings The 
current estimate 01 in-service cost exceeds the initial project estimate by appioxiniatcly 12 percent to 15 pertent due to what we belicve to be estraordinary 
circumstances Tlicreforc. we believe that disallo\vancc oi tliesc costs by tlic FPSC in subsequent proceedings is not probable We cannot predict the outcome 
o l  this matter 

Total cash from opetations provided the funding for our capital expendihiies. including property additions. iiucleai fuel espeiiditures and diversified business 
property additions during 2006 

As shown i n  the table below. we expect llie majoiity of our capital expenditures to be incurred at our regulated operations We expect to fund our capital 
reqiiireiiients priinorily tlirougli a conibination o i  iiitenially generated funds, long-term debt, prelerred stock andor coiiinioii equity In addition, we liave 
$2 030 billion in  credit facilities that support the issuailce of commercial paper Access lo tlie coniiiiercial paper market provides additional liquidity to llelp 
m e t  working capital icquiremcnts We anticipate our regulated capital expenditures will increase in 2007 and 2008, priinarily due to increased spending on 
cnvironineiital initiatives and cunent growtli and nlaintenance projects AFUDC represents the costs of capital funds iiecessary to finaiicc the construction ol 
new regulatcd assets 
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Actual Forecasted 

(111 Il l  i l l  Ions) 2006 2007 2008 2009 

Noiiregulated capital and other expeiiditures 17 20 10 10 
,430 60 

Regulated capital cupciidiiures for 2007. 2008 aiid 2009 111 the table above include approxiniatcly $640 iiitllioii, $610 million arid $220 ~iitllion, rcspeclivcly, 
for enviionineiital compliance capital cxpendituics 1 orecasted enviionnieiital conipliai~c capital e\peiiditures foi 2007, 2008 aiid 2009 include $320 million, 

$220 iiiillioii aiid $50 iiiillioii, rexpectivcly, at PEC and $320 million, $390 million and $170 million rcspectively. at PEF We curreiitly estimate that total 
future capital expeiiditures for tlic Utilities to coiiiply with cui tent eiiviioiiiiieiital laws aiid regiilatioiis addressing a11 mid water qiiality, whicli are eligiblc for 
icgtilatory recoveiy tlirougli either base rate5 or cost-recovery claiises. could be in excess o f  $1 0 billion each at PBC and I’EF thioiigh 2018, which is the 

latest compliaiice target date foi ciinent air :uid watei qiia1ity regiilatioiis See “Otlier Matteis - Enviroiioieiital Matteis” for fiirtlicr discussion of oiir 

All projected capital and iiivestiiiciit expenditures are subject to periodic review aiid revision and may vary sigiiilicaiitly depending 011 a iiiiiiibcr a i  factors 
incliidiiig, but not liiiiited to. industry restructiiriiig. iegulntory constraints. iiiniket volatility and econoiiiic tiends 

At Dcccinber 31, 2006. wc had 110 oiilstanding borrowings uiider oiir credit facilities The bllowing table siiniiiiuizcs our RCAs mid available capacity at 
Deceiiibei 3 1. 2006: 

( I l l  illllllons) Description 7 otal Outstanding Rcscived (’1 Available 

1’ 
I’EC Five-yenr (expiring 6/28/10) 450 4 50 

Total credit facilities 9; 2.030 S (60) $ 1,970 

(a) To tlie extent aniounis u e  resented for commercial paper or letters of credit outstanding, they arc not available for additional borrowings. At Deccinber 31, 
2006, Progiess Etiergy. Iiic. had a Iota! aiiioutil ol%60 iiiillio~i of letters ofcredir issued, rvliicl, w r e  supported by the RCA 

All of the revolving cicdit facilities supporting the credit were arranged diiougli a sviidicatioii o l  liiiancial iiistitutioiis There are 110 bilateral contracts 
associated with tliese facilities See Note 12 for 3dditioiial discussion of our credit facilities 

Our iiitcnial Gnaiicial policy precludes issiiiiig coiniiiercial paper. iii excess of tlie supporting lines of credit At December 3 1, 2006. ivc had no outstanding 
coiniiiercial paper and a total of $60 iiiillioii reseived for letlers of credit issued, leaving ai1 additional $ 1  970 billioii available for future borrowing under our 
credit liiies I n  additioii, we liave reqiiireiiients to pay minimal aiinual co~iiiiiitmeiit fees to iiiaintaiii our credit Picilities We expect to continue to iisc 
cotiiiiiercial paper issuances as a source o l  liquidity as long as we iiiaiiitain 0111 currciit short-tern, ratiiigs 

All of the credit facilities iiicliide a deliiicd iiiaxiniiiiii total debl-to-total capital ratio (leverage). We are cuireiidv i i i  compliaiice with tliese covenants aiid 
wcrc i i i  coiiipliniicc with tlicsc coveiiants at Dccciiibcr 31, 2006 Scc Notc 12 for a discussion o l  tlic credit facilities’ Gnaiicial covenants At December 31, 
2006. die calculated ratios for tlic Progress Registrants. pursuant to the tcriiis of tlic agreciiiciits. are as discloscd in Notc 12 
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Progress Energy, as a well-known seasoned issuer. 113s 011 lile witli the SEC a sliclf registration staternetit under rvhicli Progress Energy niny issue 811 

iiidetcniiinate nuinber or aniouiit of various securities, including Senior Debt Secui ities, Junior Subordinated 1)ebentures. Conimon Stocl; Pieferred StocL 
Stock Purchase Contracts, Stock Pitrcliase Units. mid Trust Preferred Securities and Guarantees The board of directors has authorized tlic issuance and sale of 
up to $1 0 billion aggregate principal moun t  of various securities off the new slielf registration statement. in addition to $679 niillioii of various securities. 
which weie not sold from our prior sliell registration stntenient Accordingly, at December 31, 2006, Progiess Eiiergv has the autliority to issue and sell up to 
$1 679 billion aggregate principal amount of various securities 

Both PEC and PET; cuircntly have on file with tlic SEC a shelf registration statenient under which cacli can issue up to $1.0 billion of various long-tenii debt 
securities and prefcrred stock 

Bot11 I’EC and PET: can issue First Mortgage Bonds under their respective First Mortgage Bond indentures At December 31, 2006, PEC and PEF could issue 
up to $3.333 billion and $4 330 billion. respectively. based on property additions and $1 627 billion and $1 75 million. respectively, based upon retireoients. 

The lollowing table shows our total debt to total capitalization ratios at December i l  

__ 
2006 2005 

C 
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The major credit rating agencies Iiavc currently rated our secuiities as follows: 
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Moody’s 
Investors Seivice Standard B Poor’s Fitch Ratings 

1’1 om ess Ener,m. Inc. 
Outlook Stable Polltlvc Stable 
Corpoiatc ciedit rabiig i l i a  13BB ilia 
Seiiioi unsecuied dcbt Baa2 DBB- BBB 
Coni mercial paper P-2 A-2 1;-2 

I’EC 

Corpoiate credit inbiig Baa I BBB Ida 

Commeiciol paper P-2 A-2 F- 1 

Seiiioi secured debt A3 BBB A 

Siibordinate debt Baa2 Ilia ilia 
Plcfell-cd FtOCL Baa3 BB t BBBt 

__ PLP 

Corpoiate credit iatiiig A3 BBB ilia 

Coiiiiiieicial paper P-2 A-2 F- I 
Senior secuicd debt A2 BBB A 
Sciiior unscciiicd dcbt A3 BBB- A- 
I’rcferred stocl, Baa2 BB+ BBB i- 

PlefelIcd stock (a) Baa2 BB 1 ilia 

Senior uiisecurcd debt (b) Baa I BBB- n/a 

Outlool, Posltlve Positive Stable 

- S i m i m u m u x &  dcht Baal BBB- A- 

Outlool, Stable Positive Stable 

FPC Capital I 

1’1nm ess C‘anitiil Itoldinas. Inc. 

Guamiiteed by Progress Eiieigv. Iiic and Florida Progress 
(I1) Gun~aiiteed by I-loiida Progress 

These ratings rellcct tlic ciiirent vicws of these rating agencies. and no assuraiiccs ca i  be given that these ratings will continue for any given period of time 
I-lonww. we iiionitoi our Gnaiicial condition as well as maikct conditions that could ultimately affect oui credit ratings 

On Novenibci 3, 2006. Fitch upgraded the senior unsecured credit ratings of Progress E,nergy to BBB fiorii BBB-. PE.C to A- from BBB+ and PEF to A- from 
BBB-I- The outlook :it each entity \vas changed to stnble The short-term ratings of PE,C and PEF  ere upgraded to I;-1 from F-2 The ratings upgrades were 
based on our reduced business risk due to nooutility asset sales, the $ 1  3 billion holding conipny debt reduction and the successfkl resolution of the Internal 
Iieveliue Service (IIZS) audit of the Eartlico synthetic fuels facilities (Earllico). 

On August 3 1. 2006. Moody‘s upgraded I’rogrcss Energy‘s outlooli lo stable froin iiegative, citing expected Iiolding company debt reduction froin asset sale 
PI occeds. sitccessful resolutioii 01 the IRS audit of the Earthco synthetic fuels facilities, and lower business risk after divestitures of iioiicoie assets Moody’s 
also upgraded IXC‘s outlook to positive from stable. citing PEC’s nianageablc leverage, strong cash llow coverage ratios Tor its current ratings category, and 
constiuctivc regtilalory environinciits i n  North Carolina and South Carolina PEF’s outlook rcniains stable 

On Jiily 25, 2006. SLW :ifIirinetl thc corporate crcdit ratings of BBB at Progress Energy, Inc . I’EC and I’EF and revised each company’s outlook to positive 
lion, stable I l ~ e  outlook rcvision iellccts the progress toward our holding company debt reductioii plan arid expectations o i  future financial perfomiance at 

the BBB k bcnchniark 
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IevcIs. Sal’ also iiiipro\ml Progress Energy’s business risk piolile to 5 from 6 due to the sales oftlie DeSoto and Rowaii plants and Gas, as well as anticipated 
cash llow knelits related to the idling 01 our svntlietic it& facilities 

Our OK-balance slicet arraiigciiiciits and coiitractual obligations arc described belovv 

GU ARAN‘I‘ E ES 

As :I part 01 noiiiial bu\iness, \lie cnter into various agieenients piovidirig future iiiiaiicinl or perforinancc assurances to tliird p:iities that are outside tlie scope 
of FAS13 Interpretation No 45. “Guarantor’s Accounting and Disclosiire Requirements lo1 Guarantees, Iiicliidiiig Indirect Guarantees of Indebtedness o l  

Others .. 1 licse agieeiiieiits are enteied into primarily 10 support or enlia~ice tlie creditworthiness otherwire atlributed to Piogres.i ftieigy 01 our subsidiaiies on 

a stand-alone hsis. tliereby Iacil~tattiig tlie extension 01 sullicient credit to accoiiiplish the siibsidiaries’ intended comniercral purposes Our guntantees 

include pel fimiaiice obligatronr under power supply agreenients, tolling ogreenien1s, I W I I S I ~ ~ I S S I ~ I I  agreenieiits. gas agreenient~, liiel proc~~reiiieiit 391 eeiiients 
and trading operations ON giiaiaiiteeb also iiiclude standby letters 01 credit and surety bonds At December 31, 2006. we have issued E1 489 billion of 
guarantees lor future linanciol oi pciformaiice ai~innnce. ~iicluding E106 million at PEC and $2 million at PEF Included 111 this anioiint is $300 million of 
g.ua.mkcs 01 ccrtain naviiicntr 01 two wlioll\ owncd inditect riibsididnes i.iiued by the Parent (See  Note 23) We do not believe conditions ale likely for 
rrgnificant pcrlorniance undci the giiarantces of pc~for i i ia~ ic~  irsucd by oi on beliall of affiliates 

The niajority of contracts supp>rtcd I J ) ~  the gunrantees contain provisions thai trigger giianiitec obligations based on downgrade events to below iiivcstmcnt 
gr:ide (below Ban3 or BBB-) by Moody’s 01- SBP for the Parent’s senior unsecured debt rating. ratings triggers, monthly netting o i  eqosure andor payments 
and oiiset provisions iii the event o r a  default At December 3 I .  2006, tlie Parent’s senior unsecured debt rating was Baa2 by Moody’s and BBB- by SRrP and 
no guarantee obligatioiis had been triggered I f  tlic guarmitee obligatioiis were triggered, the approximate anioiint of liquidity requireiiients to support ongoing 
operations witliiii a 90-das period. associated with guarantees for Progress E.nergy’s noiiregulated portfolio and power supply :igreements. was $596 niillioii at 
December 31. 2006 While we believe that w e  would be able to meet this obligatioii with cash or  letters of credit. ii we cannot. ow fiiiaiicial coridition, 
liquidity and results of opei“atioiis will be matciidly and adversely impacted. 

At L>eceinbcr 3 I .  2006. we Iiave issued guaiaritees aud indeniiiiiicntions of ceitain asset perloriiiancc. legal, tux and cnviionnicntal maliers to third parties, 
including indemnificntiotis niadc i n  connection with salcs 01 businesses, and for timcly payineiit a i  obligations i n  support 01 our iioii\vliolly owncd synthetic 
iucls operations as discussed i n  N O ~ C  22C 

Under oiii risk ni~nageiiicnt policy, we ninv use a variety oi instrunients. including swaps: options and forward contracts. to niaiiage exposure to fluctuations 
iii coiiimodity prices and interest iates See Note 17 and lteiii 7A, “Quantitative and Qiialitativc Disclosures Aboiit Market Risk.” for a disctission of niarket 
risk and derivatives 

We ore party to niiiiie~-oiis contracts and urrongciiients obligating us  to make cash paynieiits in iiitiire years These coiitrncts include financial nnangeiiients 
sucli :is dcbt agIccnienb a i d  Imscs. as well as contracts for the purcliasc of goods and services Aniou~ils i n  the following table arc cstiinated based upon 
contiactual tcrnis. and actual amounts will likclv dilTci froin anioiints prcsented below Further disclosure regaiding our contractual obligations is included in 
the respective notes to  the Consolidated Financial Statemeri~s We take into consideration the future cornmilmenls u t h x  assessing our liqiiidily and fiiiure 

linancing needs 71ie iollowiiig table rcllccts Progress Eiicrgy‘s coiitracbial cash obligations :ind otlicr coiiiniei-cia1 comiiiitinents :it December 31, 2006. i n  the 
respective peiiods i n  \vliicli the\! w e  due: 
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( I n  mllllons) 1 otal Less than 1 year 1-3 years 3-5 years More tiinn 5 years 

(a) Our maturing debt obligations aic generally expected to be repaid with asset sales and cash froni operations or refinanced with new debt issuances in tlie 

(I>) Interest paynieiiL3 on long-term debt and iiiterest rate deiivntives are based on the interest rate efl'ective 01 Deceniber 3 1. 2006, and the LlBORlorward 

,-> 

capital niorkets 

curve at December 31 ~ 2006. respectively 

purchased power costs 31e iecovered tlirotigh pass-tlirougli claiises i n  accordance wit11 Noilh Carolinn Soutli Carolina and Florida ~-egulntions and 
thcrcfore do not requiic sepaiate liquidit\! support 

((1) We have additional contractiial obligations associated witli our discontinued CCO operations. whicli are not reflected iii tliis table Tllev include fuel and 
purcliased power obligations of $ 1  1 million for 2007. $ 1  million for 2008, $2 niillion each for 2009 thi-ougli 201 1 and $7 million tliereafter These 
obligations also include other purcliase obligatioiis of $15 million each foi 2007 through 2009, E13 million each for 2010 and 201 1 and $127 million 
tlicrcaftcr We anticipate t iansfei ring the obligations undcr tliese contracts to a thiid party as part of oui disposition strategy 

(C) Projected pension fi~nding status is based on current actuarial estiniates a i d  is subject to future revision 
(0 In  2008, PEC must begin transitioning North Carolina iiirisdiction:~I niiioiints currently retained internally to its external deconiniissioning funds The 

( 9 )  We have certaiii future c o ~ i ~ n ~ i t n i e ~ ~ t s  related to four syntlietic fiiels facilities purchased that provide for contingent payments (royalties) tliroiigh 2007 (See 
tiansition oi%I.il niillion niiist be coniplete by Deceniber. 31. 2017. and at least I O  peiceni must be tiansitioned each year. 

Note 22D) 

I-listoricolly. we Ii:ive had substantial opeiations associated with the production ol coal-based solid synthetic liielsas defined undcr Section 29 of tlie Code 
(Section 29) The productioii and sale of tliese products qnalitics for federal income tax credits so long as certain requirements are satisfied, including a 
iequirement tlnit the synthetic i k l s  diflkr signilicnntly i n  cheniical composition from the coal used to produce such syntlietic fiiels and that the fuel was 
produced from a facility that \vas placed i n  service befoic l u l v  1. 1998 Qualifiiiig synllietic fuels I'icilities enlitle their o\vners to federal inconie tas credits 
based on tile barrel of oil equivalent 0 1  tlie svntlietic fiiels produced and sold by tliese planrs The t x  credits associated witli ssntlietic i d s  i n  a particular year 
niay bc pliascd out ii anniial average market piices foi cnide oil exceed ccrtain prices Syntlietic fuels are generally not ecoiioniical to produce and sell absent 
tlie credits I n  May 2006, we idled procluctioii o l  syiitlietic i d s  a1 our syiillietic fuels facilities As discussed below i n  "Impact of Ciude Oil Piices," the 
decision to idle plodtictioil \vas based on the liigli level 01 oil prices Based on significantly reduced oil prices combined \villi cuncnt favorable fuel price 
projections. we resunied limited pmdiictioii 01 our  synthetic lucls facilities i n  Septeml~ei and Octobei 2006, wliicli continued through the end ol 2006. We 
produced 3 7 niillioii tons of syiitlietic luels during 2006 



Legislation enacted i n  2005 iedesignatcd the Section 29 tax credit a s  :i general business credit itiidei Section 45K o l  tlie Code (Sectioii 45K) elTective January 
I ,  2006 Tlie previous aliiounl of Section 29 tax cicdits that we were allowed to claim i n  any calendar year tlirougli December 31, 2005. \\‘as limited by the 
amount of our regular federal iiicoine tax liability Scctioii 29 tax credit anioirnts allowed but not utilized are carried forward indefinilely as deierred 
alternative niinimuni tax credits Tlie rcdcsignatioii of Section 29 tax credit. a Scctioii 45K general busincss CI edit removes tlic regular lederal inconie tax 
liability limit on syntlietic l ids  production and subjects the credits to a 20-yea1 carry ionvard period This provision would allow LIS to produce more 
syntlietic fuels tlian we have liistoiically piodiiced. should we clioose to do so 

Total Section 29i45K credits generated through Decenlbel- 3 1. 2006 (includi~ig those generated by Florida Progress prior to our acquisition). were 
approsimately $1 9 billion, o l  wliicli $974 niillio~i 1i:is been used to ofket regular federal incoiiie tax liability, $847 millioii is being cairied forward as 
d e f e n d  13s credits and 3.38 iiiillioii 113s been reserved due to the estiiiiated pliase-out of tax cledits due to high oil prices. as described below 

Altliougli tlie Section 29/45K lax credit program is expected lo continue tlirougli 2007, recent morlcet coiiditions, world events and cotastropliic weatlier events 
have riicicascd the volatility and levcl 01 oil prices 11iat could Ii i i i i t  tlic amount of those credits or eliniinate them cnliicly for 2007 1111s possiblllt?, IS  due to a 
provision ol Section 29 that piovide~ that 1 1  tlic Atiniial Avcroge Price c.;cccd$ the Tlireshold Pnce. the aiiiount of Section 29N5K tax ciedils IS reduced for 
that yea1 Also, if the Ali~itial Average Price exceeds the PIiasc-out Price. the Section 29/45K tax credits arc cliniina~ed for Ilia1 year Tlie ‘Jlircsliold Price and 
the Phase-out Price are adjusted annuallv ror inflation 

I i  the Annual Average Price falls between the Tlireshold Price and the Piiase-out Price for a year. [lie aniouti[ by \vliich Section 29/45K tax credits are rcdiiced 
will depend 011 wliere the Aniiiial Average Price falls i i i  that coiitiiiiiiiiii Foi example, foi 2005. the Thiesliold Price was $53 20 per barrel and the Plise-out 
Piice was $66 78 per barrel I f  tlie Aiiiiual Average Price had been $59 99 per hml. tliere would liave been a 50 percent reduction i n  the aniou~it of Section 
29 tax credits ior that year Based on the Aiiiiiial Average Price oiX50 26, tliere was no p1i:ise-out ofour synthetic fuels tax credits i n  2005 

The Depoiliiient o i  tlie Treasiiiy calculates the Annual Awrage Piice based oii tlic Doiiicstic Ciiide Oil First Purchases Piices publislied by the EIA Because 
tlie EIA publislies its iiiformatioii on a three-niontli lag. the seci elant  01’ llie Treasury liiializcs the calculations three montlis alter the yeai in questioii ends. 
This, tlic Aiiiiual Avciagc I’rice foi calcndar war  2006 is cxpccted to bc publIslicd i i i  carlv Apnl 2007 

We estiiiiatc that tlie 2006 Tlitesliold Price \ \ t i l l  be approxiiiiatcly $55 pel Iiarrel and the I’liase-out Plice will lie approriniatels %9 per bairel. based 011 an 
estiniated inllation adjustment for 2006 Tlie niontlily Domestic Crude Oil First Purchases Price published by the EIA lias recently averagcd approximately $7 
lower ilian the corresporiding daily NYME.X j)ronipt month sellletncnt price ror light s\veet crude oil Tlirougli Deceniber 31, 2006, the average daily NYME.X 
settlement price for light sweet crude oil was $66 25 per barrel 13:ised upon the estiiiiated 2006 Tlireshold Piice and Phase-out Price. nssiiming that tlie $7 
average differential between the Domestic Crude Oil First Purcliases Price publislied by the EIA and the NYMEX sct~lenient price continued through 
December 31. 2006. we estimate tltal tlic sviitlietic fuels l 3 X  credit amount for 2006 will be reduced by approxiniately 35 percent Tlierefoore, we reserved 35 
petceiit or approxiiiiately $38 inillion of the $107 niillioii o i lax  credits geiicrated during 2006 The filial calculatioiis of any reductions iii the value of tlie tax 
credits will not be determined until April 2007 \vlien final 2006 oil prices are published 

We estimate that tlie 2007 Iliiesliold Price will be npproximatelv $56 per barrel and the Phose-out Price will be opprosiinitlelp $70 per bariel, based 011 an 
estiiiiated iiillatioii adjustmcnt for 2006 and 2007 Ihc  i i iontli lv Doiiicstic Crude Oil First Purchases Price published bv the EIA Itas rcccntly averaged 
approxirnatcly $7 I owc~  tlian the concspiinding daily NYMEX prompt moirth setllciiie~it price 1’01 light s~vcct cnrde oil As of .Taniiari 31. 2007. the average 
NYMEX futures price for light sweet crude oil for cnlcndar year 2007 \vas $59 50 per barrel Based upon the estimated 2007 Thrcsliold Price and Phase-out 
Price. ii oil prices for the rest of2007 reiiiained 31 the Jaiiunrv 31. 2007. 
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average 2007 futures price level of  $59 50 per barrel. w e  currcntlv estiiiiale that tlie sviitlictic fuels 10s credit aiiinuiit Tot 2007 would not be reduced 

111 .Januaiy 2007 we entered inlo derivative contracts to liedge ecoiioniically a portioii of our 2007 syiitlielic luels msli flow exposure to the risk of rising oil 
prices Time contracts will provide protection for llie eqiiivalent of appiosiiiietely eight million tons 01 2007 synthetic fuels production aiid will be niarked- 
to-iiiarket with clianges in iair value recorded througli eaniings Oui syntlietic l i iels production levels Ior 2007 reinain uncertain because we cannot predict 
with any certainty the hiiiiual Average Piice of oil for 2007 We will coiitiiiue to inonitor the ciiviioiimciit surrounding syntlietic fuels production and will 
adjust our production as warranted by clianging conditions See Note I7 and Item 7A. “Quaiititati\;e arid Qualitative Disclosures About Market Risk.” for a 
discussion of marltct risk and derivatives 

We iiioiiitor our long-lived a s~e t s  foi ~mpaiiiiient as narranted With the idling ol oiii syiitlietic fuels 1:icilities during the second quarler o l  2006, we 

perlormed a11 impaimient evaliintlon 01 our  ryiitlietic l i d s  and other related opeiating long-lived assets The impairnient test consideled iitinierotis factors. 
including, among other things, continued lug11 oil pnces and the tlieii-cuiieiit “idle” state 01 0111 syntlietic luels Ia~ili t ier  Based on the results ot the 
iiiipainiieiit test, ive recoided pre-tax impaliment choiges of 691 iiiillioii ($55 niilliori after-tax) duiing the quaiter ended lune 30. 2006 (See Notes 8 and 9) 
Tl ie~e c1iarge.i iepreseiit the eiitiiety 01 the asset cuiiyiiig value ol ow sj~ntlietic fuels ~ntaiigible assets and iiiaiiutactuniig taeil i t ics as well a5 a poition of tlic 

the nver krniiiial.s at \\liicli tlic s\intlietic luels maiiufacturinr lacilities ale located 

I n  June 2001, tiirouglr our subsidiaw Progress Fuels, we sold ii i  two ti:iiisactioiis a coiiibiiied 49 8 perceitt pnrtiicrsliip inkiest i n  C o l o ~ i ,  one o i  our synllietic 
fuels facilities. Substantially a11 proceeds from the sales will be received over tiiiie. which is typical of such sales i n  the industry Gains from the sales will be 
recognized 011 a cost-recovery basis as the facility produces and sells syiitlietic fiiels and \vlien there is pelsuasive evidence tliat tlie sales proceeds liave 
become fixed or determinable and collectnbility is reasonably assiii-cd Gain recognition is dependent on the syntlietic fuels productioii qualifying for Section 
29/J5K tax credits aiid the value of sucli tax credits as discussed alxwe lintil t!ie pain recognition criteda are inel. gains froni selling inteiests in Coloiia will 
be deferred I t  is possible that gains will be deferred to subsequeiit qiiarteis. or to a subsequent calendar year, unlil there is persuasive evidence that no tax 
credit phase-out will occur for the applicable calendar year I his could result iii sliilling earnings from earlier quarteis to later quarters in a calendar year or to 
5 subsequent calendar year In the event that the syntlietic fuels tax credits from the Coloiia iacility are reduced. including froin aii extcndcd idling of our 
production due to an iticrease in the price 01 oil that could limit oi eliniinate synthetic lucls tax cicdits. the aiiioiint of proceeds realized fioiii the sale could be 
significantly iriipacted At Dcceiiibei 31. 2006, a pre-tax gain on nioiictization ofS7  million lias been deferred Based on tlie ciirrciit level of oil prices and 
subject to final adjustments, we expect to recognize Ihis gain i n  2007 Beginning \villi the paymeill for the sccoiid qu:irter of 2006, the minoiity interest palies 
have elected to defer their cash payments i n  consideration of the idling oi  thc synthetic luels iacilitics at tlia! time In consider:ition of tlie resumption of 
limited synthetic f d s  production i n  !lie fourth quarter oi2006. tltc niinoiir?; interest pi-ties made a p:ii-tial pnynierit i n  lanunry 2007 

See Note 22D and Iterii 1A. “Risk 1;a~to~‘;” fix additional discussinii related to o u r  syntlietic fuels operations 

REGULhTORY ENVIRONMENT 

The Utilities’ operations in Noilli Carolina South Carolina and Florida ore iegulated by the NCUC. SCPSC and the FPSC. respectively The Utilities are also 
subject to regulation by tlie FERC, the Niiclear Regulator)‘ Coriiniission (NIIC) and ollier icderal and state agencks coinriio~i to tlie utility biisi~iess As a 
result of regulation. inany of the iundanieiital business decisions. as ivell as the late of ieturii the Utilities arc pcnnitted to cain. are sub,ject to the appioval of 
tliese govemnieiital agencies 

PE,C and PEF continue to monitor dcvelopinciits impacting retail coinpetition iii their rcspcctive service territories Moveiiieiit toward deregul:itioii tlirougliout 
the nation has effectively ceased dtie to iiiiiiteroiis lactors iiicliidirig. but 
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not limited to. Califoniia’s espei ience with ietail deregulation l o  our hiowledge. tllete is currently no eimclcd o r  proposed lcgi.sla~ion i n  North Carolina. 
South Carolina 0 1 ’  Florida that would give retail custonicrs the riglit lo cl~oosc their electricity providei or otlierwise resriiictiire or deregulate the elect~ic 
iiidustiy We cniiiiot anticipate when. or if. any of these states will niove to iiicrcase retail competition i n  the clecrric iiidustiy 

The retail rate matters aaected by state regulatory uuthoiitics are discussed i n  detail i n  Notes 7B and 7C Iliis discussioll identifies specilic retail rate nlatters, 
the status oT tlic issues a id  tlie associated effects oii ow consolidated financial s~atcments 

Issues regarding the timing. creation and structuie of tmnsniission orgaiiizations aic cvaliiated by the Utilities’ legulatory autho~itics We cannot predict the 
outconic of these maticrs (See Note 7D) 

On May 5. 2006. the Florida state legislatuie passed a cotiipreliensive ciiergy bill. which has been signed by the governor Tlie legislation creates a new 
energy council tasked with developing a statewide eneigy policy. provides iiicentives to renewable energy sources and fostei s the coiistructioii of iiew nuclear 
power plants, including streamlining the siting of nuclear po\ver plants and ielated t r a ~ i ~ n i i ~ ~ i o n  facilities, esenipting new nuclear plants fioni the FPSC bid 
rule and requiring the FPSC to issue rules authorizing alternative cost-recoveiy mecl~anisms for pre-construction costs and coiistructioii cost financing See 
”Nuclear” below for related FPSC nile issuances PEF cannot deterniine at this time how the filial rules and 1 egulations resulting lroin this legislation will 
impact its opeiutions and financial condition 

Due to the daniage electric utility facilities suffercd duiing recent Iiui iicancs. during 2006 tlic FPSC adopted rules that rcquile Florida‘s illvestor-owned 
electric utilities, including PEF, to strengthen cost effcctively. or storm harden. the state‘s clcctiic infrastructule Storm-Iiaidciiing plaiis are required to be 
filed and updated every three years for the ITSC’s approval Each plan iiiust address such factors as the effect 01 estremc tvind, Ilooding and  storni surges on 
electric facilities ‘Tlie plans must identify critical infrast~ucturc and the respective utilities‘ deployment strategy for shongtliening electric service i n  thcir 
service areas in addition, state utilities are required to inspect their wooden distiibutio~~ poles once evciy eight years PET; does not believe that conipliance 
with tliese rules will iiiaterinlly increase PEF’s costs diie to its pole inspectioii and vegetation niaiiiteiiaiice piograiiis alicady i n  effect Costs to coinply with 
the storm-liardening rules are recoverable tlirough PEF’s base rates 

Tlie FPSC has published a proposed rule that specifies wliat storni costs will be iecoverablc and wlietlier SIICII recowlable costs would be ol’tsct against a 
utility‘s storni reserve ftind or recoverable through its base rates. The FPSC held a public worl;sl~op 011 Februniy 21. 2007. to discuss the ploposed rule with 
tlic intent to issue a final rule prior to tlie 2007 storm season We cannot predict the outcome ol this niatler 

On April 26, 2006, PEC subniittcd a license renewal applicatioii with the FERC seeking a 50-pear liceilse I‘oi its l-illcn. and Blewctt Iiydioelcctric generating 
plaits ‘The license for these plants cuirently expires i n  April 2008 and the icqiiested renewal will allow the plank to continiie operatioos linti l  2058 PEC and 
a key group of stakeholders have reachcd an agreement in principle that supports PEC’s relicensing application The :~grecment i n  principle. \vIiicIi has been 
filed with the FE.RC, will establish increased water flows lroiii both plants and will protect water supplies for local govcm~~rents as well as provide 
enbancements for recreation, water quality and aquatic habits The ieniaining phase of tlie application process will take approsiniately one ) m i  and iiicludes 
review by tlie FERC and solicitation of public comnuxt We cannot piedict the outcolne of this niat1eI 

111 2004, tlie FERC issued orders concerning utilities’ ability to sell wliolesale electlicitv at niarket-based rates, including the adoption of two interim screens 
for assessing an applicant’s potential generation market powei for deteniiiniiig ivlietlier the applicant should be allowed to sell wholesale electi icity at market- 

es do not liave market-based rate aulliority for wliolesale sales in peninsular Florida Given the dilljculty PEC believed it would 
esperience i n  passing one 01 the iliterim sc~eens, PEC filed revisioiis to its niarket-based rate tal ills ~cst~ict ing PEC to sales outside of I’EC‘s control area and 
peninsirlar Florida, and filed a new cost-based tarifl‘ fo1 sales witliin PEC‘s control area l‘l~e FERC 113s accepted tlicsc icviscd taiirfs We do not aiilicipate 
that tlie operations of the Utilities will be mateiially inlpacted by thcse inaiket-based rates decisions 

86 



We are subject to federal, state and local legislatioii and court oiders Tliese matteis ale discussed in detail i n  Note 22D lliis discussion ideiitilics specific 
issues. the status of llie issues. accruals associated with issue resolutioi~s and our associated exposures 

NUCLEAR 

Nucleai generatirig iiiiits are icgulated by the NRC I11 the event of iioncompliance, the NRC 113s the authority to iiiiposc fines. set license conditions. sliut 
doivn a nuclear unit or td;c some combiiiation oftliese actions, depending upon i ts assessment of the severity ol the sitiiatioii. i in t i l  compliance is achieved 

Our nuclear units are periodically iciiioved from seiwice to acconiniodnte normal refiieling aiid niainteiiaiice outages. repairs and certain other niodilications 
(See Notes 5 and 22D) 

Dueto tlie anticipated growth iii our service territoiies, we estimate that we will require iiew baseload geneintion facilities ii i  both Florida and the Carolinas by 
the iiiiddle of the next decade. and we are evaluating the best available options for this generation, including advanced design nuclea~ and clean coal 
tecliiiologies At this time, no definitive decision has k e n  made 

We liave announced that we are pursuing developnieiit of combined license (COL) applicatioiis Our aiiiio~~nceiiieiit is not a conimitniciit to build a niicleai 
plant I t  is a necessary step to keep open the option o i  building a plant or plants On Januaiy 23. 2006, we annotiticed that I’EC selected 3 site :I[ the Sliearun 
Harris Nuclear Plant (Harris) to evaluate for possible future nuclear expansion We ciirrently expect to file the application for the COL for 1’F.C.s Harris site 
in  2007 We have selected for PE,C the Westingliouse Electric AP- 1000 re:icior design as the teclinology upon nhicli to base the pnteiitial :ipplicatioi~ 
submission On December 12, 2006, we announced that PEF selected a site iii Levy County, 1%. to evaluate for possible luture nuclear espaiisioii, and PFF 
expects to file tlie :ipplication for tlie COL. i n  2008 We have not selected tlie reactor design teclinology upon wliicli to base tlie I’EF potential application 
submission I f  we receive appioval from the NRC and applicable state agencies, aiid i T  the decisions to build are made. c~i i~t t i~ci ior i  activities could begin as 
early as 2010, aiid new plants could be online iti late 2016 The NRC estimates Ilia1 i t  will take approximately thee  to four years to ievie\v and process tile 
COL applications. 

On Jniiunry 16, 2007, tlie U S Supreme Court declined to hear on appeal ol a Ninth Circuit U S Couil 01 Appeals’ decision ii i  \vliicIi the Ninth Ciicuit held 
that the NRC is rcqiiiied to coiisider the environmental impacts of terrorist attacks under the National Environmeiital Policy Act i n  autliorizing ati indepcndent 
spent fiiel storage installation. Siiiiilar cases, including cases involving operating license renewals. are pcndiiig i n  seveii other jurisdictions The NRC is 
coiisideiing Ihc scope aiid import of the Ninth Circuit’s decisioii in  reviewing i ts  opemting license renewal progiax Tlic cxteiii and tiiniiig of the NIZC‘s 
application o i  the c3sc is uiiclear at this time, and the impact, i lany,  on PEC’s peiiding I h r r i s  oper:lting Iiceiisc renewal app1ic:ition or any li~turc PFC or PEI: 
operaling licensing proceedings cannot be predicted at th is  time. 

A iiew nuclear plant niay be eligible for the federal production tax credits and risk iiisuiaiice provided by EPACl EPACl- provides an ann11aI tax credit of 1 8 
cents per kW1i for nuclear facilities for tlie lit st eight years of operation The credii is liinited to tlie first 6.000 MW of new nuclear generation i n  the IJiiited 
States and has an annual cap of$125 million per 1.000 MW of national MW capacitv limiiation allocated to the unit  111 April 2006. the IRS provided inteiini 
guidance that the 6.000 MW of production tax credits geiieiolly will be allocated to i i e ~  nuclear facilities that file license applications with tlie NRC by 
December 31. 2008, had poured safety-related concrete prior lo Januaiy I ,  2014. aiid were placed i n  senrice before .lanuary I. 2021 Tlicie is iio guniaiitee that 
the interiiii guidance wJll be incorporoted into the final regulations governing the allocalion of productiou tax credits Multiple utilities Iiave announced plaiis 

to puisue iicw iiuclear plants Them is no guarantee that aiiy nuclear plant we constn~ct would qualifv lor tliese 01 otlicr‘ incentives Wc cannot predict tllc 

outconic of this matter 

111 accordance with provisions of Florida’s coiiiprelieiisive energy bill discussed above. i i i  Decembe~- 2006. the FPSC ordered new i-iiles that would allo\v 
irivestor-owned utilities sucli as PEF to request pallial recovery of the planning and constridon costs of a iiucle:~r p w r  plaiit p i o r  l o  coniniercial operation 
The FPSC issued 3 final rule on 
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Febriiay 13, 2007. under ivliicli utilities will be allowed to recover pi-ttdeiitly incurred siting. prcconstruction costs and A17UI)C on a11 annual bnsis tlirougli 
the c:ipacity cost-recoveiy clause Such aniouiits will not be included in a utility’s rate base wlien the plant is placed ill conimeicial operation I n  addilion. the 
rule will require the ITSC to conduct an amiiial pnidence review o i  tlie reasonableness and prudence oi all sucli costs, including construction costs. and sue11 
determinatioii sliall not be subject to later review except upon a finding of fiand, intentional iiiisrepreseiitatioii or tlie intentional witlilioldiiig of key 
information by tlie utility Also, oii February 1 ,  2007, the FPSC amended its power plant bid ~ules to, anioiig otlier things, exempt nuclear p o ~ v e ~  plants from 
existing bid requiicnients 

We :iIe subject to regulaljon by various federal, state and local authorities in the areas of air cluality, water quality, control oi toxic substances :ind hazardous 
and solid \vastes. aiid other environmental n ia t te~j  We believe that we are i n  substantial compliance wit11 those cnvironinenlal regulations ciIricntly applicable 
to our business aiid opeiations and believe we have all necessary pemiits to conduct such operations E~~ivironmental I a ~ s  and regulations frequently cllange 
and the til[iinate costs 0 1  compliance cannot al ways Ix: precisely estimated 

1 hc nlnvlslnns ol thr. C h m p d m m v e  Enviioniiieiital RCSDOIISC. Compensation and Liability Act of 1980. as amended (CERCIA), authorize tlic EPA to 
iequiie the clcanup 01 Iiazaidous waste sites This statute imposes retroactive lolnt mid several liabilities Some \tales, ~ncludtng No1 111 Cat olina. Soutli 
Carolina aiid Florida have similar types of statutes We aic periodically notificd by regulators. including tlie EPA and vai iotrs state agmcies. of our 
involvement or potential involveiiient in sites that may require investigation and/or remediation There are presently scvcr:iI sites with respect to wliich we 
Ii:ive k e n  notified o i  our potential liability by tlie EPA, the state of Noli11 Carolina or the state of Florida Various organic materials associated with the 

productioii o i  nianuiactitred gas, generally referred to as coal tar, are regulated under federal and state laws I’EC and PEF are each poteiitiallv responsible 
parties (I’RPs) at several ~nanufac~ured gas plant (MGP) sites We ore also currently i n  the process of assessing potential costs and exposures at otlicr sites. 
Tliese costs arc eligible for regdatoiy recovery tlimugli either base mtes or cost-recoveiy clauses (See Notes 7 mid 21). Both PIX and PEF evaluate potential 
claiiiis against other potential PRPs and insurance carriers and plan to submit claims for cost recovely wliere appropriate The outcome oi tlicse potential 
claiiiis cannot be pixdicted No material clairns are currently pending. I-lnzardous and solid waste management matteis are discussed i n  detail in Note 21 

We accriie costs to tlie extent our liability is probable and tlie costs can be reasonably estimated in accordance with accounting principles generally accepted 
in the IJnited States of Anierica (GAAP) Because the exleiit o l  environmental impact. allocation among PRPs for all sites. rcmcdiation alternatives (\diicIi 
could involve either niinimal or signilicant effoits). and concurrence of the regulatory authorities have not yet ~eaclied the stage wl~cre a I casonablc cstiniale 
of the rcniediation costs can be made, we cannot determine tlie total costs that may be incurred i n  connection with tlic remediation of all sites at this time I t  is 
probable that current estimates could cliaige and additional losses, which could be material, may be incurred i n  tlie future 

We are, or may ultiniately be. subject to various current and proposed federal, slate and local environ~~~ental  con~pliance la\vs and rcgulatioi~s. wliicli \vould 

likely result i n  incicased platincd capital expenditures and O&M expenscs Additionally. Congress is considering legislation that would iequirc additional 

rcductioiis ii i  air emissions of iiitiogeii oxide (Nos). SO2 carbon dioxide ( 0 2 )  and inercury Some of t l~cse  pi oposals establish nationwide caps and 

eniissioii rates over an extended period of time This national multi-pollutant approach to air pollution control could involve significant capital costs that could 

be material to our finaiicinl position or results of operations. Control equipment that will be installed pursuant to the provisions o i  the Clean Sniokestac1;s Ac t  

CAlR. CAMR and CAVR, which are discussed below, may address some of the issues outlined nbove CAVR requires the installation of best available 

retiofit tecliiiology (BART) on certain units I-lowwer, the outcoiiie of tliese iiiatlers caiinot be predicted 
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The following tables contain inforination about o u r  current estimates of capital expenditures to comply with eiivirontnental laws arid regulations described 
below Tlicse costs are eligible for regulatory recoveiy tlirougli citlier base rates or  cost-recovery clauses. ‘The outcoiiie of ft~ture petitions for recovew cannot 
be predicted E,stiiiiated expenditiiies for the NOx SIP Call Rule under Section 1 IO oi the Clean Air Act (NOx SIP Call) include the cost to itistall NOx 
contials under Noi.th Cuioliiia’s and South Cnrolina‘s programs to coiiiply with tlie I‘ederal eight-hour ozone standard l-lie air quality contlols installed to 
complv rvitli tlie NOs SIP Coll arid Clean S~iiokeslacks Act will result in  II reduction of the costs to meet the CAlR iequIreii.teiits for our North Carolina units 
:it PEC We review o u r  estimates 011 an ongoing basis Tlic timing and estcnt of the costs for futurc pro~ccts \vi11 depend upon final coiiipliatice stratcgics 

Air and Wnter Quality Estinintecl Required Cuniulative Spent 
Environmmtnl Espcnclitures Estimated rota1 Estiniated tI1rougl1 
(111 I11IIIIUI1S) 1 I I I ~ C I ~ I I ~ I C  l:.\;pciiditurc~ Ikcciiibcr 3 I .  2006 

NOS SIP Coll 2002-2007 S35j S346 
Clean Sniokestacks Act 5 62 

North Carolina GI oundwater Standard(b) 

- 
$931 - _.-.____. --- Total ail and water qualiiy $2,455 - $3.755 

..__I_ ..=.. -__=__̂_____-.p---- 

Air mi l  Water Qu:ility Estinistetl Required 

f iii mill ioos) Timetable Emendittires lleceniber 31. 2006 

Cuinulative Spent 
Envi ronni cn till E spen d i tu res Estiniated Total listimated through 

NO1 SIP C;iU 2002-2007 $355 S346 
Cluaii S~iiolust~cL.~ Act 2002-201 1 1.000 - 1.400 502 

CAllL’CAMI1ICAVl: 2005-201 8 200 - 300 I 

Nor111 Carolina Groundwater Standerd(b) 

Total air and water quality 31,555 - $2.055 3909 

PEF: 

Air and Water Quality Estiiii:itect Required 
Eniironiiiental Espenclitures Estimated Total Estimated through 
I in  111 i I lions) liiiieteble Exoenditures December 3 1. 2006 

Cumulative Spent 

CAllt’CAMIL’CAVIZ 2005-130111 W O O  -P1.700 9 7  
Clean Water Act Section 316(b)(”) 1 

r qualit 700 
~~ 

0) Compliance plans to nicct the requireiiients of a revised 0 1  new iinplementi~ig rule under Section 316(b) of the Clean Water Act will be determined upon 

(1)) Coiiipliance pl:ins will be determined upon finalization of the chaiiges expected to be proposed to the North Cainlilia gloundwater quality standard fool 
finalizatioii o i  tlie rule Scc discussion under “Water Quality.” 

arseni c 
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'The EPA is conducting an enforcement initiative related to a iiumber oi coal-fired utility power plants i n  an elfort to determine wliether changes at those 
facilities weie subject to New Source Review (NSR) requirements or New Source Performance Standards under the Clean Air Act We were asked to provide 
information to the IiPA as part of tliis initiative and cooperated in  supplying tlie requested information The outconie of this niatter cannot be predicted 
I-lowcvcr, tlic EPA has initiated civil cnrorcenicnt actions against unaffiliated utilities as part of this initiative Some of these actions rcsulted i n  setllemeiit 
agreenients requiring expciiditures by tliese unatflliatcd utilities i n  excess o l  $1 0 billion Tlicsc settlement agreements have gcnerally called for expciiditures 
to be made over extended time periods, and sonic of the conipanies may seek recovery of tlie ielated costs tluougli rate adjustments or similar nieclianisiiis. 
The U S Siipreme Court has licard arguments, but  not yet issued a niling, rclated to a n  appeal of a decision issued by tlie U S Court of Appeals for Uie Foudi 
Circuit i n  a case involving an unafiiliated utility, holding that NSR applies to projects that result i n  an increase i n  niasimuni hourly e n i i ~ ~ i o i i ~  

On March 17, 2006. tlie IJ S Court of Appeals foi the Distiict of Colunibia Circuit set aside the EPA's 2007 NSR equipment replacement nile The rule 
would Iiaw piovided 3 iiioie unrfoirii definition d roirtiiie equipiiient replacenieiit The court had earlier set aside a provision in tlie NSR nile. wliich had 
caeiiipted tlie installation of pollutron control piojects fioiri review The Court denied a request by tlie EPA for a re-hearing regarding t h i s  inatlei on June 30. 
2006 These piojects are now subject to NSR requiiements, adding time and cost to llic installation process On November 27. 2006, tlie EPA filed a wnl ot 

certiorari petition requesting that the U S Supreme Couit review the U S Couit 01 Appeals for tlie District of Coluiiibra Circuit's iuliiig that vacated the 
apencv's alaiit renovation e.;cmation foi Its NSR ride. The outcome of this matter cannot be predicted 

The NOx S11' Call is an E.PA nile that requires 22 states, including North Cmolina, Soutli Carolina :~nd Georgia, to further reduce NOx emissions Tlie NOx 
SIP Call is not applicable to Florida Furtlier technical analysis and rulemaking may result in  requirements for additional controls at some units. Increased 
ORcM expenses relating to the NOS SIP Call are not expected to be niaterid to our or PEC's results of operations 

I n  June 2002. the Cleaii Smokwtncks Act was enacted i n  North Carolina iequiring the state's electric utilities to reduce the emissions of NOx and SOzfrom 

their North Caiolina coal-lired power plants in  phases by 201 3 PEC currently has approximately 5,100 MW of coal-fired geneintion capacity i n  North 
Carolina that is aM'ected by the Clean Sniokestacl~s Act To meet SO2 eniissioii targets, PEC is installing devices that neutralize sulfur compounds fomied 

duiing coal combustion (scrubbcrs) on soiiie of its coal-fired units These devices combine [lie sulfur in  gaseous cniissions witli other clicniicals to form inert 

compounds. sticli as gypsum, that are tlieii removed In  March 2006, PEC filed its annual estimate with the NCIJC of the total capital expenditures to meet 

emission targets under the Cleaii Smokestacks Act by the end of 2013. which were approsiniately $1 1 billion to $1 4 billion at the time of the filing 
Currently. the estimate is $1 0 billion to $ 1  4 billion Tlie increase i n  estimated total capital expenditures froin tlie original 2002 estimate of $813 inillion is 
priiiiarily due to the higher cost and revised quantities of construction nialerials, such as concrete and steel, refinement of cost and scope estimates for the 

current projects, and iiicreaSes in the estiiiiated inllation factor applied to fuhit,e pio.iect costs Wc arc continuing to evaluate various design. teclinology, and 
new generation options that could fiirtlier change expenditures requiied by the Clean Sniokestacks Act ORcM expenses will significantly increase due to the 

additional personnel. iiiaterials and general maintenance associated with tlie eqtiipnient ORcM expenses are currently recoverable Iliroiigli base intes. 

Tlie Clean Smokestacks Act also freezes die state's utilities' base rates for live years, which ends in 2007, unless there are extraordinary events beyond the 
control oi  the utilities or unless tlie utilities persistently earn a leturn substantially in ~ S C C S S  of tlie rate of return establislied and found reasonable by the 
NCIJC i n  h e  utilities' last gciieral rate case. Tlie Clean Smokestacl;s Act requires PEC to amortize $569 inillion, representing 70 percent of the original cost 
cstiniate of 581.3 millioii. during llie live-year period ending Deceniber 31: 2007 Tlie Clean Smokestaclis Act permits PEC the flexibility to vary the 
amortization schedtile Cor recording of the compliance costs from none up to $174 millioii per year For the years ended Dccember 31, 2006, 200s and 2004. 
1'EC recognized aniortizatioii 01 $140 inillion, $147 niillioii and $174 inillion, respectively. and has recognized $535 million i n  
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cumulative amortization tliiougli Dcceiiiber 31. 2006 The remaining amortization iequiremeiit of $34 million will be recorded during the one-year period 
ending December 31. 2007 The NCUC will hold a hearing prior to December 31, 2007. to determine cost-recovery amounts for 2008 and 2009 

Two ol  PEC’s largest coal-fired generation plants (the Rosboro No 4 and Mayo Units) impacted by the Clean Sniokestacl;s Act are jointly owned I n  2005. 
PEC entered into an agreement with the loin1 owner to limit tlieir aggregate costs associated with capital espendituies to comply with tlie Clean Smokestacks 
Act and rccogiiizcd a liability related to this indemnification (See  Note 2113) 

Pursu:int to tlie Clean Smokestacks Act. I’EC entered into :in agreemeiit with the state of North Carolina to transfer to the stile certain N O s  and SOpnissions 

allowances that result from compliance \vi th tlic collective NOs and SOzemissions limitations set iii tlic Clean Siiiokestacks Act Tlic Clean Smokestacks Act 

also required tlic state to underlakc a study of nicrcury arid CO~eni~ssioris i n  North Carolina Tlic lirture regulatory interpretation, impleiiiciitation or iinpact of 

the Clean Smokestacks Act cannot be predicted 

On March IO. 2005. tlie EPA issued tlie final CAIR The EPA‘s rule requires the nistncl of Coluinbia and 28 states, including North Caiolina, South 
Carolina, Georgia and Florida. to reduce NOx arid SOpmissions i n  order to reduce levels 01 line particitlate matler and impacts lo visibility The CAIR sets 

eniissioii l im i ts  to be met i n  two pliases beginning in 2009 and 2015, respectively, for NOx and beginning i n  2010 aiid 2015, respectively, for SO2 

PE,F has joined a coalition of Florida utilities that has filed a challenge to the CAIR as it applies to Florida A petition for reconsideration and stay and a 
petition for judicial review of the CAIR were liled on M y  1 1. 2005 On October 27, 2005, the District of Columbia Circuit Court issued an order granting the 
motion for stay of tlie proceedings On December 2: 2005. the EPA announced a reconsideratioil of four aspects of the CAIR. including its applicability to 
Floiida On March 16. 2006. the EPA denied a11 pciidiiig reconsiderations, allowing the challenge to proceed While we consider it unlikely that this challenge 
would eliiiiinate the compliance requirenicnts of the CAIR. i t  could poteiitially reduce or delay our costs to comply with the C N R  On lune 29, 2006, tlie 
Florida Eiivironiiiental Regulation Coiiiniission adopted the Florida CAIR, which is veiy siinilai lo llie El’A‘s model rule PEF and otlier Florida ulilities are 
participoting in an odmiiiistiative review of the state-adopted rule The outcome of lliese iiialters cannot be predicted 

On March 15. 2005, the El’A lindizcd two separate but related rules: tlie CAMR Uiat sets emissions limits to be met in two phases beginning in 2010 and 

201 8, respectively, aiid encourages a capaid-trade approach to achieving those caps, and a de-listing iule that eliminated any requirement to pursue a 
niasimnm acliicvable control tccliiiologv approach [or liniiting mercuiy ciiiissioiis from coal-fired power plants. NOs a i d  SO~controls also are effective in 

reducing nicrcurv eniissioiis Hoivever. accoidiiig to tlie EPA the second phase cap reflects a level of mercury emissions reduction that exceeds the level that 

would be achieved solely as a co-beneft of controlling N O s  and Sopr ide r  CAIR The de-listing iiilc has been challenged by a number of parties; the 

resolution of the cliallcngcs could inipact our final coinpliaiice plans and costs On October 21. 2005. the EPA announced a reconsideration of thc CAMR. On 
May 31. 2006, the EPA issued a deteniiination confirming the de-listing SizTeen states have subsequently petitioned for a review of this deteiiiiiiiation. The 
outconie oi this matter cannot be predicted 

States were required to adopt iiiercury rules implementing the CAMR by Noveiiiber 17, 2006, which are subject to review and approval by tlie EI’A A 
number o i  states. including North Carolina, South Carolina aiid Florida, did not nieet tlie deadline for submission to the EPA Tlie E,PA has indicated it will 
defer action At December 3 1. 2006, of the three states i n  which the Utilities operate, a11 had foriiially proposed iiiercury regulations The North Carolina 
Eiivironiiiental Management Coiiiniission adopted the proposed rule on Noveiiiber 9, 2006, wliicli is subject to final approval by the North Carolina 
legislature North Caiolina’s rule adopts the EPA’s cap-and-trade approach and requires the addition o i  mercury controls by 2018 on certain of PEC‘s North 
Carolilia units tlial do  no1 liave scrubbers. I’EC will have iiiilil 2013 to provide tlie agency detailed plans for the installation of controls at existing plants 
South Carolina’s rule. which was proposed 011 October 27. 2006. adopts the EPA’s capand-trade approach and requires that 25 percent of the mercury 
allowances allocated to each unit be licld i n  a compliance supplement set-aside pool Allowances in the set-aside pool may be used by a unit to iiieet 
compliance requirements but cannot be 

?I 
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traded South C:iroIina's rule \vas adopted on .lanuaiy 1 1 ,  2007, and is subject t o  final approval by the South Carolina legislature On .June 29, 2006, the 
Florida Eiivironiiiental Regulation Coinmission adopted tlie Florida CAMR 'Tlie Florida rule adopts the EPA's capand-trade approach with changes to the 
6PA's  iiieIcui~ allo\vance allocations i n  the rule's lirst phase Ilie outcome of this iiiatter caiinot be predicted 

On June 15, 2005, the EPA issued tlie final CAVR The EPA\'s rule requires states to identifi facilities, including power plants, built betweeii August 1962 
and August 1977 with tlic potential to produce emissions ihat aifect visibility i n  I56 specially protected areas including national parks and wilderness areas 
To help restore visibility iii tliose areas. states iiiiist requiie tlie identified ljcilitics to install BART to control their emissions Depending 011 the approach 
taken by the states. the ieductions associated with BART yould begin in  2014 CAVR included the EPA's deteimination that conipliance with tlie NOx and 
SOpquircments o i  CAlR may be used by states 3s a BART substitute Plans for coinpliance with CAlR and CAMR may fulfill BART obligations, but tlie 

states could require the installation of additional air quality controls i l  they do not acliicve reasonable progress i n  iniproving visibility PEC's BART-eligible 
units are Asheville Units No I mid No 2, Roxbro  Units No 1, No 2 and No 3 .  and Sutton Unit No. 3 P BART-eligible uiiiis are Anclote UnitsNo 1 

and No 2, 13artow Unit No 3. and Ciystal River Units No 1 and No 2 The outconic of this niatter cniiiiot be predicted. On December 12, 2006, ihe LJ S 
Court 01 Appeals for tlie District oi Colunibin Circuit decided i n  h o r  of the EPA i n  a case brought by the Nationol Parks Conservation Association that 
alleges thc EPA acted improperly by substituting tlic requirements of CAIR for BART for NOx and SO1 froin clectric generating units i n  areas covered by 

C A R  
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design. technology, and new generation options illat could cliange PEC's and P'EF's costs io nieet the reqwieiiientr; of CAIR, CAMR and CAVR 

On October 14. 2005, the FPSC approved PEF's pctition lor the recovery o i  costs associated with tlic dcvelopnient and implementation oi an integrated 
stiategy to comply with tlic CAlR. CAMR and CAVR through tlic ECRC. 011 March 31, 2006, PEI: filed a series olcoinpliance alternatives ivitli the FPSC to 
inect tlicse federal environinciital niles At the tiine. I'EF's rccoinmcndcd proposed compliance plan included approximately $740 ~iiillion of estimated capital 
costs expected to be spent tlirougli 201 6, to plan, design, build and install pollution control equipment at o w  Anclote and Crystal River plants On October 27, 
2006. PE,F Iiled supplciiienial testimony to inform tlie FPSC that estiniatccl capital costs for the series of coinpliance alternatives are likely to increase by 
approximately 25 percent to 30 percent froni the estiniates filed iii  MaicIi 2006, priniarily due to tlie higher cost of labor and constmction iiiaterials, such as 
concrete and steel. aiid refinenient o i  cost and scope estimates for the cniicnt projects These costs will continue to change depending upon the results of the 
cngiiiecring and strategy dcvelopnient work and/or increases i n  tlie underlying iiiaterial. labor and equipinciit costs Subsequent rule interpretations. equipment 
availability, or the uncspected acceleratioii of the initial NO?; or othei coiiipliance dates, among otlier tliiiigs. could require accelemtion of sonic 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 oi prudeiitly iiicuiicd costs necessary to acliieve this strategy 

111 Marc11 2004. tlie North Carolitla atioiiiey geneial filed a petition with the EI'A. under Section 126 of tlie C l a n  Air Act, asking the iederal governtiient to 

lorce coal-liied power plants i n  I 3  otliei states. including South Carolina to reduce their N o s  aiid SO?eniissions The state 01 North Caiolina contends these 

out-oi-state emissions inteifere with Noitli Carolina's ability to meet national air quality standaids for ozone and paiticirlate matter On March 16, 2006, the 

EI'A issued a Iinal response denying tlie pctition. 7 k  IPA's rationale for denial i s  that conipliance with CAlR will reduce the eniissions fioni surrounding 
states sufficiently to address Noitli Carolina's concerns. On June 26, 2006, the North Carolina attorney general filed 3 pelition i n  the IJ S Court of Appeals for 

the District o i  Colunibia Circuit seeking a review of the ageiicy's fill31 action on the petiiion The outconie 01 this nialter cannot be predicted 
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On Decenibcr 21. 2005. tlic EPA announced proposed clianges to the National Anibient Air Quality Standards (NAAQS) for particulate niatler The EPA 
proposed to lower the 24-hour standard Cor particulate inatter less than 2 5 niicrolis in diaineter (1’M 2 5 )  linin 65 niicrogranis per cubic meter lo 35 
tnicrograrns per cubic ineter I n  addition. tlie EPA propo.scd to establish a new 24-liour standard 01 70 niicrogranis per cubic meter f o ~  particulate matler that is 
between 2 5 and I0 microns i n  diaineter (PM 2 5-10) The EPA also proposcd to cliininate the current standards for pai-ticulate matter less than 10 microns i n  
dianictcr (I’M 10) On Septembcr 20. 2006. the EPA announced that it is finalizing the I‘M 2 5 NAAQS as proposed I n  addition. the EPA decided not to 
establisli a I’M 2 5-10 NAAQS. and it is elimi~~ating the annual PM 10 NAAQS, but the EI’A is retaining the 24-110111 PM 10 NAAQS. These changes are not 
expected to result in designation 0 1  any additional nonattainment areas in PEC’s or PEF’s service territories On December 18. 2006, environniental groups 
arid 13 states filed :I joint petition with the U S Circuit Court of Appeals for the District of Coluiiibi:~ Circuit arguing that the EPA’s new particulate matter 
rule does not adequately restrict levels 01 pai.ticulate matter The outcome of this matter cannot be predicted 

I General 

As 3 iesult 01 tlic opelatioil 01 ccrtain conttol equ~poient needed to address the air quality m u e s  outlined above, new wastcwatcr strcams may be generated at 
tlic affected facilities Iiilcgration 01 tlioe new \vastewater stieaiiis into the exlsting wastewater trcatnicnt processes may result ni permitting, constructton and 
t~eatrncnt rcquiieiiients imposed on t l ic Utilitier i n  the iinniediate and eutcndcd tirture rile outcoriie of this tnattei cannot be pledicted 

2 Scction 3 IG(b) of the Clc:in Water Act 

Scction 316(b) oi the Clean Water Act (Section 316(b)) requires cooling water inrake structiii-es to rellect the best teclinology available for miniinizilig 
adverse eiiviroiiiiieiital inipcts 1.11~ EPA promulgated a rule inipleinenting Section 316(b) i n  respect to eskting power plants i n  July 2004 The July 2004 
rule required a s ~ e ~ ~ i i i e n t  oi the baseline enviroiinieiital eil‘ect o i  witlidra\val of cooling ~vate i  aiid developmelit ol technologies and nieasures for reducing 
enviionnicrilal cKects by certain percentages Additionally. the rule authorized establislinient of alternative perfol iiiaiice standards where tlie site-specific 
costs o i  achieving the ollierwise applicable standards ivoiild liave been s:lbstantially gieater tlinn either tlic benefits achieved or the costs considered by the 
Ll’A during tlie ruleiiiaking 

Subsequent to pioniiilgation o i  tlic rule, a number of states, enviioiiincntal groups and otlicrs sought jiidicial review of the rule On January 25. 2007, the US. 
CoiiiI oIAppcals for tlic Sccond Ciiciiit issued an opinion a id  older rcniandiiig maiy impoi-tan1 provisions of Ilic rule to the E,PA As a ~esul t  of tllat decision, 
our plans m d  associated estimated costs to comply with Section 316(b) will need to be reassessed and determined i n  accordance with any revised or new 
iinplcn~cnting rule once i t  is established by the EPA Costs o i  conipliancc with a new iuipleinenting rule arc expected to bc higher. and could h signiiicanfly 
Iiiglier. tliaii estiniated costs tinder tlie Iu ly  2004 rille Our iiiost recent cost estiinates to coniply with the h l y  2004 impleinenting rule were $60 million to $90 
million. including $5 iiiillioii to $10 inillion at I’EC arid $55 million to $80 million at PEF The outcome of this inaner cannot Ix: predicted 

3 Nor111 Carolina Groundwater Standard 

On September 14, 2006, the Noith Carolinn Division of Water Quality (NCLIWQ) appeared belore the North Corolina Environinental Management 
Commission and iecomnicnded the state’s groniidwnter quality standard lor a1 seiiic be revised to 0 00002 milligmiiisiliter The existing groundwater qiinlity 
standard for aiscnic is 0 05 inilligrainsilitcr The Noitlr Carolina Environn~enlal Management Commission grantcd approval for NCLIWQ stafl to piiblisli a 
notice in  tlic Noith Carolina Itegistcr and schedule public licitlings The tulemaking ptocess will icquire at least six months bcCirc tl~e standard may be 
cliangcd ‘Ir:rcc :~nioiiiits o i  :~rscnic arc coninioiily present i n  coal Ily ash sluice water. coal pile ninol‘f. flue gas desr~lphurization Isyproducts, and other coal 
combustion byproducts l l i e  specific reqiiirements oidie rule :is finally adopted aiid associated costs. if any. c:innot be predicted 
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Tlie Kyoto Piotocol was adopted iii 1997 by the United Nations to address global cliinate change by reducing emissions of'COland otlier greenhouse gases 

Tlie treaty \vent into ell'cct oii Febriiaiy 16. 2005 Tlie United States lias not adopted the Kyoto P~otocol, and the Bush adniinistration Pnvors voluntary 
programs Tlicie are proposals oiid ongoing studies at tlie state aiid federal levels to address global climate cliange tliat would regulate C O p d  0 t h  

greeiiliouse gases Ikductioiis i n  COpliss ions to tlie levels specified by the Kyoto Protocol and mnie additional proposals could be materially adverse to oiir 

liiiancial position or results of operations if  associated costs o i  control or liinitation cannot be recovered fioni ratepayers The cost iinpact of legislation or 
regulation to address globnl cliniate cliange would depend 011 the specific legislation or regulation eiiactetf and cannot be determined at this time We have 
articulated piiiiciples that we believe sliould be incorporated into any global climate change policy While the outconic o l  this niatler cannot be predicted, we 
are taking voluntary action on this important issue as part of our comlnitinelit to environniental stewardship and responsible corporate citizeiisliip 

111 a decisioii issued luly 15. 2005. Ilie U S Coiirt 01 Appeals lor the District ot Coluiiibia Circuit denied petitions lor review filed bv severd states, cities aiid 
orgaiiimtions wclwig the regulation b j  the ItPA 01 CO~ciiiissioiis from new aiitoiiiobilcs under the Clean Air Act holding that the EPA administrator 

properly ewrciwd 1115 discretion in denying the request f'oi regulation Following denial ol a request tbi reheaiing. the petiboners filed a petition for wilt of 
1 , "  v u  i __ 

orguiiient w:15 held on November 29 2006 1 lie outcome of this matter cannot be predicted 

111 2005. we initiated a study to assess the impact oiconslraints oil COrand otlier air emissions and on March 27, 2006. we issued oiir report to shareholders 

foi- an nssessiiieiit c t l  global cliniate cli:inge :ind air qii:ility risks and actions While we particip:tte i n  the deidopnient ol a iiationiil climate cliange policy 
lrame\vorl; we will continue t u  actively eiigage others i n  ow legion t o  develop consensus-based solutions. as we did with the Clean Smokestacks Act 

See Note 2 lor a discussion o i  the iinpact ol new accounting st:tndards 
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The inioriii:ition i-cqiiired by this itciii is iiicorporatcd lierciii by reference to tlie l~llorving portions of Progrcss Energy’s Managenieiit’s L~iscussion and 
Aiialysis 01 Financial Condition and Results o i  Ope] atioiis. insofar as they relate to PEC: ”Results of Operalioiis:“ ”Application of Critical Accounting 
I’olicies and Estimates;.’ “IJiquiditv and Capital liesourccs,” “Futuie Ot~llook aiid Oilier Matters ” 

The following Manageiiicnt’s lliscussion and Aiialvsis and tlic infoniialion incorpoi-ated Iieiciii by refeiwice contain fonvard-looking stateiiicnts that involve 
estiniatcs, projections. pools. h i  ccasts. assumptions. risks and uiiceilaintics that could causc actual rcsults or o~tconics to differ materially fmni tliose 
expressed it1 tlic lorward-looking siatcnicnts Plcasc rcvicw Item I A. “Risk Factors” and “Safe Harbor Tor Forward-L.ooking Statements” ior 3 discussion of 

the iactors t l i a t  may impact any siicli l‘oi-wnrd-looking statements madc lierciii 

PEC ha.; priiiiarily used a coinbination of debt scciinties f i is t  niorlgage bonds, pollution coiitiol bonds, coiiiinercial papei factltties and revolving credit 
prcwided bv operations PEC also Darticipatcs i i i  tlic utility money pool, wliich allows PEC and PEF to leiid 

and boiro\v bctwccn eacli otlici 

On May 3.  2006. I’EC’s live-year $450 Inillion RCA \v:is amciidcd to 1al;c adva~itagc 01 favorablc market conditions and reduce the pricing associated with 
tlic facility Fees :ind iiitcrcst intes under the RCA will continue to be dctcrniincd based upoii the credit rating o i  PEC’s long-tcnii iiiisecurcd senior noncredit- 
enliaiiced debt. currently ratcd as Baal by Moody’s and BBB- by Sal’ Tlie aniended PEC RCA is still schcdiiled to cspire on Jii~ie 28, 2010 

PE.C cuirently 113s on iilc with tlic SEC a shelf rcgistration statement wider wliich i t  can issiic up to $ 1  0 billion o i  \~arious long-temi dcbt securities and 
pl CfClTCd stock 

As discussed above in tlie Piogicss Eiicrgy “Cicdil Rating Matters.” 0 1 1  November 3. 2006, Filch iipgindcd the senior unsecured credit rating of PEC lo A- 
Iroiii BB13-1. and revised PEC’s outlook to stable. Tlie short-tcnii roting 01 PEC was upgraded to F-I from I;-2 On August 31, 2006, Moody’s upgraded PEC’s 
outlook to positive lroni stablc. citing PIX‘s maiiagcable Icvcragc. strong cash flow coverage ratios lor its cnnciit ratings catcgory. aiid const~uctive 
rcgirlaiow cnvironmci,ts iii North Carolina aiid Soutli Carolina On I u l v  25. 2006. SBP affirincd the corpoiatc cicdit rating of BBB at PEC and revised PEC’s 
outlook to positive iioiii stablc I’IIC does not expect tlicsc cliangcs to liave a material impact on its boriowiiig costs oI overall liqi1idity 

PEC expects to Iiai;e sulficient resources lo iiicct its liiture obligations t11roug11 3 combination oi intcrnally gciieraied fiiiids, commercial paper borrowings, its 
credit iaciliiics. long-tenii dcbt, prcferictl stock and/or contribution of equity ironi tlic I’arciit 

CASII FI,O\\’ DISCUSSION 

I n  2006, cash provided by opeiatiiig activities increased wlicn compared to 2005 1-lie $62 niillion i~icreasc in  operating cash llow was priiiiarily due to a $1.36 
inillion iiicrcasc i n  tlic rccuvciy of liicl cost. a 6147 million iiicrcase Iroin tlic cliangc i n  accoiinb reccivable and a $47 inillion increase from the cliangc i n  
accounts payable 111 2006 and 2005. Pl?C filed icqt~csts with the North Carolina and Soutli Carolina statc coiiiniissioiis seeking rate incicases for fuel cost 
recovery. incliiding aii ioii i i ts lor prcvioiis iindcr-rccovcrics See “Futiirc Liquidity and Capiial Rcsourccs” under Progrcss Energy above and Note 7B The 
cliange i i i  accouiits i-ccci\:ablc wis priiiciplls drivcii by tlic tiining of wliolesalc s:iIcs Tlic cliangc i n  accctiiiits payable was 1:irgcIy driveii by the timing or 
environiiiciital coiiipliaiice pio,ject payiiicnts and o t l ~ c ~  vendor payments Tlicsc iiiip:icts \\‘ere partially ofisct bv a $ 1  22 niillioii net iiicrcasc i i i  13s payniciits i n  
2006 coiiipaicd to 2005 and $141 niillioii rclatcd to a wliolesale ci~stotiicr prepayiiicnt iii 2005. as discussed below 
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111 2005. cash provided by opelating activities dccieased wlien compared to 2004 The $44 niillion deciease i n  operating cash flow was primarily due to an 
$88 niillioii increase i n  the under-lecovery 01 fuel cost driven by rising fuel costs. pitially offset by a $55 iiiillion improvetiwit i n  working capital, including 
the impact o l  a pepayinent received from a \\‘holesale customer I n  November 2005. PIX entered into a contract with the PWC i n  wliicli tlie I’WC piepaid 
$141 inillioii i n  excliaiige Tor liituie capacit), and eiieigy power salcs The p repapen t  is expected to cover appiosiniatelp two years of electricity service and 
includes a piepasnient discount of approsiiiiatelv $1  6 million The iinprovement iii working capital needs for 2005 compared to 2004 was niainly driven by 
the current portioit of the prepayment rcceivcd liom the PWC a s  discwscd above and favorability from tax paymcnts. partially oCfsct by increases in the 
change in rcceivablcs and inventory purcliascs. pi iniarily coal The increase in the cliange i n  lcccivables is primarily due to incicascd sales driven by weather, 
timing of rcccipts aiid tlie impact of excess genelation sales 

I n  2006, cash used i n  investing :ictivities decre:i.sed approximately $89 millioli wlieii coiiipared with 2005 The decrease is due priiriarily to a $250 million 
increase iii net proceeds from available-foi-sale sccuiitics and other iiivestnieiits, largely ofCset by $102 millioii ii i  additional capital expenditures for utility 
property, primarily related to ai1 illcrease in spending for coiiipliaiice with the Clew Sinokestacks Act, :ind $23 niillioii i n  nuclear fuel additions Available- 
foi-sale securities and other investnieiits include marketable deb[ secuiitics and investments held i n  nuclear decoiiiniissioiiingig tlusts 

I n  2005. cash used i n  investing ~ C I I V I L I C S  increased wlieii conipaied to 2001 Ihe $126 niillioii incieaw IS due piiiiiaiily to a $253 niillioii decrease iti net 
proceeds l’roni available-Cor-sole secuiitici aiid otliei inve\tnients and $62 mill ion in  :idditional capital eupcndituies lor utility pioperty aiid nuclear fuel 
additions, piiiiiarily relalcd to an increasc in spcnding foi coiiipliancc with the Clean Smolsslachs Act 

See the discussioii above foi Piogiess Encrgy uiidct “Financing Activitics“ foi iiilhi mation iegaiding PEC’s linanciiig activities 

IWTURE LIQUIDI’I‘l’ ANI) CAPITAL RESOIIRCTS 

PFC’s estiiiiated capital requirements for 2007. 2008 and 2009 ale approxiinately $955 million. $1 160 billion mid $1 170 billion, respectively, and primarily 
reflect constniction espeiiditur es to support ciistoiiier growth. add iegulated generation. upgrade existing facilities and for en\~ironmcntal control facilities as 
discussed above i n  “Capital Expenditures” under Piogress Lnelgy 

PEC expects to fund its capital requircnients piiniarily tlirougli a combination o i  i:itenially generated l’unds. long-tern1 debt, preferred stock and/or 
contiibution of equity Ikom the Parent I n  addition. PIX has $450 million ill credil facilities that support the issuance of coniiiiercinl paper Access to the 
commercial paper market and tlie utility nioncv pool provide additional liquidity to liclp mcct PEC’s vvorlting capital rcquirenicnts 

Over tlie long-term. ineeting tlic anticipated load growth will require a balanced appioach. including c n e l g ~ ~  conswvaiion and efliciciicy programs. 
developinent nnd deployiiient o i  new energy technologies. and n e w  generation. transmission and distribution Ijcilitics. potentially including new baseload 
generation facilities in the Carolinas by the middle of the nest decade This approach will require PE,C to niake significant capital investments See 

“Introduction - Strategy - Regulated litilities“ for additional infoniiatioii These anticipated capital investnients are expected to be funded tlirougli a 
combination of long-term debt. piel‘errcd stock and coninion equit\l. wliicli is dependent 0 1 1  our ability to successlulls access capital niarkets PEC may pursue 
joint ventures or similar arrangements with third parties i n  older to s h e  some of the financing and operational risks :issocialed with new baseload generation 
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The followi~ig table slio~vs PIX’S total debt to total cnpitalizalion ratios at Deceinber 3 I :  

2006 2005 
C 7.6 5 0% 
Prcfeirzd stock 0.8% 0 9% 

51.6 -- 

See the discussion above tinder Progress Energy and Note 12 for liirtlicr discrissioti ol PEC’s future liquidity and capital resoiirces 

OFF-BALANCE SHEET ARRANGEMENTS AND CONTILZCTUAI, OB1,IGATIONS 

PEC’s off-balance sheet nnnr~ge~nents and contractual obligatio~~s are described below 

GUARANTEES 

See discussion under Progress Energy and Note 22C for n dlscussion 01 I’EC’s giinrantces 

Under its risk nianagement policy, PEC may use a variety oi  i i~strut~lei~ts.  ii~cluding swaps. options and f o ~ ~ a r d  contracts, 10 n~anage exposure to fluctuations 
in co~nmodity prices and interest rates See Note 17 and Itcin 7A, “Quantitative and Qualitative Disclosures About Market Risk.” for a discussioii of market 
risk and derivatives 
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PEC is party to iiiiiiieioii~ coiilracts and a ~ t a i i g e i i ~ e n l ~  obligatiiig i t  to iiiake cash paynieiits iti future vears l~liese contracts include linancid anmigeinents 
such as debt agreenients and leases. as wel l  as contracts for the purcliase oi goods and services Aiiiourits i i i  the followiiig table are estiniafed based upon 
contractual terms and will likely diller from actual nmouiits l~ui-tl~ci disclosuir: regaiding PIC’S coiitiactuol obligations I S  included i n  the respectwe notes lo 

the PEC Consolidated Financial Stntcinents I’EC takes into considcratioii the future cointnittncnts wlien assessing its liquiditv and luture financing needs The 
following table rellects PEC‘s coiitractiial cash obligations and other coiiiiiieicial coiiiniittiients at 1)ecenibci 31. 2006. in the respective periods in  whicli they 
arc due: 

( in millions) Total Less than I yew 1-3 years 3-5 yea15 More tlian 5 years 

(3) PEC’s niatiiring debt obligatioiis are generally expected to be repaid will, cnsli 17011i operations or rcliiiaiiced wit11 new debt isstrances iii Ilie capital 
markets 

(b) Interest payments on long-tenn debt and interest rate derivatives ale based oii the interest rate elTective at December 31. 2006. and the LlBORfoi-ward 
eiiive at December 3 1,  2006, respectively 

(C) Fuel a i d  purcbosed power eommitiiiciits represeiit the iiiajoiity ol PEC’s reniainitig fututc c o i ~ ~ i ~ ~ i t ~ ~ ~ c n t s  aftei its debt obligatioiis Itsseiitiallv all of PEC’s 
fuel and purchased power costs are recovered through ~ia~s-througli clauses in accorda~lcc with North Carolina aiid Soi~ th  C:iroliiia regulations and 
tllerefore do not require separate liquidity support 

(d) Piojected peiision funding shtus is based on cut rent actuarial estiinates and is subject to fut11re revision 
(e) I n  2008. PEC iiiust begin transitioiiing Noith Carolina jurisdictional a111oimts ciirrently ietained internally 10 its cstcrnnl dccoin~iiissioniiig filtlds The 

08 
transition oi$131 inillion must be complete by December 31. 201 7. and at least I0 percent must be traiisitioned each YNII 



C‘iisr No. 201 1-124 
Stall-DR-01 -OW> i :itt:ichment 
(Progrrss Enera) 
1’n:e 107 of4fA 

The information reqnired by this item is incorporated lierein by reference to the following portions of Progress Eneigy‘s Management’s I ~ i s c ~ ~ s s i o ~ i  and 
Analysis o l  Financial Condition and Results o i  Operations. insofar as tliey relate to P6F: ”Resiilts O i  Operations;” “Applicatioii 01 Critical Accoiinling 
Policies And Estimates;” “Liquidity And Capital Resources;” “Future Ontlook“ and “Otlier Matters ” 

The following Management’s Discussion and Analysis and tlie infomiation incorporated lierein by icfcicncc contain fonvnrd-looking statements that involve 
estimates, projections, goals. forecasts, assumptions. iisks and uncertainties that could cause actual results 01 outconics to differ mateiially irom those 
expressed i n  tlie forward-looking statements Please review Item 1 A. “Risk Factors” and “Safe Harbor for Forwwd-l..ooking Statements” ror a discussion of 
the factors that may impact any such fonvard-looking statements made lierein 

LIOtlIDITY AND CAPITAL RESOURCES 

OVERVIEW 

PLF has priinarily used a conibination of debt securities. first mortgage bonds, pollution control bonds, coniniercial paper facilities niid revolving credit 
agreements for liquidity needs i n  ~ S C C S S  of cash provided by operations PEF also participates i n  the utility nioncy pool, wliicli allo~vs PEC and PEF to lend 
and borrow between each othcr 

On May 3 ,  2006, 1’E.F.s five-year $450 million RCA was amended to take advantage of favoroble market conditions and reduce tlic pricing associated with 
the facility Fees and interest rates under tlic RCA will continue to be deteniiined based upon tlie credit rating ol  1’E.F.s long-tcmi uiisccured senior noncredit- 
enhanced debt, currently rated as A3 by Moody’s and BBB- by S t l ’  The aniended PEF RCA is still schediiled to expire on Maicli 28. 2010 On July 3. 2006, 
PEF paid at maturity $45 million o i  its 6 77% Mediiiiii-Term Notes, Series B with available casli on Iiand 

1’13 currently has on file with the SEC a slielf registration statenient under which i t  can issue LIP to $ 1  0 billion 01 various long-terni debt securities and 
prefen-ed stock 

As discussed above iii the Progress Energy “Credit Rating Matters,” on November 3 ,  2006, Filch upgraded tlie senior unsecured credit rating o i  I’EF to A- 
from BBB+ and revised PEF’s outlook to stable ?.lie sltort-temi rating of PEF was upgraded to 1;-1 from F-2 On August 31. 2006. Mo1xIy.s rcaflimied PEF’s 
credit rating with a stable outlook On July 25, 2006, S t P  afliimicd the corporatc credit rating of BBB at PEF and revised 1’EF.s outlook to positive ironi 
stable We do not expect t h e  changes to liave a inaterial impact 011 onr borrowing costs 01 overall liquidity 

PEF expects to liave suflicient resonrces to meet its fiitwe obligations tliroiigli n conibination of internally generated funds. commercial paper borro\vings, its 
credit facilities, long-term debt, preferred stock and/or coiitiibution of equity fioni tlie I’arent. 

CAS11 FLO’VV DISCUSSION 

Cash froin operating activities for 2006 incieased when compared with 2005 Tlie $463 inillion increase i n  operating cash Ilow was priniarilv due to a $577 
million improvement from the recovery oi fuel costs and $72 niillion related to recovery of storm restoicition costs In 2005. P E F  Glcd requests witli the 
Florida state commission seeking rate incieases for fuel cost recovely, including ainoiiiits for previous under-recovci ics PET; also received approval fioni the 
FI’SC niitliorizing PEF to recover $245 million over n two-year period, including interest of the costs it incurred and previonslv tlcierred related to PEF‘s 
restoration of power to customers associated with tlic foor hurricnncs in 2004 See “Future Liquidity and Capital Rcsourccs” under 1’1-ogress Energy above and 
Note 7C. 1-liese impacts were partially oifset by a $94 million increase in inventory levels, priinarily related tu  coal, a $49 n i i l l i ~ ~ n  decrease fioni the cliangc i n  
accoii~it~ pyable. and a $40 million decrease in derivative premiums received 
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Cash h i i  opciating activities for 2005 decreased wlicn conipared with 2004 Tlie $103 million decrease iii operating cash flow \vas piiinarily due to 3 $210 
iliilliori incrcasc i n  the under-recoveiy 01 fuel costs driven by rising fuel costs and a $32 niillion inc~ease iii woikiiip capild nceds. partially oll‘set by 3 $193 
iiiillioii reduction in storm cost spending a1 PEF in  2005 coinpared to 2004 Tlic increase i n  workjng capital nceds for 2005 compa~cd to 200-1 was mainly 
driven by a $50 million incrcase i n  the change in receivables, priiiiarily due to increased sales largely driven by rising iucl prices and timing 01 leceipts 

111 2006, cash uscd i n  investing activities iiicrcascd approxiniately $229 inillion wlicn conipared witli 2005 The iiicrcasc in casli uscd i n  Investing activities 
was piimarily due to a $2.31 niillion incicasc i n  capital expenditures for utility property additioiis Tlic incrcasc in utility property was priiiiarily due to 
repowering the Bartow plant to iiiorc cllicicnt natural gas-burning tcchnology, various distribution. transniission arid steaiii pioductioii projccts. and liigliei 
spending at the Hincs Unit 4 facilitv, partially offset by lower spending at the Hines Unit 3 facility Additionally. proceeds from sales of assets were lower i n  
200G as compared to 2005 due to tlie sale of distribution assets to Winter Park in 2005 (See Note 7C) T h e  iinpncts were partially oEsct by :I $35 million 
decrease i n  nuclear fuel additions related to die nuclear facility rcfiieling outage in 2005. 

I n  2005: cash used in investing activities increased wlieii coinpared to 2004. The $10 million increase is due primalily to $47 iiiillioii i n  nucleai fuel additions. 
partially offset by $42 million in proceeds fiom tlie sale o i  Wintei Pa& distribution assets i n  2005 

I n  planning for its tiituie geiieration need?, PEF develops a forecast of annual demand for electricity, ~riclud~ng a forecast of tlie level and duration 01 peak 
dcinands during the year The rescrve niargin I S  tlic difference between a company’s net system generafing capacity and the iiiauiiiiini demand oil the systeni 

pcicent fioni 15 peiceiit I n  icspoiisc, PEF constiuctcd additional geiiciating units 31 the Mines site Iliiies Unit 2 \vas placed into sen‘icc i n  Dcccnibcr 2001 
and Mincs Unit 3 \vas placed into service in Novenikr  2005 PEF IS currently constnicfing Hiiies Umt  4, vvhicli IS expected to be completed I I I  Decciiiber 
2007 

v. 
111 - 11 , I ion&rPowcr 6% ~ i p i i i  anu i m p a  2icciriL Lonipiiv to iiicrea)rc ttic i c w w  iiiargin to LO - -. 

l. , I r  

See the discussion above for Progress Energy uiidcr “Financing Activities” for infoi ination regarding PEF’s tinanciiig activities 

I W l W t E  LIQIIIDITY AND CAI’I%AL RESOURCES 

I’EF’s estiniated capital requireinents for 2007. 2008 and 2009 ale approximately $1.455 billion, E l  ,350 billioii and $1 180 billion, respectively, and primarily 
reflect constniction espciiditures to support customer giowlli, add regulated generation, upgrade existing facilities and add environinenlul control facilities as 

discusscd above i n  “Capital Expenditures” under Progress Energy 

PE.F cspects to fund its capital requit ements priiiiarily tliioitgli a combination of internally gcnciated funds. long-tenn debt. preferred sfock and/oi 

contribution of equity from the Parent In addition, P E J  has $450 million in  credit facilities that suppori Uic issuance of coiiiiiiercia1 paper Access to the 
coiii~iiercial paper niarket aiid tlie utility nioney pool provide additional liquidity to help meet PE,F’s workjng capital requireriients 

Over the long-temi, nieeting the aiiticipted load gro\vtli will require a balaticed approach, includiiig encrgy coiisen’aiioii and efficiency programs. 
development aiid deployrnent of nev\‘ energy techiiolopies. and n e w  generation, transiiiission and distribution Iacilities, potentially including new baseload 
generation facilities i n  Florida by the middle of the nest decade 1 his approach will requiie PEF to make significant capital investments See “Introduction - 
Strategy - Regulated Utilities” for additional inforination Iliese anticipated capital iiivestinents are expected to be funded tlimugli a combiiiatioii of lorig-temi 
debt, pieferred stock and coniiiioii equity, which is dependent on our ability to successfully access capital in:irliets PLF may pursue joint ventwes or similar 
arrangenieiits with third parlies i n  order to sliare some of the financing and operational risks associated with new baseload geiieiutioii 

100 
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I lie I’ollowing fable sliows WF’s total debt to total cnprlalizatiori ratios at December 31 

2006 2005 

C 
Preferred stock 0.6% 0 6% 

See the discussion above under Progress Energy and Nole 12 for furtlier discussion of PEF’s future liquidity and capital resources 

OFI;-UALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS 

See disciission under Piogi-ess Energy and Notes 22A, 22B and 22C lor ~nlorniatioi~ on PEF‘s of€-balance sheet arrangenients and contiactual oblipalions at 
Deccniber 31.  2006 

tiiider its risk management policy, PEF may use a variety of instrunicnts, including swaps, opiions and fixward coiitracls, 10 manage exposure to fluctuations 
in  coiiiniodity prices and interest rates See Note 17 and Iteni 7A, “Quantitative and Qualitative Disclosures About Market Risk,” for a disciission of market 
risk and derivatives 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKE7 RISK 

We are exposed to various risks related to clianges i n  iiiarkct conditions Market risk represents the potential loss arising from adverse changes in niarket rates 
and prices We Iiave u risk management conimittee that includes senioi executives froni various business groups The risk nianageinent coniiiiittce is 
responsible for administering iisk mniiageiiient policies and monitor ing conipliance \villi those policies by all subsidiaries. Under our risk policy, we may use 
a variety of irislrumeiits, including swaps. options and forward contracts. to inanage csposure to fluctuations i n  commodity prices and interest rates Such 
instrumcnts contain credit risk to tlic cxient tliat tlie counterparty hiis to pcrfonn under tile contract. We mitigate such risk by pcifoiming ci-edit i ev i ew 
using, among other tliirigs, publicly available credit ratings of sucli couiilerpaities (See Note 17) 

Tlie following disclosures about market risk contaii~ forward-looking statenients that involve estiniates, pro,jections, goals. forecasts. assumptions. risks and 
uncertainties tliat could cause actual results or outco~iics to differ niaterially from tliose expressed in tlie forward-looking stateiiients. Please review Item 1 A. 

“Risk Factors“ and “Safe Harbor for Fonvaid-L.ooking Statements” for a discussion of the factors tliat may impact any sltcli forwaid-looking stateiiieiits made 
lierein. 

PROGRESS ENERGY, INC 

Certain niarket nsks are ~nliererit 111 our iinanc~al ~nstrunients, wli~cli ~ I I S C  froni transactions entered into 111 the 1iorn1aI course of business Our pninaiy 
c.;posurer arc cliangcs 111 intcrest rates will1 iespect lo our long-term debt and coni~iierc~al paper, 11~ctua11on~ i n  the return on maikclable sect~rilies with 

rerpcct to our iiuclcar decomm~ssion~ng tnist fiiiida changcr in tlie market value olCV0.;. arid changes i n  energy-rclatcd comiiiodity pticer 

__ 

l l iese financial instruments are held for purposes other tlian trading Tlie risks discussed below do not include the price risks :Issociated with nonfinaiicial 
instrument transactions and positions associated rvilli our operations, sue11 as pirrclinse and sales coniniitrnents arid iiiventory 

INTEREST ILATE RISK 

From time to time. we use inteiest late derivative instiunients to adjust tlie mix bet\veen tixed and floating rate debt in our debt poi-tfolio, to niitigate out 

exposure to interest rate fluctuations associated with certain debt instruments, and to hedge interest mtes with regard to future lixed-rate debt issuances. 

Tlie notional aniounts of interest rate dcrivativcs are not exchanged and do not represent exposure to credit loss. In the cvcnt ol default by a couiiteiparty. tlie 
risk i n  the transaction is tlie cost of replacing tlie agreements at current market rates We enter into interest rate dc~ivative agreements only with banks with 
credit ratings of single A or betlci 

We use a iiiiinber of models and nictliods to detenninc interest rate risk exposure and fair value of derivative positions. For reporting purposes, fair values and 
esposuies of derivative positions are determined at the end ol’tlic reporting peiiod using tlie Bloomberg Financial Markets system 

I n  accordance with SFAS No 133, “Accoiintiiig for Derivatives and I-Iedging Activities” (SFAS No. 133), interest rate derivatives that qualify as hedges are 
seprated inlo one of two categories: cash ilow liedges or fair value hedges Cas11 ilow hedges are used to reduce exposure to clianges in cos11 flow due to 
Iluctuating interest rates Fair value hedges ole used to reduce exposure to changes i n  fair value due to interest rate changes 

Tile l~ l lowing  tables provide information at December 31. 2006 and 2005, about our interest rate iisk-sensitive instrutiients Tlie tables present principal cash 
Ilows and weighted-averagc interest rates by expected maturity dates for the fixed and variable rate long-term debt and Florida Progiess-obligated 
iiiandatorily ~cdecmable securities of trust Tile tables also iiicliidc estiniates of the fair value of our inte~est rate risk-sensitive instruments based on quoted 
market prices for these or similar issues For interest rote swaps and interest rate forward contracts, the tables present notional nmounts and weighted-average 
interest rates by coiit~:~ctuaI maturity dates for 2007 to 20 1 1 : i d  tl~ereaftcr arid tlic fair value of the related Iiedges Notional :iniounts are used to calculate tlie 

contractual cash flows 
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to be esclianged tinder the interest iate swaps and the settleiiient anioiiiits under the interest rate forward con1r:icts See Note 17 for niore inforiiialion on 
interest rate derivatives 

1)eceniber :31,2006 

2007 2008 2009 2010 2011 Thereafter Total Fair Value I)ecember 31,2006 

Awrage interest rate 6.79% 6.61% 5.95% 4.53% 6.96% 6.13% 6.23% 

lnteicst r:ite 

(in) FI’C Capit:il I - Quarterly Iiiconie PreIerred Securities 
(b) Itate is 3-iiionth LIBOR, which \vas 5 36% at December 31, 2006 
(c) Anticipated IO-year debt issue liedges mature on October I. 2017. :ind require niaiid:itory cash settleiiicnt on Octokr  1.2007 

On Nweinbcr 7. 2006, Progress Energy coiniiienced a tender offer Ior up to $550 ~iiillion aggregate principal anioiiiit o f h  201 1 and 2012 senior notes. 
Subsequently. we executed a total notional amount of $550 inillion of ieverse tiensury locks to reduce exposure to clianges in cash flow due to fluctuatiiig 
interest rates. wliich were then terniiiinted on Deceiiiber I .  2006 On December 6. 2006. Progress Eiieigy repurcliosed, pursuant to the tender offer. $550 
inillion. or 53 0 percent. of the outstanding aggregate piiiicipal ninount 01 its 7 10P.b Senior Notes due March 1,  201 I ,  at 108 361 peiceiit of par, or $596 
~iiillioti. plus accrued interest 
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Ileccmber 3 I .  2005 

(dollals Ill mllllonF) 2006 2007 2008 2009 2010 Tliereafter Total Fair Value L)eceiiibei 31. 2005 

(a) Escliides $397 inillion i n  2006 classified as long-tenii debt at 1)ecember .31,2005 
(b) FPC Capital I - Qu:irtcrIy Iiieoiiie Preferrcd Securities 
fc) Rate is 3-nionlli 1.IBOR. which was J 54% at December 31. 2005 
(d) Anticipated IO-year debt issue hedges niaturc on March 1, 2016. and rcquiicd maridatory cash setllenient 011 Maicli 1, 2006 

At Deccnikr 31, 2005. we classified $397 niillioii related to the retirenient olS800 million of Progress Energy, lnc 6 75% Senior Notes on March 1, 2006, as 
long-tenii debt Sctlleaierit of this obligation did not require the w e  of working c3pital i n  2006 as we bad ihe intent a id  ability to refinance this debt on a long- 
terni basis 0 1 1  Januaiv 1.3, 2006, I’rogress E.neigy issued $300 inillion of 5 625% Senior Notes due 2016 and $100 million of Series A Floating Rate Senior 
Notes due 2010. iecciving net proceeds of $397 inillion These senior notes are unsecured 

hl..\lU<ET,\BLIS SECURITIES PIIICE RISK 

The Utilities niaintain trust fund% pursiinnt to NRC reqiiirenients, to lund certain costs of decoiiiinissioniiig their nuclear plants Tliesc bids are primaiily 
iiivested i n  stocks. bonds and cash equivalents, which are exposed to price fluctuations i n  equity markets and to changes i n  interest rates At Deceinber .31. 
2006 aiid 2005. the [air value of llicsc funds was $1 287 billion and $1 133 billion. respcclivcly. including $735 inillion and $640 million. respectively. for 
I’EC and 6552 million and $493 iiiillion, icspcctivcly. for PET; We actively monitor ow portfolio by bencliniaiking the perfoi~iiance of our inveshiients 
agninst certain indices and by niaiiitaining. and periodically reviewing. target allocation percentages for various asset classes l h  accounting for nuclear 
deconiniissioiiiiig recognizes that the Utilities’ regulated electric rates provide for recoveiy of these costs net of any trust fund earnings. and, therefore. 
lluctiiatioiis i n  triist fund iiiarkebble security returns do not allect earnings See Note 13 for fiifilier inforiiiaiion on the trust fund secinities 

CONTINGENT VALUE OBLIGATIONS MARKET VALUE RISK 

111 coiineclioii with the acquisition of Florida Progress. the Parent issued 98 6 million CVOs. Each CVO represents the right of the holder to receive contingent 
paynieiits based on the perlominiice oI f i ,ui  syntlietic fuels facilities purcliascd by subsidiaries of Florida Progress ii i  October 1999 The payments, il any, are 
based 011 tlie net after-tos cash flows the facilities generate Tliesc CVOs arc recoided at fair value. and unrealized gains and losses lroni clianges iii fair value 
are rccogiiized in  eaniitigs At Dcceiiibei 31. 2006 and 2005, the [air value ol tliesc CVOs \\’as $32 inillion and $7 inillion. respectively A hypotlietical 10 
percent decrease ii i  tlic Llcccnibci 31.  2006. niarltet price woiild i-csiilt i n  a $3 inillion decrease i n  the fail value oftlie CVOs 



We are exposed to tlie effects of inarket fluctuations ii i  the price o i  natural gas, cod. l i t e l  oil. electricity and other eiiergy-related products marketed and 
piircliascd as a result of our ownersliip oi energy-related assets Our exposure to tliese fluctuations is significantly limited by tlie cost-based regulation of the 
tltilities ISacli state coiiiiiiission allows electric utilities to recover cerlaiii oi tliese costs tliroiigli various cost-recovery clauses to the extent tlie respective 
comiiiission detennincs that such costs are prudent Tlicreforc. while tl~ere may be a delay i n  the timing between wllen these costs are incurred and when tliese 
costs ale recoyered Iroiii the ratepayeis. clianges from year to year have no tnate~.ial impact on operating results I n  addition. most of our long-term power 
sales contracts shirt substantially all fuel price risk to the purcliascr We also liave oil price risk exposure related to syntlietic fuels tax credits as discussed in 
MD&A - "Otlicr Matters - Synthetic Fiiels Tar Credits '' 

Most oi  our coiiiiiiodit~~ contracts are not derivatives pursiiaiit to SFAS No 133 or qualify as normal purcliases or sales ptirsuant to SFAS No. 133 Tlierefoi-e, 
such contiacts 31% not recoided at lair value 

As discussed i n  Note 3 ,  on December 13. 2006, our board of directors appioved a plan to pursue the disposition of substantia11y all of PVI's reiiiaining CCO 
physical and conimeicial assets. and on July 12. 2006, our board of directors appioved a plan to divest of Gas The transaction to sell Gas closed 011 October 2, 
2006 We expect to conlpletc the disposition plan Cor CCO i n  2007 

Due to tlic reclassification of the renr:iining CCO operations to discontinued opelatiom in December 2006, ~nanagc~ncnt dcteniiiiied that 11 \vas no longer 
piobable that tlie forecasted tinnractioiis iiiideilying certain derivative contracts covenng approximately 95 Bcf of natutal gas would be fulfilled Tlierefoie. 
these contracts were no longer trentcd as cash llo\v licdges and were dedesignated. and cad1 flow hedge accounbng was dtscont~nued 

At Deceiiiber 31. 2006. derivative assets and deiivative liabilities ielated to CCO are iiicluded i n  assets o i  discontinued operations and liabilities of 
discontinued operations. I-espectively. on tlie Coiisolidated Balance Slieet AI L3ecember 31, 2005. derivative assets and derivative liabilities related to Gas and 
CCO arc included i n  assets o i  discontinued opeiations :ind liabilities of discontinued operations. respectively, on the Co~isolidated Balance Slieet For the 

yeais ending Dccenibei 3 1 .  2006. 2005 and 2004. excluding aiiiouiits reclassified to earnings due to discontinuance of the related cash llow Iiedges, net gains 
and losses Croiii derivative instruments related to Gas and CCO on a consolidated basis were not inalerial and are included in  discontinued opeiations, net of 
t:ir oii tlic Consolidated Stateiiieiits of Income For the year ending December 3 I ,  2006. discontiiiued operations, net of tar  includes $74 million i n  after-tax 
deferred income. wliicli \vas reclassified to eaniiiigs due to discontinuance of tlie related cnsli flow hedges For the year ending December 31, 2005, there were 
no icclassilicatioiis to earnings due to discontiiiuance of the relaled cash flow hedges For the year ending December 3 I ,  2004, discoiitiniied operations, net of 
tax includes $10 inillion i n  after-tax deferred losses. wliicli were reclassified to eaniiiigs due to discontinuance of the related cash flow liedgcs 

We perform sensitivity :uialyses to estini:ik our espsure  to tlie market risk of our derivative commodity instruments, whicli are not eligible for recovery from 
ratep:ivers At December .3 I .  2006. 3s described above. tliese derivative commodity instniinents arc included in discontinued operations ?'lie following 
discussion addiesses tlie staiid-alone coinmodity risk cleated by tliese derivative conimodity inslrunients. without iegard to tlie ollfsetting effect of the 
underlying exposurc tliese insti-uinents are intended to hedge Tlie sensitivity analysis performed on lliese derivative coinniodity instrumenls uses quoted 
piices obtained I'roin brokers to iiieasiire tlie potential loss i n  earnings from a hypothetical 10 percent adverse cliange i n  market prices over the nexq 12 
niontlis A decrease of 10 percent i n  the niaiket prices of eneigy comniodities from their December 3 1 ,  2006, levels would decrease alter-to?: earnings of 
discontinued operations by approximately $55 million A l~ypotlieticnl 10 percent increase or decrease i n  coniiiiodity market piices in  the near tenii on our 
derivative commodity iiislruments would not liave had a material effect on our financial position. results of operations or cash llows at December 31, 2005 As 

discussed above. certoiii derivative contiacts were dcdesignated during 2006 and casli llow hedge accounting was discontinued, which increased the exposure 
to potential eaniiiigs inipcts i n  llie near term h i i  changes i n  coninioditv niarket prices 

Tlic above an:ilvsis of our derivative conimodity instnmicnts used for I~edging purposes docs not include the 
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poteiitial favorable iiiipact of the sanie Iiyothetical price iiioveineiit on tlie plipsical piiicliases of natural gas and power to wliich the hedges relate 
Additionally. O I I I  deiivative coinmodit\; portfolio is iiiaiiaged to coiiiplemeiit the physical tronsnction portfolio, reducing overall risk witliiii set l inii~s 
Tlierelixe. the potential impact to earnings of discontiiiued operations fioiii a liypothetical 10 percent adverse cliange in coniniodity market prices would be 
olTsct by a Iavoi-able impact  on the underlying liedged physical traiisnctions. assuming the derivative coniniodity positions are not closed out iii advnrice o i  
their cxpectcd term, coiitinue to function effectively as hedges oftlie underlying risk and the anticipated underlying transactions settle, as applicable If  any of 
tliese nssuniptioiis ceases to be true, a loss nii  the derivative iiistiiinicnts may occur 

See Note I7 f a  additional iiiforiiiatioti with regard to our conimoditv contracts and use of derivative finaiicial instruments 

llerivative products. priniaiily electiicity and iiatural gas contracts. niay be enteied iiito from time to time for economic liedgiiig purposes While nianagenient 
believes tlie ecoiioiiiic hedges mitigate exposures to Iluctiiations i n  commodity prices, tliese instruiiients are not designated as hedges Cor accounting purposes 
and are motiitorcd consistciit with trading positions We iiianage open positions with strict policies that liniit our exposure to iiiarket risk and require daily 
reporting to iiior~ageiiieiit oi potential Iinaiicinl exposures Gains and losses froni such contracts were not material to our or the Utilities’ results of operations 
duiing thc years ended Dccenibei 31, 2006. 2005 and 2004 Excluding $107 niillion of dciivntive assets, wliicli are included iii  assets of discontinued 
opcrations on thc Consolidatcd Balance Slice1 and $71 ni1111on 01 dcrivative liabilities. wliich ale iocluded i n  liabilities of discontinued operations 011 the 
Consolidated B:ilaiicc Sliect at December 31, 2006, we did not Iiave niakrial outstanding position5 in  such contracts at December 31, 2006 and 2005. otlier 
tl ian Iliosc receivirig tegulatory accounting treatrncr~t at IXF. as discussed below Our discontinired operations did not Iiaw inaterial outstanding positions i n  
siicli contracts at l~cccniber  31. 2005 

PEC did not liave inaterial outstanding positions i n  such contracts at 1)eceiiibei 31. 2006 and 2005 I’EF did not have inaterial outstanding positions in such 
contiacts at Decenibci 31. 2006 and 2005. otlier than tliose receiving regulatory accounting treainieiit, as discussed below 

I’EF 1i:is der ivative iiis~ruiiieiits related to its exposute to price fluctuations on fuel oil and natural gas purchases These instninients receive regulatory 
accounting treatiiiciit Unrealized gains and losscs are recorded i n  regulatory liabilities and rcgulatory assets on the Balance Sheets, respectively. until the 
contracts are settled Once seltlcd. any realized gains or losses are passed tlirougli the fuel clause At Deceiiiber 31, 2006. the fair values of tliese instiunients 
were a $2 iiiillioii long-tenn derivative asset position iiicluded i n  otlier assets and deleired debits, an $87 million slioi-1-teim derivative liability position 
iiicluded in otlier curiatit liabilities and a $36 million long-terni derivative liability position included i n  other liabilities and deferred credits on llie Balance 
Sliect At Dccciiilxi 3 I .  2005. the fair values ai tlie instruriients were a $77 niillion slioii-temi derivative asset position included in otlicr current assets. a $45 
~nillioti long-term del ivative asset position iiicluded i n  other assets :uid deferred debits and o $49 million long-term derivative liability position included i n  
other liabilities :ind deferred credits on the 13alnncc Slicet 

On 1:iiiuanJ 8. 2007. we entered into derivative contiacts lo hedge ecoiiomically a poition of our 2007 syiitlietic fuels cash flow exposure to the risk of rising 
oil prices over a11 average aiinual oil piice range of $63 to $77 per bairel on a NYMEX basis Tlie notional quandty of tliese oil price liedpe instruiiierits is 25 
niillion bairels and will pinvide protection for the equivalent of app~oxiiiiatel\~ eight iiiillioii tons oi 2007 syntlietic fuels production The cost ol  tlie hedges 
was opproxiiiiatelv $65 iiiillion Tlie contiacts will be marked-to-iiiaiket witli cliaiiges iii iair value recorded tlirougli earnings froin syntlietic fuels production 

Our subsidiarics designate a poitioii oi coiiimodity derivative instriiiiieiits as cash llnw Iiedges under SFAS No 13.3 The objective for holding these 
iiistiunients is to licdge csposiire to riiarket risk associatcd with fltrctuatioris iii thc price o l  iiatural gas and power for our Ibrecastcd purchases and sales 
Realized g:iiiis and losses :ire recorded net in 
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operating re\wiiies o r  opeiatiiig espetises. as appropiiate The iiien’ective portion of coiiiinodity cash flow liedges was not iiiaterial to o w  or the Utilities’ 
resiilis of operntioiis Ibr 2006. 2005 and 2004 

The fair values o i  coniniodity cas11 l h v  hedges at L~eceniber 31 were as follo~vs: 

Prowess Enerev 
( I l l  Inllllons) 2006 2005 ZOOG 2005 2006 2005 

F 
Foil value of liabilitier 

-- 

Our discontinued operations did not liave material ootstanding positions it1 commodity casli flow hedges at Deceiiiber 3 I. 2006 Lscluded from the table 
above ore $163 ~nillion ol derivative assets. wliicli are iiicliided i n  assets ol  discontinued operations, and $54 mrllion of derivative liabilities, \vIiicli are 
included i n  liabilities oldiscontiiiiied operations on tlic Coiisolidated Balance Sheet at Dccenibcr 31. 2005 

At Deceiiibcr 3 1. 2006, tlie aiiiotiiit recorded i n  our. P K ’ s  or I’EF‘s :iccuniul:ited oilier coniprelicnsive income (AOCI) related to coniiiiodity cash llo\v 
hedges was not iiiaterial At Deceiiibei 31. 2005. we liod $69 nitllioii 01 al‘tei-ta\: del’ened iiicoiiie and PEC had $2 million ot after-tax deferred iiicoiiie 

recoided i n  AOCI related to coiiiiiiodity cash flow liedges PET; Iiad no aiiio~iiit iccoided i n  AOCl related to commodity cas11 flow liedges at Deceiiiber 31, 
~ ~ _ _  __ 

2006 or 2005 
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PEC has certain iiinrket risks inherent i n  its financial instninicnts. wliicli arisc from tmnsactions entered into i n  tlic noniia1 course ol' business PEC's priniary 
espostncs are changes i n  interest rates witli respect to loiig-term debt and coninlcrcial paper. lliicliiatioiis i n  the return on niarl;ctnble securities with respect to 

its nucleai dccomiiiissiotiiiig trust funds, and changes iii energy-related commodity prices 

Tlic inCoiriiation rcquircd bv this itcm is iiicorporatcd hciciii lw rcfcrcncc to the Quaiititativc and Qualitative Disclosures About Market Risk insofai as i t  
lclatcs to PEC 

INTEREST mm RISK 

The f'ollowiiig tables provide inforniatioii at Deceinber 31, 2006 and 2005. about PEC's iiiieicst raic iisk sensitive instruments: 

Drceiiibei 31,2006 

(dollnrs in millions) 2007 2008 2009 2010 2011 T1iere:ifter 'Tot:d decent be^ 31,2006 
Fail Value 

Average pay rate 

(a) hnticipatcd 10-yea] debt issue licdgc matures on Octobci I .  201 7. and requires niandato~y cash scttlemc~~t on October 1. 2007 
6) Rate is .3-month LIBOR. wliich \vas 5 36% at Decenibcr 31. 2006 

Dcccinber 31.2005 

(dollars i n  ~iiillioiis) 2006 2007 2008 2009 2010 llicrcafter lotal Fair Value Deceinber 31, 2005 
00 s 300 !$ 100 s; 2.165 

7950 
20 s 

Average interest rate 3W"o 301"h 

PEC is exposed to the effects of market lluctualioiis i n  the piice 01 iiatuial gas. cod, fuel oil. clcctiicity and otlier ei~ergv-related products marketed and 
purchased as a result of its owiei ship of encrgw&tcd assets PEC's esposurc to tlicse fluctuatioiis is significantly liniitcd by cost-based regulation Each 
state coiiiiiiission allows electric utilities to recover certain o l  these costs tl~rougli various cost-rccovcrv cI:luscs to the csrtent the respective cominission 
dcteimines that siicli costs are prudent Niercfoic. wliik t h e  may be a dclw iii  tlic tiiiiiiig bet\\~ceri wlieii these costs arc incurred and wlicn these costs are 
recovered irom the ratcpayers. changes from year to year lime no niaferial impact 011 operating rcsiilts ITC niily engage in limited ccono~nic Iicdging activity 
using natural gas and electricity lii~mcial instrunicnts See "Co~i in~odi t~  Price Risk" discussion under Prog~ess 1T.iiergv above m 5  Note I7 for additional 
information with regard to PE,C's coiiiinodity contracts and use o i  del ivative financial instrunicnts 

I os 
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PEF Iias certain market iisks iiiheicnt ill its financi:il instrunients. which arise lrolii tiaiisactions entercd into ii i  tlie nornial course ol business PEF-s prilnary 
exposures are changes i n  inteicst rates wit11 respect to long-lei 111 debt and coniniercial paper. llticti~atioiis i n  the return on riiarlcetable securities with iespect to 
its nuclear decoiiimissioiiiiig trust funds. aiid changes i n  eneigy-related coiiimodit\, prices 

The infoiiiiation required by this item is iiicorpoiated liercin In( reierencc to the Quantitative aiid Qualitative Disclosuies About Market Risk i n s o h  as i t  
relates to PEF 

INTEREST RATE RISK 

The following tables provide information at December 31. 2006 and 2005, about I'EF's interest late risk sensitive instlunients: 

Dcccniber 31,2006 
Fnir Vnloe 

Idnl1:irs in iiiillions~ 2007 2008 2009 2010 2011 Tlienxifter T o t d  1)eceiiiber 31, 2006 

(a) Anticipated 10-year debt issue hedge iiiatures on October I :  201 7, and requires niaiidatoiy cash selllenient on October I, 2007 
(b) Rate is 3-month LIBOR, which \vas 5 36s'O at December 31. 2006 

December 31.2005 

Average interest rate - 4 8846 - 3 0706 4 25% 

COI\?IMODITY PRICE RISK 

PET; is exposed to tlie eifects of mnrliet fluctuations i n  tlic price of natural gas, coal, fnel oil. electiicity and otlier energ\~-related products niarketed and 
purchased as a result of its ownership of energy-related assets. 1 3 3 ' s  exposure to tlicse fluctuations IS signifieantl3~ limited by its cost-based regulation The 
FPSC allows PEF to recover certain fuel and purchased power costs to the extent the FPSC detennines ilia1 such costs are prudent Tlieiefore, wliilc there may 
be a delay i n  the timing behveen wheii tliesc costs aia incurred aiid when tliese costs ale lecovercd iron1 tlic r:ttepayers, changes liun~ year to vcai have no 
material impact on operating results See "Commodity Price Risk" discussion under Proeress Energy above aiid Note 17 for additional infomiation with 
regard to PE.I."s eoniniodily contracts and use of derivative liiinnci :I I Illstrumcnts ' 



ITEM 8. I~INANCIAI, STATEMENTS AND SUPPLEMENTARY DATA 

The following fiiiaiicial stateiiients. supplcnieiitary data and financial stateinelit schedules ale included lierein: 

Pion css 15nci w. Inc. Wrowess Enerev) 
Rcpoi-t 01 Indcpciidciit Rcgistercd Public Accounting Firin 
Consolidated Statcmcnts of Inconic foi llie Years Ended Dccembci 31.  2006. 2005 and 2004 
Consolidated Balance Sheets at Dccember 31, 2006 and 2005 
Consolidated Stutcnients 01 Cash F l o ~ s  for tlie Yearr Ended Deceinbei 31, 2006. 2005 :uid 2004 
Consohdated Statements 01 Changes i n  Conimoii Stock Equity for the Years Ended Deceinber 31. 2006. 

2005 and 2004 
Consolidated Statenicnts of Conipreliensive Income foi the Yeai s Ended Deceiiibei 3 I ,  2006. 2005 and 

2004 

1 1 3  
114 
115 
116 

118 

118 

Carolina Porver & Lidit Coni pany d/b/a Procress Enrrw Carolinis, Inc. WEC1 
Report of Indcpcndeni Rcgistercd Public Accounting Firm 
Consolidated Stateiiicnts of Income foi the Yeais Ended Deceiiibcr ? I .  2006, 2005 and 2004 
Consolidated Balance Sliccts at DeccniBr 3 I ,  2006 and 2005 
Consolidated Statements olCasli Flows for the Years Ended December 31, 2006, 2005 and 2004 
Consolidaied Staleinents of Changes i i i  Coniiiioii Stock Equity for the Year.; Ended December 31. 2006. 

Consolidated Statements 01 Conipielieiisive Income for the Years Ended Deceiiiber 31, 2006. 2005 and 

1 I9 
120 
121 
122 

2005 and 2004 123 

2004 123 

Florida Powel Corporiition cl/l)/a Progress Eiierm Florida, Inc. (I’EI;] 
Report of Independent Registered Public Accounting Firiii 124 

125 
126 
127 

Statements of Iiiconie for the Years Ended Deceinber 31, 2006, 2005 and 2004 
Balance Shccts at December .31.2006 and 2005 
Statements of Cash Flows lor ilie Years Ended Dcccmber .3 I ,  2006, 2005 and 2004 
Sfatcmeiits o i  Clianges in Common Stock E.quity for the Years Ended Deccniber 31, 2006. 2005 and 

2004 129 
129 Statements of Conipreliensive Income for the Years Ended December 31,2006. 2005 aid 2004 

Conibiricd Noies to the Financial Stateiiients for Progress Energy, I N .  Carolina Power c‘t Light Coinpans d/b/a Ptogress Energy 
Carolinas3 Inc and Florida Power Corporation d/b/a Progress Energy Florida, Inc 

Note 1 - Organization and Suniniary of Significant Accounting Policies 
Note 2 - New Accounting Standards 
Note 3 - Divestitures 
Note 4 - Acquisitions 
Note 5 - Property, Plant and Equipment 
Note 6 - Current Assets 
Note 7 - Regulatory M a k r s  
Note 8 - Goodwill and Otlicr liitaiigible Assets 
Note 9 - Iiiipairnients of L.ong-L ived Assets mid Investments 
Note 10 - Equity 
Note 11 - Preferred Stock o i  Subsidiaries -No t  Subject to Maiidaioiy IlcdempLion 
Note 12 - Debt and Credit Facilities 
Note 13 - Iiivestiiients and Fail Value of Fiiiaiicial Instruiiients 
Note 14 - Iiiconie Taxes 

130 
137 
139 
144 
145 
150 
151 
157 
1 5X 
159 
166 
167 
171 
176 



Note 15 - Contingent Value Obligations 

Note 17 - Risk Mniiageiiient Activities and Deiivatives Traiisactions 
Note 18 - Related Party Transactioiis 
Note 19 - Financial Infoiination by 13usiiiess Segment 
Note 20 - Otliei lnconie and Otlicr Expense 
Note 21 - Environniental Matters 
Note 22 - Commitments mid Contingencies 
Note 23 - Condensed Consolidatiiig Stateiiients 
Note 24 - Quarterly I:inanciaI Data (IJiiaudited) 

Note 16 - Beliefit Plalis 
182 
I83 
191 
195 
196 
198 
200 
203 
21 1 
220 

Each of the preceding combined notes to the financial stateiiienls of the Progress Registrants are applicable to Progi ess Energy. lnc 
but not to each of PEC and PEF The following table sets forth which notes are applicable to each o l  PEC and P I 3  

RePisttiin t App1ic;lble Notes 
PEC 
PEF 

1,  2. 5 throitgli IO.  12 through 14, 16 tluougli 22 aiid 24 
1 tlirough 3.  5 throiigh 10, 12 through 14, 16 ihrough 22 and 24 

Consolida$ed Financial Statement Scl~edulcs for ilie Years Ended December 31, 2006, 2005 aiid 2004 

Repoil of Iiidependeiil Registercd Public Accounting Finn on Financinl Stateineiit Scl~edule - P~ogress 
Energy. Inc. 222 

Scliedulc II - Valuation and Qualifying Accounts - Progress Energy, Inc. 22 3 

Report of Independent Registered Public Accouiiiing Finn on Fina~icial Statement Scliedule - Carolina 
Power & L,ight Company d/b/a Progress Energy Caroliiias, Ine 

Energy Carolinas. Inc 225 

Power Coiporation d/b/a Piogress Energy FloIida, Inc 226 

Florida, Inc 227 

224 
Schedule I1 - Valiiation aiid Qualifying Accounts - Carolina Power CE Light Conipany d/b/a Piogress 

Rcport of Independent Registered Public Accounting Firin on Financial Statement Schedule - Florida 

Scliedulc I1 - Valuation and Qualifying Accounts - Florida Power Corporation d/b/a Progress Energy 

All other scliedules have been omitted as not applicable or are not iequired because the infonnatiori required to Iw ~how11 is included i n  the Financial 
Statements o r  the Combined Notes to the Financial Statements 



Case No. 2011-123 
Staff-DI1-01-OW i :ittachiiient 
(Progress Energy) 
h g r  120 of J M  

REPORT OF INDFPlTNDFNl REGISTERED PUBLIC ACCOIIN TING FIRM 

rO 1111.. BOARD 01 DlRCClORS AND SIIAREllOLDERS O r  PROGRESS ENERGY, fNC 

We liave audited tlic accoiiipa~iyiiig consolidated balance sliccts of I’rogress Energy, liic , and its subsidiaries (the Company) at December $1. 2006 and 2005, 
and the rclated consolidated statenicnts of income. coinprclicnsive iiicoine. clianges in co~iiiiio~i stock equity. and cash flows for cacli o i  tlic tliree years i n  tlie 
period ended Dccembei 31. 2006 lliese financial statetnents are the responsibility of the Company’s ~iiaiiageniciit Oui responsibility is to express an opinion 
on these iinancial statements based on our audits 

We conductecl our audits i n  accordance with tlie standards of tlie Public Company Accounting Oversiglit Board (United Stales) Tliosc standards require 11131 

we plan and perfonii tlie audit to obtain reasonable assiiraiice about wlietlier tlie financial statements arc free 01 ~naterial iiiis~tatenie~it An audit iiicliides 
e?;aiiiii~ing, on a test basis, evidence suppoiling the amounts and disclosiires in tlie finaiicial stateiiieiits An audit also i~icludes assessing tlie accouiiting 
principles used and signilicant estiiiiatcs made by ~iianageme~it, as well 3s evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for ow opinion 

_ _ I ~ ~  111 our opinion. such co~isol~daled financial statetnents present lairly, i n  all material respects, the financial position of the Company at Dcccinbcr 3 1, 2006 and 
2005, and the rcsults of itr opcrations and i t 5  cadi flows for each of thc tliree years i n  tlic pcnod ended Deccnibcr 31, 2006, in coiifoiinity witli accountiiig 
piinciples geneially acccpted 111 !lie United State? 01 Amciica 

As discussed in  Note 2 to the corisolidated 1in:uicinl stntemeiits, in 2006 the Compny 3doplCd Statenlent of Financial Acconnting Standai-ds No 158. and i n  
2005 the Company adopted Statement of Financial Accoiintiiig Standards No. 123R and Financial Accounting Standaids Boaid Interpretation No 47 

We liave also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), tlie elrectiveness o i  tlie 

Conipaiiy‘s intcnial control over financial reporting at L~ecember .31. 2006, based 011 the criteria establislied i n  I f i / e r . r ? d  Cori/ro/- Iriregrdecl ~~niirL.it’c~rkissiicd 
by the Conimittee oT Sponsoring Orga1iiz3tioiis of the Treadtvay Comniission, and our report dated February 28, 2007, expressed an unqualified opinion on 
~iianagemeiit’s assessiiient of tlie effeclivencss of the Company’s internal control over lina~icial reporting and an unqnalified opinion on thc effectiveness o i  
the Compaiip’s intenial control ovci fiiiancial reporting 

id Deloitk h Touche LLP 

Raleigli. North Carolina 
Febriiar)~ 28, 2007 



C h w  No. 2011-12J 
Slaf-DR-fll -OO!! i :itt:iclinicwt 
(I’vogrcss Ihri a) 
I’age 121 of I(il 

PROGRESS ENERGY. INC 
CONSOI,LDA mi)  s rti I I!  MEN^ s or I N C O ~ I F  

( i n  millioiis except per share data) 
Years ended Deccniber 3 1 2006 2005 2004 

s 8,722 s 
Diversified busiriess 848 1.223 900 

,053 
Operating espenses 

Gain on the sales of assets (4 (30 )  
OUier 56 62 112 

Total operating esprnscs 

Other. net (1 8) (7) 4 

nconi 15 

lnteicst charges 

Allowance Cor borrowed iiind.i used duriiig construction (7) (1 3) 

lnconie fro111 continuing openitions before inconie tall nntl 

Inconre ft on1 con tinuit 

Cuniulative cffect of change in accounting principle, nrt of t:i\ 1 

s 2.05 s 2 92 $ 2 78 



PROGRESS FNERGY INC 
CONSOLIDATED BAI,-\NC L' SIIEI' IS 
( I  I1 111 I 1 1  ions) 
Dcccmbci 31 2006 2005 
ASSETS 

Accumulatcd dcprcciatioii (1 0,064) 

Iicld for future iisc 10 12 

Short-teiiii iiivcstiiieiits 71 191 

P~cpayiiiciits and otlicr curiciit o m t ~  108 186 

Deferred debits and othcr iisscts 

CAI'I rALIZATlON AND LI,iBII~ITIES 

bsiilinries - not subjcct to 111;indatoiy rcdeieptiur: 

Cui rent liabilities 



casr  No. 2011-124 
St:i1FI)R-OI -009 i a ttachnicnt 
(Progrrss Enrrgy) 
1’;:gc 123 of4G.l 

Noncuirciit iiicoiiic tau liabililics 306 198 

S 25,701 $ 27,062 l‘otal capitalization nnrl linbilities 



C’:l.ir No 2011-12-1 
St:in-l>lt-0l-OlW i ;ittacliiiiciit 
(Progress Eiicrgv) 
1’21p2 124 of 4GI 

I’IROGRFSS I.NFIIGY. INC 
C’ONSOLII~..\lFI)S1i\IEhlENIS o f ‘ C  -\SI1 l~120WS 
(Ill mllllons) 
Years elided Lheiiiber 31 2006 2005 2004 

Other orretr and defeiied debit\ 39 

iiicoiiie taves (net 01 relunds) 



Cnse No. 2011-124 
S~~1fT-l~1~-01-009 i attacli~iient 
(Progress Eiierm) 
I%ge 125 of J M  

Noncash activitirs 
* 
and coristi-uctioii costs for utility plant and eqiiipiiient arid a 

I i i  addition to iioriiial and rcciirring accruals for capital addilions, Progress Energy Florida recorded purchases 

corresponding liabilily for $47 iiiillioii relaied to additions at a11 electric getierntion facility i n  2006. Actual cash 
espendituirs will not occur until 2007. 

2006. at wliicli point Progicss Energy Florida recorded n capital lease 
111 2005. Progress Eiiergy Florida entered into a capilal lease agreeiiietit for n building that \vas coniplekd in 

asset and obligation for $54 million. 



Chse No. 2011-124 
SI:il~-Dl<-01-003 i :~ttacl~nieiit 

1':igc 126 oFJG4 
(P1.0gress F,IlCQ!y) 

I'ROGRFSS LNEROY. INC 
CON SOI,LD.-\l~E I) S7',\7 I< RI EN'IS of' CI IAN C; ES in COR IRlON STOC'1< IZQLII'I~Y 

Accuiii u1a led 
Coininon Stock 1Jneariicd Uiicai iicd Otl1er 

Oiitstandin~ Restricted ESOP Comprehensive Retained Total Common ( i n  millions except per 

Net iticoiiie 759 

Com plellensl\~e lllcollle 64 5 

I 
Stock options e~eicised 18 18 

Restticted stock 

Allocntion 01 PSOP 

I3nlirnce, Decem bei 

Otliei coiiiprelieiisive 

lsstiaiice of sliaies 

Stock options eseictsed 8 8 

I?e.illlclcd stock 

Stock-based 
coinpeiisniioii e ~ p e n s e  10 10 

Diilance, l~ecein bri 
.31,2005 5,571 
Net inromr 
Other coiaprehensive 
low 

.-\if jiisbii rn t to 

initiiilly apply SFAS 
Nu. 158, iiet of 1:1 13 



lssuonce of‘sli:~rrs J 70 

115 

Disidmtls ($2.33 per 
share) 

t2;1l;nicc., Drcrinber 
31.2006 256 s 5.791 S - s  ( 5 0 )  S (49) s 2.534 s 8.286 

PROGRESS ENERGY. INC 

( I  I1 111 11 I1 0 11s) 

Miiiiiiiiiin peiiuoii Iiubility ndiustinent incliided i i i  discontinued opciatioiis (iiet 01 tn\ 

expense of$])  1 

3 1 4 

Coin orehensive income S 553 $ I51 $ 645 



ro riib BOARD or; imim ORS AND SIIAREIIOLDERS or; CAROLINA I’OWEII a LIGIIT COMPANY d/b/a PROGRESS FNI-RGY CAROLINAS, 
INC 

We have audited tlie accompanying consolidated balance sliects of Carolina I’ower & Liglit Coiiipany d/b/a Progress Energy Carolinas. Inc , a id  its 
subsidiaries (I’EC) at Ileceiiibcr 3 I ,  2006 and 2005. and tlie related consolidated statenieiits of iricoiiic, cliaiigcs iri coiiinioii stock equity. conipreliensive 
iiicome, and cash flows foi each o l  tlie tlirce ycais i i i  tlic period ended Ilcccmher 31. 2006 Tliese fiiiancial stateiiients are tlie iespoiisibility of PEC’s 
~iianagemeiit Our responsibility is to espress an opinion 011 tliesc financial statciiients based on our audits 

We conducted our audits in accoidance with tlie standards o l  the I’ublic Coiiip~iiy Accoirntiiig Oveisiglit Board (United States) Those standards require tliat 

we plan and perform the atidit to obtaiii reasonable assiiraiice about whetlier tlie li~iaiicial statetiients are free o i  inaterial ~iiisstatetiieiit I’EC is not required to 

haw, 1101 were we engaged to perfonii, a11 audit 01 its internal control over Iiiiaiicial reporting An audit iiiclitdes consideration of iiiteninl control over 
financial reporting as a basis for desigiiiiig audit procedures tliat are appropriate in tlie circi~~iista~ices. but not for tlie purpose of expressing an opinion on the 
effectiveness of PEC’s internal control over fiiiaiicial r e p o r h g  Accordingly. we cspiess no such opinioii Ai1 audit also iiicludes examining, on a Lest basis, 
evidence suppoiting tlie aiiiounts and disclosures i i i  the fiiiaiicial statenieiits. assessing tlie accounting principles used and signilicaiit esliiiiates made by 
iiianagciiieiit, as well as evaluating llie o\wall linancial stalciiicni prescntatioii We believe that our audits piuvide a icasoiiablc basis for our opinioii 

111 oiir opinion, sucli consolidated financial statements present faidy. in all iiiatcrial respects. the liiiancicll position o l  PEC at Dcccinbcr 31. 2006 a d  2005. 
and the iesiilts 0 1  its operations and its cash flows for each or tlic tlircc years i n  l l ic period ended December 3 1 .  2006. i n  conformity with nccoiinting principles 
generally accepted i n  the United States of America 

As discussed i n  Note 2 to tlie consolidated fiiiancial stateiiieiits, in  2006 I’EC adopted Statcinelit o i  Finaiieial Accouiitiiig Standards No 158, and iii 2005 PFC 
adopted Statement o i  Financial Accouiiting Standards No 123R and 17inaiicia1 Accounting Standards 13oaid Inteipretalion No. 47 

/ s /  Deloitte R: Touclie LLP 

Raleigli, North Carolina 
Febromy 28, 2007 

1 IS 



CAROLINA I’OWTR & LlGllT COMPANY d/b/a 1’11OGRI SS 1 NFRGY CAR01 INAS INC 
C ONSO1,IDATFU STAl I! hlFN1 S of‘INCOhll> 
(111 111 I Il1ons) 
Years ended Dcccnibcr 31 2006 2005 2004 
Operating revenues 

s 4,085 s 3.990 s 
Diversi tied busitiess 1 1 I 

Operating eipcnses 
1,173 36 

Otlier income (expense) 

-I 

lntei est c1i:irges 
217 I97 195 

Allowance for borrowed funds used during conilruction (2) ( 5 )  (’0 
15 192 92 

Income before income taxes 722 732 700 

Net income 

Earnings l‘oi con1nion stock s -154 F 490 % 



c‘:lsC No 2011-124 
Stal7-1~11-01-0o!l i a~t~irluiici~t 
(1’1.0girss I’.nei 0) 
h g c  1 IO OI .+ri 

CAROLINA POWER & LlGll r COMPANY d/b/a I’ROGRFSS FNFRGY CAR01 INAS INC 
CONS0LIDATL;I) BAIANCL; S l l l I E l  S 
( I  I1 illill lolls) 

Dccciiibcr 31 2006 2005 
ASSETS 
Utility plant 

14,356 $ 13.994 

Nuclear fuel net 01 amori17at1o1i 209 203 

T ~ t a l  utili0 plurit, net 8,777 8.47‘1 

Curl cnt :weis 
125 

Short-tcmi iiivcstnieiits SO I91 

27 24 

Prcnaviiieiits and oilier ciirrciit msscis 20 
‘I’otd current :issets 1,383 1.590 

Deferred debits and other assets 

777 21 
Nuclear d e c ~ i i i r i i i ~ ~ ~ o i i i n ~  tnist funds 135 640 
Misccilancous utlicr propcriy aiid 1111 csiiiiciiis 193 188 
Oiher asscis and dcfcrrcd debits 1% 1 84 

,860 1.433 
T o t a l  a s s e t s  12,020 s 11.502 

Retained cariiings 1,431 1.320 
,390 .I18 

Total capit;iliratioii 6,919 6.844 

108 73 

Customer deposits 59 52 
68 100 

Currcni poi-tioii of unearned revenue 71 70 
154 185 



Casr No. 2011-124 
St;ifl-DR-Ol-003 i :ittarliinrnt 
(I’rogrrss 1 5 1 1 r r ~ )  
Page 1.51 of 4CA 

6 
9 

58 1 

Total capitdimtion and 1i;ibilitirs a 12,020 $ I 1  s o 2  



C'ase No 2011-124 
Sta~T-l~1<-01-009 i ;I ttacliiiiciil 
(Progress liner w) 
Page 132 of 4f4 

CAROLINA POWER & LlGllT COMPANY d/b/a PROGRFSS FNERGY CAR01 INAS. INC 
C'ONSOLLDATED SI A I  EblhNlS  of ('AS11 I ~ L O ~ S S  

( I l l  1111111011s) 

Years ended Dccenibcr 31 2006 2005 2004 -. 

457 $493 $46 1 
Adjiisliiieiits to ieconcile iiel iiicoiiie to iict ca4i piovided by opcraltiig 

Receivables fro111 affilinted companies 9 1 1  15 

cii ient asset'; 10 9 17 

0 t h  assets and dcfeiied debits 38 45 

Pioceeds fiom sales of assets 5 14 25 

liicoiiie taxes (net 01 reluiids) s347 $222 $286 

See Notes to PEC Coiisolii/ntei~I;iimirciol Stoteiireiits 



C:ase No. 201 1-121 
St:ilT-l~ll-Ol-Oo”) i :itt:irliiiieiit 

(Progress Energy) 
I’;IZL. 13:s O ~ W  

CAROLINA POWER & I.lGl-IT COMPANY d/Wa PROGRESS ENERGY CNtOLINAS, INNC 
CONSOLIDATED STi\TEMENTS of CIIANGES in CORIMON STOCK EQUITI’ 

Colnnloll Stock Accuinulatcd 

(in millions except 
Outstntidinc. OtllCl 

Shares Unearned Coiiiprcliensive Retained ‘1 otd Common 
sliares outsiandine) Amount ESOP Siiares (Loss) lllcollle Eani i iw Stock lisuitv . .  _ I  

ii~ll:lllce, Ikcns  bcr 
31,2UU3 160 S; 1,953 $ (89) s (7) s 1.380 s 3.237 
Net tiicoiiie 4Gl 46 I 

Coni pieliensive 
iricoiiie 354 ~.~ 

Allocation of 11SOI’ 
sllalrs 22 13 35 

.... l., 
Dividends pud tu 
p3lelil (551) (55 I ) 

160 1.975 1.287 3.072 

Oilier comprelieiisive 
loss ( 6 )  

3 .3 

Noiicasli dividend lo 

narenl (17) 

Dividends paid to 
pa1 elit (457) (457) 

Noi inrnnio 457 457 

Coni prehensive 
income 493 

Alloc:ition of ESOP 
shares 19 13 32 



Cise No. 2011-124 
S1:ifl-DR-OI-OW~ i att~climent 
(I’ro~ress Energy) 

IXvidmtls paid to 
n:wmt (339) (339) 

Balance, Decciiibcr 
.51,2006 160 S, 2,010 S, (50) (1)  s 1,431 S, 3,390 

CAllOLINA POWER & LIGHT COMPANY d/b/a ITOGRESS ENERGY CAROLINAS. INC 
CONSOLIDATED STATEMENTS of COhlI‘REIIENSWE INCOME 

( i n  millions) 
2006 2005 2004 Years ended Deceniber 31 

Reclassification adjustmenl for aii~ouii~s included i n  net incoiiie (net 01 tax expense 01 $-) 1 

Coni prehcnsive inconi e S, 493 $ 437 $ 354 



Case No. 2011-124 
St:i1T-I)R-OI-009 i attnchiiient 
(I'rogrrss Energy) 
I'ngc 135 of 4W 

REPORT OF I N D I 9 ' 1 ~ N l ~ F N T  REGISTERED I'UBLIC AC'COIJNTING IZIRRI 

"I 0 I IIE t3OARD OF DIRECIORS AND SIIAREIIOLDER OF FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC 

We liave audited the accoinpoiiying balance slieels of Floiida Power Corporatioii d/b/a Progress Energy Florida, Inc (PEF) at Deceniber 31, 2006 and 2005, 
and tlie rclatcd statements of iriconie, cliangcs iii coninion stock equity, compreliensive income, and casli ilows for each of tlie tlircc years in tlie period ended 
Deceiiibei 31. 2006 Tlicse financial statements arc the responsibility of PEF's inanagcinciit Our responsibility is to exprcss at1 opinion on these financial 
statcnicrits based on oiii'aiidits. 

We conductcd our audits i n  accordance with tlie standards of the Public Company Accouiiting Oversight Board (United States) Those standards require that 

we plan and perl'orni the audit to obtain reasonable assiimiice about whetlier tlie fiiiaiicinl statements are lice of material misstatement. PEF is not required io 
have. nor were we engaged to pel fonii. an audit o i  its internal control over financial reporting An audit iiicliides consideration of internal control over 
liiiancinl repoitiiig as a bnsis for designing audit proceduies that ai-e appropriate in tlie circiinistances. but not for the piirpose oi  expressing an opinion on the 

' internal control over financial reporting Accordingly, w e  express no such opinion An audit also includes examining, on a test basis, 
evidence suppotting die anioiiiits and disclosures in  tlie financial ~tateiiieiits. assessing tlie accotinliiig principles used arid significant estiiiiates made by 
iiiaiiogeiiieiit. as well as evaluating the ovemll financial statement presenlatioii. We believe that ow audits provide a reasonable basis for our opinion. 

-- -- ___- 
I n  our opinion. such financial 5tateiiiciits prercnt fairly, i n  all niatenal respects. the financial position of PEF at necciiiber 31, 2006 and 2005. and the results 
of it5 opemtloiis and itn cash llows lor eacli 01 the thiee y a i r  i n  tlic period ended December 31, 2006. in coiifi,rniitv with accoiin~ng principles geneially 
accepted i n  the United States 01 America 

As discussed i n  Note 2 to tlie liiiancial statenleiits: iii 2006 1'E.F adopted St:itemeiit o l  Financial Accounting Standards No. 1S8, and i n  2005 PE.F adopted 
Stnteiiieii~ of Fiiiaiicial Accounting Standards No 12.3R and Financial Accoiiiiting Standards I3oard Inteipretntioii No 47. 

/si Deloitte R: 1 oiiclic LLI' 

I?aleigli, North Carolina 
I'ebruaiv 28, 2007 

123 



Casc No. 20l l -12~4 
St :I 1311>11-03 -009 i :it t ichni e11 t 
(Progress E11cr.a) 
I'age 136 of461 

FLORIDA POWliR CORPORAIION d/b/a PROGllliSS ENERGY FLOR1L)A. n\iC 
S1'ATEkIENlS of INCORII< 

( i n  ~nilliolis) 
Ycars cndcd Dcccinbci 31 2006 2005 2004 

Deprccia~ioii and 

Interest iiiconie 15 1 

lot11 ot11rr 
28 8 

liiterest c l i a i~es  155 

Total interest 
chnrges, net 150 126 I14  

PI e h  I ecl stock tlivirlcncl 



Utility plant 
9,202 8.756 

Accuiiiulatcd dcpi cciatioii (3,602) (3,434) 
~y plant in s c n  ice, net 5,600 .322 

llcld for future usc 7 
n piogress 

Receivables, iiet 

Other a\\ets and dctciicd debits 26 82 

,251 173 

Total assets 

t repu1~1tor~- Iiabili-tics 
Otlrrr riii rriil I in hi I i t i rs  89 91 

Defei led CI edits :ind othei 1i:ibililies 

Noncurrent iiicome tns Iinbilit~es 
Accuiiiulatcd deferred iiivertiiicnt la \  ciedit\ 

466 433 
23 30 



C’ase No. 2011-121 
St:~fl-DR-01-009 i att~’arlieien1 
(Progress 151ierf,!~) 
Page 138 of JGI 

Regdato 

-- 



FLORIDA P o w i x  CORPORA-I ION d i > i ~  PROGRESS m m w  I;ILOIWA. INC 
S 1 ' A l E M E N l ~ S  of C'ASII IXOl\'S 

(in inillioiis) 
Years ended December 31 2006 2005 2004 

Operating nctivitirs 

'5 in o~watiiig 3ssets and liabilities 

ale sec i i ths  mid otlier iin estnienls 
Proceeds from sales of available-for-sale wcuiities and otl~er iii\~e~tiiieiit~ 125 5 69 

Net cash used in investing acti\ities (735) (506) (-196) 
Fi 
Pioceeds fioiii miiaiice ot long-tenn debt, net 74-1 56 

(1911 
(102) 
(165) 

Other financing activities (1 ) (2 1 1 

idcil by linancing activiti 2 82 (35) 
Net (clecrcase) increwe in cash and ciisli equinilents (1%) 206 2 

Cash and cash equiv:ilents a t  rncl o f '~e:w s 2 3 s  218 s 12 

of cash flow information 
ai- nitcrest (net 01 anmint capitoli7ed) S 152 s 131 s 

onie taxes (net 01 reliuiids) 5 236 ri; I85 8 



Noncash activities 
* 
constriiction cosls for utility plant and equipnient and a 

111 addilioii lo iiorniol and reciii ring accruals ToI capital additions, Progress Energy Floi ida iecorded piirc1iascs and 

corresponding liability for $47 inillion related to additions 
espcnditiircs will not occur until 2007 

a11 electric generatioii l'acility i n  200G Actual cash 

* 
which p i n t  Progrcss Energy Florida recordcd a capital Ieasc 

111 2005, Progress Energy Floiida entered into a capital lease agrccnient Cor a bnilding f h t  was conlplcted i n  2006. a1 

assct a i d  obligation for $54 million. 

Sea Notes to PEF Fitimicinl Stnlatnstits 



FLORIDA POWER CORPORA1 ION d/b/a I~ROGll tSS ENFI1GY I.LOllII)A INC 
Sl A1 EMENTS of CIL-iNGES in COMRLON STOCK EQll l l - l  

Acciiiiiulotcd 
Common Stock Other 

( i n  inillions escept Outstunding Coiiipreliensive Total Coiniiioii 

Net inconie 335 335 

Compreliensive incoiiie 339 

Net income 260 260 

Stock-based 
compensation expense 1 I 

Preferred stock 
dividends ut stated rates 

Net income 328 32 8 

Coni prchcnsive 
income 327 

I’referred stock 
dividends at stinted 
rstrr; ...._. I 

Dividimncls paid to 
p r e n t  (234) (234) 

Tax benefit dividend 

FLORIDA POWER CORPORATION d/b/a PROGRESS FNERGY FLORIDA. MC 

STATEhIENTS of COh1PRElIENSIVE INCORIE - 
( I l l  lnllllons) 

Yeois ended December 31 2006 2005 2004 

N 328 250 !E 

Coni piehensive income 327 tF 260 $ 339 





PROGRESS ENERGY. INC 
CAROLINA POWER a LIGII r COMPANY PROGRESS ENERGY CAROLJNAS INC 
FLORIDA POWER CORPORArlON d/b/a/ PROGRESS ENERGY FI,ORIDA, INC 
COhlBINEI) NOTES I O  FINANCIAL STAl EhIENTS 

I n  this report, Progress Energy, whicli iiielt~dcs Progress Eiicigy, liic holding company (the Parent) and its regnlatcd and nonrcgiilated snbsidiaries on a 
consolidated basis, is at times referred to as “we.” ‘‘us’‘ or “our ” Wlieii discnssiiig Progiass Energy’s financial information, i t  ncccssarily includes the results 
of I’EC and I’EF (collectively, tlic Utilities) The teini “Progress Registrants” icfers to each of the three separate registrants: Piogress Energy. I’EC and PEF 
The inforination i n  these combined notes relates to each of the Progress Registrants as noted in the lndcs to the Combined Notcs I-Io\vcver. neither of the 

Utilities makes :my repiesentzition as to information related solely to Progress E,iiergy or the subsidia~ies of Progress Energy other than itself 

1 ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POL.ICIES 

A. Organization 

Progress Enei w. lnc. 

_ _ _ ~  __ - 
The I’aiciit IS a lioldiiig company l icadq~~arte~ed i n  Raleigli, N C As sucli, we arc subjeci to regulat~on by the Fedc~al Enctgy Rcgulatoiv Coniiiiiwon (FERC) 
under ilie regiilatory pioweions 01 tlie Public Utility fIoldnig Company Act of 2005 (PUIICA 2005) Prlor to Febi~iary 8, 2006. tlie Paieiil was stibject to 
rcgnlatron by the Securities and Euchange Commission (SEC) under the Public Utility 1Iolding Company Act of 1935 (PUIICA 1935), as niiientled 

Our reportable segnieiits are: PIX,  1’E.F and Coal and Synthetic Fuels Our PE.C and PEF segiiieiits are primarily engaged i n  tlie g e m  ation. transniission, 
distribution and sale of electricity Our Coal and Synthetic Fuels segnieiit is primarily engaged i n  tlie production and sale of coal-based solid synthetic fuels as 
defined tinder tlie Intenial Revenue Code (the Code), tlie operation of synthetic fuels facilities for tliiid parties, and coal tenninal sei vices Our Corporate and 
Otlier segment (Corporate and Otl~er)  is comprised of tlic activities of the Parent and Progress Energy Service Company (PESC) as \vel1 as iionregulnted 
businesses. whicli do not separately meet the discloswe requirements as a business segmeiit. 

See Note 19 lor iurtliei ~nforniation about our segnieiits 

PE,C is a regulated public utility primarily engaged i n  the generatioii, transmission, distribution and sale of electricity in portions oi  North Carolina and South 
Carolina PE.C’s siibsidiaries are involved i n  insignificant iionregillated business activities PEC is subject to the regulatory provisions o i  the North Carolina 
IJtilities Coiiiniission (NUJC),  Public Service Co~n~nission of Soutli Carolina (SCPSC), ilie IJnited States Nuclear Regulatory Coinniission (NRC) and tlie 

FERC 

PEF is a regulated public utility primarily engaged in tlie generntion, transmission, distribution and sale of electricity i n  west central Floiida. P I 3  is subject to 
tlie regtllatory provisions oi the Florida Public Service Commission (FPSC), the NRC and the FERC 

B Basis of PI esentaiion 

These financial statcinents ltave k e n  prepared in accordance with accounting principles gencrnlly accepted i n  the United Siatcs o i  Anieric:? (GAAP) :md 
inclnde tlie activities of tlie Parent and our iiia.jority-owned a id  controlled subsidiaries. Tlie Utilities are subsidiaries of Progicss Energy ant1 as sucli their 
fiiiancial condition and results oiopcrations and cash Ilows are also consolidated, along with our nonregulated st~bsidiaries. i i i  on1 coiisolidated 
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financial stateinelits Noiicontrolliiig interests i n  subsidiaries along with the iiicoine or loss attributed to tliese inteiests ale included i n  iiiinorit\~ interest in both 
the Coiisolidated Balance Sheets and i n  the Consolidated Statements o l  Inconie Tlie iesults o i  opetations rot niinority interest are repoiled on a net 01 iax 
basis if the underlying subsidiary is structured as a taxable entity 

Unconsolidated iiivestnients i n  companies over wliich w e  do not Irwe control. but have the ability to exercise influence over operating and financial policies 
(generally 20 percent to 50 peicent ownership). arc accounted for wider the equity metliod of accounting. Thesc invcstinents are priniaiily i n  limited liability 
corporations and limited liability partncrsliips, and the earnings from these iiivcstmciits arc recorded on a pre-tax basis (See Note 20) Other investnients are 
stated piiiicipally at cost These equity aiid cos? nietliod investnients are included in miscellaneous other property and iiivestincnts i n  tlic Consolidated Balance 
Sheets See Note 13 for niorc infomiation nlmiit our investrrients 

Diversified business reveiiiies mid expenses represent the operating activities of our consolidated nonregulated operations. piimaiily tlie Coal and Syiitlietic 
Ftiels segiiieiit Tllese opeiations are separate aiid distinct busiiiesses fioni the {Jtilitics 

Significant ~nterconipiiy balaiices aiid t r a i i ~ c t i o i i ~  liave been eliiniiiated in consolidation except as permitted by Statenient 01 17inaiicia1 Accoiiiitirig 
Standards (SFAS) N o  71. ”Accounting for the Erects  01 Certain Types of Regulation” (SFAS No 71), which provides that piofits on nitercoiiipany sales to 
regitlaled affiliates are not eliminated 11 the sales price IS  leasonable aiid the future recovery of the d e s  price tlirough the rateninking process 1 5  prubable 

T h c  combincd notes accompany and form an integral pait of Progress Energy’s and PEC’s consolidated financial staten= and PEF’s financial stateincots 
- ~ -  -- 

Ccriaiii aiiio~iiit~ for 2005 aiid 2004 liave becn reclassified to conform to the 2006 presentation 

C Consolidation o i  Variable Interest Entities 

We consolidate all voting interest entities i n  wliicli we own a majority voting interest and all variable interest entities for wliich we ate the piimary beneficiary 
i n  accordance witli Financial Accounting Standaids Board (FASB) Interpretation No 46R. “Consolidation of Variable Interest Entities - An Inteipretation of 
ARB No 51” (FIN 46R) 

Proaress Eiicrev 

111 addition to the variable interests listed below for PEC aiid PEF, we Iiaw interests tlirough otlier subsidiaries i n  several vai iable intcrest entities for which 
we arc not Uie piiinaiy bencficiaiy Tlicsc ariangenieiits include investments i n  five limited liability partnerships and limited Iialiility corpontions At 
December 31. 2006, the aggregate additional ni:lsimum loss expostire that we could be requircd to record i n  our income stateinelit as a result of these 
nrrangenients was $7 million. which represents our net remaining iiivesiiiieiit in thc entities The creditors of tliese variable interest entities do not liave 
recoiirse to ow general credit in excess of the aggregate iiiaxinititii loss exposure. 

PEC is the primary beiieliciaty o t  and consolidates, two liiiiited partiiersliips that qualify for federal affordable housing and historic tax credits widei Section 
42 01 tlie Code At DecembI  31, 2006, tlie total assets of tlie two entities were $37 millioi& the majority oiwliicli are collaicral for the entities’ obligations 
and are included i n  miscellaneous other property and investments in the Coiisolidnted Balance Sheet 

I’EC has an interest i n  and consolidates a limited patlnersliip that invests in 17 low-income Iiousing partnerships tliat qt~alify for fedcial a id  state tax ciedits. 
PPC has reqiiested the necessani inlormation to determine il tlie I7 partncrsliips me variable interest entities or to identify the primary bencliciaries: all 
entities from ivliicli the necessary financi:il ini‘ormnhori was requested declinert to provide the infomiation to lXC and. accordingly. I’E,C 113s applied the 

information scope esception i n  FIN 46R. paragiapli J(g). to the 17 partiiersliips PE.C believes that if 



Cnse No. 2011-124 
Stafl’-I)Il-01-009 i :~ttaclimcnt 
(Progress 15nerm) 
I’ngc 145 of 4GI 

it is detciiiiined to be tlic primary beneficiary of tliese entities. the elTcct 01 consolidating the entities rvould result i n  iiicreases to total assets, long-ten11 debt 
and other liabilities, but would have a11 iiisignil’icmit or no impact on I’EC’s coniiiio~~ stock equity, net earnings or cash flows 

PEC also has an inteicst i n  one power plant rcstl~ting flonl long-term power purchase contracts Our only significant expasure to variability froill these 
contracts results from fluctuations in  the iiiarket price of fuel used bv the entity’s plants to produce tlie power purcliased by PEC We are able lo recover these 
fuel costs under PEC’s h e 1  clause Total purchases from this countcrparty wcrc $45 million, $44 million and $42 inillion in  2006, 2005 and 200.1, 
respectively The generation capacity of the entity’s powcr plant is approiniatcly 835 mega\vatts (MW) PEC 113s rcqucstcd dic nccessaiy info~niation lo 

determine if tlic power plant owner is a variable interest entity or to identify the primary beneficiaiy Thc entity declined to provide us with the necessa~y 
financial inforniation and PEC has applied the iiiforniation scope exception i n  FIN 46R. paragraph 4(g). to the power plant I’EC believes t l ~a t  if it is 
deteriiiined to be the primary beneficiary of tlie entity, the en‘cct of consolidafng tlic entity would result i n  increases to total assets. long-term debt and other 
liabilities, but would have an insignificant or no impact 011 PEC’s coninioii stock equity, net eanlings or cash flows. I-lowever. becausc PEC has not received 
any fiiiaiicial iiifoiiiiatioii froni die counteiparty. the impact cannot be dcteriiiiiied at this time 

PEC also ha5 interests i n  several other vanable interest entitle5 for wliicli PEC 15 not the prmary beneficiary rhese arrangeineiits include ~nvestments 111 20 
limited liability partnerships. liiiirted liability corporations and venliire capital funds and two building leases witli special-purpose entitics At Deceinber 31, 
2006, the aggregate iiiasiniuiii loss exposure that PEC could be required lo record on its incoinc statement as a result of Iliese arrangements totals $21 m~ll~on,  
wliicli piimanly icpre-ts net rc~na~ning ~~ivcstnieiit in  tlicsc cntities The creditors of these variablc intcrcst entities do not Iiave recoiiise to tlie geiicral 

credit of PEC i n  ~ ~ c e s s  of tlic aggiegate nia~iiiiuni loss esposurc 
. - ~ - _ _ _  ___- ______ ~- 

PEF 113s interests i i i  tliree variable interest entities for whicli PE.F is not the priin:try beiicficiary These arrai~geineiit~ include investnients iii one venture 
capit:il iiirid, oiic building Ieasc with a special-purpose entity and one operating lease with 3 special-purpose entity At December 31, 2006, the aggregate 
inasiniuni loss esposure diat PEF could be required to record in  its inconic stateineiit as a result of these arrangeiiients was $57 riiillion The majority of this 
expostire is related to a prepa)~nieiit clause i i i  the building lease and is not considered equity at risk The creditors oftliese variable interest entities do not have 
recoiirse to tlic geiieral credit of PEF in excess o t  the aggregate inaxiiiiutii loss exposure 

D Significant Accounting Policies 

In preparing consolidated h:incial statements that co~ifonii to GAAP, ~ n a n a g e n ~ c ~ ~ t  must make estiniates and assumptions tliat affect the reported amounts of 
assets and liabilities, disclosure of contiiigent assets and liabilities at tlie date of the consolidated financial statetnents, and aniounts of revei~iies and expenses 
reflected during the reporting period Actual resillis could differ fioin tliosc estimates 

We iecognize reveiiiie wlien it is realized or realizable and earned wlicn a11 of the following ciiteria arc met: persuasive evidence of an  annngement exists: 
dcliveiy lins occured or services liave been rendered our price to the buyer is fixed 01 detemiinable: and collectobilily is reasonably assured We recognize 
electric utility  revenue^ as service is rendered to customers Operating revenues include unbilled electric utility ieveiiucs earned when service has been 
dclivercd but not billed by tlic end of tlic accoui~ting pcriod Divcrsificd biisiiiess revenues are generally recognized at tlic tinic products are sluppcd or as 
services arc iendered Leasing activities arc accounted foi iii accordance w i t h  SFAS No 1.3, “Accotinting for Lcascs ” Reveritm related to dcsigri arid 
construction of wireless infrastructure are recognized upon completion of services for each completed phase of design and construction Revenues kcin the 
sale of oil and gas production are recognized wlieii title passes. net of roynlties Customer prepnyments :ire recorded as deferred revenue and recognizcd as 

reveiiiies as the services are provided 

131 



Casr No. 2011-12-1 
Slil'f-DR-O1-O09 i :ittacliincnt 
(Progress Eiierg~v) 
Psgr 14G of Jf4 

Fuel expense includes file1 costs or recoveries tliat are deferred through fife1 c l a u , ~ s  cstablislied by tlie Utilities' regulators lliese clauses allow the Iltilities to 
rccover fuel costs and portions of purchased power costs t l i i  ougli surclmges on customer rates. l h s c  deferred illel costs are recognized i n  revenues and fuel 
expenses as tliey are billable lo ciistoincrs 

The Utilities collect froin customers certain excise taxes levicd by the state or local government upon the customers The Utilities account for sales and use 
tax on a net basis and gross receipts ~LLX, irmiclusc tmes and otlier excise taxes on a gross basis Tlic amount of gross receipts to% fmncllise taxes and otlier 
excise taxes included i n  electric operating revenues and taxes otlier 111311 011 inconic in tlie stateiiients of incoine for the years ended December 31 were as 
ioiiot\!s: 

(Ill lllllllons) 2006 2005 2004 

PEC 91 91 89 

I'rioi to July  2005, we accounted for stock-based compensation under the recognition and measurenient provisions of Accounting Principles Board Opinion 
No 25. "Accounting for Stock Issued to Employees." and related inteqlretations in  accounting Tor our stock-hsed compensation costs In addition, we 
followed tlie disclosure requirements contained i n  SFAS No 123: "Accounting for Stock-Based Cornpensation" (SFAS No 123), 3s amended by SFAS No. 
1118, "Accounting for Stock-Based Conlpensation -Transition and Disclosure " ElYective July 1: 2005, we adopted the h i r  value recognition provisions of 
SFAS No 123R. "Share-Based I~aynient'' (SFAS No 123R). ioi stock-based compensatior~ utilizing tlie modified prospective transition iiielliod (See Note 
1 OB) 

Our subsidiaries provide and receive services, at cost  to and from the Parent and its subsidiaries, in accordance with agreements approved by the SEC 
pursuant to Section l 3 ( b )  oi  PUI-ICA I935 The costs of the services are billed oii a dii-ect-charge basis, \vllenever possible, and on allocation factors for 
general costs that cannot be directly attributed 111 tlie subsidiaries' Iiiiancial statcinents. billings from affiliates are capitalized or expensed depending on the 
nature o i  tlie services rendered The repeal of PUI-ICA 19.35 and subsequent regulation by tlie FERC did in01 change our current intercompany services. 

Utility plant i n  service is stated at Iiistorical cost less accumulated depreciation We capitalize nll construction-related direct labor and material costs of units 
 ell as indirect construction costs Certain costs that would otlierwise not be capitalized under G M P  are capitalized in accordonce with 

rcgiilato~y trcatmcnt The cost of renewals and bettcnnents is also capitalizcd Maintenance and repairs of propeity (including planned major ~naintenancc 
activities). and tcplaccmciits and renewals of itenis detemiiiied to be less than units of piopcrty, are charged to ~naintenance expense as incunzd, with the 
cxception 01 nuclcm outages at PEF Pursilant to a rcgulatory order, PEF accrues for nilclear outage costs i n  advance o i  scheduled outages, wliicli occur every 
two years Tlic cost of uiiits o i  propciw reploccd or retired, less silvage, is cli:irged to accuinulated depreciation Removal or disposal costs tliat do not 

represent asset ietireiiient obligations under SFAS No 143, "Accounting for Asset Retirenlent Obligations" (SFAS No 143), are charged to a regulatory 
1 i ability 

Alloivance for iti1lds used during constritctioii (AFUDC) represents tlie estiiiiated costs ol capital funds necessary to finance tlie coiistruction of new regulated 
assets As prescribcd i i i  tlie regiilatoiy unifonii system oiocco~ii~ls.  
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AFIJIX is cliargcd to the cost of tlie plant The equity finids poilion of AFIJDC is credited to other inconic and the borrowed ftrrrds portion is credited 10 

iritcresi charges 

We account for asset rctirenient obligations (ARO). which represent legal obligations associated with tlic retirement of certain tangible long-lived assets i i i  

accordance with SFAS N o  14.3 Tlic present values o l  retireinelit costs for wliich \ye liave a legal obligation are recorded as liabilities with an equivalent 
aniount added to the asset cost and depreciated o v a  a11 appropliate period The liability is thcn accretcd over time by applying an interest metliod of allocation 
to tlie lialiilit~~ In addition. cflcctivc December 31, 2005, w e  also adopted FAS13 Interpretation No 47. “Accounting for Conditional Asset Retireiiient 
Obligations” (FIN 47). which clarified certain reqi~irenients of SFAS No I43 

Tlie adoption of SFAS N o  143 and FIN 47 had no impact 011 the income o l  Ilie Utilities as tlie effects were offset by the establislinv.mt of regulatory assets 
and iegulatoiy liabilities ptusuant to SFAS No 71 (See Note 7A) and i n  accordance with ordcls issued by the NCUC. the SCPSC and the FPSC 

For financial repoi ling purpones, substantially all dcpieciation oi utility plant other Illan nuclear fuel IS computed 011 the stra~ght-line inctliod based on the 
cstuiiatcd tcmairinig iincful life 01 tlie property, adlusted foi cstlniated salvage (SCC N o t ~ Z ~ t l i o r i t . i ,  tlic NUJ-t ; and . 

FI’SC can alm grant approval to accclctatc ot reduce depreciat~ori and aiiiortizalion of titility assets (See Note 5 )  

___ - - ~ -  

Amortization of nuclear fuel costs is coinputcd priniarily on the uiiits-of-productioii method I n  the IJtilities’ retail jurisdictions, provisions for nuclear 
decoiiimissioniiig costs are appiovcd by the NCUC. the SCPSC and tlie FPSC and aIc based on site-specific estimates that include the costs for ~eiiioval of311 
iradioactive and otlier structutes at the site 111 the wliolesale jurisdictions. tlie provisions for nuclear dccomniissioning costs are approved by the FERC 

The North Carolina Clean Smokestacks Act (Clean Sniokestacks Act) was enacted in  2002 The Clean Smokestacks Act frcezes Noizli Carolina electric utility 
base rates for a five-yea1 period ending i n  December 2007, unless there arc extraordinary events beyond the control of tlie utilities or unless the utilities 
peisistciitly earn a return substantially in  excess of the rate of return establislied and found reasonable by the NCIJC in the respective utility’s lost general rate 
case. Dining tlie rate freeze period. the legislation piovides for the amortization and I ecoveiy of 70 percent of Uie original estiiiiated compliance costs tvliile 

providing significant flcxibilitv in  the amount of annual amortization recorded from none up to $174 million per year 

We consider cash arid cash equivalents to include unrestricted cash on Iinnd. cash in  banks and fernporary investrnerits purcliased with a maturity of tlirce 
nioiitlis or less 

We account ior inventory. including emission allowances. llsiirg the overage cost method Inventories are valued a1 tlie lower of uveiage cost or iiiai bet 

The Utililics’ opcratioris ale subject to SFAS No 71, ivliicli allows a regtrlated company to record costs that 11ax been or are expected to be allowed i n  the 
ratcm:ikiiig process i n  a period different from tlie period in  wliich the costs woiild be cliargcd to expense by a nonregulntcd enterprise Accordingly. the 
Utilitics I-ecortl asscts : i d  liabilities that result from tlie regul:ited mtemnking process that ~votild not be recorded under GAAP lbr nonregulated entities These 
regtilaton assets and liabilities represeiit espeiises deferred for future recovery fioiii custoiiers o r  obligations to be refunded to custoiiiers and arc priniai ily 
classified in   lie Consolidated l3alaiice Sheets as regttlatoql assets and 
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rcgiiloton' liabilities (See Note 7A) Ilie rcgulalorv assets aiid liabilities are amortized consistent with the treatineiit oi tlie related cost in tlie ratemaking 
process 

Diversified business property is st:ited at cost less accun~ulated depreciation I f  a11 inipaimient is recognized on an asset, the fair value becomes its iiew cost 
basis Tlie costs of rcne~vals and betlernicnts are capitalized The costs of repairs and inaintenance are charged to expense as incurred For properties otlier 
tlian oil and gas pioperties, depreciation is coiiiputed on a straight-line basis using the estimated usefill lives disclosed i n  Note 513 Depletion of mineral rights 
is provided oii tlic units-oI-prodiiction inethod based upon tlie estiniates of recoverable aiiioiints of clean riiiiieral 

We use the lull-cost iiietliod to account for our oil and gas propel ties Under the lull-cost inetliod substantially all productive a id  noiiproductive costs 
iiicuiied i n  coiiiiectioii w i t h  the acquisition, exploration and development 01 oil aiid gas reserves are capitalized 1 liese capitalized costs include the costs of all 
unproved pioperties and intcnial costs directly related to acquisitioii and exploration activities The aiiiortizatioii bow also includes the estiiiiated future cost to 
develop proved I escrvcs Except loi co5ts 01 unproved properties and niajoi dcvelopiiieiit piojects iii piogrcss all costs are aiiioitizcd ustiig the unlts-or- 
pi oductioii iiiethod 011 a country-by-country basis over the Ilk 01 our pi oved resen'es 
costh of proved oil aiid gas piopcihes including the costs o l ' a b m d o i i ~ ~ ~ ~  
incurred iiicludiiig iiitcrn:il costs dircctly attnbiihbk to such activities Related interest c~pcnse inciirred during property development activities IS capitalized 

cost 01 S I I L I I  a ~ t i v i t )  Net Lapitalized costs oi iiiiprovcd property are reclawfied as proved property aiid well costr \vlien ielated proved reserves are found 
Costs to opelate and iiiaiiitaiii wells aiid field eqiiipineiit aie expensed a5 incurred I n  accordaiice will1 Rule 4-10 of l<egulation S-X, sales or otlier dispositions 
oi o i l  and gas properties are sccourited foi as adjuslnieiits to capitalized co~ts ,  M I I I I  iio gain or loss recoided unless cerraiii sigt~~licance tests are met During 
2006 we sold ow natural gas dnlliiig aiid piodirctioii business and we met the sigiiificaiice tests neccswry to recognze a gain on tlie transaction (See Note 

3 B )  

- 

Goodwill is subject to at least ai1 aiiiiual assessment Coi iiiipairincnt by applying a two-step, fair value-based test This assessiiiciit could result i n  periodic 
iiiipairiiieiit cliargcs Iiitaiigible assets ale being amortized based on tlie economic kncfit of their respective lives. 

l..ong-tenn debt preiiiiums. discounts and issiiaiice expenses are aiiiortized over tlie terms of tlie debt issues Any expenses or call preiiiiums associated with 
tlie reacquisitioii oi debt obligatioiis by the Utilities are miortized over the applicable lives usiiig the straight-line metliod consistent with rateninking 
tieatiiient (See Note 7A) 

We arid our aRiliatcs Iilc a consolidated I'edeml income tax return Tlie consolidated iiiconie tzx of l'rogrcss Eiiergy is allocated to PEC and PEF in  
accordaiice \villi the Iiitci-coiiipany lncoinc Tax Allocation Agreement ( T a  Agreement) The Tax Agreement provides an allocation diat recognizes positive 
and negative corporate las:ible income Tlie Tax Agreement provides for an equitable method of apportioning the carryover of ~incoin~ieiisated tax benefits. 
wliich primarilv rel:itc to defeiscd syntlietic fiiels tax credits Since 2002, Progress Energy tax benefits not related to acquisition interest expense Iinve been 
allocated to prolitable subsidiaries iii accordance wit11 a I'UI-ICA 19.35 order E,xcepl for the allocation o i  tliese Progress E,nergy tax benefits, iiicotne taxes are 
provided as i f  PEC a i d  1T.F iiled scparate retiiiiis Lhe to the repeal oi  PUl-IC)\ 3935, eifective February 8,2006. we stopped allocatiiig tliese tax benefits 

IMei red incoine lases Iiave been provided lo r  teniporary diifeiences Tliese occw wlien tliere are differences bet\vceii the book and tax carrying aniounts oi 
assets and 1i:ibilities Iii\-estmeiit tax credits related to regtilatcd 
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opeiatioiis Iiave been del‘cired aiid are beiiig aiiiortized over [lie estimated service life ol tlie related properties Credits for the production and sale of syiithetic 
fuels are del‘erred credits to the exleiit tlicy caiiiiot be o i  Iiave iiot been utilized in  the oiiiiual coiisolidated ledcral iiicoiiic tax returns. and uie included i n  
iiicoiiie tax cxpciisc (bciicfit) i i i  tlic Coiisolidated Statements of Income Interest cspensc oil tax deficiencies is iiicluded i n  net interest charges. and tax 
penalties aic iiicludcd iii otlicr, net mi tlie Coiisolidated Statciiiciits of Iiicoiiie 

We accoiiiit loi dciivative iiistruiiieiits iii accwdaiice with SFAS No 133, “Accounting for Dcnvative Iiistruiiieiits and IIedgiiip Activities” (SFAS No 133), 

:I\ amended by SFAS No 138. “Accouiitiiig for Ceitaiii Derivative Iiisti-tinients and Cei-taiti IIedgiiig Activities - An Amendment ol FASB Statement No 
1 3 3 , ”  and SI AS No I 19. “Ainciidiiieiit of Slaleinent 133 011 Derivative Iiistruiiieiits and IIedgiiig Activities” SFAS No 133. as aiiiended, establr~lies 
occoiiiitiiig arid icpoitiiig st:iiidaids lor derivative insti uiiieiits. including certain dcnvative iiisliuiiieiits embedded iii otlier coiitracts, aiid for hedging activities 
SFAS N o  131 iequires tliat aii ciitit)! recogiiize all deiivati\w as assets or l iabil i t ies iii the balance sheet and nieasiire those inslruiiieiits at fair value. tiiileSs 

tlie derivntnes meet the SrAS N o  131 citteria lor iioiiiial piiicliascs or iioiiiinl sales and are destgiiated as siicli We geiiemlly designate derivative 
tiirtruiiiciits as iioiiiial purcliascs or iioriiid sales whciievcr the SPAS No  133 criteria are iiiet I i  norinal purcliasc or iioriiial sale ciiteria arc not inet we will 
geiierally designate the denvati\c in’;tiunieiits as ca\h Ilow or lair value Iiedges 11 the iclatcd SrAS No 133 hedge criteiia are met Cei-tain ecoiioiiiic 

respectively until the contrxts <ire settled See Note 17 for :idditioiial iiiiiorinaboii regarding risk maiiageiiient activihes and derivative transactions 

- - ~ _ _ _ _ ~ - -  
derivative in5triiniciit~ receive iegiilaloty accouiiling Iicatniciit tiiidei ~vliich 111115 g a k  and losseb ale iecoided a5 reguidiory iidbiitii- z 5, 

We accrue for loss coiitiiigeiicies. iiicludiiig iiiiceitaiii tax benefits. i n  accordance witli SFAS No 5 .  “Accounting for Contingencies” (SFAS No 5) Under 
SFAS No 5 ,  coiitiiigent losses such as tiniavorablc results of litigatioii :ire recorded wlieii i t  is probable that n loss lins been incurred aiid the aiiiount of the 
loss m i  be reasoiiably estiiiiated 10s reserves m e  recoided foi uncei-lain tax benefits wlicii it is probable that the tax position will be disallowed aiid the 
amount ol the disallowaiice can bc ieasoiiablv estimated Unless otherwise required by GAAP, \ve do not accme legal lees wlieii a coiitiiigeiit loss is initially 
recorded. but I ather \vlieii tlie legal s e i ~ i c e s  arc actually provided 

As discussed iii Note 21. we acci-lie enviroiiiiicntal renicdiatioii liabilities \\,lien the criteria foi SFAS No 5 liavc becii met Eiivironincntal expenditures that 
relate to an existing conditioii caused by pnst operations and that have no future ecoiioinic beiiclits are expensed Accruals for estimated losses iron1 
envii-oiiiiieiital remcdi:itioii ob1ig:itions geiierally :we rccogiiized no later tliaii conipletion of tlic remedial rcasibility study Sucli accru:ils are adjusted as 
additioiial iiiforiiiatioii develops or ci rcuiiistaiices cliaiige Certain eiiviroiiiiiental expenses receive I egulatoiy accounti ng  treatment. wider ivliicli the expeiises 
are recoided as regiilatoiy assets Costs of future expenditures for eiiviroiitiieiital reniediatioii obligatioiis are iiot discoiiiited to their present value. Recoveries 
of eiiviroiiiiiental rciiiediation costs from otlier parties are recognized when their receipt is deeiiied piubable Eiivironiiiental expenditures that liave future 
ecoiioiiiic benefits are capitalized iii accoidaiice with our asset capitalizatioii policy 

As discussed i n  Note 9. \\le accouiit foi impairiiieiit of loiig-lived assets in accoidaiice \villi SFAS No  144. “Accouiiling for tlic Iiiipairiiicnt or Disposal of 
Long-Lived Assek” (SFAS No 144) We icvicw the reco\~c~abili~y 01 Ioiig-li.red tangible aiid iiitaiigible assets wlieiicver indicators exist Examples of tlicsc 
iiidicators include current jxriod losses. combined with a history o i  losses or a proJcctioii of coiitiniiiiig losses, or a significant decrease i n  the market price of 
:I long-lived asset gi-oup 11 :in indic:itor exists for assets to be lield :itid used. tlieri the asset group is tested for recoverability by conipriiig tlie carrying \ d u e  

10 tlie sum oi iiildiscoimlcd expccted liitiire c:isIi Ilo\\~s directly attributable to the =set group If the asset group is not iecoverable tliroiigli undiscouiited cash 
flows or tlie asset gioup is to be disposed oi. tlieii aii itiipairiiieiit loss is recognized for the dill’ereiice betweeii the caiiyiiip value and the fair value of the asset 
sroiip 
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We ieview oiii investments to evaluate whether or not a decline in iair ~ ~ a l i i c  below the carrying value is an otlier-tlinii-teiiipororj decline We coiisider 
various facials. sucli as the iiivestec’s cash position. earnings and rcveiiue outlook. liquiditv niid niaiiagement’s ability io raise capital in deterniiniiig whetlier 
tlic declinc is ot l ier- t l~ai i - te i i ipo~~i~ I f  wc dcteniiiiic tliat an otlicr-tlinn-iciiipora~ dcclinc i n  valiic csists, the investinenis are written down to fair value with a 
iicw cost bosis cstablislicd 

Under tlic full-cost method o i n c c o i d n g  for oil and gas properties. total copit:dizcd costs arc limilcd to :I ceiling based on the present vduc of discounted (at 
1096) future iret revenues using current prices. plus the lower of cost or h i r  marltet value ol unproved properties The ceiling test takes into consideration the 
prices of qualifying cash f l o ~  hedges as 01 tlic balance slieet date I f  the ceiling (discounted revciiues) is not equal to or greater than total capitalized costs. we 

are required to write-dow capitalized costs to !lis level We pcrfor-rned iliis cciling test calculatioii evciy quarier prior io ilie sale of our natural gas drilling 
aiid production business (See Note 3B) No wiite-do\viis were reqiiircd i n  2006. 2005 or 2004 

Gains and losses realized :is a result 01 coninion stock sales by our subsidiniies arc recorded i n  tlie Consolidated Statements of Income, except for any 

transactions that must be cicditcd directly to cquitv i n  accordance with tlic provisions of Stall Accounting Diillctin No. 51, “Accounting for Salcs of Stock by 
a Subsidiary ” 

2 NEW ACCOUNTING S1 ANDARIX 

In September 2006, the FAS13 issued SFAS No 158. “Employers’ Accounting for Deiiiied Benefit Pension and Other I’ostretirenieiit Plans, an nmeiidinent of 
FASB Statemelits No 87. 88, 106. and 132(R)” (SFAS No 158) SFAS No 158 requires an entity to recognize i n  its statenient of financial condition tlie 
funded status or  its pciisroii aiid other posttetii-cment benefit plans, ~iicasuicd as tlic dillireiice between the faii value of the plan assets and i l i e  benefit 
obligation as of tlic ciid 01 tlic employer’s liscal year (with limited csccptioiis) SFAS No I58 also icquires an ciitity to recognize changes in  the ftuided status 
of a pension or o8ier postrctirenicnt benefit plan withiii acciiniulated otlici compichciisivc iiicoiiie (AOCI), nct of tax to tlic extent such clianges are not 
recognized in caniiiigs as coiiiponents o i  net peiiodic cost SFAS No 158 does not pcrniit rctmspcctivc application of its pluvisions The recognition and 
disclosiire provisions 01 SFAS No I58 were implemenicd rXi us  as of Ihxmber  3 I ,  2006 The imple~nenintion o l  SFAS No 158 had no impact on reported 
net income 

The following is a siuiiniaiy of [lie increiiiciital eil’ect of applying tlic provisions oi SFAS No 158 on individual linc iteriis oi the Balance Slieets of ilie 

Progress Registrants at  Deceinber 31. 2006 

Pioeress E i i e ru  

Ariel Application of 
(I l l  mllllons) Befoie Application ot SPAS No 158 Adju5tiiients SFAS No I58 

ision and otlicr benelit5 
d otlier compicliensive loss 

Total capitalization and liabilities 25.401 300 25.701 



Alier Application ol 

Belore Application 01 SFAS No I58 Adjlistnients SPAS No 158 

Noncurrent inconie tax liabilities 855 54 909 
501 80 

- 
Alter Application of 

Piepaid pension cost 221 174 
8,5 16 

Other curient liabilities 87 2 89 
65 66 

Amounts for I'EC and PFF 11131 \voold otlierwise he recorded iii AOCI puisuaiil to SFAS No I58 are recorded as  regulatory assets consistent with the 
recovery of the related costs tlirougli the r:iteiiialdng process 

I n  duly 2006, tlic FASB issued FASB Interpietation No 48. "Accounting lor Uiiccitaiiity i n  Income roses" (F IN 48) Enteipiises must adopt FIN 48 tlirougli 
a cumulative efrcct adjustiiicnt to rciained canlings at the beginning oT tlicii Iirsf liscal vear that begins after Dcccmber 15. 2006. wliicli lor L I S  was . l a n ~ ~ a q ~  I .  
2007 FIN 48  applies to all tax positions within tlie scope of SFAS No 109. "Accounting l i , r  Inconic 'laxcs." and includes tax positions taken and tax 
positions especied to be talwi A two-step iirocess is required lor the application of FIN 48. recognition u t  {lie tax benefit bascd on 3 "niorc likely tlian not" 
llireshold and nie:isurenieiit o i  the largest :imouiit of til\; benelit tli:it is greater t l iai i 50 perccnt likely oi  being re:ilized upon ullininte scttlcmeui with tlie taxing 
aotliority. FIN 48 also provides guidance on the related derecognition. classification, interest and penalties. accounting hi interini p i o d s .  disclosure and 
transition of uncertain tax positions We are still i n  the pioccss o i  assessing the impact oi FIN 48 011 our various inconie tax positions Tlie cumulative effect 
adjustnienl to ietnined eaniiiigs upon adoption oC FIN 48 could Ii:ive a ni:itciial inipact (xi our linalicial statenicnts 

111 Sepieniber 2006. the FASB issued SFAS N u  157. "Fair Value Mcasuienicnts" (S1:AS N o  157) SFAS No 157 rcdeliiics loii value as "llie price that would 
be received to sell an asset oi paid to traiisler a liability i n  an orderly transnction bctwccii inarkel participants at tlic nicasurenieiit date" SFAS No I57 
cstablislies a fair value Iiiciaicliy tliat categoiizcs and piioiitizcs tlic inputs that sliould bc uscd to estiniatc iaii \ aluc We will inipleiiieiit SFAS No 157 as ol 
Jaiiiiaiy I .  2008. applying [lie piovisions ietiospecti\cly hi- delivotive accounting 311d prospcctivch fb1 dl otlicr \;iluatioris We are titi1 rciitlv evaluating the 

impact adoption may linve on our linancial cunditioti. results ~11' operations and c;isIi Ilo\vs 



111 Septembei~ 2006. tlie SEC issued Staff Accounting Bulletin No 108. “Considciing the Effccts of Prior Ycar Misstatcmcnts wlieii Quantifviiig 
Misstatements in Current Year Financial Statements” (SAB 108) In practice. some conipaiiies currently use the “rollovcr” method, which focuses on the 
impact o i  a inisst:iteinent on the income stnteinent Oilier coinpniies use the “iron cui-tain” metliod. \vhicIi focuses 011 tlie impact o i  a misstatement on the 
balaiice slieet SAB 108 requires conipaiiies to use a “dual approach” in  quaiitifkiiig liiiaiicial statement niisstatenients I f  an error is deteniiined to be material 
under either approach, the Iinaiicial statenients must be adjnsted SAB 108 also provides transition guidance for correcting errors existing i n  prior years 

Tlie SEC pciniiis two metliods fot tlie initial application of SAB 108 A conipaiiy can elect to iestate piior iinancial slateiiients as ii tlie “dual approach” had 
always been used, or it can record a coinulative effect, with any correcting adjustments recorded to tlie carrying ~al i ics  o l  assets and liabilities as of the 
begiiining of the implementation year with tlie offsetting adjustment iecorded to ilie opening bala~icc of ietained earnings Companies using tlie “cuniulative 
effect” iransition method must disclose the nature and ~uiiotiiit of each individual eiror. including wlieii and liow each error being coriccted arose. Tliey must 
also disclose the fact that the errors Iiad previously been considered rnimatcrial Companies do iiot lime to restate prior pet iod financial statements at initial 
application so long as management properly applied its previotis approacli 

SAB 108 is effective for us at December 31, 2006 The inipletnciitation 0 1  SAl3 108 did not liavc a material erfcct on ow financial position or results of 
opcratioiis, and we did not record an adjustinent to beginning retained eonlings as permitted by SAB 108 

3 DIVESTITURES 

A CCO - Georgia Operations 

011 December 1.3, 2006, our board of directois approved a plan to pursue tlie disposition of substantially a11 of Progress Ventures. Inc ’s (I‘VI) Coiiipetitivc 
Commercial Operations (CCO) physical and commercial assets, wluch include approximately I .900 MW o l  power generation facililjcs iti Georgia. as well as 
forward gas a i d  power contracts, gas transport:ition. storage and shuctured power and otlicr contracts. includiiig the full requircinents contracts with 16 
Georgia E.lectric Membership Cooperatives (the Georgia Contracts) The ope1 ations of CCO were pi-evioiisly included in tlie Ibriiic~ Progress Ventures 
segment. We expect to coniplcte the disposition plan i n  2007 As a result of the disposition plan. we iecorded :in after-lax estimated loss of%226 inillion i n  
December 2006 In 2007. we anticipate recording additional niaterial cliarges in discontintied opeiatioas related to llie tlispositioii plan ‘I’liese additional 
cliarges relate primarily to costs 10 be incurred to exit tlie Georgia Contracts under SFAS N o  146, “Accounting for Costs Associated witli Exit oi Disposal 
Activities ” These costs could exceed %200 iiiillion afier-tax 
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The accompanying coiisolidaied liiiancial stateinenis have been restated Tor all pel iods presented i o  rellcct the operations of CCO as discontinued operations 
Interest expense has been allocated io discontinued operations based oii their respective net assels. assumilig a uniform debt-to-equit\r ratio across our 
operaiions. Iiiieresi expense allocated for the yeais ended December 3 I .  2006. 2005 and 2004 was $36 ~i~illion, $39  nill lion and $40 million. rcspectively We 
ceased recording deprcciotioii upon classification of the assets as  discontinued opeintioils iii Deceiiibcl 2006 Ailer-tax depreciatioii expense during the years 
ended December 31, 2006, 2005 and 2004 was $14   nil lion, $14 million aiid $15 iiiillioii, resliectively Results 01 discontinued operations for the ymrs ended 
Deceiiibci 31 were as follows: 

I oss befox income taxes s (92)s (93)s (39) 
111CoIllL' lay bcneli1 35 39 16 

Net loss from discoiitiiiued operations (57) (54) (23) 

Loss lion1 discontinued operations $ (283)s (54)s (23) 

R. --_____-- Natural Gas Diillinrr and I'ioducbon 

On October 2, 2006, we sold our natural gas drilling and production business (Gas) to EXCO Resoutccs, liic f o ~  approxiniatcly $I  1 billion i n  iiet proceeds 
Gas included Winchester Production Company, Ltd (Winchester Production), Wcstchester Gas Company, Texas Gas Gatliering and 'lnlco Midstream Assets 

L.td , all were subsidiaries o i  Progress Fuels Corporntion (Progress Fuels) Proceeds from the sale have been used prim:dy io reduce lioldiiig conipai~y debt 
and for other corporate purposes 

Based on the net proceeds associated with the snle. we recorded 311 after-tax net gain on disposal ol$300 niillioii du~ ing  ilie year ended I$ecember 31 ~ 2006 

I n  December 2004, we sold cei tain gas-pioducing properties and related assets owned by Wiiiclieslcr Plodtiction, wliicli were previously included in the 
fomier Progress Veillures segment Net pi oceeds of approximately $253 million were used to reduce debt Because the snle signilicantlv altered the ongoing 
ielationship between capitalized costs aiid remaining proved reserves. under the full-cost method 01 accounting. tlie prc-tax gain of $56 iiiillioii was 
recognized i n  earnings ratlier tlian as a reduction ol' the basis of ow remaining oil aiid gas propcities Upoil tlic salc of G:Is. the gain was reclassed froni 
coiitiriuiiig operations to earnings L om discontinued operations 

The accompanying consolidakd financial statements liave been restated for all periods preseiited to relleci all the operations of G:is as discontinued 
operalions liiteresi expense 113s h e n  allocated to discontinued operaiions based oii their respective net assets. assuiiiiiig a uiiiiorni debt-to-equity i n t i 0  across 
our opeiations Interest expense allocated for tlie years ended December 31, 2006. 2005 and 2004 was $1 3 inillion. $1 3 millioii and $14 iiiillion. respectively 
We ceased ~ccoiding deprecialjoii upon elassilication o i  the assets as discontinued operations iii .luly 2006 Aliei--tax depreciation expense duiiiig tlie years 
ended December 31, 2006, 2005 and 2004 was $16 million, $26 inillion aiid $27 million. iespectively Results oi discontinued opeiations for the years ended 
December 31 were as follows: 

Earnings before income taxes S 135 2 73 $ 127 

Ne1 cariiings from discontinued opemtions 82 48 76 
188 300 

Eariiiiigs froiii discontinued operatioin S 382 6 J8 S 76 



C CCO - IleSoto and Rowin Generation Facilities 

011 May 2, 2006, our boaid of directors oppioved a plan to divest of two subsidiaries of PVI. DeSoto County Generating C o ,  LLC (DeSoto) and Rowan 
County Power, LLC (Rowan) DcSoto o w i s  a 320 MW dual-fiiel combustion turbine electric geiieration facility in DeSoto County. I7Ia, and Rowan owns a 
925 MW dual-hiel combined cycle and combiistion turbine electric generation facility in Rowan County, N C On May 8. 2006, we entered into definitive 
agrcements to sell DeSoto and Rowan. including certain existing power siipply contracts, to Southern I’ower Conip:in~~. a subsidiary of Southem Company. 
for gross piircliase prices of approxiinately $80 million and $325 rnillion, respectively We used the proceeds fr-on] the sales to reduce debt and for otliei- 

corporate purposes 

The sale of DeSoto closed ill the second quarter of2006 and the sale of Rowan closed during the third quailer of 2006 Based on the gross procecds associated 
with the sales. we recorded an after-tax loss on disposal of $67 million during tlie year ended Deceinbei~31.2006 

Tile accompanying coiisolidated financial statements Iiaw been restated for all pel iods piesented to reflect the operations 01 DeSoto mid Rowan as 
discontiiiucd operations Interest expense has been allocated to di~oi i t inued operations based on their respective net assets, o\sunnng a uiiiforin debt-to-equity 
ratio across our operations Intclcst cxpcnsc allocated for the years ended December 31, 2006. 2005 and 2004 \\‘a5 $6 niillioii. $ 1  3 inillion and $1 3 nnllion. 
icrpectivcly We ceased iecording depreciation upon clarsification of tlie assets as discontinued operations in May 2006 Altei -tax depreciation expense 

Resllrls 01 uI\LoIlIIIIucu upelai’0ll~ 101 l l l C  

years ended December 3 I were as follows 

______-I duiing ijic yeais entieti G e L e m ’ u e l ~  __ 

(111 mllllons~ 2006 2005 2004 

Enrnings befoie inconie taxes S I S $  5 $  13 

Ne1 eoriiiiip I I I I I I I  disctriitiiiued cipci:itioiis 10 1 8 

Loss on disposal ofdiscontiiiued opcrfitions, iircliiding inconie 13s belietit ~11’537 (67) - 
(Loss) earnines from discontinued onerations S 157)s 3 $ 8 

D Progress -1 cleconi. LLC 

On March 20. 2006. we completed the sale oT Progress Telecom, LLC (PT LLC) to Level 3 Coiri~iititiications. Inc (Level 3 )  We received gross proceeds 
coinprised of cash 01 $69 million and npprosiinately 20 inillion shares of Level 3 coininoii stock valued at  a11 estiinated $66 iiiillioii on the date of tlic sale 
Onr net proceeds from the sale of upproxiinately $70 million, ofter consideration of minority inteiest, were used to reduce debt Prior to the sale, we had a 51 
percent interest in Pr L.LC See Note 20 Ior a discussion ot the subsequent sole of the Level 3 stock 

Based on tbe net proceeds associated with tlic sale and after consideration of niinoiity inteiest we recorded an olici-tax net gain oil disposal 01 $28 inillioii 
duiing the year ended December .31. 2006 

The accompanying consolidated financial statements have been restated for all periods presented to rellect the operations o i  PI LL.C as discontinued 
operations Interest expense has been allocated to discontinued operations based on their respective net assets. assuniing a uiiiforin debt-to-equity ratio across 
our opeintioils Interest expense allocated was $1 million for each of the years ended December 31, 2005 and 2004 We ceased iecording depreciation upon 
classification of the assets as discontinued opeiatioos i n  January 2006 After-ins depreciation expense during the years ended December 3 I ,  2006. 2005 and 
2004 was $1 inillion, $8 million aiid $6 million. respectively Results of discontinued opelatioils for the years ended December .3 I were as Iollows: 

1 4 0  



(In inillions) 2006 2005 2004 

Minority interest (5 )  (-1) - 
N 
Gain on disposal 01 discontinued operatioiis. ~iicludii~g iticoiiic tax expense of $8 and 

m~iiority iiiterest 01 $35 28 

Iii coniiectioii with tlic sale. PEC atid I'EF provided iiidemriification against costs associated with certain asset perforinatices to Level 3 See geiieral 
discitssion of giiarantees at  Note 22C The ultimate resolution of lliese matters could result in adjustments to the gain 011 sale ill futuie periods 

E L>iue Fuels and Other Fuels Busiiiess 

- - _ _ _ . _ _ _ ~  

Oii March I ,  2006. w e  sold our 65 percent interest in  Dive Fuels Limited (Diue Fuels) to Kirby Corporatton for $16 niillion i n  cas11 Dive Fuels operates a 

flee1 of four ocean-going dry-bulk barge and tugboat miits operntriig irrider long-tenn contracts with PEF Dixie I.iiels priiiiarrly transports coal lmni the lower 
Mississippi River to Prugiess Fiiergy's Crystal River facility We recorded 311 after-tax gmn of $2 nirll~on 011 the sale of Dixie Fuels The other fuels bus~~iess 
1s Progress Materials. Iiic a i d  IS expected to be sold i i i  2007 

The accompanying consolidated fiiiancial stateniciits liave been restated for all periods presented to rellect Dixie Fuels and the other I'uels business as 
discontinued operations Ititerest expense has been allocated to discontinued operations based on their respective net assets, assuining a itniform debt-to-equity 
ratio across oiir operations. Interest expense allocated \vas $1 millioii for each of the years elided December 31. 2006, 2005 and 2004 We ceased iecordiiig 
depreciation iipoii classification of the assets as disco~itinued operatioiis After-tax depieciation expense during tlie yeais elided December 31, 2006, 2005 and 
2004 was $1 millioii. $2 ~iiillioii and $ 3  inillion, respectively Results ol discontinued opelotions for the years elided December 3 I were as follows: 

( in  niillioiis) 2006 2005 2004 

Nct earnings Inmi discoiitiiiiicd opcratioiis 7 5 2 
Gain on dispo.wI ol'discoiitinucd opcrolioiis. iiicliidiiig inconic 13s cspcnsc oESl 2 -- --.. 

F. Coal Mining Businesses 

On Noveniber 14. 2005. our board of directors approved a plan to divest of live subsidiaries of Progress Fuels engaged iii the coal mining business. 011 May I ,  
2006, we sold certain iict assets of three of our coal mining businesses to Alpha Natural Resources, L.L.C for gross proceeds of 623 inillion plus a $4 ~nillioii 
working capital adjustnient As a result, duiiiig the year ended December 31, 2006, we iecorded 311 afier-tas loss of $10 million on the sale of tliese assets 
The remaining cod mining operations ale expected to be sold in  2007 

The nccoiiiponyiiig consolidated fiiiaiiciol statenieiits have been restated for all periods presented to rellect the coal mining operations as discontinued 
operations tiiterest expense has been allocated to discontinued operations based on tlie net assets of the coal mines, assuiiiing a uiiilonii debt-to-equity iatio 
across our operations Interest espeiise allocated lor the years ended Deceiiiber 31. 2006, 2005 and 2004 was $1 iiiillioii, $3 million and $3 iiiillioii, 
respectivcly We ceased iccording dcprcciation espciisc upoil classification of the coal niining opcratioiis as discontinued opcratioiis i n  Noveriibcr 2005 
After-tax depreciation espeiisc during the ycars elided Dcccmber 3 1 .  



Case No. 2011-124 
S1:iK-I)R-01-009 i attlrlieient 
(Progrrss Fmrrgy) 
I’agr 156 01413 

2005 aiid 2003 was $10 millioii mid 69 iiiillioii, iespcctively. Results oldiscoiitiiiiicd operations for the years ended Deceinber 3 1  were as tollo\vs: 

( in  iiiillioiis) 2006 2005 2004 

R 
Loss before incomc taxes $ (11)s (16)s (17) 

Net loss fioiii discoiitiiiiied operations 

Loss coni discoiitiiiiicd opcratioiis S (14)$ (11)s ( 5 )  

G Progress liail 

011 March 24, 2005, we coiiiplcted the sole of Progress Rail Services Corporation (Progress Rail) to One Equity Partners LLC, a private equity firm unit of 
.I P. Moigao Chase & Co. Cash proceeds fmnl tlie sale were npprosiinatelv $429 tnillioo, coilsislitig of $405 riiillion base proceeds p111s a working capital 
adjusliiiciit Proceeds Iroiii the sole were used to reduce debt 

-_I_- 

-ceds associated with ihc sale of $429 inillion, we recorded an estimated after-tax loss on disposal of %25 in~ll~o~i during the year ended 
December 31, 2005 Duiiiig the pear ended December 31, 2006, we recorded ai addit~onal after-tax loss on disposal of F6 million in connection w i t h  

giiaiaiitees and iiideiniiilicatioiis provided by Piogress 1:iieIs and Progiess Eiiergy for certaiii legal, tx and enviroiiiiiental iiiattcrs to One Fquity Paitneis. 
LLC ‘I lie ulliiiiate rerolutioii of tliese iiialtcrs could iesiilt i i i  adjiistiiieilts to tlie loss oii sale 111 Future peiiods See geiieiai discussion o f  guaraiitees at Note 
2 2 c  

~ _ _ _ _ ~  ~ - - .  

The accoiiipanyiiig consolidated linaiicial slatenieiits have beeii restated for all periods preseiited to ieflect the operalions 01 Progress Rail as discontinued 
opeiatioiis Interest ercpeiise has beeii allocated to discolitiiiued operations based on the iiet assets of Progress Rail, assuming a uiiifomi debt-to-equity ratio 
across oiii operatioiis Interest espeiise allocated lor the years elided Deceiiibcr 31, 2005 and 2004 was $4 inillioii arid $16 inillion, respectively We ceased 
recording depiecintioii upon classllicatlon of Piogress Rail as discoiitiiiued operations i i i  Febivary 2005 Nter-tau depreciation expense duling the years 
cndcd Decenibei 31, 2005 and 2004 \vas $3 millioii and $10 i i i i l l ion .  respcciivcly Results of discontinued operations for tlic yeais ended Dccciiibcr 3 1  wcrc 
as follows 

(111 mllllons) 2006 2005 2004 

Net earnings fioiii discontiiiiicd opcintions - 5 29 

(Loss) earnings l’roiii discoiitiiiued operations S (G)$ (20)s 29 

111 February 2004, wc sold the iimiority of tlic assets of Railcar Ltd , a subsidiary of Progress Rail. to Tlic Andcrsoiis. Iiic. for proceeds of approsiiiiately $82 
million before trarisactiori costs arid tascs of appioxitiiatcly $13 inillion In 2002. tvc had rccogiiizcd pie-tas iinpairment of $59 niillioii to write-dowti tlic 
assets to o w  estimated fair value less costs to sell In Ju ly  2004. we sold the remaining assets, which Iiad been classified as lield for sale, to a tlurd party for 
iiet proceeds of$6 million 

1-1 Net Assets of Discoiitiiiiied Operations 

Iiicliided i n  iiet assets o l  discoiitinued operations are the assets and liabilities of CCO, t l ie remaining coal iiiiiiiiig operations aiid other Iuels brlsiiiess at 
Deceiiiber 31. 2006. and tlie assets aiid liabilities 01 CCO, Gas. DeSoto and Rownil, PT LLC, Dixie Fuels. the five coal mining businesses niid other fuels 
business at Dccembcr 31. 2005 Tl ie  
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iiia.ior bahice sheet classes iiicluded i n  assets and liabilities of discontinued operations i n  tlie Consolidated Balance Sliects were 3s f o l l o ~ s :  

( in  millions) Drccmhei 31,2006 December 31,2005 

1 iiven to iy 21 50 

Total propeiiy, plant aiid equipment net 573 1899 

Assets of discontinued opeiatioiis s 887 $ 2.566 

189 IF 542 - __ ~. __.." .___.̂ _ .___.._ 
Liabilities of discontinued operations S 
-..- .- . -"I__w=______---- ___ 

I Winter Park Distribution Assets 

---P Ei; sold ceitain elcctric distribution assets to Wintci Paik. Fla. (Winter Park), o n w ,  2005 - __ 
I Synthetic Fuels Partnership Inlei ests 

I n  two June 2004 transactions, I'rogress Fuels sold 3 combined 119 8 percent pailnership interest i n  Colona Synfiiel Limited Partnership, LLLP (Colona), one 
of its synthetic fuels facilities Substantially a11 proceeds from the sales will be received over tinie, which is typical of siicli sales in the industry Gains froni 
the sales will be recognized oii a cost-recovery basis The book value oi the interests sold totaled npprosimnlely $5 million We recognized gains on these 
transactions of $4 inillion, $30 inillion and $8 inillion in the sears ended Deceniber 31, 2006, 2005 and 2004, respectively lo  the event that the synthetic fuels 
tax credits from tlic Coloiia lhcility are rcduced, including an increasc in  tlie price of oil that could l imit  or cliininatc synthetic fi~cls tax credits, the amount of 
proceeds realized from tlic sale could bc sigiiifjcaiitly impacted 

K North Carolina Natural Gas Corporation 

On September 30, 2003, we sold North Carolina Natural Gas Corporation (NCNG) and our equity investment i n  E.astern North Carolina Natural Gas 
Company to Piedmont Natuial Gas Coinpony. Inc During 2004. we recorded an additional 13s gain of approximately $6 million due to final tax adjustnients 
ielated to the divesljtiiic of NCNG 

4 ACQUISITIONS 

I n  May 2005, Wincliester Prodiictioa, an indirectly wliolly owned subsidiary ot Progress Fuels. acquired a 50 percent interest in  approxiinntely 11 natural gas 
pioducing \\dls aiid proven reserves of approximately 25 billion cubic feet equivalent (Bcf) from a piivatcly owned company lieadquartered i n  Texas in 
additioii to the natural gas reserves. tlic transaction also included a 50 percent inteicst i n  the gas gatheiing systeins related to t h e  reserves The total cash 
piirchase price for the transaction was $46 million The pro fomia results of operations reflecting the acquisition would not be materially different than the 
reported results of operations for 2005 or 2004 I n  2006, w c  sold o w  50 percent interest in the wells, reserves and gas gathering system ils part of our 
tiansaction witli E.XCO Resources. Inc (See Note 30)  
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5 PROPERTY, PLANT AND EQUII’MENI 

A Utility Plant 

The balances ol electric iiljlily plaiit i n  service at December 31 are listed klow. with a range of dcpteciable lives ( i l l  yea~s) for each: 

Depreciable I’ioeress E,neiev ~ PEC - PEF 
(111 mill Ions) Lives 2006 2005 2006 2005 2006 2005 

PI 2 $  

Gerieial plant a id  otlier 5-35 1,198 1,083 642 632 556 45 1 

Gcneially. clectnc utility plant at PEC and PFF, other 11i:ui nuclear luel, 17 pledged as collateral for the first rnortgagc bonds of PEC and PEF, respectively 
__ 1 ~ 7 r i  

AFUDC represents the estimated costs of capital funds necessary to finance the construction o i  new iegtilated assets As prescribed i n  the regulatory uniforni 
systenis of accounts. AFUDC is charged to the cost of the plant 7lie equity funds portion o i  AFUDC is credited to otlier iiicoine. and tlie borroued funds 
portion is credited to inteiest cliarges Regulatory authorities consider AFUDC an appropi-ink charge for inclusion ill the rates charged to ctistoiiiers by the 
Utilities over tlie service life of llic property The composite AFUlX late for PEC’s electric utility plant was 8 796, 5 6% and 7.2% iii 2006, 2005 aiid 2004, 
respectively The coiiiposite AFUDC rate lor PIP’S electiic utility plant was 8 896 i n  2006 :~nd 7 8% i n  2005 uiid 2004 

Our dcprcciation provisions on utility plant, as a percent of average dcpreciablc ptopeity other ilian nuclear lucl, were 2 7?6, 2 5% and 2 2% i n  2006, 2005 
aiid 2004. respectively The depreciation piwvisions related to utility plant were $628 million. $556 niilliori and $163 inilli~~n i n  2006, 2005 and 2004. 
respectively I n  addition to utility plant depreciation provisions. depreciation and amortization expense also includes decommissioning cost provisions, ARO 
:iccretion. cost of renioval provisious (See Note 5D), regtkitoiy approved expenses (See Notes 7 :rnd 21 ) and Clean Smokestacks Act amortization (See Note 
21B) 

Aiiioiiization of nuclear iuel costs. including disposal costs associated \villi obligations to the U S Departtnent of Energy (DOE) and costs associated with 
obligations to tlie DOE ibr the decoiiiiilissioning arid decontamination ol enricliiiieiit iacilities, for the years ended December 3 I .  2006, 2005 and 2001 was 
$110 million. E l  36 inillion and $1 37 inilliot~ respectively This nniorlizaiion expense is included i n  fiiel used for electric generntion i n  the Consolidated 
Statements oi Incolile 

PEC‘s depreciation provisions on utility plant. as a percent of avc~agc depreciable propel-ty other than nuclear hiel, were 2 8%. 2 7% and 2 1% in  2006, 2005 
and 2004. respeclivelv Tlic dcprccintion pivvisions related lo utility plant 1yere 3389 niillion, $365 niillion and $275 millioii i n  2006, 2005 aiid 2004. 
iespectively I n  addition to utility plant deptcciation provisions. depreciation and aiiioitization cxpense also includes deco~ilniissioning cost provisions. ARO 
accretion, cost of rcmoval provisions (See Note 5D). regulator){ approved expenses (See Note 7A) and C l c a ~ ~  Sniokest:iclts Act ainortization (See Nole 21B) 

During 2004, ITC met the ~equirements oi both tile NCUC aiid the SCPSC for tlie impleii~enlatio~i oi  two dcpieciation studies that allowed the utility to 
reduce the rates used to calculate depreciatioii expense The reduction was priinarily due to extended lives a1 each of I’EC’s nuclear units TIE reduced 
depreciation rules were eifcctive Januarp I ,  2001 
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P1T.s depieciatioii yovisions on utility plant as a percent oiaverage depreciable propert>! oilier tliaii nuclear luel. were 2 79’0 in 2006 and 2 3% i n  2005 and 
2004 The depreciation provisio~is related to utility plant were $239 million. 16191 million and $188 inillion i n  2006. 2005 and 2004. respectively I n  addition 
to utility plant depreciatioii provisions. depreciation and amoi?izatioii expense also includes dccomniissioiiing cost provisions. ARO accretion. cost of removal 
provisions (See Note 5D) and regiilatoiy approved expenses (See Notes 7 arid 21 ) 

Aiiiortizalion of iiiiclear lucl costs, including disposal costs associated with obligations to the DOE and costs associated witli obligations to the DOE for the 
deconiiiiissioning atid decoiitaiiiiiiatioii of cnrichiiient facilities, for the years ended December 31. 2006. 2005 and 2001 was El09 inillion, $107 million and 
$105 million, respectively. for PEC and $31 inillion. 1629 iiiillion mid $32 million, respectively, for PEF Tliesc costs wcie included in fuel used for electric 
generation in rlie Sta~ements of Iiicoiiic 

13 Divei sified Business Property 

Proeress Eiier~y 

Tlie balances oi diversilied business properly at December 3 1 are listed below, with a range of depiwiable lives for eacli: 

2006 2005 

Equipiiiciit (3-25 Venis) s 66 s I9 
l a i d  and niincial nghts 16 17 
Build 

Corist~~ictro~i work i n  pmgress 1 2 

Diversified busiiiess pioperly. net s 31 $ 78 

Diversified brisincss depreciation expense \\‘as 1613 niillioii for Deccniber 31, 2006, and $22 million for December 31. 2005 and 2004 

Net diversilied business propertjr was $7 million at botli December 31, 2006 and 2005 These ainoiiiits consist piiniaiily oi buildings and equipment that are 
bciiig depreciated over periods ranging from 10 to 40 yeais. Accumulated depreciation was $2 million at both llecember 31, 2006 and 2005 Diversified 
business depreciation expense was less tlinii $1 million each i i i  2006, 2005 and 2004 Net diversified biisiness property is included i n  riiiscelloiieoiis otlier 
properly and investiiieiits oii the Consolidated Balance Sheets 

c Joint Onwmliip of Generaling Facilities 

PEC and PEF hold ownciship iiitercsls ili ceilain jointly owned generating facilities Each is entitled to s h e s  of tlic generating capability and output of each 
u n i t  eqtial !n their respective owiersliip interests E,acli also pdys its owiiersliip share of additional constiuction costs. fuel inventory purchases and operating 
expenses. except in certain iiistaiices where agreements have been executed to limit certain joint owners’ maxiniirm exposuie to the additional costs (See Note 
21B) ‘Tlie co-owner 01 intercessioti City Unit PI 1 Lias exclusive lights to the output of the iiiiit dwiiig tlie inorillis of Jtriie tliro~igh Septeinbcr PEF 113s that 
right for the reniainder o i  the year 1’132’s and ITF’s ownership interests i n  the jointly oiviied generating iacilities are listed below with related infoniiation at 

Ileceiiiber .i 1 : 
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2006 
(in niilliinns) 

I'E 1: Intel crssiuii Cify Unit 1'1 1 23 7 

2005 
(111 Iilllllons) 

Coiiioaoy Owiiersliin Interest Plant Irivestnienl Accuniiilated Deoreciutioii Constriiction Work iii  Prowess 

Rorboio 
Crystal R 

PE 1: Inteicession City Unit PI 1 66 6790 24 4 

111  he tables alwve. plant investment and :~cc~iniulnted depreciation arc not rcduced by the regulatory disallowances relatcd to the Shenron Harris Nuclear 
Plant (I-Iairis). \vliicli arc not applicable to the joint owiier's ownersliip interest i n  Harris 

n Asset Retirciiieiit Obligations 

At l~cccinbet 3 I .  2006 and 2005. the asset relireiiient cosls. included iii utility plant, related lo nuclear decomiiiissioiiing of irradiated plant, net of 
accuniul:ited depreciation for PEC. totaled $30 million and $31 niillion. respectively No costs ielalcd to nuclear decoiiimissioiiiiig of iimdialed plont were 
recoided at December 31, 2006 aiid 2005 at PEF At Deceiiibei 31. 2006 and 2005, additional PEF-related asset retirement costs, net of occumulatcd 
deprcciation, of $126 niillioii and $137 niillioii, rcspcctivcly. \ ~ c r e  rccorded at Progress Encigy The fair value of funds set aside i n  tlic Utilities' nuclear 
deconimissioiii~ig trust liinds lor the iiucleai. decoiiimissioning liability totaled $735 million and $640 million at Dcceniber 31, 2006 aiid 2005. respectively. 
foi PEC and $552 niilliori and $493 million. rcspectivcly. for PEF. Net ~iuclcw dccom~iiissionin~ tnist unrealized gains arc included i n  rcgulatory liabilities 
(See Notc 7A)  

PEC's decomiiiissioiiing cost piovisions, wliicli are included iii  depreciation atid miiortization expense, weie $31 million each i n  2006, 2005 and 2004 
Mmiageiiient believes that tlecoiiiiiiissioniiig costs that Iiwe becii and will be recovered ilirougli rates by PEC and I'EF !vi11 be siillicieiit lo provide for the 
costs 01 deconiniissioning Expeiiscs recognized foor the disposal 01 iemoval of utility assets that are not SFAS No 143 asset retirement obligations. whicli are 
incliided i n  depicciotioii aiid ainortizatioii expense. were $96 niillion, $90 iiiillioii and $83 niillion i n  2006, 2005 and 2004, respectively, for PEC nnd $27 
niillion. $78 iiiillioii and $77 million i n  2006. 2005 and 2004, respectively, for PEF 

Duiiiig 2005, PLI' perloriiicd u depreciation studv as icquiied bv the FPSC no less tlinii every four years. ltii~~leiiieiitutio~~ o i  the depreciation studv decieused 
the rates used to calculatc cost of rcmo\~al expense with a rcsultiiig decrease o i  approximately $55 niillion in 2006 
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I'lic IJtilitics recognize retiioval. noiiirradintcd decoiiiiiiissioning and disinaiitlciiient oi fossil gcneratioii plant costs i n  tcgulatory liabilities on the 
Consolidated Balance SIiccls (See Note 7A) At 1)cceiiiber 31. such costs consisted oi 

Promess Energy - PEC - PEF 
( I l l  1111111o11S) 2006 2005 2006 2005 2006 2005 

Nonii radiated dccomiiiissioiiirirZ co 

Noli-ARO cost of reiiioval s 1,602 $ 1,571 S 803 $ 732 S 739 $ 839 

Tlie NCUC requires that IXC update its cost cstiniate tor nuclear decoiiiiiiissioning every live years PEC's most recent site-specilic estiniates of 
deconiiiiissioiiiiig costs weie developed in  2004. using 2004 cost frictois. and arc based on prompt dismaiitlcnicnt decommissioning, which reflects tlie cost of 
reiiioval of all radioactive and otlici stiiictures currently at tlic sitc, with such rcmoval occun-iiig aftcr operating license cxpiration Thcse dcconiniissioniiig 
cost estimates also iiicliidc inteiini spent fuel storape costs associatcd with niaint:iining spent nuclear fiiel on site until such time dial it can be transferred to a 
DOE facilily (See Note 221)) Tlicse cstiinatcs. i i i  2004 doll~ils. were $569 niillion for Unit No 2 at Robinson Nuclenr Plant (Robinson). $418 million for 
Brunswick Nuclear Plant (Bnins\vick) Unit No I .  $444 inillion I'or Brunswicl; Unit No 2, and $775 milliori for I-larris The cstiiiiates are subject to cliange 

. c .  , v plicable to nucfear decomniissioning arid clianfics i n  
federal, stale or loc:il regulations The cost estiniotes exclude the portion attributnble to Noi-th Caoliiia Eastern Municipal Power Agency (Power Agency), 

vvliich holds ai i  undivided o\viicrsliip inkiest iti 13runswick aiid Hariis I~xteiidcd NRC operating licenses held by PEC ctirrently expiie i n  July 20.30, 
Decembei 2034 and Scpteiiiber 2036 for Robiiison and Biuiiswick Units No 2 and No 1. iespcctively An applicatioii to extend the licenses 20 years for the 
Bninswicl; units was approved i n  Julie 2006 Tlic NRC opemtiiig liceiise lield by PIX for I-fanis curiently expires i n  October 2026. An application to extend 
this licctise 20 yeais was sihnittcd in llie fourtli quarter 01 2006 Based on updated assumptions. i n  2005 I'EC fiirlliei reduced its asset retiremetit cost net of  

accuninlated depreciation and its ARO liabilrtv b), upproxiniately $14 1iii111011 rind $49 million, respectively 

. .  . .  . .  
In r"" - __ 

Tlic FPSC rcquircs that PEF update its cost cstiiiiritc lb r  nuclcar dccoiiiiiiissioiiiiig ciwy live years I'EF filed a new sik-spccific estimate of dcconiniissiociitig 
costs for the Crystal River lJnit N o  3 (CR3) with the FPSC oii April 29: 2005, as part of I'EF's base rate filing P E F s  estiiiiate is based on pronipt 

disni:intlciiicnt dcconiinissioiiiiig uid includes iiitcrim spent i d  stoinge costs associ:itcd with inaiiitaining spent nuclear fuel oii site until sucli time that it can 
be traiisfcricd to a DOE iacilitv (See Note 22D) Tlic estimate. i n  2005 dnllars. is $61-1 niillion and is subject to cliange based on a variety of iactols including. 
but not limited to. cost escalation. clianges iii leclinology applicable to nuclear dccoiiiniissioniiig and changes iii  federal. state or local regulations The cost 
estimate cxcltides the portion attributable to otlier co-owiiers of C113 The NRC operating license held by PEF for CR3 currently expires in Deceiiiber 2016 
An application to extend this license 20 yeni-s is expected ID be siibiiiirted iii tlic first quaiter o i  2009 As p3rl of this new estimate rind assuiiied liceiiso 
extension. PEF ieduced its :met retiiciiicnt cost net 01 accuiiiulated depreciation and its ARO liability by opproxiiiiately $36 million and $94 niillion, 
respectivcl\. 1 1 1  addition, we redticcd PEI:-relatcd asset ietircnierit costs, net 01 accuiiiulated depreciation. by an additional $53 million at Pivgress Energy 
Retail accruals on PEF's rcserves lor nuclear deconiiiiissioiiiiig weie previously suspended tlirough Decenibei 2005 under h e  tciiiis of a previous base rote 
a~ieciiicnt, and tlic base tatc agrcciiiciil resulting l io i i i  a bast iatc procceding i n  2005 continues that suspcnsion I n  addition, tlic wholesalc accrual on PEF's 
rcseivcs for nuclear dccoiiiiiiissioiiirip was suspeiidcd retroactive to Iatiuaiv 2006. following a FliRC accounting order issued i n  Noiwiibcr 2006 

The I W C  rcquires tlrat PIT update its cost eshii:ite lor lossil plant disniai~tleriicnt eveis lour ycnrs PE.F filed an updated fossil dismantlemciit study with the 
FI'SC oii April 29. 2005. as part of its base rate filiiig PEF's reseive foi iossil plant disiiiantlemeiit was approximately $145 million at Deceiiiber 31. 2006 
and 2005, iiicluding aiiiouiits i n  the ARO liability for asbestos abatciiicnt. disciissed below Retail accnials oii 1'E.F.s ieserves for fossil plant dismantleinent 
were picviouslv suspended through December 2005 1 ' previous base rate agreeiiient The base rate agreement resulting from a base 
rate procecdiiig i i i  2005 coiitiiiucd the siispciisioii of PI toiiiers oftlie expenses to distnantle fossil plants (See Note 7C) 
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Upoii iiiiplenientation o l  FIN 17 as oi December 3 1. 2005. tlic Utilities tecognized additional ARO liabilities for asbestos abate~nent costs (See Note I D) 

We have identified but not recognized AROs related to electric transniission and distribution and telecoiiiiiiuiiicatiniis assets as tlie result of easenients over 
properly not owned by us I liese easenieiib aie geiiemlly perpetual and require retiienicnt action only upon abandonment or cessation 01 use o f the  p~operty 
for the specified pitipose. The ARO is not estimable lor such easements, as we intend to utilize these properties iiidelinitely I n  tlie event we decide to 
abaiidon 01 cease the usc of a pailicdar casement, an ARO would be recorded at Illat tinie 

Our noniegulated AROs ielate to tlie syntlietic liiels operations 'The rclatcd asset letiiement costs. net ol  accumulated depreciation. totaled IF3 million at 
December 3 1.2006 and 2005 

The following table presents the changes to the AROs during the years ended Deceniber 3 I .  2006 and 2005 Additions relate primarily to asbestos abateiiient 
at llie Utilities Revisions to prior estimates ol tlie PE.C regulated ARO x c  iclatcd to remwsuling tlie nuclear dccomlnissioiiing costs o i  irradiated plants to 
take into account updated site-specilic decoinmissioniiig cost studies. wliicli are requircd by the NCUC every live years Revisions to prior estimates of the 
PEF iegulated ARO ore related to the updated cost estimate 1i)r ticiclcar decoiiiniissioniiig described above 

Prowess Enciny 

-- 

)isset ictirement obligations at Deceinbei 31, 2006 1,303 S 3 $ 1,OOJ S 299 

E. insurance 

The 1Jtilities are members o i  Nuclear Electric Insurance Limited (NEIL). which provides piiniary and excess insurance coverage against property damage to 
members' nuclear generating facilities Undei the primary program. each coiiipany i s  insured foI $500 inillion at each o i  its respective nuclear plants I n  
addition to primary coveiage. NEIL also provides decontolliiIiation, pieinnlure deconiiiiissioiling and excess property insurance with limits 01 $1 750 billion 
on each nuclear plant 

Iiisiiiance coveiagc against incicnicntnl costs icplacemcnt p m e i  resulting 11-om proloilgcd accidental outages at i d e a  generating units is also provided 
through membership in NEIL. Both I'EC and I'EF arc insured under NEIL. I'ollo\vinp a 12-week dediictible period, for 52 weeks in the amount ofX4 million 
per week at the Bninswick. I-Inrris and Robinson plants. a i d  $5 inillion per week :it tlic Crysk11 River plant An additional I10 weeits of coverage is provided 
at 80 percent o l  the above weckly amounts Foi- tlie current policy period. the companies arc subject to retrospective preniium assessments of up to 

approximately $3.3 million with respect to the priniaiy coverage. $36 niillion witli respect to tlie decontaminntioii, decommissioiiing and excess propem 
coverage, and $24 iiiillion for the incremental replacement power costs coverage. i n  tile event covered losses at insuled facilities exceed premiums, reserves, 
reinsuimce and other NLII, resouices Puisuant to regulations of tile NRC, each compaiiv's property damage iiisurance policies provide that a11 proceeds from 
such insurance he applied. first, to place the plant ill a safe and stable condition outer a11 accident and. second, to decontamitiate. before any proceeds can be 
used for dccoiiimissioning. plant repair oi restoration Each company is responsible t o  the extcnt losses niay exceed liniits o l  tile cove~ngc described above. 

Both of tlic lJtilitics arc insured against public liabilitv for a iiuclcar incident up to E10 760 billion pci occumiice Under the cunciit provisions of the Price 
Anderson Ac t  wliicli limits liability lo1 accidents at ~iuclcar po\vc~ plants. each conlpny. as an owicr of nuclear units. can be assessed for a portion of any 

tli ird- party I i a bi I i ty c I ai in s ar i si np 
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from an accident at any coinniercial nuclear power plant i l l  tlie United States In the event that public liability clniins Iioin an insuied nuclear incident exceed 
$300 niillioii (ciiiieiitly available througli commercial insurels), each conipnnv would be subject to pro rata assessn~ents oi up to $100 inillioit for each reactor 
owned pel- occiirieiice Paynieiit of such assessments would bc ninde ovet iiiiie as iieccssaiy to limit thc payinent i n  any one year to no tilore tlian $15 inillion 
per reactor owned 

tlnder the NEIL policies, i f  there w e i e  multiple terrorism losses occurring \vitllili one year. NEIL \vollld inake available one industry aggregate li i i i i t  of $3 200 
billion. along with m y  anintints i t  recovers Troni reinsurance. go\~eriimcnt iildcinnitv o r  other SI~LIICCS I I ~  to tlie liinits for cach claimant II teirorism losses 
occurred beyond the one-year period. a new set of limits and resoiiices would apply For nuclear liability claims arising out of tcriorist acts. the piimary level 
available throrrgh com~nercial insiirers is iiow subject to an industry aggregate limit of $300 million l hc  second level of coverage obtained through the 
assessinents discussed above would continue to apply to losses excecdirig $300 niillion and \voulcl piovide covci-age i n  excess of m y  diminislied priinarv 
limits due to terrorist acts 

The Utilities sellhsiire their transiiiission and disliibution lilies againsl loss dtre to siorni damage and otlier na i i~ ia l  disasters. PET; maintains a storm dalnage 
reserve pursiiant to a regiilatoiy order and may defer losses i n  excess of the resenx (See Note 7C) 

6 CIJRRI-N1‘ ASSETS 

A Receivables 

Income tax receivables and iiiterest income receivables 31-e not incltided i n  receivables 1-llese an~ounts are included i n  prep:iids and other current asscts on tlie 

Consolidated Balance Sheets. At Deceinbei 31 receivables were comprised of: 

Plo!zless linemv FT:F: 
(in millions) 2006 2005 2006 2005 2006 2005 

3 
Uiibilled accounts icceivable 227 227 157 55 

Other receivables 45 36 28 5 14 

~~ 

Total receivables s 930 $ 997 S 473 $ 518 S 340 $ 331 

B Inventory 

At L~eccnibcr 31  inventory was comprised of: 

Progress 1;nergv 
(in iiiillinn.;~ 2005 2005 2006 2005 2005 2005 
~ . . . . . . . . . . . . . . 

Fiiel fir pn>duction S -170 s 321 s 230 S I85 S 240 s I36 

Emlssloll allowance\ 22 35 20 26 2 9 

Materials and supplies ainoutits above exclude long-terni co~nbustion turbine iiivcntnI\~ aniounts included il l  othcr assets :~nd  deferred debits Tor Progress 
Energy and PEC oi$44 million at December 31.2006 and 2005 

Emission alln\vances above exclude long-tern1 einission :lllowances included in otlier assets and deferred debits fool I’ing~ess Ilnerf_y. PEC and PEE o l  $14 
inillion, $ I  3 inillion and $1 million. respectively. at December 31. 2005 I’rogrcss Energy, PEG and PEF did not have an?; long-tern1 emission allowance 
anioiinls at December 3 1 ,  2006 
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7 REGULATORY MATTE,RS 

A Regulatory Assets and Ihbili t ies 

As regiilated entities. the Utilities arc subject to the provisioiis ol SFAS No 71 Accordingly. the Utilities recoid ccrtaiil asscts and liobilitics iesulting from 
the cffccts of tlie rateiiiakicing piocess that would not be recorded uiidei G M P  foi nonregtilated entities 'rlic Utilities' ability to continue to meet thc ciitciia 
for applicatioo of SFAS No 7 I could be affected i n  the fiiture by competitive forces and restructuring in  the electric titilily industry I n  the c \ w ~ l  lhnt SFAS 
No 71 no longer applies to a separable portion o l  otir opei-ations2 related regulatory assets and liabilities would be elinlinated uiliess an appropriate regtilatory 
recovery iiiechatlisin \vas provided Additionally, such an event could result iil 311 iinpnjrnie~lt ol'tidlity plant assets as detertilined piirsuaiit to SFAS No 144 

At December 31 the balances o i  regulatory 3sse1s (liabilities) weie as follows: 

Piogress Eiierw 

(I l l  mllllon.;) 2006 2005 

Deferred fuel cost - long-term (Note 7 0 )  114 31 

114 81 

Storm deferral (Notes 7B and 7C) 102 227 

Other 50 

Deferred fuel cost - citrrent (Note 7C) (63) 

Total C~IIICIII rcgulntory liabilities (76) (10) 
Non-/U(O cost of reniuvd (NOW XI) (1,602) (1.571) 

Olllcl (57) J 
Total lony-leriii rcgulntory liabilities (2,543) (2,577) 

Net regulatoiy liabilities s (1,132)$ (1.081) 
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(in millions) 2006 2005 

50 22 

Environmental (Note 7B) 15 

7 
Total long-Leriii regulatory assets 777 42 I 

(803) (732) 
Net nuclear decoiiiiiiissioning t iust  unrealized gains (Note 5D) (171) (1 35) 

333) 

( i n  in I II ions) 2006 2005 
Dcfericd tile1 cor1 - cunent (Note 7C) - $  34 1 

Environmcnlai (Notes 7C and 21A) 57 26 

16 -- 
Total loiig-term regulatory assets 454 35 I 

Net regulatory liabilities s (713)s (507) 

Except Tor portions oi deferred fiiel cosls and loss on reacquirui debt, all regulatoiy assets caul a rettini oi tlic cash 113s not set been expended. i i i  wliicli case 
tile assets are d i e t  by liabilities that do not incur a carrying cost We expect to fully recovei tliese assets and refund tliese liabilities tlirougli customer rates 
under ciiiiciit regulatoiy practice 



B PFC Retail Rate Matlers 

PEC.s base raies ale subject lo tlic regulaiory jurisdiction of the NCUC and SCPSC As further disciissed i i i  Note 21B, the Clean Sniokestacks Act was 
cnactcd in  2002. The Clem Smokestacks Act frcezcs Norih Carolina clcciric utility base rates for a five-vcar period cndiiig i n  Dcccinber 2007, unless tlierc 
arc exiraordiiiary cvcnts beyond the coiitml o i  the utilities or unless tlic utilitics persistently win a return substantially i n  excess o i  the ratc oi return 
established and found reasonable by the NCUC in tlie respective utility's last general late case During the rate freeze period, tlic legislation provides for the 
amortization and recovery of 70 percent ofthe original estimated compliance costs wliile providing significant llcxibility i n  ilic amount of anniial ainortizaiion 
recorded from none up to $1 74 niillioii per year Subsequent to 2007, PEC's current North Caroliii:~ base rates will continue subject to traditional cost-based 
rate rcgulatioti 

On May 3 ,  2006, PEC filed with the SCPSC for an increase 111 the fuel role chaiged to its South Carolina ratepayers for uiidci-iecovered fuel costs aiid to meet 
lutiiie e\pected fuel c a t s  On Julie 16, 2006, the SCPSC appioved a ~ettlenient ngreeineiii filed joiriily by PEC aiid all otliei parfies to the pioccedilig The 

a $23 million, or 4.6 wicent. increase in rates llic iiiciea5e \vas $4 inillion less tliaii PEC originally requeyted due lo h e t f - \ r ~ d c d  for 
adjustiiient of  future fuel cost estiiiiates agrecd upon during ~cttlemcnt Effective luly 1. 2006, residential electiic bills increased by $3  01 per 1,000 kWlis 101 
fucl cost iecovcn' At Deccinbcr 31. 2006, PCC's South Carolina dcfened fuel balance was 1629 inillioii, of which $5 niillioii IS cvpccted to be collected 3 f h  
2007 in accordmce wiUi the settlement agreement and, tliercfore, lias been classified as a long-term regulatory asset 

- _ I ~ _ _ _  
~~ 

On June 2. 2006, PEC filed with tlie NC'IJC for a11 increase in the fuel late charged to its Noitii Carolina ratepayers On Septembei 25, 2006, the NCUC 
approved a scttleniciit agreetnent liled jointly by PEC, ilie NCUC Public Staff and the Carolinas Industrial Group for Fair 'IJtility Rates 11 The setilement 
agteement provided for a $177 nlillion, or 6.7 percent increase in iates effective October 1, 2006 The setllenient agreemcnt further provides for rate incieascs 
of $50 inillion i n  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 ~iiillion. or 11.0 peiccnl, but agieed to a tliree-year phase-in of the increase i n  order to address colicenis regarding the magnitude of the 
proposed increase I'EC will be allowed to calculate and collect interest at 6010 on the diffcrence between its fuel factor proposed in  its original request to the 
NCUC aiid the settleiiient agreement's factor Effective October 1, 2006, residential electric bills increased by $4 87 per 1,000 kWhs foi iuel cost recovciy Ai 

Decctnbcr 31. 2006, PEC's North Carolina deferred fuel balance was $281 million. of which SI09 million is expected to be collected aftcr 2007 ii t  accordance 
with the settleincnt ogieenicnt and, thereforc, has been classified as a long-tcrni regulatory asset 

TIic Carolina IJtilitv Customers Asociation (CUCA) appealed the NCUC's order 011 November 21, 2006 on the grounds tliat the NCUC docs iioi havc the 
Sl3tutOfy authority to es!ablisli fuel rates for more tlian one year. We anticipate filing a motion io dismiss during the fiist quarter of 2007 We caiiiiot predict 
tlic oiitcoiiie of this matter 

111 February 2004, PEC liled with the SCPSC seeking permission to defer expenses incurred from the first quarter 2004 winter slomi I n  September 2004, the 
SCPSC approved PEC's reqoest to defer the costs and amortize tlieiii ratably over five years beginning in January 2005 Appraxiniaiely 169 niillion related io 

storm costs was deferred i n  2004 During each of 2006 and 2005, PEC recognized $2 million of South Corolina storm ninortizaiioii 

I n  October 2003. PEC filed with the NCIJC sceking permission io defer approximately $24 million of espcriscs incuiied froin Hurricane Isabel aiid tlic 
February 2003 winter slomis I n  December 2003. tlie NCUC approved PEC's request to defer the costs associated with I-lurricanc Isabel and tlic February 
2003 winter storms and amortize them over 3 period of live years During eacli of 2006, 2005 :id 2004. PEC recognized $ 5  inillion ot Nodi  C : i ro I '  ilia sionn 

amortization. 
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I’EC tiled petitiolis oii Septenibcr 1-1, 2006, and Septeniber 22, 2006, with the SCPSC and NCI.IC, I espectively. seeking authorization to defer and amortize 
$18 niillion ot previously recorded operation and maintenaiice (OckM) expense relating t o  ccrhiii enviioniiieiital reiiiediation sites (See Note 21A) On 
October 1 I, 2006, the SCPSC granted PEC’s petition to defer its jiirisdictioiial aniount, totaling $3  iiiillion, and amortize it over a five-year period beginning 
January 1. 2007 On October 19, 2006. tlie NCUC gmnted PEC’s petition to defci its jurisdictioiial amount, totaling $15 million, aiid amortize it over a five- 
ycar period. I-lowcver. the NCUC order dircctcd that amortization begin i n  tlic fouith quarter ol2006. with an amortization expense of $3 million As a rcsult 
duiiiig the fouitli quarter o[2006, PEC reversed $I 8 inillion of OLeM expense. establislied a regulatory asset and recorded E.3 millioii of amortization expense 

As disciissed i n  Note 21 B. PEC reclassified %29 million of expense from other, net to depreciation and amortization expense 011 the Consolidated Stateiiients 
ofliicome for Clean Smokestacks Act anioitizatioli iecogiiized during 2006 

rlie NCUC and SCPSC liave approved proposals to accelerate cost recovery of PEC’s nuclear generating asset7 beginning January 1, 2000. and continuing 
through 2009 rhe aggregate iiii~iiiiiiiiii and niaumuiii ninouiits of cost recovery are $530 iiiillion and $750 niillion. respectively Accelerated co9t recovery of 
these assets iesulted 111 no additional expense i n  2006, 2005 or 2004 Tliroiigh l~ecetiiber 31, 2006. PEC recorded total acceleraled depieciation of %40? 
~iiilltoii 

____ -- ~ _ _ _ _ _ _ _ _ ~ _ _  I ____ 
C PEF Retail Rate Matlcrs 

As a result of a b s c  rate proceeding in  2005. PE,F is party to a base rate settlement agreeiiient tlr~t was effective with the first billing cycle of Janualy 2006 
and will reniaiii in dfcct through the last billing cycle o l  Deceniber 2009, witli PE,F having sole option to extend the agrccuient tlirough the last billing cycle 
of Junc 2010 Additionally. PEF will con~inue to recover and collect a retiirii on I-lilics Unit 2 tliroiigli tlie fuel clause tlirough late 2007. when it will be 
transferred into base mtes This transfer will correspond with the in-service dates of I-lines Unit 4, which will also be recovered through a base mte iiicrease 
The setfleiiient agreemeiit also provides [or revent~e sharing between PEF and its ratepayers beginning i i i  2006 wliereby PEF will refilnd two-thirds of retail 
base JCveIiUCS bettveeii tlie specified tliresliold and specified cap and 100 percent o i  revenues above tlie spccified cap I-Io\vever, PEF’s retail base revenues 
did not exceed the specified 2006 threshold o lS1  499 billion and tlius no revenues were subject to revenue shaiiiig Both the 2006 base threshold ot $1 499 
billion and the 2006 cap ot $1 549 billion will Ix adjusted annually for rolling average 10-year retail kWh sales growth The settlement agrcenient provides 

of coal inventory in  tiaiisit and coal procurement costs tluougli the fuel clause Uiidei h e  settlenient agreciiieiit, PEF is authorized to include an ad,j~~stment to 
increase coiiiiiion equity lor the impact of Stmdard Le Poor’s Rating Services’ (SMP’s)  imputed ofl-balance sheet debt for future capacity payments to 
qidifyiiig facilities (QFs) and other entities under long-term purcliasc power agreements This adjusted capital structure will be used for surveillance 
repoiting witli the FPSC and pass-through clause teturn calculations PEF will me an authorized 1 I 75 percent return on equity (ROF) for cost-recovery 
clauscs and AFUDC I n  addition. 1’EF’s ad,justcd equity ratio will be capped at 57.83 percent as calculated on a financial capital structure that includes the 
adjiistment for the SBP imputed ofl-balance sheet debt. If PEF’s regulatow ROE falls bclow I0  percenf and for certain other events, I B F  is authorized to 
petition the FPSC for a lmsc rate iiicrea~e 

for PEF to continue to recover certain costs tlirougli clauses, such as the rccoveq of post-Yil I security costs tlirougli the capacity clause and the carryin, 0 costs 

On Scptenibcr I aiid Scptembei 15. 2006, PEF filed ~-cqttests with tlic FPSC seeking increases to cover iising fucl, ciivironinental compliance and energif 
coiiscrv~tion costs PEF asltcd the FPSC to approve a $171 inillion. or 3 7 percent. incieasc in  mtcs Subseqiicntly. 011 October 25 aiid October 31. 2006. PEF 
siipplcnientcd its September filings to rcllect loivcr projccfed fuel cosls for PEF PEF’s revised forecasts resulted in a $40 inillion, or 0 7 percei,t, increase in 
rates over 2006 On Noveniber 8, 2006, tlie FPSC approved PEF’s supplciiiental liling The new cliarges 
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were eri'ectiw January 1, 2007, and increased resideiitial bills SO 78 I'or tlie first 1.000 kWlis At December 31, 2006. PET \vas over-recovered i n  fuel and 
capacity costs by $63 million and under-recovered i n  eiiviroiiniental compliance by S I 4  niillion 

On August I O ,  2006, Floiida's Office of Piiblic Counsel ( O K )  filed a petitioii with the FPSC askiiig Ilia1 the FPSC reqiiirc I'EF to refund to ratepayers $143 

inillion. plus interest, of alleged escessive past fiiel recovery charges aiid sulfur dioside (SOz) a l lowme costs associated with PEF's purported failure to 

utilize the iiiost ecoiioniical soiiiccs o i  coal at Ciystal Rivci Unit 4 and Ciystal River Unit 5 (CR4 aiid CR5) diiriiig the period 1996 to 2005 The OPC 
subseqciently revised i ts  claim to $335 inilliori. plus interest llie OI'C claiins that altliougli CRJ and CR5 were designed to burn a blend olcoals, PEF failed 

to act to lowcr ratepaycrs' costs by purcliasiiig the iiiost ecoiioiiiical blends of coal During the period specified i n  the petition. PEF's costs recovered through 
fuel recovery clauses were aiinimlly reviewed for prudence and approval by the FPSC On August 30, 2006, PEF filed a iiiotioii with the FPSC to dismiss the 

petition oii the grounds that the OPC petition would require the FPSC lo eiigugc in retroactive ratemaking for rates previously approved under the fuel 
recovery claiisc On September 13. 2006. the OPC filed a iiienioranduni iii opposition to PEF's motion to dismiss tlie petition P E P S  niotioil to disniiss was 

denied by the FPSC oii December 19, 2006 A lieariiig on the iiiatter has been sclieduled by the I%SC for April 2, 2007. PEF believes that its coal 

procureineiit practices were prudent and that it lias sound legal aiid factual arguments to succcssfiillv defcnd its position We cannot predict tlie outcome oi 

this iiiattei" 

011 SeDteiiiber 22. 2006. PET; filed a petition with the FPSC for detemiiiialion 01 need to uprnte CR3. bid nile exemption mid recovery of tlie costs tlirougli 
PEF's Iml recovery claim The uprate w i l l  iiicrease CR7's giosr output by appro\iniately 180 MW The upiatc \vi11 take place i n  two stages approxiiiiatcly 
40 MW will be added thiougli cqiiipiiicnt niodificatioiis during tlie 2009 ieiucliiig oiitagc aiid appioxiniatcly 1.10 MW w i l l  be added by iiiodifyng tlic deyigii 
of the plaiit during the 201 1 ieltieliiig outagc to use more highly eiiiiclied fuel l l i c  design modifications will ieqiliie a license aiiiciidiiient approved by the 
NRC The project is estimated to cost appro\imately $382 million, which includes potciitial traiisinissioii system iniproveinents and modificabons to comply 
with environiiiciital regulations 1 lie costs iii:iy coiitiiiue to change depeiiding lipon the results of inore detaled ciigiiieering and dcvclopment work and 
iiicreased iiiatennl, labor and cqiiipnieiit costs On Febniaw 8. 2007, the FI'SC issued an ordei approuiig the need certificetroii pebtioii and bid rule 
eseiiiption The request for recovery 01 uprate costs tlirougli PEF's fitel recovery clause \vas traiisfeiied to a separate docket filed on January 16, 2007 The 
FPSC lias sclieduled a hearing to be lield May 27. 2007. to deteiiiiiiie ~vlietlier the upiate costs should be iecoveied tlirougli tlie fuel adliistiiieiit claure If PET; 
does iiot receive approval to recovei tlie uprate costs tlirongli the luel adjiistiiieiil clause, these costs will be recoveiable tlirougli base rates, siiiiilnr to other 
utility plant additions On 1.ebruaw 2 2007. iiiterveiiors filed a iiiotioii to abate tlie cost-recovery portloll of PEF's requec;t On February 9, 2007, PEF 
requested that tlic FPSC deny tlie iiiteivenors' niotioii as legally deficient and without merit We cannot predict the outcome 01 1111s matter 

STORi\i COST R E O  l*'ER l' 

On July 14, 2005, the FPSC issued ai1 order authorizing PEF to recover $232 inillion over a two-yeai period, including interest, of the costs it incurred a id  
previously deferred related to I'EFs restomtioii oi power associated with the four hurricanes iii 2004 Tlie ruling allowed PE,F to include a charge of 
appioxiinately $ 3  27 on the avenge resideiitial inoiithly ciistoiiicr bill of 1.000 kWlis beginiiiiig August I ,  2005 The ruling by tlie FPSC approved tlie 
iiiajority of PE.F's requests with t ~ o  exceptions: the ieclassilication of $8 iiiillion o l  previously defened costs to utility plant and the reclassification of $17 
iiiillioii of previowly dekried costs as O&M espeiise, ~vliicli was expensed i n  tlie second quarler of 2005 l'lie aniount included iri the original November 
2004 petition requesting recovery o i  $252 million was ai1 estiniate On Septeinber 12. 2005. PEF filed a tnie-up to tlie origiiial niiio~iiit comprised primarily of 
an odditioiial $19 millioii of costs partially offset by $6 million of adjiistiiieiits restiltiiig I'roni allocating a liiglier portion of the costs to the \vholesale 
jurisdiction aiid relining the FPSC adjustiiients 011 November 9, 2005. tlie recovery of this difference \vas odmiiiistiatively approved by the FPSC, subject to 
audit by ilie FPSC staff. The net iinpnct was iiicliided in customer bills beginning Ioiiuuiy 1,  2006 I n  2006 and 2005, PET; recorded aiiiortization of $122 
iilillioii atid $50 iiiillioii, iespectively. associnted with the recovey of tliese stoini costs 
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On April 25, 2006. PE,F entered into a settlcnient agreeiiieiit with eellain iiitcnwiors i i i  its storm cost-recoveiy docket that would dloiv PEF to ehlend its 
current two-year stonii surclinrge. which equals approxi~iiately $ 3  61 on tlie avemge Iesidential i i iontli ly customer bill of 1.000 IiWlis: for an additional 12- 
niontli petiod to replenish its storm resent The requested ehletisioii. wliicli would begin August 2007, would repleiiisli the existing stonii reseive by an 
estimated additional $130 inillion During tlie tliird quarter of2006, PEF and the intervenors niodilied the selllenient agreeinent such tliat in  tlie event future 
storms deplete tlie reserve. PEF would be able to petition tlie FPSC for iiiiplemeiitatioii of an intenin surclinrge of at least 80 percent and up to 100 percent of 
tlie claimed deficiency of its stonii reserve The intervenors agreed not to oppose tlie iiitcriiii recovery of 80 percent oI tlie future claimed deficiency but 
reserved tlic right to challenge tlie interim surcharge recovery of the remaining 20 percent Tlie FI’SC has the riglit to review P . stor 111 costs for prudence 
On August 29. 2006, tlie FPSC approved the settlcnicnt agreement as modified 

On June 1. 2005, Winter Park acquired PEF’r electric distribution system that serves Winter P31L f a  appioxiiiiately $42 iiiillioii On June 1. 2005, PFF 
tran&ried tlie distributtoii system to Winter I’aik arid recognized a pie-tau gain of appro\;iniately $25 ~iiillioii on the transaction. whieli IS included as an 
olfset to other utility expense on tlie Stateriients 01 Income This amount was decreased $1 million in die third quarter of 2005 upon nccomiilatioii of $lie final 
capital expenditures incurred since arbitration PEF also recorded a regulatory liability of $8 niillion for stranded cost ievenues, wliicli will be amortized to 
ieveriues ovei SI\; years in accordance with tlie provisions of tlie transfer agreement witli  Wintet Park I n  June 2001, Winter Park executed a wliolesde power 
supo~v coiltiact with PEF with a live-vcar tcnn and a ienewal optioii -. ~- 

OTHER IUI TTERS 

On November 3, 2004. tlic FPSC approved PEF’s petition for Detenniiiatiou of Need for tlic construction o i  a fourth unit at PEF’s I-lines Energy Complex 
Hiiies Unit 4 is needed to niaintaiii electric systciii reliability and integrity and to continue to provide adequate electricity to its ratepayers at a reasonable cost 
1-lie uni t  is planned foi coinniercial operation i n  Deceniber 2007 I-lines Unit 4 will be a combined cycle unit with a generating capacity or461 MW (summer 
rating) Tlie estiiiiated total in-service cost oTl-lines Unit  4 approved as part of tlie Determination olNeed \vas $286 million If tlie actual cost is less than tlie 
original estimate. ratepayers will receive tlie benefit of such cost under-tiins Any costs 11131 exceed this estiiiialc will not be recoverable absent, among otlier 
things. extraordiiiary circunistances as found by tlie FPSC i n  subsequent proceedings The cun’eiit estiiiiate 0 1  in-service cost exceeds the initial project 
estimate by opproxiiiiately 12 percent to 15 percent due to what we believe to be extraordinary circu1iis1ances. Therefore, we believe that disallowance of 
lliese costs by tlie FPSC in subsequent proceedings is not probable We cannot predict tlie outcome of tliis matter 

n Rcgional Traiisiiiission Orgaiiiz:itioiis 

I n  2000, tlic E R C  issued Order 2000. wliicli set niininiuin characteristics and ftinctions tlmt regional transmission organizations (RTOs) must meet, including 
independent transmission service I n  October 2000, as a result of Order 2000. PEC, along with Duke E.iiergy Corporation and South Carolina ]Electric RC Gas 
Conipany, filed an application with die FERC for approval of an RTO. GridSouth In July 2001 ~ the IXRC issued a n  order provisionally approving GridSouth. 
I-lowever, i n  luly 2001, tlie FE,RC issued orders recommending that companies i n  [lie soutlieastern United States engage in  niedintiori to develop a plan for a 
single RTO PEC p:iriicipated i n  tlie mediation: no consensus was reached on creating a Soutlieast RTO On August 1 I ,  2005. tlie GridSouth participants 
notified tlie FERC that they had terminated tlie GridSouth project By order issued October 20, 2005. tlie FERC terniinnted the GridSouth proceeding PEC’s 
investinent i n  GiidSoutli totaled $33 million at December 3 1 ,  2006 and 2005 PEC expects to iecover its iiivestrneiit. 

PEF \VIIS one o l  three major investoi-owned Florida utilities that foniied tlie GridFlorida RTO i n  2000 A cost-benefit study conducted during 2005 concluded 
tliat !lie GiidFlorida RTO was not cost cit’ective for FPSC jurisdictional customers and sliifed benefits to iionjiirisdictioiial customers. 111 light of these 
hidings. during 2006 the FPSC and tlie FERC closed their respective docketed procecdiiigs a id  GridFlorida \vas dissolved PEF fully recovered its starhip 
cosls in  GridFlorida frorn rc1a;l ratepayers lhrougli base rates 
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On June 26. 2006. Biuiisr\~ick received 20-vear e?;teiisions lion1 tlie NRC on tlie operating licenses for its two nuclear reactois The operating licenses have 
been extended to 2036 lbr I. lnit  No 1 and 2034 for t init  N o  2 On Noveiiiber 1.1. 2006. PEC liled an application f o ~  a 20-year extension fioni tile NRC on the 
operatiiig license l'or I-Iaii-is, which would extend the operating license Illrough 2046. ii approlwi 

I' IEllC Market I'ower Mitigation 

111 Apiil 200.1. the ITRC issued two ordcis conccrniiig utilities' ability to sell wholesale electricity at inarket-based rates 111 the first order, the FERC adopted 
two interini scre~iis fix assessing potential gcncration niarket power of applicants for wholesale market-based rates. and descril~ed additional analyses and 
iiiitigation I I I ~ : I ~ ~ I I - C S  th:it could be presented ii an :ipplicant did not pass one of the interim screens In  July 2004, the FERC issued an order on rehearing 
al'fiiining its conclusions i n  tlie Apt-il order I n  tlie second oidei, tlie ITRC initiated a rulemaking to consider whether the FE,RC's current methodology for 
deterinining whether a piiblic utility should be allowed to sell wholesale electricity at niarket-based inks should be modified in  any !\'a)' PEF does not have 
iiiarket-based late autliorit>a 1 0 1  wliolesale sales i n  peninsiilai Florida Given tlie diCliciilty PFC believed i t  would expel ieiice in passing one of the interiiii 
screens, oii Septeniber 6. 2005, I'EC liled revisions to its market-based rate tai iffs ~estricting them 10 sales outside PEC's control area and peninsular Florida 
and a new cost-based tariii for sales n4ihin PEC's control area The FERC has accepted these levised tariffs 

___ - 8 GOODWILL AND 0 7 1 I E l l  IN1ANGIBLE ASSET S -- ~- 

We perform annual goodwill iinpairinent tests i n  accordance with SFAS No 142: "Goodwill and Other Intangible Assets" (SFAS No 142) Goodwill was 

tested for inipairnieiit fcii bot11 tlic I T C  and PEF segments ii i  tlie second quarters 012005 and 2006: each test indicated no impairrnent 

Under SFAS No 142. a11 goodwill is assigned to o u r  iepoitiiig units 1hat are expected to benefit from tlie synergies of the business combination At December 
31. 2006 and 2005. oui canying aniount of goodwill \\'as S3 655 billion. with $1 922 billion assigned to I'EC and $1 73.3 billion assigned to PEF The 
aniounts assigned to I'EC and PE.1: m e  iecoided i n  o u r  Corporate and Other business scgnlent There were no changes to the assigmiient of the carrying 
nriioirrils to PIX and PEI; i n  2006 o r  2005 

Included i n  the assets ol discontinued opelatioils at I h x m b e r  31. 2005, is tlie goodwill related to CCO For CCO, the goodwill impairment tests were 
pci foi nied at tlie rcpoi ling iuiit  levcl ol our I ~ l ~ ~ n g h a n i .  Monroe. Walton and Washington nonrcgulatcd generating plants (Georgia Region). \\4iich is one level 
below CCO. As rl result of ow evaluation of ceitaiii business opportunities that impacted tlie fiiture cash Ilows of our Georgia Region opentioas, we 
performed 311 interim goodwill inipaim1cnt test during the first quarter or 2006 We estimated the fair value of that reporting unit using the expected present 
v:iIiie of future cash flows As :I result O i  t/i:it test, we recognized a pre-tas goodwill iiiipairment charge olS64 niillion ($39 million alier-tm) during the first 
quartel o i  2006. \\~hicli was pteviously reported rv i t l i in  impaiiinent ol assets on tlie Consolidated Statements of Income This iinpaim~ent was reclassed to 
discontinued opeiatiniis oii tlie Consolidated St:iteiiients of Incoine during the fourth quarter of 2006 (See Note 3A) 

'The gross carrying amount and accuniiilated anioitizatioii (of tlie intangible assets at December 31 were as follows: 

2006 2005 
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All 01 our intangibles. except niininiuin peiisioii liability adjiistnieiits. are subject to aiiiortizntion Svntlietic fuels intangibles represent intangibles for 
syiithetic fiiels teclinology Olliei iiitatigiblcs are priiiiarily acquired ciistonier contracts. peniiits that are aniortized ovei their respective lives and niinimum 
pension liability adjustments 

I’EC had intangible assets related to n i i n i i i i i ~ ~ i i  pelision linbility adjiistnients o l  $1 7 million at Deceiiiber 31, 2005 PET. had intangible assets related to 
niinini~ii~i pension liability adjus~nients of 52 niillioii at Dcceiiiber 31, 2005 Due io the adoption of SFAS N o  I58 i n  2006, niininiuni pelision liabilitv 
adjiistmcnts and related iiitangiblc assets arc n o  longer recorded (See Note 2)  

Amortization expense recorded on intangible assets was S9 million Ibr the year ended December 31, 2006, and $19 million for both years ended December 
31. 2005 and 2004 No iiiiiofliz:ition expense on inhngible :issets was recorded at PEC and PE,F for each of the pears ended Deceinber 31. 2006, 2005 and 
2004” No annual aiiiortizatioii expense for intangible assets is expected for 2007 through 201 I 

We apply SFAS No 1-14 for tlie accoi~nt~ng and iepoiting ol ~nipairiite~it 01 driposal 01 long-lived assets On May 22, 2006. w e  idled our synthetic fuels 
facilities due to signilicanl uncertaiiit> surrounding l u tu re  syiitlietic fuels production With the idling of these Iacilities, we pel formed an evaluation of the 
intangible arsets, tvliicli were comprried pnmaiily 01 capitalized acquisition C05lS (See Note 9 for ~mpnintient 01 related long-lived a w t s )  The ~mpairnient 
test considered ntinicious lactois including. aniong otliei tlitngs. continiied l i igli oil pnces and tlie then-curient “idle” state 01 our syiitlieiic tuels facilities We 

~ t J l n f n l r e c t e d  present value 01 luture casli ilows Baxd  on the iesu l tn  01 the inipaimient test. we recorded a pre-tax ~mparrnient 
cliaigc o l  $27 i n i l l i o n  ($I 7 niillioii after-tax) duirng tlic quartcr ended lune 30. 2006. \vliicli i s  repoitcd within inipairnicnt of aisets on the Consolidated 
Statementr 01 Inconic 1 his cliargc ieprcwits the entiiety 01 the svntlietic l i d \  intangible arsets, tlierc assets had been reported witltin the Coal and Synthetic 

Fuels segment Follo\ving :I ~ ~ g n i l i c a n i  dcc,rc:isc i n  oil price\ our synllretic fiiels facilities resunicd lirnitcd productron of \yntlictic fuels In September and 
October 2006, \vliicli continued thiougli t l i ~  end of 2006 

AS 
I__ 

9 IMPAIRMENTS OF LONG-LIVED ASSETS AND INVESTMLNTS 

We apply SFAS No 144 lor the accoiintiiig aiid reporting 01 impairnient or disposal 01 long-lived assets I n  2006 and 2005, we recorded pre-tax long-lived 
asset and investnieiit inipairnwits and other clioiges o l  $65 iiiillioii and $ 1  niillion, iespectively PEC recorded pie-tax long-lived asset and investnient 
impaimleiits and other charges of‘s1 niillioii i i i  both 2006 and 2005 No impainiicnts were rccordcd i n  2004 

A ILong-ILived Assets 

Due to iising cun-ent and luture oil prices, iii tlrc tliiid :ind fourth qimrteIs oi 2005 we tested our synthetic fuels plant assets for inipainnent Tliese tests 
indicated that the assets were iecoverablc and no iiiipairnieiit charge \vas recorded See Note 22D for additional infoiniation 

Concurrent with the syiitlietic liiels iritangibles inipaiiiiient evaluation disciisscd iii  Note 8. we also peiforiiied 311 iriipairrnent evaluation of related long-lived 
assets during the second quarter of 2006 Based 011 (lie results oi the iiiipairiiient test, we recorded a pi-e-tax inipairnieiit cliaige o i  $64 million ($38 million 
after-las) during the quarter ended .lune 30. 2006. wliicli is reported within inipainiient of assets on the Consolidated Statenients of Income This charge 
represents die entirety o i  the :isset cariving value of oui svnthetic fuels inonufacturiiig lacilities, as ivell as a portion of the asset carrying value associated with 
the river teniiinals at  ~vliicli llic synllietic fiicls iiianufactirring facilities ale located These assets had been reported within the Coal aiid Spntltetic Fuels 
segment As discussed i i i  Notc 8. oiii syiitlietic lucls facilities resunicd Iiniitcd pioductioii of syiitlictic hiels i i i  Septcniber and October 2006, wliich continued 
through tlie end 012006 

13 Investments 

We evaluate declines i n  value o i  iiivestiiients uiider the criteiia ol’SI:AS N o  1 15. “Accounting for Certaiii Inveslnieiits i n  Debt and E.quity Securities” (SFAS 
No 1 15). and FASR Stall- I’ositioii FAS I l5-Ijl 24- I .  “Tl ie Meaning oi O t l i c r - ? I i a ~ i - l e ~ i i ~ ~ i a i ~  11iipairmenIs aiid Its Applicatiori to Certain Iiit~estiiients”(See 

Note ID) 
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Declines i n  h i i  value to below the cost basis judged to be otlier tliaii ten ipo ian  on available-for-sale scciirilies are included i n  regulatory liabilities 011 the 
Consolidated 13alaiice Slieets foi secui ities held i n  our nilclear decoiiiiiiissioiiitig tnist liinds and ii i  operation and riiaicitei~nrice esper~sc and olliei, net on tlie 
Consolidated Stntenients o i  Income for scciiiiries i i i  our bcnefit investnient trusts and otlier available-for-sale securities See Note I 3 lor additional 
i 11 fo riii nt i on 

We continually revicw PEC's affordable Iiousiiig invesliiieiit (AI-11) portfolio loi inipnimicrit As a result of various lactors including continiied operating 
losses of tlie AI-I1 portfolio and ~iianagc~iicnt issues arising at cei-taiii properties within tlie AI11 portfolio. we I-ccordcd impaimiciit charges ol$1 niillion on a 
prc-tas basis in  both 2006 and 2005. No iiiip~irmeiits were recoided in 2004 

A Colnlllon Stock 

Proeress Ener.g 

At December 31. 2006 and 2005, IYC liad 500 million sliarcs 01 coiiiiiioii stock autliorizcd under oiir clinrtci. of wliicli 256 million sliares and 252 inillion 
slimes. iespectively. were outstanding. Duiirig 2006. 2005 and 200-1, respectrvcly, we isrucd approuniatcly 4 2 iiiillio~i. 4 8 iii111ioii arid 1 7 riiillion shares of 
coni~iion stock, ~csulting 111 app~o\imaiely 61 85 million. $208 inillion mid %73 ~iiilltoti 111 proceeds Included i n  these amounts for 2006, 2005 a id  2004.--'--' 

~- ~ - _ _ _  

respectively, were approximately 1 6 million. 4 6 million :ind 1 J million sliares iior proceeds o i  :ipprosimately $70 million. $199 million and $62 million to 
meet the rcq~iireincnts of the Progress Energy 401 ( k )  Snviiigs and Stock Ownersliip P h i  (401 (k)) and tlie Investor 1'111s Stock Purcliase Plan 

At December .31. 2006 and 2005. we liad appioxiniatel\; 54 millioii shares and 58 million sliarcs. respectively, oi coninion stock atilliorized by the board of 
directors that reniained unissiied and ieseived, priniarily to  sotisly tlie req~iiietiients of our stock plans In 2002, tlic board oi directors aiitliorized iiieetiiig the 
requirements of the 401(k) and tlie Investor Plus Stock Purchase P h i  with original issue sliaies We continue to meet the reqiiiietnents o i  the restricted stock 
plan with issued and outstending sliares 

There are varioiis provisions limiting tlic iisc of retained cainings for the payment of dividends iiiidcr ccrtnin ciicunistanccs At December 31, 2006, there 
were no signilicant rcstl.ictioiis on tlic use of retained earnings (See Note 12) 

At December 31, 2006 and 2005, I'EC \vas aiitliorized lo issue t i p  lo 200 million sliares of coiiiiiioii slock All sliares issued and outstandiiig =e held by 
Piogress Energy There me various provisions limiting the use of ietained earnings for tlie paynient 01 dividends under certain circiiinstances At December 
31. 2006. tliete were 110 significant resti ictions 011 the use of retained earnings See Note 12 [or additional dividend restrictions related to P I X  

At December 31, 2006 and 2005, PEF \vas authorized to issue up lo 60 riiillioii sliares ol coiiiiiioii slock All PEE coniiiioii sliarcs issued and outstanding arc 
indirectly held by Progress Encrgy There ale various provisions limiting !lie iise of retained earnings for tlie paynient o l  dividends under ccitain 
circiimstaiiccs At December 31. 2006. there were no signilicant restrictions 011 the use of retained ea1 nings See Note 12 i'oi additional dividend restrictions 
related to PEF 



B Slock-Based Conipciis:itioii 

We sponsor the 401(k) for wliicli sitbstnntially all lull-liinc ~ionbargniiiiiig unit einployecs and certain part-tinic iioiiborgaiiiiiig wit employees wit l i in  

participating subsidiaiics arc eligible At Dccciiibci 3 1 ,  2006 and 2005, participating subsidiaiies wcre PEC, PIIF. PVI, Progcss Fuels (corpoialc einplovces) 
and PESC Tlic 40 l(k). wliicli has matcliiiig arid iiicciitivc goal fcaturcs. ciicourages systeiiiatic savings by eniplovccs and provides a iiictliod of acquiriiig 
Progrcss Eiicrgy coniiiioii stock and olliei diverse iiivestiiicnts The 401(k). as aoieiidcd iii 1989. is 311 Einploycc Stock Owiicrsliip Plan (ESOP) that can enter 
inlo acquisition loans to acquire I’rogrcss Energy coiiiinon slocl; lo salisgy 401(k) common sIi:irc needs C)ualificalion a s  an ESOP did no1 change llie level of  

benefit$ rcceived by cniployces under llic JOI(k) Coinriion stock acquired with the proceeds of :in IISOP Icxiii is lieltl by the 40l(k) Tixistce in :I suspense 
account The coiiiiiioii stock is released from the suspeiise accouiit and iiiade nvailable lor allocatioii to participants as the I3OP loan is repaid Such 
allocations are used to partially meet coiiiiiioii stock iiecds related lo niatcliiiig and iiiceiitive coiitiibutioiis aiidior reiiivesled divideiids All or a portion of tlic 
divideiids paid on ESOP suspense sliares and oii ESOP sliares allocated to pai ticipaiits tnay be used to repay ESOP acquisirioii loaiis l>ividends that are used 
to iepay such loans, paid directly to pailicipaiits or reinvested by participants, are deductible for income tax purposes 

Tliere were 2 3 iiiillioii and 2 9 inillioii ESOP suspeiise sliares at Ikceiiiber 31. 2006 aiid 2005. icspectivcl~. w i l h  a lair valiic of $1 12 inillion and $126 
v v ESOP sliarcs allocated Lo a h i  participants tolaled I0 9 nitllioii arid 11 4 iiiillioii at Uecciiibci 31. 2006 2nd 2005, respectively Our 

iiiatcliiiig and incciitive god coinpcnmtioii cost under the 401(L) i s  dctcrniiiicd based o n  iiiatcliirig perccntoges w d  iiicciitivc god ottaiiiiiieiit as defined in tlie 
plan Such compenwtioii cost i s  allocated to participants‘ awouiits i i i  the fonii of Pi ogres5 Eiiei g) cniiiiiioii stock, with tlic numbci of sliares dctei iniiied by 
dividiiig compensation cost by the common stock iiiarLct value :it tlie t ime of allocalion We currently meet coiiiiiioii stocl, h r c  need\ with open market 
purchases, \vitli shares released from tlic ESOP suspense a~couiit :iiid witli  nc\vly issued shares Cosls for inceiitivc goal coinpeiis:itioii aic accnied dunng the 
fiscal year and typically paid i i i  shales iii tlie lhllowiiig yew. wliile co% lor llie iiiatcliiiig coiiipoiient ate tvpically m e t  with sliarcr in tlie saiiie year incurred 
Matching and incentive costs. wlirch weie met :ind w i l l  be iiiet ivilli +~ies released Ironi tlic surpciisc accoiiii~. totaled appio\riiiatcIy $14 millioii, $ I  8 iiiillion 

aiid $21 millioii for the years ended December 31, 2006, 2005 and 2004 respectively Total inalchiiig and iiicentive costs wcie approuiiiately $23 million, 
$10 nirllioii and $32 riiillioii for the \’cars: ended Dcccniba 31. 2006. 2005 and 2004. icspcctively We have a long-ICIIII iiolc tcceiv:~ble f r o i n  the 40l(k) 
1 nistee related to the purcliose of coninion stock froin ns i i i  1989 The balaiice oftl ie note receivable l i o i i i  tlic 401(h) Tiustee is  iiicluded in tlie delei~iitnatioii 

of uncariied ESOP coiiiiiioii stock, which reduces c~iniiion stocl, equity ESOP sliares that have riot bceii committed lo be released to paiiicipniits’ accounts 
ore not considered outstandiiig for llie detemiinatioii 01 eoniings per coiiiiiioii h r c  Iiitcre%t iiicoiiie oii the iiole receivable and divideiids on tinallocated 
ESOP sliares arc not rccogiiized for financial statciiicnt purposes 

-______ &- 

PEC’s matching and incentivc costs, wliicli were iiiet and will be nict with sliares released f io i i i  [lie siispcrisc occotirit. totaled apprnxiiiiately $8 inillinn. $1 1 
niillioii and $12 inillioii for tlic years ended Deceiiiber 31, 2006. 2005 and 2004, respectively Total iiiatcliiiig and incentive costs were approsiinakly $1 3 
inillion, $17 niillion and $18 niillioii for the years ended Decciiibet 31. 2006. 2005 and 2004. respectively 

PEF’s matching and incentive costs, whicli were met and will be met with sliares released lioiii the suspense account, totaled oppi oxiiiiately $2 iiiillioii. $4 
inillion aiid $5 million for the years ended December 3 I ,  2006. 2005 and 2004. iespectivclv Total nialcliiiig and iiiceiilivc cosls were appiosiiiiately $4 
inillion. $G inillion aiid $7 million foi tlic )’cars ended Decciii1)er 31. 2006. 2005 aiid 2004. icspcctii~clv 



I’ursuant to our 1907 Equity Incentive Plan a i d  2002 Iiquity Incentive Plan. aiiiciided and restated as 01 lulv 10. 2002. wc iiiay grant options to purchase 
sliarcs of Progress Energy coiiiiiioii stock to directors. officers and eligible employees fot up to 5 niillioii and 15 iiiillioii sliares. respectively Gemally,  
options granted lo eiiiployecs vest one-third per veal with 100 percent vesting at the end of year three. while options granted to directors vest 100 percent at 
the end of one year Tlie options expire 10 yeais fiom llic date of grant All option grants have an cscrcise piicc equal to the fair niarket value ofour coninion 
stock on the grant date We curtailed our stock option prograni i n  2004 mid replaced that conipensation program with otlier programs Aii iiiiniaterial number 
of stock options werc granted in 2004 and no stock options have been pianted in 2005 or 2006 We issue iicw slioies o l  coiiiiiioii stock to satisfy the exercise 
ol  previously issued stock options 

I’tosress Enerey 

A suniniaiy of the status of 0111 stock options at  Dcccmbei 31, 2006. and changes during tlie yeat rlieii ended. is picseiited below: 

Tlie options outstanding and exercisable at Dcccmber 31, 2006, had a weighted-average reniaiiiing coiitractual life of 5 8 \‘cars and an aggrcgate intrinsic 
value of $22 million. Total intrinsic value of options exercised during the year ended Deceinbcr 31. 2006. was $10 inillion Total iiitriiisic value of options 
exercised during tlie year ended Deceniber 31, 2005, was less than $I  million The told iiifriiisic value of options exercised during the year ended December 
31. 2004, 1v3s $1 million 

Conipensatioti cost. for pro foiiiia purposes piior to the adoption of SFAS No 123R and for expense pillposes subscqiieiit to  lie adoption. is nieasurcd at the 
grant date based on the fair va l~ ic  oftlie award and is recognized over the vesting peiiod The fait value for these oplions {vas estimated at the grant date using 
a Black-Sclioles option pricing model with the following weighted-average assumptions: 

2004 

I1 2% 
Dividend yield 5 19% 

20.30”/0 
Wcielited-avcraee esxc tcd  life of tlic options ( in  years) I O  

Dividend yield and the volatility factor were calculated using three yeais of Iiistcirical tlend inlbmiation The expected lenn \vas based on the contractual life 
of the options 

Stock option espense totaling $2 million was recognized in income during tlie yea1 ended Deceiiiber 3 1 .  2006. with a recognized tax benefit o i  $1 iiiillion No 
cotiipensalion cost related lo stock options was capitalized during the year Stock optioii expense totaling $3 niillion was recognized i n  income during the war 
ended December 31, 2005, with a recognized tax beliefit of $1 million No  compensation cost related to stock options \vas capitalized during tlie year 
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As previously indicated, we did not record stock oplioii expense prior to the adoption of SFAS No 123R :is ol .luly I .  2005 I'lie idlowing table illustntes llle 

effect nii our net iiiconie and eaniings per share if the lair value nietliod l i d  beeii applied to a11 outstanding and nonvested awai-ds iii c:icIi period: 

2005 2004 ( i n  millions except per share dab)  

N 
Deduct: Total stock option expense detemiined undet fair value nietliod lor all awards, 

net nf rttlnfed fnx PWPC~S 2 10 - ~~ .._.I 

I'ni t'onna net i ~ ~ c u ~ r t c  S 695 S 149 

Earnings per sliaie 
.I3 

9 
2 

281 308  . . ~  lhluted - pro rornia 

As of December 3 I .  2006, a11 options were fully vested and no compelisation expense related to stock options is expected i n  fiitiire periods 

-- 1 0  llu: ur.lrl,m---___ 
2005 mid 2004 Tlic actual tax benefit for tax deductioiis lioiii stock option exercise~ lor the year ended December ? l ,  2006, wa\ $4 i i i i l l i o n  I lie actual tux 
benefit for tax deductions from stock option exercises lor the year5 ended December 31, 2005 and 2004 was not significant 

Stock option ex~iense totaling $1 million was recognized in  income during the year ended December 31 ,  2006. with a recognized 13s bcnclit of less tlian $1 

million No compeiisation cost related to stock options was capitalized dttiiiig tlie yew As of December 31, 2006. a11 optioiis ale fullv vested and no 
cornpensation expense ielated to stock options is expected in  f i r t ~ t r r :  periods 

Stock option expense totaling $1 million was recognized i n  income during the year ended Deceniber 31, 2005, with a recognized tax betielit of less tltati $1 
inillion. No  conipeiisation cost related to stock options was capitalized during the year 

As previously indicated, we did iiot record stock oplioii expeiise prior to tlie adoption of SFAS No 123R as of .July I ,  2005 Tlie Idlowing table illustrates tlte 
effect 011 our net income iftltc fair value method Iiad becn applied to all outstandiiig and nonvested awards i n  each period: 

(iii millions) 2005 200.1 

Deduct: Total stock option esperise de~ei-mined ~mder fair val tie method for a l l  awards. 
net of related tax clKects 2 I 

Stock option expense totaling less ihan $1 million was recognized in inconie during the year ended December 31. 2006. wit11 a recognized i u s  lienelit o i  less 
h n  $ 1  ntilliori No conipensatioii cos? related to stock options was capitalized during the year As of Deccmber 31, 2006.. all options :ire lul ly  vested and no 
conipensation expense related to stock options is expected in future periods 

Stock option expetise totaling $1 million \\'as recognized i n  iiicoine during the year ended Deceniber 31, 2005. with a recognized tax beitelit ol less tliaii $1 
riiillioii No conipensation cost related to stock options was capitalized duriiig the year 
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As previously indicated. we did not record stocl; option expense prior to tlie adoption of SFAS No 123R as of.luly I ,  2005 Tlie folloiviiig table illustrates tlic 
effect oii our net iricoine i l  tlie fair value iiietliod had been applied to all ouistandiiig and iionvested awards in cadi period: 

(in ti1 i l  I intic) 2005 2004 

Deduct Total stock option espense deteniiiiied under fair value iiietliod lor all awards. net of related tax elfects I 2  

1% 

We have additional compensation plans for oiir ollicers aiid key employees that are stock-based in  wliole or in  part 1 lie two priniaiy active stocl;-based 
compensation progmnis are tlie Pcrlorninnce Share Sub-Plan (PSSP) and tlie Restiicted Stock Awards (RSA) progiaiii, both of wliicli were established 
puisuant to otii I 9 9 7  Equity Incentive I’lon arid rvela corilinited under our 2002 Equity Iticeritive Plan. as onieiided nod restated TIUIII time lo time 

We granted cash-settled PSSP awards pr~or  to 2005 Beg~nniiig iii 2005, we are granting stock-settled PSSP awards Under the teiiiis 01 tlic cash-settled PSSP, 
our officers and key eniployees are gi:inted :I target number 01 perfoniiance shares 011 a11 annual basis tlrnt vest over a tliree-yeal coiisecut~ve penod Each 

-- --. and climiws with. tlie vdue ol a share oi Piogress Eiiergy coiiiiiioii stock and dividend equivdcnts are accrued 
on. and reinvested iii, the pedoi niaiice share\ The PSSP h a ~  two equally welghted perfoimaiice iiieasures, both of wliich aie based on ow results as compared 
to a peer group 01 utilities The oiitcoiiie of tlie perfonnance nieasiires can result i n  a11 iiicrease or decrease Iroiii llie target number ot perlbrma~ice sliareb 
granted Conipeiisation expeiise IS recognized over the vesting pei~od based 011 the estiinated fair value of the arvaid. whicli 1s penodrcally updated based 011 

expected iiltimate cash payout, and I S  reduced by estimated forfeituies ilie stock-setlled PSSP IS siiiiilar to the cadi-settled PSSP. except tliat we dislribute 
coninion stock sliares to participants eqtirvuleiit to tlie number of perlbniiance shares that ultiiiiately vest Also, tlie r n ~ r  value 01 tlie stock-settled award 15 

generally estoblislied at the grant date based on the 1a1i value ot coiniiion stock oii that date, w ~ t h  eeitnin \ubseqt~ent ad]ustments ielnted to 0111 iesults as 
conipared io the peer group ol utilities PSSP cash-setlled liabilities totaling $4 iiiillio~i, $5 niill~on and $7 iiiillioii were paid in the years ended L>ecember 31, 
2006, 2005 and 2004. respectively A stmtmary of tlie status of tlie target pcifomiance sliarcs under the riocl,-scltlcd PSSP plan at L~ecembcr 31, 2006. and 
cliangcs duiing the year tlicn ended is presented below 

Nunibcr of Stock-Settled Peifomiance Shares (‘) Weighted-Average Graiit Date Fair Value 

Granted 44 27 

Ending balance 1,044.583 $ 44 26 

(a)Ai~iounts reflect target sliares to be issued Tlie final number of sliares issued will be dependent upon tlie oittcoiiie of 
LIie perforiiiaiicc iiieastires 

discussed above 

For tlie year ended December 31. 2005. tlie weighted-avenge grant date fair value o l  stock-settled perfoniiance shares granted was $44 24 

Tlic RSA progtaii allows tis to grant sliaics 01 restricted co~iinion siocl; to our officeis and key employees The r c h c t e d  sliares generally vest 011 a graded 
vesting schedule liver :i miniinuiii ui tlirec years Cornpensatinn expense, ivliicl~ is based 011 the fair value of c o n ~ ~ n o n  stock at the grant date. is rccopized 
ovei the applicable vesting period, 
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with corresponding increases i n  coninion stock equity Restricted sliares are not included as sliares outstanding i n  the basic eaniings per sliare calculation until 
the sliares arc 110 longer I'orl'eitable A s in i i i i i a~~  o i  tlie status of the nonvested restricted stock sliares at December 31 .  2006. a id  clianges during tlie year tlieii 

ended. is piesented below: 

Nunibei 01 

Restricted Shai es Weighted-Average Grant Date Far Value 

B 88,308 $ 

Granted 168.800 44 51 
(102.826) 41.87 

Foi felted (50.034) 43 68 

For the years ended Decenibcr 31, 2005 and 2001. tlie weiglited-average giant dale lair value of restricied stock granted was $42 56 and $46 95, respectively 

The total t a r  valiie of restricted stock vebtcd during tlic years ended December 31, 2006, 2005 and 2004 was $4 million, $7 milliori and 616 million. 
iespectively Cash expended to purchase sliareg for tlic restncted stock prograin totaled $8 iiiillion, $8 iiiillioii and $7 million during tlie years ended 
nnrclllhcl 31 7 ~ w e l \ l .  -I___ 

Our Consolidated Stateinents ol  Income included total recognized expense for d e r  siock-based conipensatioii plans of $25 inillion fbr the year ended 
December 31. 2006. with 3 recognized tax benefit of $10 million The total expense recognized on oiir Consolidated Stateinents of Inconie for oilier stock- 
based conipensatioii plans was $10 million, witli a recognized tax benefit of $4 million for each oC the years ended December 31. 2005 and 2004 No 
compensation cost related to otlier stock-based compensation plans was capitalized 

At December 31, 2006, there was $37 million of total unrecognized compensation cost related to tionvested otlier stock-hsed compensation plan awards, 
wliicli 15 expected to bc recognized over a weiglited-average period of 2 I vcai? 

Our Consolidated Statements oi Income included total recognized expense lor other stock-based compensation plans of $14 million for the year ended 
Deceniber 31. 2006, with a recognized tax benelit of $6 million The total expense recognized on oiir Consolidated Statements of Income for other stock- 
based conipensatioii plans was $7 million, with a recognized tax benefit of $3 million. for each of tlie years ended December 31.  2005 and 2001 No 
compensation cost related to other stock-based compensation plans was capitalized 

Oui Statcincnts 01' Inconic included total recognized expense for otlier stock-based compensation plans of $7 million for tlie year ended Decenibcr 3 I ,  2006, 
witli a recognized tax bciiefit o l$3  million The totai espcrisc recognized on our Statciiients of Iiiconie for otlier stock-based compciisation plans was $3 
iiiillioii for tlic year ended December .31, 2005, wit11 a iecogiiized tax benefit of $ I  million 'The total expense recognized oii our Statements of Income for 
otlier stock-based conipensatioii plans \vas 52 niillion for the year ended December 31. 2004, with 3 recognized tax benefit of $1 niillion No compensation 
cost related to other stock-based compensation plans \vas capitalized 

C Earnings Per Common Share 

Basic earnings per coninion sliaic are based on tlie weighted-average iiiinibcr of coninion shares outstanding Diluted eaniings per sliare incltide the effect o i  
tlie noiivested portion of restiicted stock awards and tlie effect of stock options outstanding 
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A reconciliation of the weighted-a\~einge ntiiiibei 01 coninion sliares out~tandiiig for the years ended December 31 foi basic and dilutive piirpo.;cs follo~vs 

( I l l  mllllons) 2006 2005 2004 

Wcighted 250 

There were 110 adjusttiieiits to net income or to inconie fmni contin~ing operations between the calculations of basic and rt~lly diluted enriti~lgs per coninion 
slime ESOP sliares that have not been coinmitkd to be released to porticipaiils’ acco11111s are not considered outstanding for the determination of earnings per 
coiiinion sliare The wciglited-average sliares totaled 2 4 million. 3 0 niillion and 3 6 inillion for the yeais ended December 31. 2006, 2005 and 20011, 
respectively There were 1 8 tiiillion. 2 9 nlilliori and 3.0 inillion stock options outstanding a! December 31. 2006, 2005 oiid 2004. respectively, which were 
not included i n  !he weigli!ed-avernge numbei olshaies for coniputiiig the ful ly  diluted earnings per slinie because they wcrc nntidilutive 

D Accunidated Other Coniprel~ciisive Loss 

Components of accumolated oilier co~iip~eliens~ve loss. net of tax, at December 3 I were :IS follows 

Fioerc\\ F.iierey FEC PEF 
(111 Inllllons) 2006 2005 2006 2005 2006 2005 

OUier 4 1 4 2 

T (104 



Case No 2011-124 
Staff-DR-01-00 i att:ichnient 
( P r o g x s  Eiier,m;) 
I’iige 181 of 4fA 

I 1  PRI~FERRED Sl OCK 01; SUBSIDIARIES -NOT SUUIEC r 7 0 MANDAI ORY I?EIXMI’I ION 

AI1 01 our preferred stock was issued by our subsidiaries and was not subject to illaildatoiy iedcillpfioil AI Deceniber .31, 2006 and 2005. preferred slock 
outstanding coiisisted of the followiiig: 

Sllnre.; 
(dollars 111 iiiillions, except sliare and per share data) Autlioi ized Outstanding Redemption Price 1 old 

C 

Tola1 preferred stock ot subsidinries % 93 



12 IlEI3'l' AND CIIEDlT FAClLll~IES 

A Ilcbt and Credit Facilities 

At Deceniki 31 0111' long-terni debt consisted of the I'ullowiiig (niati i i i t ics and weighted-average interest iatcs at Decciiibcr 31, 2006): 

f in mill ions) 2006 2005 

Current poltioii of long-tenii debt (404) 

2,468 2.554 

Debt to affiliaied triist iiia1iiriiie 2039 7 1 0 0 0  309 709 

1 n l l P - l e n l l  dchl l1Ct 271 27 0 c ~ ..- - ~ 
... .. 

Proercss Capiial Iloldincs. Iiic. 

PI ogress I. i i e i  gv coiisolidnted loiig-tcnn debt. net S 8,835 $ 10.44 6 

At I>cccnibcr 31. 2005 w e  classified $397 million. related to tlie rctircincnl olS800 riiillion i n  Progiess Erlergp. Inc 6 75% Senioi Notes on March I .  2006. 
as lung-tciiii debt S e t h i e i i t  of this obligation \\,as not expected to requiie lllc iise of worling capital iii 2006 as we had tlie illtent and abi l ih  to Icliiiaiice this 
debt on a loi~g-lcriii Ibnsis 

0 1 1  .Jaiiualv 12. 2006. l'rogress Energy issiled $300 ~nillioli of 5 6254; Senior Notes due 2016 and $100 inillion of Series A Floating Rate Seiiior Notes due 
2010. rccci\:iiig lie1 proceeds oi S397 inillioii These senior iiotes are uiisecured Interest oii the Floaiiiig Rate Senior Notes is based o n  1hree-inonlli London 
Iiiler I h k  Offeiiiig I?ale 
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(LI130R)  plus 45 basis points and resets quarterly We used the net proceeds Iron1 tlie sale of tlicse senior notes and a coinbination oi  available cash and 
coiiiiiiercial paper proceeds to retire the S800 niillion aggiegate piiiicipal aniount 01 our 6 759h Senior Notes on March I .  2006 Pending the application oi  the 
proceeds descii bed above. we iiivestcd tlic iiet procccds in sliort-lei 111, interest-bearing, in\iestiiieiit-gradc securities 

On Noveniber 27, 2006, Progress Energy iedeeined the eiitiie outstanding $350 million principal amount 01 its 6 05% Senior Notes due April 15, 2007, and 
tlic entiic witstanding $400 niillion principal amount ol i ts  5 8546 Senior Noics duc Ociober 30, 2008. at a make-wliolc rcdcniptioii pricc Tlic 6 05% Senior 
Notes \VCIC ncquircd at 100 274 pcrceiit of par. or appinriniately S.351 million plus accrued intcrcst. and tlie 5 85'36 Senior Notes wcrc acquircd at 101 610 
percent oi pal. oi appiosinialely $406 niillion. plus acciued intercst The icdcliiptions were funded with available cash on liand and 110 additional debt was 
inciirrcd in  connection with the redeniptions On Dcccinbcr 6, 2006, Progress Emrgy rcpurchased. pursuant to a tcndcr oller, $550 million, or 53 0 pcrcenl. of 
tlic outstanding aggregate priiicipol amount of its 7 104b Senior Notes due M:ircli 1,  201 1 ;  at 108 361 percent o l  par, or $596 inillion. plus accrued interest 
l'lie redeiiiption \vas iunded with available cash on Iiand and 110 additional debt \vas incurred i n  connection with the redeiiiption See Note 20 for a discussion 
a i  losses 011 debt redemptioiis 

At Dcccniber 31. 2006 and 2005. we had coniniitted lines of cicdit used to support our comniercid paper borrowings At December 31: 2006 and 2005, we 
had no outs~aiidirig borrowiiigs under our credit I'acilities We aie required lo pay tiiiiiiinal n11n11a1 coiiiniitnieiit I'ees lo iiiaiiilaiii o u r  credit hcilities 

~ - -  ~ ~ i n i n 1 : t n z e . i  OUI rc\~olviiio cicdit aerccmciits (RCAs) and available capac~ty at Dccc~iibci 31, 2006.- 

(Ill Illllllons) Description rota1 Outstanding Rcserved[a) Available 

P 
1' 

(a) To tlie extent amounts are rcseived ibi coiiiiiiercinl paper or letteis oi credit outstaliding. tliep are not available lor additional lmrrowings At December 31. 
2006, Progress Eiicrgy. Inc l i d  a total aiiioriiit of $60 million of letters of crcdit issued. wliicli \vat supported by the RCA 

I n  additioii to tlie coiiiiiiitted IZCAs at Deceiiibei 31. 2005. we had aii $800 niillioii 364-day credit agreement. which was restricted Cor tlic rctireuienl ol$800 
iiiillioii 01 6 75"n Sciiior Notes due Maicli 1, 2006 On March 1. 2006, Progress Energy. Inc retired %800 inillion of its 6 7596 Senior Notes, thus effectively 
tciiiiinatiiig tlic 364-day credit a= ~rcelllcnt 

On May 3 .  2006, Progicss Energy icsti-uctuied its csisting $ I  .l .3 billion five-year RCA with a syndication of financial institutions Tlic new RCA replaced an 
existing 61 13 Iiillion live-year hciliiy, which was tenninntcd ctfeciive May 3, 2006 The new RCA will continue to be used to provide liquidity support for 
Progress Eiierpy's issu:inces o i  coniuicrci:iI paper and  other short-term obligations Tlie new RCA no longer incl tides a n1atcri:il adverse clinnge representation 
foi bomiwiiigs or 3 finaiici:ii covenant ior iiitcrest coverage Fees and interest rates under the iiew RCA will continue to be detemiined based upon the credit 
rating of PI-ogiess 1Ziiergv.s long-term uiisecured senior noncredit-enlianced debt. cuimitly rated as Baa2 by Moody's Investors Service, Inc (Moody's) and 
BBB- by SClP 

On May 3. 2006. PE,C's live-year $450 niillion RCA was amended to take advantage o i  lavorable niarl;et conditions and reduce the pricing associated with 
the Fxility Fees and iiiterest rates under tlie RCA will continue to be detertniiied based tlpoii the credit rating of PEC's long-tenii unsecured senior noncredit- 
cniianccd debt, cuirciitl\ rated as Baal by Moods's and BBB- by S W  

On May 3.  2006. PEF's fivc-\wr $450 iiiillioii RCA \vas anicnded to takc advaiitagc of h o r a b l c  market conditions and iediicc the piicing associated with 
tlic lacility Fees and iiitercsl rates under the IZCA will continue to be 
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deteiniined based iipoii llic credit rating of 1’EF‘s long-tcnii unsccured scnior nonci~dit-eiiliaitced deb t  cunenlly rated as A3 bv Moody‘s and 13BB- by SRtP. 

We had iio coniiiiercial paper outstanding or other short-teiiii debt at Deceniber 31, 2006 The following table suiiiiiiarizes our outslanding coiiiniercial paper 
and oilier short-term debt and related weiglited-average interest rates at December 3 I ,  2005: 

( i l l  Illilllons) 

PEC 
PEF 4 75% 102 

The following table presents tlie aggregate ~iiatuiities of long-term debt at December 31, 2006: 

(111 Irlllllons) Progiess Energy Consolidated PEC PEF 

200 
200 

I3 Covetiants and Dclault Provisions 

Progress Energy. Iiic ‘s, PEC‘s uid PEF’s ciedit lines contain various leriiis and conditions that could alfect the ability to borrow under these facilities All of 
the credit Iacilities include a deliiicd niasimuni total debt to total capital ratio (leverage) At December 31. 2006. the inasimuni aiid calculated ratios for the 
Piogress Registrants. piirsuaiit to the ternis oi tlie agreements. tvere 3s l‘ollows: 

Cnmnnnv Masimuni Ratio Actual Ratio(”) 

(a) iiidcbtcdiicss as defiiicd bv the bank agicctnents includes ccitain lcttcrs of credit and gtlaraiitecs that are not recorded oii the Consolidated Balaitce Sheets 

Each of these credit agrccniciits conlaitis cross-default provisioits for dclaults of indebtedness i i i  excess oC the following tliresholds: $50 million for Progress 
Energy. Inc and $35 millioii each for PEC and PEF Under these provisions, i f  the applicable borrower or certain s~~bsidiaries of the borrower fail to pay 
xzarioiis debt obligntioiis in csccss oi heir respective cross-default tliresliold, the lenders could accelerate p ~ n i e i i t  o i  any outstanding bon-owing and terminate 
their commitmen(s to the ciedit hcilitv Progress E.iieigy, Inc ‘s cross-deiault provision applies only lo Progress E.iiergy, Inc aiid its significant subsidiaiies, 
as defined i n  the credit agrceiiienl. ( i  e . PIX, Floiida Piogress Coipoiatioii (Flolida Progress), PIT3~. Progicss Capital Holdings, Iiic. and PW) PEC‘s and 
PEF’s cross-delaiill pro\’isiotis apply oiilv to defaults of iiidebtedriess bv PEC and its subsidiaries and PE,F. ~espectively, not each other o r  other afftljates of 
I’EC aiid PEI; 
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Additionally. certain oi I’rogicss Eneigy. Inc ’ s  long-tenii debt indentures contain cross-default provisions for defaults of indebtedness i n  excess of amounts 
ranging Ironi 625 inillion to 650 ini l l ion:  tliese provisions apply only io otlier obliptioiis o r  Piogress Eneigy. Inc.. priinarily coniiiiercial paper issued by tlie 
I’aren~ no1 its .sirbsidiarics 111 the event that tliese iiidenture cross-delault pi ovisions 31 e triggered, tlie debt Iioldeis could accelerate payment of approxiniately 
$2 6 billion iii  long-term debt Certain agreements underlying our indebtedness also lii i i i t  our ability to incur additional liens or engage in  certain types o i  sale 
and leaseback transactions 

Neither Progress Energy. Inc ‘s hrticlcs 01 Incorporation nor any of its debt ob1ig:itions contain any restrictions on tlie pynienl of dividends. so long as no 
sliares of prefcrrecl stock arc oiitstanding At December 31, 2006. Progress Energy, Inc Iiad no sIi:iies of prcferred stock outstanding 

Certain docunieiits iestiict the paynieiit o l  dividends by Progress Energy. Inc ‘ s  subsidiaries as outlined below 

I’EC’s nioitpage indenture pio\rdes 11i:it. a5 long as any first inoilgage bond5 ale outstanding. cash dividends and distributions on its cointiion stock and 
----md& coliinion stock aic restricted to arwcgate iict inconic available f a  PEC snicc Dccenibei 31. 1948. plus $3 inillion. less tlie amount of all 

preferred stock dividends and distnbutions. and all coninion stock puicliases. siiicc Dcceiiibci 31. 19-18 At Deceniber 31, 2006, nonc of PEC’s cash dividends 
oi distrrbutioiis on coninion stock i v a ~  ie\trictcd 

111 xldjtjoii, PEC’s Articles o i  Incorporation provide t1i:it so loug :is any shares o i  prefcrred stock are outstandiiig. the :iggrcgate nnioiiiit of cash dividends or 
distributions on coninion stock since L>ccenibcr .3 1. 1945. including the aniotnil tlien pioposed to be expended, sIia11 be liiiiited to 75 percent of the aggregate 
net inconic available for coninion stock if coninion stock equity falls below 25 percent oi total capitalization. and to 50 percent if co~iinion stock equity falls 
below 20 percent PEC’s Articles of Incorporation also provide ilia1 cash dividends on coninitxi stock shall be limited to 75 percent of current year’s net 
income available l’or dividends i l  coninion stock equitjt falls below 25 pelcent of total capitalization. a i d  to 50 perceiit if cointiion stock equity fills below 20 
percent At Deceniber 3 I ,  2006. PEC’s coninion stock equity \\,as appro’iinialely 49 0 perccii! oltotal capitalization At Deceiiibei. 31, 2006, none of PEC’s 
cash dividends or distributions on coninion stock was restricted 

1’EF’s mortgagc indenture provides c1iat as long as any first niortgagc bonds ai-c outstanding. i l  will not pay any cash dividends upon its coninion stock, ot 

make any otlier distribution to the stockholders. except a paynienl or distribution out 01’ iiel income of PFF subsequent to Dcceinber 31. 1943 At December 
31. 2006. none of PEF‘s cash dividends or distributions on coninion stock was restricted 

I n  addition, PEF’s Articles of Incorporation provide that so long as any shares of prefeien ed stocli ale outstanding, no cash dividends or distributions on 
coninion stock shall be paid. i T  tlie aggiegate amount tliereoi since Apt i l  30, 1944. including the aiiiotnit then proposed to be expended, plus all otlier charges 
to retained earnings since Apiil 30. 1944. exceeds a11 ciedits to retained earnings since April 30, 1944. plus a11 aniounts credited to capital surplus after April 
.30. 1944, arising fi-oni tlie donation to PEF of cash 01 securities or transfers oi anioinits froin retained eaniiiigs to capital surplus PEF’s Articles of 
Incorporation also provide tliat cadi dividends oii coninion stock sliall be liiiiited to 75 pelcent ol cui rent year’s net inconic available for dividends if coniinoii 
stock equity fnlls below 25 percent of total capitalization, and to 50 percent il coniiiioii stock equity lalls below 20 percent On December 31, 2006, PEF’s 
common stock equity ppiosiniakl~~ 5 1  8 peiccnt of total capitalizalion At Dcccniki 31. 2006. none oI PEF‘s cash dividends or distributions on 
coninion stock was restrictcd 

I 6? 



C Collaternlized 0blig:itioiis 

PEC’s and PEF’s list moitgoge bonds are collatcialized by theii respective iiiortgage iiideiitures Each niortgage constitutes a first lien on substantially a11 of 
tlie fixed properties of the respective coiiipaiiy. subject to cci-taiii peniiitted encumbrances aiid exceptions Each mortgage also constitutes a lie11 on 
subseqiiently acquired property At December 31, 2006, I’EC arid 1’EF 113d a total ofS2 869 billion and $1 871 billion, respectively. of lirst mortgage bonds 
outstnnding. including those related to pollution control obligations liacli nioiigagc ollo\vs the issiiancc of additional mortgage bonds upon the satislaction o l  

certain conditions 

D Guarantees 01 Subsidiary 1)ebt 

See Note I8 on related party transactions for a discussion of obligations guaranteed o r  secured by afliliates 

E I-Icdging Activities 

We me interest rate derivatives to adjilst the lived and vartable rate coniponents 01 our debt pc~tfolio and to Iicdge cash tlow risk related to commercial paper 
and fixed-rate debt to be issued in the tiitwe See Note I7 for a discussion of risk iiinnngeiiieiil activit ies and derivative tiansactiom 

13  INVESTMENTS AND FAIR VALUE OF FMANCIAI, INS1 RUMEN1 S 
--.---.--I___ ~ .__--_____-_I_____ ---__-____ 

A Investincnts 

At December 31, 2006 and 2005, we liad iiivestiiierits in  various debt and equity securities. cost investments. coiiipaiiy-owned life insitraiice and inveslmenls 
held in trust funds as follows: 

(in millions) 2006 2005 2006 2005 2006 2005 

1,287 
6 I 6 1 

21 

cost iiiveslmentdc) 8 13 2 1 

161 153 99 91 39 39 

Total s, 1,636 3 1.601 $ 905 $ 951 S 592 S 533 

(a) Cei-taiii invesinieiits in equity securities that liave readily delerininable ma1 ltet values. and Tor which we do no1 liave control. are accounted for 3s available- 
for-sale securities at fair valoe in  accordance with SFAS No 115 (See Note 1 )  lliese investments are included i n  niiscellaiieous other property and 
investments in the Consolidated Balance Sheets 

0-1) Inves~iients in unconsolidated conipanies arc included i n  the Consolidated Uolnnce Sheets i n  misccll:uieous other property and investments using the 
equity inelhod of accoiriitiiig (See Note I )  Tliese iiive~tiiieiit~ arc piimaiils in limited liability corporations and liniited partnerships, and the earnings from 
these investments are recorded on a pre-tax basis (See Note 20) 

(c) Investments stated piiiicipally at cost aie included in  niisccllaiicous other propcrtv and invcsinients i n  llic Consolidated Balancc Slicets 
(4 Iiivestiiients i n  coinpaq~-owiicd Me iiis~traiicc and otl~ci. bciiclit plan assets arc included in  iiiiscella~icoirs otlier property a11d iiivcsttnerits i n  tlie 

Consolidated Dalance Sheets aiid approximate h i r  value due to the sliotl niatiiiity of the instruments 
(e) We actively invest available cash balances in vaiioits financial insliiiiiients. siicli as tax-exempt debt securities that liave stated iiiaturities oi 20 years or 

more Tliese instruments piovide for a high degiee ot liquidity tliioiigli arrangements with baiifs that provide dail>j arid wceldy liquidity and 7-, 28- and 
35-day auctions that allow for the iedcinption of the iiivestriiciit at its face aiiioiiiit plus eariicd iiicoiiic As we iiitctid to sell tlicsc instruments 



within one year or less, geiicrally within 30 days. froin the hlancc sheet date. tlic!; arc classiiicd :IS short-term invcstinents 

13 Fair Value oi Financial liistiuments 

Proaress Eiierzy 

DEBT 

The caiiyiiig anioiint olour long-term debt, including c~irreiit niatiiiities, was $9 I59 billion and $10 959 billion at llcceiiiber 3 1 ,  2006 and 2005. respectively 
The estimated fair value of th is debt. as obtaiiied froiii quoted iilarltet prices h i  the same o r  sinrilar issues. was $9 543 billion and $ 1  1 491 billion at 
December 31, 2006 and 2005, respectively 

Certain invesbiients in  debt and equity secrinties that have readily determinable inarliet valuer and fix \vlncli we do iiot have control. are accounted for a \  
available-for-sale secuntiea at lair value i n  accordance with SFAS No I 1  5 

~~ -_______ ~- ------_--I 

These investnieiits include investinents held in  tiiist funds. pursiiant to NRC requireinents. to fiiid certaiii costs of dccoininissioniiig nuclear plants ( S e e  Note 
5D). These nuclear decoiiimissioiiiilg trust funds are piiiiiarily invested i n  stocks, boilds and cash equivalents that arc classified vailable-ior-salc Nuclear 
decoiiiiiiissioiiiiig trust funds are presented oir the Coiisolidoted Balance Sheets at aniounts that appiuxiniate [air value Fair value i s  obtaiiied lion1 quoted 
market prices for the same or siil~ilar investinents In addition to the titiclear decoiiiiiiissioi~ing 11 list liiiids. we hold other debt and equity investments 
classified as available-for-sale in  iniscellaneoiis otlier ptopeity and investments on the Consolidated Balance Sheets at aniounts that approsiinate fair value 
Our available-ior-sale securities at December 31, 2006 and 2005 are suniinaiized below Net nuclcai decoiiiiiiissioniiig ti tis1 lund unrealized gains are 
included i n  regiilatory liabilities (See Note 7A) 

2006 
Estimated 

(in ~nillions) Book Viilue Uni caliml Gains Fair Value 

Debt seculitics 606 1.3 61 9 

Tntal s 1.053 s 337 $ 1.390 

Estimated 
Fair Valuc (in inillioiis) Book Value U ii real ized G a m  

06 S 257 $ 

neht seciirities 673 7 680 

Total s 1,097 $ 264 $ 1,361 

At December 31, 2006. the fair value of available-for-sale debt seciirities by contractual innturily was ( in  niillions): 

28 
Due aficr oiic tllrongh five years 1 I6 

Selected infoniiation about our sales of available-for-sale securities during tlie YCJ~S ended Dccembcr 31 IS presciitcd below Realized gains and losses wcrc 
deteriiiiiied on a specific identification basis 



(111 I l l l l l  lolls) 2006 2005 2004 

P ,547 3,755 ,200 
Realized gains 33 26 

The NRC iequires nuclear decoriiiiiissioniiig trusts to be iiiaiiaged byt tliiid-party iiivestiiiciit iiiaiiagers who have a nght to sell wxr ines  wtliotit our 
authorization Therefore, we consider av:iilable-foi-sale seeunties in our nuclear decommlssioiiiiig t i  ust Iuuds to be ~inpa~red 11 they a18 III a lor? pos~t~ori 
These impainnents along with unrealized gains are lncluded 111 0111 iegulatoiy llnbllities (See Note 7A) and have no earnlngs rillpact Soi i ie 01  our benefit 
investment trusts aie also inonaged by third-paity iiivestinent managers who have the nglit to sell .;ecunties wltliout our authcrimtion I osccs at December 31. 
2006 and 2005 lor iiivestrneiits i n  these trusts weie not material Other ~cciintics nie evaluated oil an Individual baris to deteniiine 11 a declme 111 fair value 
below the carrying value is oiliei-tlion-temporary (See Note ID) At December 71, 2006 aiid 2005 our otlicr r c c u ~ ~ t ~ c s  had no ~nvcstinents l i i  a continuous loss 
position for gicatei tlian 12 montlis 
PEC 

- ~----___--___-____I___. - --__ - ~ ---__________ ____ 
DEBT 

The carrying atiioutit of PEC's long-tenii debt, inc111ding ci i l l~nt  inatiirities. \vas $3 670 billion a ~ i d  $ 3  667 billion at December 31: 2006 and 2005, 
respectively The estimated fair value of this debt, as obtained from quoted marltct prices foi the same or similnr issues. was $ 3  732 billiou and $3 789 billion 
at December .31, 2006 aiid 2005, iespectively. 

Eh?eriial trust funds have been established to fluid certain costs of uuclcar decomnlissioniiig (Sce Note 5D) Tllcsc iiuclcar decoiiiiiiissioiiiiig t i w t  funds arc 
iiivestcd in stocks. bonds and cadi equivalcrrts and arc classified as available-for-sale. Ntrcleai- decotii~iii.ssioiiiii_~ 1) list funds are prcsciitcd on the PEC 
Consolidnied Balance Sheets at amounts that approxhate fair value Fair vduc  is obtaiiicd froin quoted niarltet prices lor the same or similar investments In 
addition IO the nuclear decoiiimissioiiing trust ftind, PEC holds other debt and equity iriveshieiits classilied :IS nvailable-for-sale i n  uriscellaneous other 
plopeiiy and iiivesliiients on the PFC Consolidated Balance Sheets at amounts that approximate fair value PE.C's available-for-sale securities at Deceiiibei 
31, 2006 aiid 2005 are suiiiniarized below. Net nuclear decommissioning tnist fiiiid uiirealized gains we included in  regulatoiy liabilities (See Note 7A) 

2006 
Estiiiiated 

(in millions) Book Value ilnreilited Gains Fair Value 

Debt securities 364 7 37 1 

Total 177 s 782 

Estimated 
( i l l  mllllons) Book Value Uiircal17cd Gains Fair Value 

141 6 
Debt seciinties 461 4 465 

Total 689 0 145 $ 834 
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At Dcccmher 31, 2006, the lair value o i  available-for-sole debt secuiitics by contractual maturity \vas ( i n  millions): 

Due aAer 10 years 197 

Selected infotination abolit PEC‘s sales o l  available-for-sale secuiitics during the y c a ~ s  ended Dcccinbcr 3 1 is presenlcd below Realized gains and losses 
WCTC dctcnnined on a specific identification basis 

( I l l  Illllllons) 2006 2005 2004 

Realized gains 21 1 3  24 

Available-for-s3le securities in  PEC’s nuclear dccoiiiiiiissioiiiiig tnist funds are impaired if they arc iii a loss position as described above Otlicr securities are 
evaluated on an individual basis to detennine if a decline in fair value below the carrying value is other-lliaii-teniporar). (See Note 1 D) At December 31, 2006 
and 2005 PEC‘s other sccuritics had no investments in  a continuous loss position for grcatcr tliaii 12 montlis. 

Tlic carrying amount of PEF’s long-term debt including current maturities, \vas $2 557 billion and $2 602 billion at Dccenikr 31, 2006 and 2005. 
respectively The cstiriiated fair value of this debt as obtained lion1 quoted market prices for the same or similar issues. was $2 567 aiid %2 635 billion at 

December 3 1. 2006 and 2005. respectively 

External trust funds have been establislied to fiirid certain cosls of iiuclcoi decoiiiniissioning (See Note 5D) Tlicse nuclear decoiiiniissioning lrust funds arc 
invested in stocks, bonds niid cash equivalents mid are classified as avnilable-for-sale Nuclear dccoiiimissioning trust fiinds ore presented oii tlic Balance 
Slicets at anioulits that approximate fair valuc Fair value is obtained from quoted markct priccs for the saiiic or siinilai invcstmeiits I’EF‘s available-for-salc 
sccuritics at Dcccinbcr 3 I .  2006 and 2005 arc sumiiiarized below Net nuclear decoiiimissioiiing trust fund uiircalized gaiiis aic included iii rcgulatory 
liabililics (See Note 7A) 

2006 
Esti111 atcd 

(in millions) Book Vdue Unrealizetl G:iins Fair Value 

50 
Debt srcu1itics 184 190 

Total s, 389 S, 160 s, 
2005 

5stimatcd 
(Ill lllllllons) Book Value Uiirealized Gains Fair Value 

Debt seclrntlcs 180 3 183 

Total s 373 $ 119 $ 492 
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At Decenikr 31, 2006. the fair value oiavailnblc-litr-sale debt scciirilies by conlractual mati~rily \vas (in millions): 

Selected infomiation about PEF’s salcs of available-for-salc scci~rities for the vcars cnded Dccember 3 1 is prescntcd bclo\v Realizcd gains and losscs were 
determined on a spccific idcntification basis 

( I l l  nlllllons) 2006 2005 2004 

Rcnlized gains 12 13 30 

__ 
Available-Cor-sale secuntics 111 PEF’s ni~clear deconini~ssioii~ng tnist funds are ~n~paired if  they are i n  3 109s position as described above Other securities are 
evalitaled on an rndivtdiml basis to detennine 11 a decline 111 la11 value below the carr j~ng value i s  otI~er-tha~~-lemporar)i (See Note ID) At December 31, 2006 
and 2005 PEF’s other sccuiitics had 110 ~i~vcntn~cnts i n  a loss pos~tion 
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I4 INCOMKIAXES 

We provide defei red inconic taxes for temporary dillkreiices Tliese occur wlien there are dift'erences between book and tax carlying niiiounts of assets aud 
liabilities Investinent tax credits related to regulated operations liave been deferred and are being amortized over the estinialed service life of the related 
piopei-ties 'To tlie exieiit that the estnblislinient of defeixd income taxes under SFAS No 109 is ditfeient liom die recovery of taxes by the Utilities tlirough 
the rateninking piocess, the dilkrences are deferied puisuant to SFAS N o  71 A regulatoiy asset or liability has been recognized for tlie impact of tax 
expenscs or benefits that are recovered or refunded i n  dilferenl periods by tlie Utilities pursuant to mte orders 

I'rotrcss Eneiev 

Accuniulated deferred inconie tax assets (liabilities) at l>eceniber 31 we~e:  

Total net deferred income tax (liabilities) assets S 32 



Tlie above amoiiiits were classified in  llie Coiisolidatcd Balance Sheets as f o l l o ~ s :  

2006 2005 

(2.50) (83) Noncui rent deferied iiicotiie tax Iiabililies, included i n  noiicuneiit iiicoine tas liabil i t ies 

At Dccember 31. 2006 and 2005. w e  had recorded $76 millioii a id  $1 15 niillion, respectively. related to probable tax liabilities associated \villi prior filings. 
excluding accrued interest and penalties, wliicli were incltlded i n  iioncurrent iiicoiiie tax liabilities 011 the Consolidated Balance Shccts 

At I)eccniber 31. 2006. tlie ledeial inco~ne 10s credit carry forward ~ncludcs $850 niilliori 01 nltemative miiiiniuin tax credits that do not expire and $1 million 
of general business credits that will expire during the period 2023 tlirougli 2025 

At Dccenikl 31, 2006. we Ilad gross state 1 x 1  operabng loss cairy forwards 01 $ I  I billion that wll expire dunng the penod 2009 tlrrougli 2026 

Valu:~t~on allowances liave been establ~slied due to the iinceitaiiit~~ 01 realizing certain lutiire state ta\: beiicfita We e~tablrsl~ed additiorial V ~ L I ~ I I O I I  allowarms 
01 $32 ni~llton duniig 2006 We belleve it  IS more lihcly tlian not that tlie results of fiittire operations will gcnerate sufficient tavabk I I I C O I I ~ ~  to allow for the 
uti117atioii 01 the remaining deCencd tax a\scts 

.__.___----_____ 
----- I- 

Wc establisli acci tiols for ce~tain tax contingencies wlien. despite our belief that our tax retuni positioris ore fully suppor icd, we believe that cerloiri positions 
may be chollciigcd niid that it is probable our positions niay not be Iully siislnined We are unde~ continuous exominatioii by tlic IRS oiid other tax authorities, 
and we account foi potential losses 01 t a ~  benefits in  occordonce wit11 SFAS No 5 At Deceiiiber 3 1, 2006 orid 2005, we had recorded $27 inillion and $60 
inillion, rcspectively. of lax coiitiiigciicy ~cscrvcs. excluding accrucd iiitercst and penaltics. which were included in taxes acclued on the Consolidated Bala~ice 
SlICCtS 

Consiilcritig a11 tax contingency resei-ves. we do not espcct the resolution of tliese iiratters to have a niaterial impact on our Eiriaricial position or results of 
opernlions The tax coiitingeiicy reserves relate priiiiarily to capitalization and basis issues 

Recoiiciliatioiis of 0111 ellectivc tiicoiiie tax mte to the statutory federal iiicoiiic 13s rate foi the years elided Deceiiiber 31 follow 

2006 2005 200J 
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Our ell’ectivc inconic iax rate is iavorably iinpactcd by federal tax credits resulting Iron1 synlllctic iucls pioductioii 

Income lax cxpcnsc (beiiclit) :ipplicablc to C O I I I ~ I I U ~ I I ~  operaiioris for illc ycors ended Decernbcr31 was coiilprised of: 

- state 

Val1 

‘i otal incoiiic tax e\pense (belielit) nppllcnble to cnnhilulng opcratlons excluded the P o l l o ~ ~ ~ g  

LCSS tho11 $1 iiiillioii of dclerrcd tax cupcii\c rclatcd to the cunlulativc cllect of cliaiiges iii accounting pnnctple recorded net of tax during 2005 Tllcrc  vas 
--- ---- ----_I\_I__________” 

110 ci11i1~1ativc ellcct ot cliange~ iii accountiiig pnnc~plc recorded during 2006 or 2001 

Taxes related to discontinlied otxraiions recorded net oi  tax for 2006, 2005 and 2004. wllicl~ are prcsentcd separately in Notes 3A througli .3G 

0 Taxes rclalcd lo otlicr coinprclic~isivc incoiiic recorded net 01 lax Pnr 2006, 2005 and 2004. wliich are presented separately i n  the Consolidated Statements 
o l  Comprehensive Incomc 

* Current tax beiielit oi $3 inillioii related io excess tax dcdiictioiis rcsirltirig lnmi vesiing oT restricted stock, inrerim period vesting of stock-settled PSSP 
awards and exercises oP nonqualilicd stock options. which \vas recorded i i i  coiiinlon stock during 2006. Current tax benefit of $2 million related lo excess 
ins deduclioiis rcsuliing irow vcstiiig of restricted siock and exercises 0 1  nonqualificd stock options, which \vas recorded in  coninmi slock during 2005 
Less tlim TI niillioii \vas recorded i n  co111inon stock foi excess tax ded~~ciions diiiiiig 2004 

Through oiir stilxidiarics. we are a niajority owner in  five entities and 3 ininorit\) owner in one entity that own facilities that produce synthetic Pucls 3s defined 
uiidei- the Code The production and sale of the syntlieiic it& Prom iliesc ixilities qualilies for tax credits tinder Section 29/45K, if certain ~cquirements arc 
satislicd 
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I'EC 

Acciiii~uloted deferred iiicoiiie tax :ISSC~S (liabilities) at Ilece~nber- 31 were: 

( I  I1 111 111 I 011s) 2006 2005 

Defei red iiicoine tax wsets 

it obligation Iiabilily 

Compeiiration accnial\ 

Otlier 37 49 

The above ~tiiioiiiit~ ivere classified i n  the Coiirolidated Balance Sheets as lollows 

S (826)s (726) Total tie: deferred iiicotiie tax 11abili:ies 

At Dcccnibcr 31, 2006 and 2005. PEC had iccoidcd $4'9 n~iliioii and $92 inillioii respccttvclv. related to probable tal; Irabrltties asociaied \viili piior fillilgs. 

e.;clitding occritcd intcrcst :iiicl peiialtics wl i~ch  wcrc ~ncludcd in noncurrent I I I C O I I ~ ~  tax Iiabil~l~es 011 the Consol~dated Balance Sllcets 

At December 31. 2006. llle I'edeial iiicoinc 13s credit c:iriy foiwaid includes SI iiiillioii of geiieral busiiiess c~edi ts  that will expire during the period 2023 
tliroiigli 2025 

At I)eccmber 31. 2006 and 2005, PEC liad iecorded $5 nlillioii atid IF2 millioti. respectively. o l  tax coii:ingency i e s e ~ e s .  excluding accrued interest and 
perialties. ~ v l ~ i c l ~  were iiicludcd iil taxes accrued oil  I11c Consolidaled 13nla11ce Slieets 

Coiisideri~ig all tax contiiigeiicy rcsei\Ics. P E L  does not expect the resolution 01 tllese matters to Iinve a ~iiaterial i~npncl 011 its financial position or rcsulls ol' 
operatioiis The tax coiitingei~cy rcsen~es relate pri~narilv to capitalizt~tioti and bosis issues 



Recoiicilintioris ol PEC's eflbctive inconic t3x rate to tlie statutoiy I'cdcral inconic 13s mtc foi tlie sears ended Deceniber 31 follow: 

2006 2005 2004 

Incoiiie tax expense applicable IO cnn~iiiiring operations lor tlie \w~rs ended Decenibcr 31 was coinprised of: 

2006 2005 2004 

Total ~nconie 10s eyense s 265 IF 219 $ 23 9 

Total income tax expense applicable to continuing opci ations excludcrl tlic following: 

Less tlian $1 inillion of delerred tas expense related to the cuniulntive ellcct oicliaiiges i n  occotniting principle recolded net ol tux during 2005 There \vas 
no ciiiniilative cflcct of clianges i n  accounting principle recorded dnrinp 2006 o r  2004 

* Taxes relared to other coiiipreliensive income recorded net 01 tax Ibr 2006, 2005 aiid 2004. wllicli are plesented separately i i i  tlie Consolidated Statements 
of Conipreliensive Iiiconic 

Current tax beii~fit oi $1 million related to excess tax dcdiiclions resnlting from yesting ol restricted stock, interim period vesting of stock-settled PSSP 
avards and exercises of nonqualilied stock optioiis. wliicli \\'as recordcd ii i  coinnion stock during 2006 Current tas benelit 0161 inillion related to excess 
tax deductions rcsiilting from vesting 0 1  restricted stock and exercises of nonqualificd stock options, which \\'as recorded i n  coninion stock during 2005 
Less than $1 million was rccoidcd i n  coninion stock Ibl excess lax deductions during 2004 

I'EC and eacli of its wliolly owned subsidiorics have entered into llie 'Tax Agrcenieiil with Progess Energy (See Note 1 D) PEC's intercompany tax payable 
was approximately $51 million and $74 millioii at Dccenibei 31. 2006 and 2005. iespeclivcly 



Accuriiulated dcl’erred ii~coiiie tax assets (liabilities) 31 Ilecelilbel 3 I were: 

(I l l  Inllllolls) 2006 2005 

Deferred iiiconie tax assets 
Ilsbllll) s 9 %  3 

3 0 

95 123 

Total deferred inconie lox assets 405 309 

Tlie above amounts were classified in the Balalicc Sliccts as follows: 

2006 2005 

Noncurrent deferred iiicoiile tax liabilities Included iii noiicu!lent iiicomc lax liabilities (440) (416) 

At December 31, 2006 a i d  2005, PEF had recorded $26 million and 617 millioii. respcclivcl\,. rcl:~led lo prolxlble tax liabilities associatcd will1 prior filings. 
excluding accrued iiitcrcst arid penalties, wliicli wcre included iii  iioiicurrcnt iiicoiiie tax liabilities 011 tltc R:tla~~ce Sltcets 

At December 31. 2006 arid 2005, respectively. 1’E.F liad recorded $5 iiiillioii : i d  $7 iiiillioii or 13s continpelicy I C S ~ W C S .  escluditig accrued iiileresl and 
penalties, which were included ill other current liabilities 011 Ihc Ihlatice Sheets 

Consideririg all tax contingency i’eserves, PEF docs not expect tlic i csolution oi tlicse iiiallers 10 have a n1:iteriaI iiiipact on its f inaiicial psitioil or results of 
opcrations The fax contingency reserves relate pririiarily to capitnlizalioit and basis issues 
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Recoiiciliatioiis o i  1'E17's effective income ta. late to tlie statutory fedeial iiiconie tax i:ite fix tlie years ended I>eceiiibci 31 f'ollow: 

2006 2005 200-1 

7.0% 31 256 

Ollicr differences, iict 0.1 I 0  0 6  
5.0% 5.0! 5.0% 

Incoiiie tax expense applicnble to continuing operations lei. the pears ended Decenibcr 31 \vas comprised 01: 

(in millions) 2006 2005 2004 

- state 31 25 9 

rota1 inconie tax expense s 193 $ 121 $ 1 74 

Total income tax expense applicable lo continuing opeintioris crcludcd the following: 

* Lcss than $1 million of deferred tax expense related to tlie cuiiiolntive eliccl oicliniigcs i n  accounting plinciple recoided net of tux duiiiig 2005 There \\'as 
no cumulative effect of changes i n  accounting priiiciple recorded during 2006 or 2004 

l'axes ielatcd to other coinprehensive inconie recorded net o i  tax L'oi 2006. 2005 and 2004. wliicli arc presented scpaintely i n  the Statenicnts o i  
Comprelicnsive Income 

Lcss than $1 niillion oi  current tax bencfit related to excess tas dcdiictions resulting from vcsting o l  rcstrictcd stock and cscrcises 01 nonqiialiftcd stocl; 
options, wliicli \vas recorded i n  coninion stock during 2006, 2005 and 2004 

PE,F has cntered into the Tax Agreement with Progrcss Encrgy (See Notc ID)  PE,F's iiitcrcomp:~ny tax receivable \vas npprixiinatcly $47 million at 

December 31. 2006 PEF's intercompany tax payable was approximately $7 niillion at Dccclnbcr 3 I ,  2005 

15 CONI~INGENT VALUE OBLIGATIONS 

I I I  connection with [lie ncquisitioii of Florida Progress during 2000, the Pmeiil issued 98 6 inillioii coiitingeiit v:ilw obligations (CVOs) EacIi CVO repizsents 
the right of tlie holder to icccive contingent payments based on the pcrformance o l  four synthetic fuels Iicilitics piirclinscd 01. stibsidial ics oi Floiida Progress 
in Octobcr 1999 The payincnts, if  any. would bc bascd on the nct aftcr-tax cash flows the fecilitics generate Tlic CVO liability is adjiistcd to reflect marlcet 
pricc lloctuations Tlic tinrealized losslgaiii recognized due to tlicsc innilict Ilucttiations is mcotded i n  otller. net on tlic Consolidated Statcinciits oi Inconic 
(See Notc 20) Tlic liability, included in  othcr liabilities and deferred credits on tlic Consolidated Balance Sliects. at Decembcr 31. 2006 and 2005. \vas 632 
niiliioii and $7 million. respectively 



16 BENEFIT PLANS 

A l’o~tretireiiicnt Reneii ts 

We have noricontiibutory dclincd benetit retireriient plans for siibstanlially a11 full-tiinc cmployces Ilial provide pension bciiefjis We also have silpplcrnelitari 
defined benefit pension plans that provide licnclits to higher-level ciiiployees In addition to pension bcnelils. we provide contributory oilier poslreiircmeni 
benefits (0lT.B). including certairi health care aiid life insurance benefits, for retired employees who meet specilicd criteri:] We use a nie:isi~ren~ent date of 

Deceniber 31 for our pension and OPEB plans 

Sce Note 2 for iiiforiiiatiori ielated to tlic ~riiplenienta~on of SFAS N o  158 as 01 December 31. 2006 

COSTS OF BENEFIT PL.LWS 

Pnor service coSts and benefits ale anioitized 011 0 stralglit-llne bas~s over tlie airelage ~ e ~ i i a ~ n ~ n g  service perlod of active parttctpants Actuarial g a ~ n s  and 
lo.;ses in  ~ S C C S S  of 10 pcrccnt of the grcatei of the projected betiefit obligation or the markct-related value 01 asscts arc amort~zed over thc average rcmainiiig 

-~ --- ----~ 

To determine the market-related value of assets, we use a five-year averaging method for a portion of the pension assefs and fair value for tlic remaining 
portion We I13Ve historically used tlie five-year averaging metliod Wlieii we acquired Florida Progress i n  2000, we retained the Florida Progress historical 
use offair  value to dctcriiiiiic ninrket-related value for Floiida Progress pension assets 

I’he coinponents o i  the net peiiodic benefit cost for the yeais ended Deceniber .31 were: 

Progress Eiiergy 

Pension Benefits 0 t h  Po~tretireiiieni Benefits 
(in millions~ 2006 2005 2004 2006 2005 2004 

Amortization of actuarial loss(3) 18 21 6 6 4 

(a) Adjusted to rellect PETS rate treatineni (See Note 16B) 

I n  addition to ihe net periodic cost reilected above, in  2005, we recorded costs for specid termination benefits related to a voluntary eiihniiced retirement 
program oi$123 iiiillioii fbr peiision benefits and $1 9 million for oilier poslretimnent benefits 

No amounts related to our OPEB plans were recognized as a component of other compieliensivc income (OCI) Tor the years ended Dccenihr  31, 2006, 2005 
and 2004 Pie-tax ainounts iclated to our pension plans iecognized as a component of OCI foi the ycars ended 1)eccmber 31. 2006. 2005 and 2004 were net 
octuarial gains (losses) of $78 iiiillioii. S(41) million and S(202) million, respectively 
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f in mi I I inns) 

Pension Benefits Ollier I’oslrctireiiient Benefits 
2006 2005 2004 2006 2005 2004 

Iiiteresl cost 52 53 52 17 17 

-. 
Net periodic cost s 21 $ 24 8 s  20 $ 23 s 20 

I n  addition to the net periodic cost reflected above. in  2005, PEC recorded costs for special teriiiinntion benelils related to n volunto~y eiiliaiiced retireiiicnl 
program of $21 million for pension benefits a i d  $8 inillion [or other poslretirement benefits 

No amounts ielatcd to PEC’s OPEB plan \vcre recogiilzcd as a component ol OCI for llie yeais elided December 31, 2006, 2005 and 2004 Pie-tau amounts 

ielated to PEC’s pension plans iecognized as a component of OCI for the years ended December 31, 2006, 2005 and 2004, were net actuanal ga~ris (losses) 01 
-- 

1’EF 

Pciision Benefits Other I’ostrctiremcnt Benefits 
iin mi I I ion<) 2006 2005 2004 2006 2005 2004 

S 16 b 16 S 2 1  S 3 s  3 s  I 

Amoitizatioii of actuarial loss 3 8 2 1 2 I 

- 

Ii i  addition lo the net periodic cost and benefit reflected above. in 2005 PET recorded costs lor special termination beiiefits related to a voluiitan’ enhanccd 
retireiiicnt program of$&! niillion for pension benefits and $7 iiiillion for othcr poslretirement benefits 

No anioiiiits d a t e d  to PEF‘s OPEB p h i s  were recognized as a coinpoiieiit of OCI for the years ended Deccinbcr 3 1 ,  2006. 2005 and 2004 No anio~ints 
related to PEF’s pension plans were recognized as a component of OCI for the years ended Dcceiiiber 31. 2006 and 2005 For the year ended Dcccmber 31. 
2004, a pre-tax net actuarial gain of66 iiiillion was recognized as a component 01 OCI 

Tlie following weighted-average actiiarial assuiiiptions were used by Progress Energy i n  tlie calculatioii of its net peiiodic cost: 

Pension Benefits Other Poslretircment Benefits 
2006 2005 2004 2006 2005 2004 

D 
Rete of iiicrense in  itittire coiiipensattoii 

7.00% 9 00% 925% 8.30% 8 25% 8 50no 
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The weiglited-average actiiarial assumptions used by PEC and PET: were not inatcrially different frooi the assumpiions above. as applicable, except that the 
expected lorig-term rate olretuni on PEF’s OPEB plaii assets was 5”0% for all years presented 

The expected long-terni rates ol’ return on plan assets i ~ e r e  deterntined by considering long-ten11 liistoiical returns for the plans and long-tern1 projected 
returns based on the plans‘ target asset allocation For all pension plan assets and a siibstantinl portion 01 OPE13 plans asets. those bencliniarks support an 

expected long-terni rate or return between 9 0% and 9 506 The Progress Registrants have clioseii to iise an expected long-tcnn rate of 9 006. tlie low end of the 
range. beginning in  2005 

BENEFIT OBLIG.4 TlOA‘S iWD ACCRUED COSTS 

Reconciliations oi the cliaiiges i n  h e  Progress Registranls’ benefit obligations and tlie iuiided stattis as of Deceinber 31, 2006 and 2005 :lie presented i n  the 
tables below, wit11 each table followed by related siippleineiitar)~ infomiation 

I’ioeress Energy 

Pension Beiieiits Otlier Postretirement Benefits 

Service cost 47 9 9 

Special teiiniiiatioii benefits 121 19 

Funded stahis S (287) $ (394) s (574) 

All defined benefit pension plans bad accuniulaled benefit obligations i n  excess or plan assets, with projected benefit obligations totaling $2.123 billion and 
52 164 billion 31 December 31,  2006 and 2005, respectively Tliose plans liad acciiniiilated benefit obligations Iotaling $2 083 billion and $2 117 billion at 
December 31, 2006 and 2005. respectively. and plan assets of 61 836 billion and $1 770 billion at December 31, 2006 and 2005. respectively 

Tlie accitied benetit costs reflected In !lie Consolid~ted Balance Sheets at December 31 were as follows: 

Pension Benefits Other Postretiren~eiit Benefits 

( I l l  mllllons) 2006 2005 200G 2005 

Noncurrent Iiabilitic.; 273 347 553 390 
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Tlie table below provides a sunininn' of aiiiotiiits not yet recognized as a component o i  net periodic cost. as of L>ecember 3 I 

Pension Benefits 0 th  Postretirement Benefits 
( I l l  Illllllons) 2006 2005 2006 2005 

actuarial loss (gain) 

Not recognized 111 the Consolidated Balancc Sheets 

~ -~ -______ 
(")All coiiipoiiciits arc a d j ~ t c d  to reflect PEF's ratc trcatiiient (See Note 1613) 

The following fable presents the amounts we expect to recognize as components of net periodic cost in  2007 

Amortization ot other, & i d a )  2 5 

(a) Adjustcd to reflect PEF's ntc trcatrnent (See  Note 160) 

E C  

Pensioii Benelits 0 t h  Postretirement Beiiefits 
( I n  Inllllons) 2006 2005 2006 2005 

Service cost 22 22 4 

Plan aiiiendment 9 

Actuaiial (gain) loss 39 56 

All dclincd bcnclit pension plans liad ncciiiiii~latcd benetit obligations i n  excess oi  plan assets. with projected bene13 obligations totaling $952 million a i d  
$969 million :it December 31. 2006 and 2005. respectively Those plans I1:tcl :~ccunlul:~led benefit obligations totaling $946 million a id  $963 millioii :It 

December 31. 2006 and 2005. respectively. and plan assets oi$741 inillion and $731 riiillio~~ at  Deceniber 31.  2006 and 2005, iespectively 
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Tlie accrued bciiefit cobti reflected In rlie Conwlidnted Bnlniice Sheets at Deccinbcr 3 1  were 3s I‘ollows 

I’eiision Benefits Other Postretircnien~ Benefits 

Noncuirciit liabilities 209 232 285 189 

The table below piovides n suniiiiar)~ ofainounts not yet recognized ns a coiiiponenl o l  net periodlc cost. as 01 1)cceiiiber 3 1 

Peiisioii Benefits Other Postretireinei~t Benefits 
(iii inillioiis) 2006 2005 2006 2005 

0th. iiet 25 7 

Total iiot yet recognized as a compncnt of net periodic cost $i 167 $ 218 S 76 s 95 

The fbllowing table presents the aiiioliiits PEC expects to recognize as cotnponeiits of net periodic cost iii 2007 

Aiiioi tization of other, net 2 1 

Pciisioii l3eneti I s 0 th  Posti etiremeiit Benefits 

Plan amendinciit 8 

Funded  tatt ti^ s 72 $ (222) s (237) 

The delilied beiicfit pension plaiis with nccunitilnted beiiefit obligntions iii csccss of ploii assets had pro,jecied benefit obligntions tolaling $342 million and 
$341 iiiillioii at  Decciiiber 31. 2006 mid 2005. rcspcctively Those ploiis lind acc~iinulnted benefit obligntioiis totaling $31 1 iiiillioii and $306 inillion nt 

Decelnbcl 3 I .  2006 n ~ i d  2005. 
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respectively. and pian assets of $240 millioii and $21 7 million at December 31.  2006 and 2005, respectively 111e to1:d accumulated benefit ~bligatiott for 
pension plniis \\‘as $8.19 iiiillion and $860 iiiillion 31 Decenibei 31. 2006 and 2005. respectivcly 

The beiiefit costs rcllected il l  tlic Consolidated Dalance Slieets at December 3 I w e ~ e  as follows: 

Pensioii Beiiefits Other I’ostretirement Benelits 

Current liabilities 3 

Tlie table below provides n suniniaiy of amounts not yet recognized as a coinpoiient 01 net periodic cost, as of December 3 1 

Pension Benefits Otlier Ibstretirement Beneiits 
(111 iiiillions) 2006 2005 2006 2005 

Recognized as 311 Intangible asset 

Other, net 

_.II 

Total not yet iecognized n? a conipneilt 01 iiet peirodic cost S 70 $ 120 S 78 

The followiiig tnblc prcwit5 tlie aiiiouiitz, PFF expectr to recognize as coniponents of iiet periodic cost i n  2007 

Anioi tization of 0 t h .  net (1) 

The following weiglited-aveinge actiinrinl assuniptions \\‘ere uscd i n  the calculation o i  our   ear-end obligations: 

- 
Pension Benefits Otlier Postrcttreinent Benefits 

2006 2005 2006 200s 

I cost trend r:rte 
Year iiltiiiinte iiiedicnl cost trend late IS achieved 2011 201 3 

Tile v.~eiglitcd-:iveragc ~icti~:iii:~I :issuniptioiis 101- I’EC :iiid I’EF were the wnie or were not sig~~ific:i~~tly tlilTerent rroiii tliose indicated above: as applicable 
‘Ilie rates o i  increase i n  Liiture coiiipensatioi~ include tlie elfects oicost o i  living adjustnlents arid pron~otions 
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Ow priiiiaiv deliiied benefit rctirenietlt plan for nonbargaining employees is a “cash balance“ pension plan as defined i n  E.11-F Issue No 03-4. ’-Determining 
tlie Classificatiori and Benefit Attribution Metliod foi a ‘Cash 13alance’ Pcllsion Plan ” Ilicrefore, effcctive Dcceniber 31. 2003. we begall to iise the 
tiaditioiial iniit credit method for puiposes O i  iiicasuring the benelit obligation of this plan Under the tmditional unit  credit niethod. no assurnptiorls are 
iiicluded aboiil fullti e cliaiigcs iii compensation. arid the accuinulnted bcnefit obligation and projccted benefit obligation arc the sunie 

The nicdical cost trend iates wcrc assuincd to decrcasc gradually froin the initial rates to the ultimatc rates The c lkc t s  of a 1 percent change in the medical 
cost trend rate arc shown below 

f I I1 1111 Illons) Progres  Lnergy PEC P I 3  

29 15 11 

I n  the plan asset icconcilintioii tables that follow, substantiall)! a11 employer contributions represent benefit payments made directly from the Progress 
Registrants’ assets. Tlie OPEB benefit payiiients presented i n  the plan asset reconciliation tables that f o l l o ~  repiesent the cost after participant contiibutions. 
I’articipan~ contri butioiis replasent approsimatelv 20 percent of gross benefit payiiients for Progress Energy, 30 percent for I’EC and I O  percent for PEF The 
OI’EB bcnclits paynients fLor 2006 are also reduced by picsciiption diug-related federal subsidies received. tshicli totaled $2 million for us. $1 inillion for PEC 
and $ 1  million for PEI; 

Reconciliations of the lair \nluc 01 plan assets at t)eceniber 31 follow: 

Pension Bonetits Otlier Postretirement Benefits 
2006 2005 2006 2005 

Actual reliirii 011 plan assets 222 170 8 5 

B 

Pension Benefits Otlier Posti etirciiient Benefits 

A 
B 

2 1 1 
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Pensioll Benefits Other l’osti etirement Benelits 

12 3 18 20 

The asset allocauon Tor the betielit p h i  at 111e end 01 2006 and 2005 and tlie laiget allocation for the plans, by asset category, arc presented i n  the following 
tables 1 lie pelision betielit plan allocatioiis and taigets ale consistent fix dl l’rogress Itegistrarits 

- 
Pension Benefits 

Perccntage of Plan Assets 

at Yeni End Tal get Allocations 
2007 2006 2005 

I005!I 100% 100% 

Otliei Postretirement Benefits 
Percentage 01 Plan Assets 

I’roaress Enerov Taiget Nlocatioiis at Year End 

Debt - inteinatioiinl 

Total 1 00U’O 100% 

l’crcentage of Plan Assets 
at Year End 1 arget Alloc:itrons 

2007 2006 2005 

1 otal 100% 100% 1 00Yo 

Percentage of Plan Assets 

raigct Allocations at Year End PEI’ 

For pension plan assets and a substantial poi 1ion 01 OPEB plaii assets. the Progiess Registrants set target a11ocation~ among asset classes to provide bload 
di~~ers~licntioii  to piotcct a p m t  largc inrestmetit losses and e\cesc~ve 



Chsc No. 2011-124 
Slafl-I)R-Ol -009 i attaclinient 
(Progress Eiieqg) 
I’agc 208 ofJGl 

volatilit~. wliile iccogiiiziiig tlic iiiiportaiicc 0 1  olTscttiiig tlie iiiipacts ol’ lmicfit cost escalation I n  addition. external iiivestiiieiit niaiiagers who have 
coinplenieiitary iiivestiiieiit pliilosopliies aiid approaclies arc employed to niaiiage tlie assets. Tactical sliitis (pliis or iiiiiius five percent) iii asset allocation 
froni the target allocations are made based on tlie iic:ir-tenii view o i  tlie risk aiid rcturii tiadeollls 01 the asset classes 

I n  2007. we expect to iiiake $60 iiiillioii oi coiitributions diiectlv to pension plaii assets and $1 iiiillioii of discretionaiy contributions directly to the OPED 
pian assets I‘he expected beiiclit payments Ib r  [lie pension kiielit plaii for- 2007 tlirough 201 1 aid irl Lotal for 2012 tlirough 2016) in niilliorx, arc 
approximately $143, $147, $151, $15.1. $154 aiid $838, icspcctively The expected belielit payiiieiils for the O1’1B plan for2007 througli 201 1 and in total for 
2012 thiougli 2016, i n  iiiillioiis. are appinxinlalelv $41. H5, $48. $51. $53 and $284, iespectively. The expcctcd benefit pa\wents include benefit payments 
directly from plan assets and benefit payinents dircctlv from o u r  assets 1 lie benefit pnymeilt aniounts rellcct our iict cost alter any participant contributions 
and do not reflect reductions loi cxpcctcd piescription drug-ielatcd federal subsidies Tlic expected federal subsidies for 2007 througli 201 1 and iri total for 
2012 through 2016. i n  iiiillioiis, aie appioxiinatelv S.3, $4. $4. $5. $5 and $38. respectivcl~ 

I n  2007, PEC e\pecb to iiiake $35 iiiillioil i n  coiitnbutions d i m t l s  to pension plan assets rile eLpected benefit pnvnieiits for the pciisioii benefit plan for 
2007 thiougli 201 1 aiid i n  total loi 2012 tliii)ugli 2016. i n  millioris. arc approuiiiately $69, $72. $74. $76. $75 and $399, respectively Ihe expected benefit 
payments for tlie OPED plan for 2007 tliiougli 201 1 and i i i  tola1 loi 2012 tlirotigli 2016, i n  iiiill~o~is, are approxiniately 619, 621, 623. $25, $27. aiid $148. 

payinelit amoiltits reflect tlie net cost lo I’EC alter any paiticipaiit coiit i ibutions and do not rellect ieductioiis foi expected piescriptioil diog-related federal 
w b s i d m  llie eypectcd federal subsidie\ foi 2007 tlirotigli 201 1 mid i n  tol:il for 2012 tlirougli 2016, 111 millions. are appio.ziiiiately 61, $2, $2, $2, $3 and $19, 
iespectively 

111 2007. PEF expects to riiatc $1 0 iiiilliori 0 1  cor11ribiitioiis dircctlv to peiision plan assets and $1 niillion 01 discietionav contributioiis to OPEB plan assets. 
The expected benefit payments fool the pciisioii beiielit plan io1 2007 Illrough 201 1 and i n  total fix 2012 tliroiigli 2016. i n  millions. aie approximately $56, 
$56. $57, $57. $59 and $316. respectively ‘flie expected beiielit payiiiciits lL?r tlie OPliB plan lor 2007 tliroiigli 201 I ;md in total for 2012 through 2016. i n  
iiiillions, are approxiiiiately $19, $20. $21. $22. $22 :ind $1 13. respccti\ely 1-lie expected beilcfit payments include knci i t  payments directly from plan assets 
aiid benelit paynients dir-cctly fronr PE1:’s assets Tlic beirefit payrneni arrioi~nls rcllcct the net cost to I’EI: after-any participant contributioiis and do not reflect 
reductions loi expected piesciiptioii drug-related federal subsidies ‘1-lie espccled federal subsidies for 2007 tlirough 201 I and i n  total l o i  2012 tllrougli 2016, 
i n  millions. are approxiniately $2. 62, $2, $2, $2 and $16. respectivelv 

B Floiida Progress Acqiiisitioii 

During 2000, we completed our acquisition of Florida Progress Florida Progress’ pension and OI’EB liabilities, assets and net periodic costs are rellected iii 
the above inforniatioii as appropriate Cerfniii ol Florida Progiess~ iioiibargaiiiiiig tinit bciielit plans were merged with our benelit plans clTective .lanoary 1, 
2002 

PEF continues to recover qiialilied plan pension costs and OPE13 costs i i i  r:itcs as ii tlic acquisition had not occurred Tllc infonnatioii presented in Note 16A 
is adjusted as approprinte to reflect PEF’s rate treatiiicnt 

17  RISK MANAGEMENT AC rivi r im ANI) DERIVA I ~ V E S  I IUNSAC rIoNs 

We are exposed to varioiis risks related to cliaiiges i i i  iiiaikel coiiditions We 11ave a risk inaliageiiierit coniiiiitlce that iricliides senior executives from varioiis 
business groups 1 lie risk niniingenieiit coiiiiiiitlce is responsible lor adniiiiisteiing iisk iiianageiiieiit policies and iiionitoriiig conipliaiice with tliose policies 
by all subsidiaiies. Under our risk policy. we iiiay use a varich 01 iiistroiiicnts. iiicluding swaps. options aiid fonvaid contracts, to iiianage exposure to 
Iltictuatioiis in commodity piices and interest rates Such instiuieii ts  contain credit risk i 1  the counteiprty fails to perform tiiidci tlie coiitract We iiiiiiiiiiize 
siicli iisk by pcrforiiiiiig ciedit ieviews iising. aiiioiig 
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other things, publicly available credit iatiiigs of such counteipwtics l’oteiitial nonperioriiiaiice by counterparties is not expected to have a inaterial effect on 
our finaiicial position or results of operations 

As discussed iii  Note 3, on December 13. 2006. our board oC diicctors approved a plan to piirsiic llic dispositioii of substantially all ol PVl‘s reinaiiiing CCO 
phvsical and commercial assets aiid on .iuly 12. 2006, our board of directois :ipproved a p h i  lo divest o r  Gas The transaction to sell Gas closed on October 2, 
2006 We espcct to coiiipletc the dispsit ion plan Tor CCO i n  2007 

Due to the reclassification of the rcinaining CCO operations to discontinued operations i n  Dcccmbei 2006, riianagernent deteniiined Ilia1 i t  \vas no longer 
probable that the forecasted transactions underlying certain derivative contracts covering approximakly 95 Bcl o i  natural gas would be fulfilled Therefore, 
tliese contracts were no longer treated as cash flow hedges. and ivere dedesignated :ind cash ilow hedge :iccouiitiiig was discontinued 

At L>eceniber 31. 2006. denvative assets aiid deiwativc l iabil i t ies ielatcd to CCO ale included i i i  assets 01 discontinued operations and liabilltles of 
discontinued operations, respectively. on tlie Consolid:ited Balaiice Sheet AI Decembei 31. 2005. derivative 3 S W 5  and derivative liabilities related to Gay and 
CCO arc included i n  assets 01 discontinued opeintion\ and liabilities of discoritititred operations, iespectivcly. oii the Coiisolidated Balance Sheet For the 
years ending December 3 1. 2006, 2005 and 200 1. c\cluding amounts reclassilied to earnings due to discoiitiniiaiice 01 the related cash flow hedges, net gams 
and losses froiii derivative instruiiients related Lo Gas and CCO on a consol~dated ba5i.i were not inatcrial and arc ~ncloded in dtscontiiiued operations, net of 
tax 011 tlic Consolidated Statcmcnls 01 Income Tor the \ear ending December 3 I .  2006, discontinired opciatioiiy, iict of Lay iiicliidcs $74 niilltoii 1 1 1  aflcr-la\- 
deferred incoiiie, whicli \va\ ieclassif~cd to eaniiiigs due to disconliiiumcc of tlic iclatcd ca5h flow hedge5 For the vent ending Dcceiiiber 31, 2005, lliere were 
no ieclassifications to eaiiiings due to discontinumx 01 tlic iclated C 3 5 h  flon hcdgcs f o r  tlic ycai ending Dcceiiibcr 3 I .  2004. di\continued opeiations, net of 
tax includes $10 million i n  after-ta\ deferred losses nliich were recla~\tlicd to eamiiigs due to discoiitinuaiice 01 (lie relaled cash flow hcdpcs 

A Comiiiodity Derivatives 

Most of our commodity contracts are not derivatives piirsuaiit to SFAS No 133 or qtia111)’ as  rioniial ptirchases 01- sales pursuanl to SFAS No I33 Tlierefore, 
such contracts are not m o l d e d  at fail value 

I n  200.3. PEC recoided a $38 iuillion pre-tax ($23 niillion artcr-fax) fair value loss tcansition adiustincni pursuant to the provisions of J:ASB Derivatives 
Implenientation Group Issue C20, “Interpretation of the Meaning o l  Not Clearly and Closclv Related i n  Paiagrapli 10(b) regarding Contracts with a Price 
Adjustment Feature” (DIG Issue C20) The ielatetl liability is being amortized to earnings ovci the tcini 01 tlie iclalcd contract (See Note 20) At December 
31, 2006 and 2005, the remaining liability was $14 million and Sf9 million. respectively 

Derivative products. piiinarilv electticity and i iatuial  gas contracts. niay be eiiteied into froni tiine to tiiiie Tor economic liedgiiig purposes While iiianagenient 
believes the economic Iicdges iiiitigate exposures to lluctiiations i i i  coiiinioditv prices. tliese instruiiienls are not designated as hedges for accounting purposes 
and are monitored consistent with trading positions We inanage open positions with strict policies that limit o u r  exposure to inarliet risk sild require daily 
reporting to inanngement oi potential linniicial exposutes. Gains and losses froin such contrncls were not niatciial to our or the Utilities’ results of operations 
duning the years ended December 31, 2006. 2005 and 2004 Excluding $107 niillion of deiivative assets, which ole included i n  assets of discontinued 
operations on the Consolidated Balancc Shect and $31 niillioii o l  derivative liabilities. which an: included iii liabilities 01 discontinued operations on the 
Consolidated Balance Sheet at Decenibcr 31, 2006, \vc did not liavc nintei ial outstanding positions in such contiacts at December 31. 2006 aiid 2005. other 
than those receiving regulatory accounting trcatinent at I’ISF. as discussed belo\v Our discontinucd operalions did not 1i:we matcrial outstanding positions i n  
such contracts at December 31. 2005 
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I’EC did not Iiave inaterial outstaliding positions i n  sucli contracts at Deceinbei~ 3 I .  2006 and 2005 PET: did not Iiave ma~crial outstanding positions in  such 
contracts at December 31. 2006 and 2005, otliei tlian those receiving regulatoq~ accoiiiitiiig t~eat~iiciit. as discussed Ixtlow 

1’EF has deiivative instriunents related to its exposure to price Il~icti~atioiis 011 fuel oil and i~atural pas pt1rc1ia.s~~ Tliese iiistrunients ieceivc regulatoly 
accounting treatment Uiireolized gains ond losses are recorded i n  regulatory liabilities arid regtilato sets on the 13alancc Slieets. respectively. unt i l  the 
contiacts are settled Once settled. any realized gains 01 losses are passcd tlirough the fuel clause At Dccciiiber 31, 2006. t l~c  fair valt~es oI’ tl~esc instruments 
were a $2 ~iiillion long-tcnn dcrivativc asset position includcd i n  otlicr assets and defcii-ed debits. a11 $87 niillion sliort-tcrm derivative liability position 
included in otlicr curieiit liabilities and a $.36 million long-icrni derivative liability position included il l  other liabilities and dcfcned credits on the Balance 
Sheet At Dcceinber 31, 2005, the fair values of the instrioiients were a $77 million short-tcnn dcrivative asset position included i n  otlier current assets. a $45 
inillion long-tenii derivative asset positioii included i n  other assets and deferred debits and a $49 n~illion long-term dcrivative liabilitv position included i n  
othei liabilities and deferred credits 011 tlie Balance Sheet 

011 January 8, 2007, we entered into derivative contracts lo hedge ecoiioniically a poition 01 our 2007 synthetic fuel? cash ilow expowre to the risk of rising 
oil prices over an aveiagc annual oil price range of $63 to $77 per baiiei on a New York Mcicmtile Exclimrge (NYMEX) basis llie notio~ial qi~antity of t l ~ e w  

oil price liedge ~ ~ i ~ l ~ n i e i i t ~  19 25 inillion barrels and w i l l  piovide protection lor the eq~uvnleiit of approxiinately eiglit million ton\ 01 2007 syntlietlc fuels 
production The cost of tlie liedges was approximately $65 niillion Tlie contracts will be niai hed-to-iiinrket w i t h  cllanges in lair valuc recorded tlirougli 

-- car w c  biels ~roduction 

Our subsidiaries designate a portion of conimodity derivative instruments as c:isli flow hedges under SFAS No 133 Ilie ob,icctivc for Iioldiiig tllese 
instruments is to hedge esposuie to market risk associated wit11 fluctiiations iii the price o i  natural gas and power lor our forecasted purchases and sales 
Realized gains and losses are recorded net in operating revenues o r  operating expenses. as appropriate The iiiell’ective poi tion o i  coriiinodity cash tlow 
hedges was not material to our or the Utilities’ results of operations for 2006. 2005 and 2004 

Tlic fair valucs of coniniodity cash flow liedges at Decembei 3 i were as follows: 

-.- 
Progress Enei-nv FEI; 

(in n~i l l ions~ 2006 2005 2005 2005 2006 2005 

Our discontinued operations did no1 liave material outstandiiig positions i n  comiiiodity cash Ilow hedges at Deccnibr 31. 2006 Excluded fioni the table 
above arc $163 million of derivative assets, wliicli are included i n  assets of discontinued operations. and $54 niillion 01 derivative liabilities, wliich are 
iiicludcd i n  liabilities o l  discontinued operations 011 the Consolidated 13alancc Sllcct at Dccen~bcr 31. 2005 

At Deceniber 31, 2006, the amount recorded i n  our, I’EC’s or PEF‘s AOCI related to commodity cash llow licdgcs was not mateiial At December 31.  2005. 
we had $69 million of after-tax deferred income and PEC Iiad $2 niillioii of :ifter-hx defeii-ed income recorded i n  AOCI related to comi~iociity cash llow 
hedges PEF had no aiiioiiiit recorded in AOCI ielated to commodity cash llow hedges at llecembcr 31,2006 or 2005 

B Interest Rate Derivatives - Fair Value or Cash Flow Hedges 

We use cash tlow Iiedging strategies to reduce exposure to changes i n  cash llow due to Ilucti~ating interest rates We use iair value Iiedging stiategies to 
reduce exposure to cliniipes i n  fair value due to inteiest rate clianges The notional oiiiouiits of interest inte derivatives are not escliacipcd and do not represent 
exposure to credit loss In the 
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eiwit of default by the coiiriterparty. the risk i n  tliese transactions is the cost oi  replacing tlie agreeiiients at ciirieiit iii:irket rates 

On Noveniber 7. 2006. Progress Emergy coininenced a tender oiler lor up to $550 millioii aggregate principal aiiiouiit 01 its 201 I aiid 2012 senior iiotes 
Subsequeiitly. we executed a total notional mnouiit of $550 iiiillion 01 reverse treasury locks to reduce exposure to clianges i n  cash Ilow due to Iliictuatiiig 
interest rates, \vliicli were theii terminated on Lkcernber I ,  2006 011 Ilecernber 6. 2006, Progress I;,nergy repiircliased, piirsuaril lo the fender offer. $550 
inillioii. or 53 0 percent. of the outstanding aggiegatc principal aniount of its 7 IOo& Senior Notes due Mal-cli 1. 201 I .  at 108 361 perceiit of par. or $596 
inillioii. plus accrued interest 

The fair values of open interest rate Iiedgcs at December 31 were as Mlows 

1’1-ogress Enerey FEI; 
( I  11 llllll Ions) 2006 2005 2006 2005 2006 2005 

It 
Interest i a ~ e  fair value hedges 

Gains and losses from cash llow hedges are recorded in  AOCI and anioirnis reclassified to earnings are includcd i n  net intercsl charges as the hedged 
transnctioiis occur Amounts i i i  AOCI related to teriniiiatcd liedges are recl:rssilied to earnings :IS the interest espeiise is recorded l l ie  ineffective pordoii ol 
iiiterest mte cash flow hedges was not iiiaterial to our or the lltilities‘ results oioperatioiis for 2006,2005 and 2004 

The followiiig table presents selected information related to iiiterest rate cash flow hedges included i n  AOCI at Deceiiiber 3 I .  2006: 

Accumulated Other Comprehensive Loss. net o i  I’ortioii Expected to LE ltcclassilied lo Earnings during the Nesi 

Maximum Term Tax@) 12 Montlis(”) 

(terin i n  
veard dollais Progress 

(n) 

(b)Achial nnioi i i~t~ that will be reclnssified to earnings may vary Iroiii the expected amouiils presented above as a result of cliunges in iiiteresl rates 
Includes ainoiints related to terminated hedges 

PEC enteied into a $50 million forward starting swap on June 2, 2006, and PEF entered into n $50 iiiillioi~ forwaid starting swap on .Iunc 6. 2006. to initigate 
exposure to interest rate risk on their respective aiiticipated debt issc~anccs i n  2007 These s ~ r a p s  weie desIgtiated ns cash llow licdges 0.5 of 1111y I .  2006 

At December 31, 2005. including aiiiounts related to terminated hedges. ivc l i d  $1.3 million oT aiicr-tax deferred losses and PEC had $5 niillioi~ of after-tax 
deleixd losses recorded i n  AOCI related to interest rate cash llow liedges P I T  had 110 amount recorded i n  AOCI iclatcd to iiitcrest late cash flow Iiedges 

At December 31, 2005. \ye had $100  nill lion notional of interest rate cash Ilow hedges, which were settled i n  the first quailcr 01 2006 ‘Ilic Utilities Iiacl no 
open iiiterest rate cash llow hedges at December 31.2005 

For iiiteiest mtc fair valtie hedges, the cliange i n  the iaii value oi the hedging derivative is iecoided in net inteicst charges and is o l k t  bv tlic clinrige i n  the 
1aii- value oi the hedged item At Deceinbei 31. 2006 atid 2005, we had 
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$50 inillioii notional and $150 million notional, respectively. of iiiteiest rate fail value liedgcs At Dcceniber 31. 2006 and 2005. the Utilities had no open 
iiitcrcst late fair value liedgcs 

18 RELATED PAR 1'Y TRANSACTIONS 

As a part of iioriiial busincss, we cntei into various agreements providing linancial oi peiforniaiicc assiii-aiices to tliiid parties Tlicse agrccniciits are eiitcrcd 
into primarily to support or cnlia~icc the creditwordiincss otherwise attributed to a subsidiary on a stand-alone basis. thcrcby facilitating the extension of 

suificient credit to accoiiiplisli the subsidiaries' intended coninicrcial purposes Our guarantees include pcrlorinnnce obligations under power supply 
agreements, tolling :igreciiients, traiisinission agreements, gas agreements. iiicl procurenient agreements and trading operations Oui guarantees also include 
standby letters of credit and surety bonds At December 31, 2006, the Parent had issued $1 34 billion of guarantees for iutuie financial or performance 
assiiraiice on beliali of its subsidiaries This includes $300 million o l  guaiantees of ceilain payments of two wliolly owned indirect subsidiaiics (See Note 23) 
We do not believe conditions are likely for significant pcrfoonn~ncc under the guarantees of pcrf~~rniance issued by or 011 beliall o i  alfiliatcs To the extent 
liabilities are iricuried a s  a result of h e  activities covered by the guarantees, siicli liabilities arc included iii the Consolidated 13al:uice Sheet 

Our subsidiaiics provide and receive senwes, at cost, to aiid lioni the Puient and its wb~idiaries, iii accordniice w i t h  agieciiienls approved b j  tlic S I X  
puisiiaiit to Section 13(b) of PllllCA 1935 The rcpcal 01 PLJIICA 1935 effective Februaiy 8, 2006, and ~ub.iequciit regulatioii by tlic FERC did not cliai~ge 
our curient iiitcrcoiiipany services Services include purchasiiig. Iiuiiian rcsources. accountiiig, legal, tiaiistiiission aiid deliveiy support, engineering iiialcrials. 
contiact support, loaned c~i iploycc~ payroll costs, coiistniction maiagcinciit aiid other centralized adniinistrative, iiianagciiieii~ aiid suppoit senwes Tlie costs 
01 the services are billed on a dircct-cIi:irge basis, whenever powblc, and 011 allocation iacfors for general costs that cannot be directly :ittribiiled Billings 
froni al'liliates aic capitalized or expensed depending oil tlie nature of the services rendercd Amounts receivable froin andioi payable to affiliated coiiipiiie\ 
for tliese services are included in receivables froin alliliated coiiipanies aiid payables to affiliated companieg on the Balance Sliects 

PESC provides thc majority of the aililiared services under the approved agreeincnts. Services provided by PESC during 2006. 2005 a i d  200-lto PEC 
aiiiounted to $1 88 million, $202 niillion and $209 inillion, rcspectively, and services provided to PEF were $165 million. $1 69 niil l ioii  and $165 inillioii. 
respectively 

PEC and PEF also providc and icceive scrviccs at cost Services provided by PEC lo P I 3  during 2006. 2005 and 2004 aiiioimtcd to $34 iiiillioii, $54 million 
and $52 million. respectively Seiviccs provided by PEF to P I C  diiiing 2006, 2005 and 2004 aniouiitcd to $8 million. $14 inillion and $16 inillion. 
respcctivcly 

PEC and P I 3  participate in an internal money pool, operated by Progress Energy, to more effectively utilize cash resourccs aiid to reduce outside slioil-tenii 

borrowings The money pool is also used to settle intercompany balances The wciglited-average interest !ate for tlie money pool \vas 5 179.  .3 7790 aiid 
1 723'0 at Dcceniber 31, 2006, 2005 and 2004. iespectively Amounts payable to the nioney pool ale included i n  notes payable to affiliated companies on the 

Balance Sheets PEC and PEF recorded insignificant interest expense ielated to tlie nioney pool ior a11 tlic years presented 

Progress Fuels sold coal to PEF at cost iri 2006 and for aii iiidgiiilicant profit iii 2005 and 2004 These i~~tcrcoriipany rcvenucs and expenses arc eliiiiinatcd i n  
consolidation; however. in accordance with SFAS No 71, profits on iiitercoiiipaiiy soles to regulated alliliates aic not eliminatcd i f  tlic snles price is 
reasonable aiid the future rccovcry of sales pricc through the ratcniciltiiig process is piobable Sales, net of itisigiiilicaiit profits. i f  any. 01 $321 iiiillioii. $402 
iiiillioii and $331 niillioii for the years ended Deccinbcr 31, 2006, 2005 aiid 2004. rcspec!ively, are included i n  fucl uscd i n  electric generatioii oil the 
Coiisolidatcd Stateriicnts oilncomc In 2006, PEF begaii entcring into coal contiacts on its own bclialf. 

PEC :ind its wlioily owned subsidiaries and PFF have entered into tlie Tax Agreenient wit l i  the Parcnf (See Note 14) 
1 94 



19 FMANCIAL R\IFORMAl ION BY BUSINFSS SEGMENT 

Our reportable scgiiients are PEC. PEF, aiid Coal and S)'iitlictic Fuels 

Our PEC and PEF business segiiiciits arc priniaiilv engaged i n  tlie geneiatioii, transmission. distribution and sale of electricity ill portions of N o d i  Carolina. 
Soutli Carolina and Florida These electric operations also distribnle and sell electricity to other utilities. priinarily in the eastern United States 

Our Coal and Synthetic Fuels segnient is involved iii the production and sale of coal-based solid syntlietic fuels as defined under the Code. the operatioil oi 
syntlietic fuels facilities for third parties, and coal teiiiiiiial services On May 22, 2006, we idled our synthetic Fuels facilities due to sigliificaiil uncertainty 
surrounding syntlietic fiiels production During September and October 2006, we resiniied limited syntlietic fi~els productioii at our 13cilities. wliicli continued 
tliroiigli the end o i  2006 See Notes 8 and 9 for additional inforiliation 

I n  addition to the reportable operating segnients, tlie Corporate and Ollier segment includes tlie opeiations 01 the Paient and PESC as well a% otlier 
iionregulated busiiicsses rliese nonregulated businesscs do not separately meet the disclosuie requiiements 01 SFAS No 17 1. "Disclosuies about Segments 
of an Enterpiise and Related Iiilorniation " Included in  the 2004 losses I S  a $43 million pre-tax ($29 ~iiillion after-tax) settlement agreeiiieiit that our siibsidian 
Stiategic Rcmurcc Solutions Corp reached witli tlie San Fraiicisco United Scliool District related to civil proceedings The prolit or loss of our reportable 
segments plus the profit or loss of Colporate and Other iepiesents ow total iiico~iic from continuing operations 

. 
~ - - - _ ~ - ~ . _ _ ~ - - ~  

As discussed i n  Note 3. prior to 2006, our foniier Progress Venttires segnrent was engaged in iionregulated electric generation aiid energy marketing activities 
and natiird gas drilling and production Also, prior to 2006, PT L.L.C was iiicluded witliin the Corporate and Other segment, and Dixie Fuels and other iuels 
business were included within tlie Coal and Syntlietic Fuels segment I n  connection with their respective divestitui-es. certain of wliicli are expected to close i n  
2007, t h e  operations were reclassified to discoiitiiiiied operations i n  2006 and thedore  are not included i n  the results from coiitiiiuing opeinlions duiiiig the 

periods reported For comparative purposes, prior yem results liave been restated to conforni to the current segment presentation 

Tlie postretiieiiient arid severance cliarges iiicuried i n  2005 resulted from a workforce restructuring and voluntary eiiliaiiced retirement piogrnm that was 
approved ii i  February 2005 and concluded i n  Deccniber 2005 

Piodticts aiid services are sold between the various ieportable segments All iiiteiseginent tr:nisactions ale at cost except for tiansactioiis bctweeii PEF and tlic 
Coal and Synthetic Fuels scgmcnL which are at rates set by the FPSC I n  accordance with SFAS No 71: profits 011 intercompany sales between PEF and !lie 
Coal and Synthetic Fuels segment arc not eliminated if the sales price is reasonable and tlie future recovery of sales price tlirougli tlie rateiiial;irrg process is 
probable Tlie prolits realized for 2006, 2005 and 2004 were not signifcant Piior to 2006, incoiiie tax expeiise (benefit) by segnient iiicludes die Parent's 
allocation to profitable subsidiaries of iiicome tax kiiefits not ielated to acquisition interest expense i n  accordance with the Tax Agieeiiieiit Due to tlie repeal 
of PUIICA 1935. the Parent stopped allocating tliese tax benefits iii 2006 

111 the follo\ving tables. capital and investnient expenditures include property additions, acquisitions of nuclear file1 and other capital investments Operational 
restilts and assets of discoritiiiued operations are not included i n  the table presented below 
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C0:1l ancl 
Synlliclic COI p0r:ite 

( i i i  iiiillioiis) I'EC PEF Furls and Other Eliniinitions Totals 

As of  and for the year ended Deceinlier 31,2006 

Urpi rciation :mil 

aniortiz:ition 571 404 19 38 1,032 
Interest inconic 25 15 2 85 (66) 61 

Tot:il interest 
charms. net 215 150 15 312 62 S 

lnconie tas esptnse 
265 1 93 (109) 204 

Total assets 12.020 8.593 268 15.204 (11.271) 24.81 4 

As of ond for the year ended Deceinber 31,2005 
Revenues 

Total interest cliarecs. net 



Coal mlll ( 1 0 1  pot ate 
( i i i  inillions) 1'E c PEF Synthetic Fuels and Other Eliminations ' ~ - ~ t : ~ i s  

As of and for the yew ended 1)eceinber. 31, 2004 

Revenues 

1)cprcciation and 
anioi tization 570 28 1 34 34 91 9 

Total inteiest 

Income tax expense 

20 OTllER n\lCOME AND OTHER EXPENSE 

Otlici iiico~iic and expense includes interest inconic. impairi~ie~it oi i~ivestnients. and otlicr inco~ne and expense itenis as discussed below. Noiiregulatcd 
energy and delivery services iiicliidc power protection services and mass market programs such as surge protection, appliance services and area light sales. 

and delivery. traiisniission mid subst:ition work for other utilities M U D C  equitj~ represents tlie estiinated cqiiity costs of capital f ~ ~ n d s  necessary to fin:~nce 
the coiistruction o i  new regulated assets The coinponents of other. net as shown 011 the accompanying Statements of Income for the years ended December 31 
were as f'ollows: 



Proeress Eiicrw 

( i n  millions) 2006 2005 2004 

Otl1er lllcollle 

N del 
DIG Issiie C20 amortization (Note 17A) 5 7 9 

C 11 (Note 15 

1)EC 

(i i i  inillions) 2006 2005 2004 

FERC audit seltleinent 

eiiinificetioii liability (Note 21B) 

25 6 (15 )  6 
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P I 3  - 

(Ill mllllons) 2006 2005 2004 

Otlier lllcollle 

Otlicr 1 

I.l.’I(C ;~i idi i  acitlcincni 3 
Oilier 2 1 1 

Total otlier e.;peii% 33 28 22 

(:I) Oilier iiicoiiic includes pre-tax gains o l  $32 million for the year elided Deceniber .31, 2006. from the sale oiapprosimaiely 20 inillion sliarcs of Level 3 
stock received as part oi the sale oi our iiiterest i i i  1’7 L.1 C (See Note .3D) Tliese gains are prior to the consideration o i  iiiiiiority interest 

(b) On Novembei 27. 2006. I’iogrcss Iiiicrgy iedeeined the entire outstanding $350 iiiillioii principal amount of its 6 05% Senior Notes due April 15, 2007, 
and tlic ciitin outstaiiding 9400 inillion principal aniouiit 01 its 5 8jUh Senior Notes due October 30, 2008 On December 6, 2006. Progress Energy 
rcpurcliased, piirsti~nt to a tender ofler, $550 inillion. or 53 0 percent, of tlic aggregate principal amount of its 7 10% Senior Notes due March I .  201 1 We 
recognized a total pre-tm loss ofS59 riiillion i n  conjunction with tliese redeiiiptions 

21 I~,NVIRONMEMTAI. MA lrERS 

We are subject to iegulation bv various federal. state aiid local authorities i n  the areas of air quality. ivatei qualit\!, control o i  toxic substances and hazardous 
aiid solid wastes. aiid otlier eiivii oiiniental inatteis We believe that we are iii substantial coinpliaiice with tliose environineiital regulations currently applicable 
to o u r  business and operations and believe we Iia\rc a11 iiecesswy peiriiits to condtrct s~icli operations Ensironnierital laws and regulatioiis f~equently cliange 
and the ultimate costs of coiiipliniice cannot always be pieciscly estiiiiated 

A Ilazaidous and Solid Waste 

The provisions oi  the Comprchciisivc Iinvironiiiciital Response, Compensation and L.iability Act of 1980. as  amended (CERCLA). authorize the 
Iiiiviroiiiiiciitai P r o t c c h i  Agency (EPA) lo require the cleanup 0 1  Iiamrdous ~vaste siies This statute imposes retroactive joint and sci~eral liabilities Some 

states. including North Carolina. South Carolina aiid Florida, liave siinilar types of statutes We are periodically notified by iegulators. including the E.PA and 
various state agencies. 01 our iiivolvciiieiit or potential iiivolvemeiit i i i  sites that iiiay require investigation and/or remediatioii There are presently several sites 
wit11 respect to wliicli we have been notified oi our poteiitial liability by the EPA, the state oi North Carolina or the state of Florida. as described below in 
greotei detail Vaiioiis niaterials associated with the production of manufactured gas, generally referred to as con1 tar, are regulated under federal and state 

i e  each potentially responsible pnities (PRPs) at several nianufactuied gas plant (MGP) sites We are also currently i n  the process of 
assessing poteiilial costs aiid esposiiies at otlier sites T liese costs are eligible Tor regulatory mcovery tlirougli either base rates or cost-recovery clauses Both 
PEC and PEF cvahiatc potciitial claims against other polentin1 PRl’s and iiisiiraiice carriers and plan to subinit claims for cost rccoveiy \vIiere appropriate The 
oiitcoiiic of tliesc potential clainis cannot be picdicted No niateiial claiiiis arc clirniitlv pending A discussioii of sites by legal entit>{ follows 

We record accru;11s Ibr probable and cstiniablc costs related io environmental sites on a n  inidiscounted basis We ~ i ~ c a s i ~ r e  our liability for tlicsc sites based on 
av:iiI:ible cvideiice iiicliidiiip our ez~pcrierice i n  iiivestigating m ~ d  
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remediating cii\~iroiiiiiciitaIlv iiiipaired sites The process olieii iiivolvcs assessing aiid developing cost-sharing arrangements with odier PRPs For all sites. as 
asscssiiiciits aic developed and analvzed. we will accrue costs  io^ the sites to tlie extent our liability is probable and the costs can be reasonably estimated 
13ccause tlie extent o i  ciiviioiiinenlal impact, allocation aiiiong PRPs ior all sites, remediation alternatives (wliicli could involve either minimal or significant 
ef i lm).  and concurrence o i  the regulatoiy aiitliorities have not yet reached the stage wliere a reasonable estimate of the reinediation costs can be made, we 

e a n i ~ o t  dcteriiiiiie tlic totd costs that may be incw~ed i n  connection with llie remediation of all sites at this time I t  is probable that cut rent estimates will 
chniigc aiid additiooal losses, which could be inaterial, niay be iiicumd i n  tlic iutuie 

The following table contains informatioil about acciuals for enviioiiniental Icniediation expenses described below Accnials for probable and estimable costs 
related lo various environmental sites. which were included in  other liabilities and deferred credits on the Balance Slieets, at  December 31 were. 

( i n  millions) 2006 2005 

M G P  and other sites 18 18 

(a) Expected to be paid out over oiie to five ycars 
(b) Expected to be paid cwt over oiie to liftecii years 

Pioercss Eiieiw 

I n  addition to tlie Utilities‘ sitcs. discussed under ”PEC” and ”PE17” belo\v. our environinental sites include the following related to our nonregulated 
operations. 

I n  2001. wc, tlirougli our I’rogrcss Fuels subsidiary. cslablislied an acc~ ita1 to address indemnities and retained an envi~oiiniental liability associated with the 
sale of our Inland Maiinc 7-ransportation busiiiess At Dcceriibcr 3 1 ,  2006 and 2005. tlic remaining accrual balance \vas approsiinately 163 million 
Expenditiircs related to this liability were not m:ifcrial diiring 2006 :ind 2005 

On March 24. 2005. we completed the sale o i  our I’iwgiess Rai l  subsidiary lii coi~nection with the sale, \ve incurred indemnity obligations related to certain 
pic-closing liabilities. including certaiii eiiviroiiiiieiital iiiatlcrs (See discussioii under Guaiantecs i n  Note 22C) 

There are cui-lently eiglit roriiier M G P  sites aiid a number of other sites associated with PEC that liave required or arc anticipated to require investigntion and/ 
01 reniediotioii T liree 01 tliese sites arc i n  the long-tcmi inonitoi ing pliase 

For tlie w a r  ended December 3 1. 2006, including the W a d  Traiisformci site and MGI’ sites discussed blow, PEC accrucd approximately E2 I million and 
spcnt approximately $6 inillion 101 tlic ycai ended L>ccemlxr 31. 2005, I’EC accrued approsiinately $4 niillioii and spent approximately $6 million I n  
October 2006. I’EC received orders Irom flic NCIJC and SCI’SC to dekr  and amortize certnin environinental rcmcdiation c s p i s e s  (Sec Note 713) 

111 Scptenilxr 2005. tlie EPA advised I’IJC that i t  liad bccii identified as a PlRI’ at the Carolina Traiisiornier site located i t )  Fayetteville. N C 1-lie EI’A ofiered 
PEC and a number l l f d l e l  PRPs the oppoituiiity to s h e  i n  tlie reiiiibursenieiit to tlie EPA oi  past espeiiditures i n  addressing conditions at the site. whicli are 
c~irreiitly approxinia~ely $32 inillion 111 Mov 2006. :I inec~inp \vas called by the EPA to discuss a sctlleinent proposal among tlie PRPs. An agreeiiient oniong 
PRPs lias not been reached: eoiiseqiieiill!~. i t  is not possible at this t ime lo 
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reasonably estimate tlie aiiiount oi P1;C’s sliare of the reiiiiburscn~eiit for icinediatioii o i  tlie Carolina Translbrmer site The outcome o l  tliis niattcr caimot be 
piedictcd 

Lhiiig the fourtli quarter 0 1  2004. tile EI’A advised PEC that it had been identified as a PRI’ a1 (lie Ward Traiisforiner site located in Roleigli. N.C The EPA 
offered PEC and a iiuniber of otlier I’Ri’s the opportunity to liegotiate cleaiiup of the site and reinibursement lo llie EPA for EPA’s past expenditures i n  
addressing conditions at tlic site I n  Scpteiiibcr 2005. PliC and otlier PRPs signed a setllement agrcenicnt, which requiies the pal ticipating PKPs to remediate 
tlic site For the year ended Dcccnibcr 3 1 .  2005. I’FC accrued approximately $3 million foi its portion o i  the EPA‘s estimated remediation costs and the EPA’s 
past costs For the ycai eiided Llcceniber 31. 2006. based upm continuing assessment work perfoimcd at tlie site, PEC recorded an additional $9 million 
accrual for its porlion of the cslini;~ted remcdialion costs At Dcceinbcr 3 I ,  2006, after cumulative expenditures for the Ward site of approximately 63 million. 
PEC’s rccoi-dcd 1i:ibility for tlic sitc \ w s  appiuxiniatcly $9 niillioii Achi:il experience niay differ from current estiinates, and i t  is probable that  estiinates will 
coiitiiiuc to cliaiige iii the future The outconie ol  tliis matter cannot be predicted 

For the yea1 ended Deceniber 3 I ,  2006, based upon newly available data for several o i  1’EC’s MGP sites, which had individual site remediation costs ranging 
fiom approximately $2 million to S4 inillion. a renicdiation liability oiapproxiiiiately $12 inillion was recorded foi the miiiimt~m estimated total remediation 
cost foi a11 01 I’EC’s iemaining MGP sites I-lowever. tlic iiiaxiiiiuiii amoiiiit o i  the range for all the sites cannot be deteimined at this time as one of the 
remaining sites is signiticniitly lmger than {lie sites h i  which we have liistoiical experience 

PET: has received approv31 froin the I:I)SC: for recoven oi  the majority of cosls associated with Uie remediation of distribution and substalion trnnsliirniers 
tlirougli tlie E,nvimninciit:il Cost Recoi’ey Cl:iusc (ECRC) Under zigreeiiieiits with the Florida Dep:irtiiicnt o l  Environmental Protection, PE.F is iii the process 
o i  examining distribution transfbriiier sites and substation sites for niineml oil-impacted soil reniediatioii caused by equipment integrity issues PEF has 
reviewed a iittnibcr O i  distribution transforiiier sites aiid all substdon sites Based on changes to tlie estimated time frame for inspections of distribution 
tiansforinel sites. 1’E.F curreiitlv expects IO Iiave coiiipleted tliis icview by the end o i  2008 Should iitithei sites be identified, PEF believes rliat any estimated 
costs would also be recovered thiougli the ECRC For the )cars ended 1)eceniber 31, 2006 and 2005, PEF accrued appiosimately $42 million and $2 million, 
respectively, due to additional sites expected to require rcniediation and spent approximately $19 million and $9 million, respectively. related to the 
reniediation ol  t iaiisfoimers At Deceiiiber 31. 2006. I’LF lias iccorded a regulatory asset for tlie probable recovery of tliese costs tliroiigli the ECRC (See Note 
7A). 

The aiiioinits for MGP a d  otlicr sites. i n  the table above. relate to two fornici MGP sites and otlicr sites associated with PET: that Iiave required or are 
anticipatcd to require itivcstigatioii aiidioi- rcmedi:ition Tile amounts include appi-oximntelv $12 inillion i n  iiiswance claini settlcinent pioceeds received in  
2004, which are restricted for use i n  addressing costs associated with envii-oiimeiihl liabilities For the year ended December 31, 2006, PFF made no accruals 
and P E F s  expenditures and insuiaiice proceeds weie lint inaterial to our  or P . results of operations 01- Iinancial condition For the year ended December 
31, 2005. 1 9 3  made no ~naterinl accruals. spent nppioxiniately $1 iiiillion and received appiosiinalely $1 million ol  additional iiisuiaiice proceeds 

B Air and Water Quality 

We are subject to various currcnt fcdci-al. slate aiid local ~ ~ i v i r ~ ~ ~ i ~ n e ~ i t a l  coinpliance laws and iegulations governing air atid water quality{, resulting in  capital 
expenditures and increased O&M expenses 7 licsc coiiipliaiicc laws and iegulations include tlie Clean Air Intcistate Rule (CAIR). the Clean Air Mercury Rule 
(CAMR). the Clem Air Visibility Rule (CAVR). tlic NOS SIP Call Rule uiidei Section 1 I O  of tlie Clean Aii Act (NOx SIP Call) aiid the Clean Smokestacks 
Act At December 3 I .  2006, ciimiilntive capital expcndiliires lo dote to comply with tliese cnvironniental Ia\vs and regulations were $937 million, including 
$909 niillioii :ind $28 iiiillioii :it 1’EC :ind PEF. Icspectivcly 

I n  .lune 2002, tlie CIcan Smokestacks Act \\‘as enacted i n  Noi-tli Camliiia requii ing the state‘s electric utilities to reduce t l ie emissions o l  nitrogen oxide (NOS) 
and SOzGom Ilicir North Caroliiia coal-lircd power plants i l l  pliases 
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by 2013 The Cleaii Smokestacks Aci ieqiiires P I X  to amortize $569 ~iiillioii, icprescnting 70 percent of tlie original cost estimate o i  $81 3 ~iiillio~i, during the 

live-year period ending Deceiiibci 31, 2007 The Clean Sinol;estacl;s Act pemiits PEC the llesibility to vary tlic aniorlization scliedule for recording of the 

coinplinnce costs from none u p  to $174 inillion per year For the years ended December 3 1 .  2006. 2005 and 2004, PEC recognized amortization of $140 

iiiillioii. $147 million and $1 74 inillion, iespcctively. and has I-ecognized $535 millioii in  cuiiiulative aniortizntioii tlirougli December 31, 2006 The reniaining 

amortization requireiiicnt 01 $34 ni i l l io i i  \\<ill lx recoidcd dui-ing the one-year peiiod ending Ikccinber 31, 2007 The NCUC will hold a Iiearing prior lo 

Deceinber 31,  2007. to deteiiiiiiie cost-recove~y ainounts lbr 2008 :lnd 2009 

Two of PEC-s largest coal-lired gencration plants (the I?osboro No. 4 and M a w  Units) inipacted bv tlic Clean Siiiokeslacks Act are jointly owned Pursuant 
to joint ownership agreeiiients. [lie joint owners aic requiied to pay a portion oi the costs of owning and operating tliese plants PEC 113s determined that the 

most cost-effective Cleaii Siiiokcstacks Act coiiipliancc stiatcgy is to inaxiniize the SO? ienioval fioni its largei coal-liied units, including Roxboro No 4 and 

Mayo, so as to avoid tlie installation of expensive emission controls oil its smaller coal-fired niiits Iri order to address the join1 owner's concertis that sucli a 

coiiipliance sttategy would result in  a disproportionatc share 01 the cost of compliance 011 tlic jointly owned units, PEC entered into an agreement witli the 
joint oiviicr to limit its aggregate costs associated with capital expenditures to coinpl\~ with the Cleaii Sinokestacks Act to applosiniately $38 inillion PEC 

of the contract amount. A1 Deceniber 31, 2006, the amount of the liability 

was $29 million and had iiicreased froin $16 iiiilliori at Deccmber 31, 2005. based upon tlie respeclive cui-rent estimates for Clean Sniokestacks Act 

compliance Because PEC 113s taken a systeiiiwide coliipliance approach. its Noiih Caioliiia retail customers have significantly benefited from the strategy of 
fociisiiig emission reductioii cffnrts on the jointly owned units, and. tlierefoic. PEC believes that any costs i n  excess of the joint owner's share should be 
recovered fioiii North Carolina retail custoiiicrs, consistciii with oilier capital cxpendiiures associated ivit l l  PEC's con~pliance with tlie Clean Smokestacks 

Act. On November 2, 2006, PEC iiotilied the NCUC o i  its intent to record tliese estimated excess costs as p a i l  ol'tlie $569 inillion aiiiortization required to be 

recorded by Decen~ber 31, 2007. and subscqnc~ltlv ~cclassified $29 million of indemnification espeiisc to Clean Siiiokeslacks Act aniortizatioii (See Note 20). 

. .  
\I" ~- 

. . . .  1 . .  
I .  

22 COMMI TMEN'TS ANI) CONI INGI~NCIES 

A Purcliase Obligations 

At December 31. 2006. the Ibllowing table rcllecls contr:ictiinl cash obligations and other commercial commitments in the respeclive periods i n  wliich they 
are due: 

Progress Eiieim 

h i  millioiis) 2007 2008 2009 2010 2011 Tlierealter 

1.251 1.057 5 5u9 s 390 s Fuel 5 2 128 s 1.514 u; 

Otliei pitichase obligations 86 71 23 22 15 74 

,236 - 

(in millions) 2007 2008 2009 201 0 201 1 rliereafter 

129 87 464 
99 9 

Otlier puicliaw obligationr 21 22 3 3 3 12 
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2007 2008 2009 2010 201 1 Tlierealier 

Purchased power 

Through ow subsidiarie.;. we liave entered into vai ioiis long-ter~n contracts lor coal, oil, g0.s and niiclear luel Our paynients iinder these comniilnients were 
$3 168 billion. $ 3  071 billion and $2 033 billiori for 2006, 2005 and 2004. rcspcctivcl? I’EC‘s total payn~cnls i~nder tlicsc comniitnieiits for its gcnerat~ng 
plaits were $ 1  051 billiori, 5964 million and $477 ni111101i i n  2006. 2005 and 2004 respectivcly PFF‘s paynicnt.i totaled $577 million. %506 million a i d  $375 
million i n  2006. 2005 and 2004. re.spectrvely 

Boll~ PFC mid PET; have ongo~ng purchased power contmct~ wrth certain cogellerntois (priinarily QTi) wltli e ~ p i ~ a t ~ o n  date\ ~anging front 2007 to 2033 
The% piirchased power con11 acts generally provide for capacity and energy pay~nents 

- - - ~ _ - _ _ - -  

Pursuant to the teiiiis of the I98 1 Power Coordiiiatioii Agreement. as aniendcd, between PEC and Power Agency. I’GC is obligated lo piircliase a percentage 
of Power Agency’s ownership capncity of. and energy from, Harris I n  1993, PEC and Power Agcnc)’ entcrcd into an agreement to reslructiire portions ol 
their contracts covering power supplies and iiiterests in  jointly owned uniis Undet the leniis o l  the 1993 agrecnicnt. PEC inctcased the aniou~it of capacity 
and energy piirchased froni Power Agency‘s owneisliip interest i n  Harris, and the buyback pciiod was extended six years tlirough 2007 The estimated 
minimum annual payincnts for tl~ese ptircliascs. wliicli I cUcct capacity and cncrgv cosis. total approsiniatcly $34 niillioii l’hcsc contractual purcliases totaled 
$38 niillion. $37 million and $39 million foi 2006. 2005 aiid 2001, respectively 

PE.C has a long-teriii iigrcciiient for the purc1i:lse of power und rclated transniissiot~ services froiir Indi:in:i MicIiig:iii Power Corrip:~riy‘s Rockport Unit No 2 
(Rockport) The agreenient piovides lor the puicliase of 250 MW of capncity tliro~gli 2009 with estiniated niininiu~n annual pavments of approsimalely $42 

million, representing capital-related capacity costs Total piirc1xw.x (iiicli~diiig energy and irans~iiission use cliaigcs) under the Rockp i t  agreement amounted 
to $80 million, $71 niillion and $62 niillioii for 2006. 2005 aiid 2004, respectively. 

PEC executed two long-term agreenicnts for the purcliase of power froni Broad River LLC’s Biuad River facility (Bi-oad River) One agreenicnt provides for 
the purcliase 01 approsimately 500 MW of capacity tlirough 2021 with an original ~ i i i n i i i i ~ ~ n ~  annual poynient of npprosiniately $16 niillion. ptiniarily 
representing capital-related capacity costs The second ogreenienl provided for tlie additional piircliuse or  approxi~iiately 3 35 M W oi capacity through 2022 
with an original niininium annual payment of approsimatcly $16 niillio~i rcprcscnting capital-related capacitv costs Total p~ircl~ases for  both capacity and 
energy under the Broad River agreements aniountcd to $40 inillion, $44  nill lion a i d  $42 n~illion i n  2006. 2005 and 2004. rcspcctivclv. 

PIX 1x1s vanoils pay-for-perforiaaice contracts witli QFs Cor appi-osiiiiatclp 327 MW of capacity expiring :it various tiines tlirougli 2014 Payments for both 

capacity and energy are contingent upon the QFs- abilit)) to generate Paynients made under these contracts were $1 82 niillioii. $1 12 iiiillioii and $90 niillion 
i n  2006, 2005 and 2004, respectively. 

PEF has long-term contracts for app~osiniately 489 MW oi  porcliased power with ollier utilities. including a contract tviili The Southern Conipany for 
approl;iniately 4 14 MW of purchased powei aniiiially thiougli 2016 Total piiicliases, Tor both eitergy and capacity. itiider tliesc agrcenients aiiioirnted 10 $ I  62 
niillion, $1 75 ~iiillion and $128 iiiillion for 2006. 2005 and 2004. respectivcly Minin~uni ptirclioses unde~ tliese contracts. repimenling capital-related capacity 
costs, are approximately $65 inillion aiiniiall~ tlimiigli 2009, $54 ~iiillio~i hi 2010 and $38 niillion oniiually tlierealtcr Ilirougli 2016 
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PEF has ongoing purcliased power contracts with ceitain QFs io1 94.3 MW of capacity wit11 expiration dares ronging liorir 2007 to 203.1 Eiiergv payrnents are 
based on tlie actual power taken under tliese coiitracts. Capacity payments are subiect to the QPs ineeting certaiii contract peifonnance obligatioiis 111 nwst 

cases, tliese contiacts accoiiiit ior 100 percent 01 tlie generating capacity of e:icli o l  tlie facilities All con,nlitntcnts have been approved by the FI’SC Tolal 
capacity purchases under tlvxx contracts ainounted to $277 iiiillioi~ $262 million and $247 rnillion 101 2006. 2005 and 2004, respcclively At Deceinkr 31, 
2006, niininium expected flittire capacity paynient~ under tliese contracts w e i e  $289 millio~i. $300 niillion. $271 niillion. $274 niillion and $288 million 101 

2007 tlirougli 201 1. respectively. and $3 508 billion tlicrcafler The FPSC allows tlie capacity pay~ncnts to bc rcco\wcd tlirougii a capacity cost-recovery 
clause. wlucli is similar to, and works i n  conjunction with. cncrgv payments recovered througli ilic fuel cost-lecovei-y c l a i ~ ~ e  

On December 2, 2004. PEF cntered into precedent and related agreements with Soitlliem Natural Gas Company (SNG). Florida Gas Transniission Coinpa~iy 
(FGT). and RG L.NG Services, L.L.C for tl1e supply of natural gas and associated kii-ni pipeline tr-ansportatio~i to aiignlerlt PFF‘s gas supply needs for the period 
irom May I ,  2007, to April 30, 2027 Tlie iota1 cost to I’EF associated with the agreements is approximately $3 9 billion ‘The transactions :IX siibject lo 
several conditions precedent, some o i  wliicli Iiave been satisfied. wliicli include obtaining tlie PPSC’s approval 01 tlie apreeineiits. the completion and 
coniniencement of operation oi the necessary related expansions to SNG’s and FGT’s respective natural gas pipeline systems, and otller standard closing 
conditions Due to tlie conditions i n  the agieemeti~s, tlie estimated costs associated with tliese agree~nents are not included i n  the contractual cas11 obligations 
table above 

1.1. C. (- 6nn uiuelinc transoorlation capacity to 
augnicnt PEF’s gas supply needs Tor the penod from September 1. 2008 tlirougli lnnuai-)~ I .  2031 Tlie total coil to I’EF asiociated WIUI t l i i i  agrecmcnt I S  

appioslinalcly $777 million 1 he trnniaction IT siibjcct to wvcral coiiditions precedent ~ncluding the complctioii aiid coninicnccnieiil 01 opcratlon of the 
necessary related expansions to Giillstreain’s natural gas pipeline system, and other standard closti~g condlttons Due to the conditions ol this agreement the 

cshrnated costs associated with t l i is agreement are not ,ncluded 111 tlie coninctunl cash obligations M e  above 

111 December 2006, PEF entered into a conditional contract with CI oss Timbers Energy Services. Inc Li,r the supply of natural gas to aiigmeiit 1’E.l;’~ gas 
supply needs ior the period iioiii June 1,  2008, tlirough May 31, 2013 The total cost to I’EF associated with this agree~neiit is appiosiinately $877 million 
Tlie transaction is st~bject to seveial conditions precedeiiL includiiig tllc completion and coniiiieiiccnient 01 opelation o i  iieccssar\‘ related interstate natural gas 
pipeline system expansions, and otlicr standard closing conditions Due to the conditions of this :igieeinent tlie estiniated costs associated with tliis agreeinent 
are not included i n  tlie contractual cash obligations table above 

In December 2006. PEF entered into a conditional contract with Southeast Supply Header. L 1, C (SESI-I) lix firm pipcline trarisportatioii capacilv lo augiiicnl 
PEF’s gas supply necds for tlie period froin lune 1: 2008. through May 31, 2023 The total cost to I‘EF associated with this agreement i s  approximately $271 
million Tlie transaction is subject to several conditions precedent. including Florida Public Service Conimission appiuv:11. the completion aiid co~nmeiicement 
oi operation of tlie SESH pipeline project, :ind other standard closing conditions Due to the conditions ol this agreement the estimatcd costs associated with 
this agreenicnt are not included in the contract~al cash obligations table above 

I n  Deceinber 2006, PE,F entered into a conditional contract witli a piivate oil and gas coinpnp ior tlie supply o i  iintiiral gss to augnieiit PEF‘s gas supply 
needs for the period from June 1, 2008, tlmugli May 31, 2013. The total cost to PEF associated wit11 this agreement is appioxiniatcly $128 niillion The 
transaction is subject to several conditions pitcedeiit. including tlie coinpletion and ~ o i i ~ ~ n e i i ~ ~ ~ n e ~ ~ l  of ope~ation o l  necessory I elated interstate natuial gos 

pipeline system expansions, and otlier standard closing conditions l h  to the conditions of this agreeiiient tlic estimated costs associated with this agreeinent 

are not included i n  tlie contractual cash obligations table above 



We have purcliase obligations related to various capital consti uction projects O u r  total payiiients under these contracts were E365 niillion. $9 I million and 
$108 million for 2006. 2005 and 2004: respectively At December .3 I ,  2006. PEC had coiistntction obligations related to Clean Sinokcslacks Act capital 
projects of $99  nill lion and $9 million lor 2007 and 2008, respectively. and none tlierenfter Total puicliases bv PEC under vaiious capital piqiects related to 
Clean Smokestacks Act were $225 inillion for 2006 and purchases under various conlbustion turbine coiistruction obligations \\we $5 million foi 2004 PEC 
did not have any pirrcliases rclated to construction obligations i n  2005 PEF has purchase obligations rclatcd to various plant capital projects related to new 

generation and Floiida CAlR Total payments wde i  PEF’s contracts were $140 million. $91 inillion and $102 million foi 2006. 2005 and 2004. icspcctively 
PEF’s tiitlire obligations under these conlracts are $294 million, $188 rriillion, $8 niillion and $3 mil!ion for 2007 Ilirottgli 201 0, respectively 

We have entered into various other contractual obligations primarily related to senlice contracts for opeiational services entered into by I’E.SC. palls and 
services contracts. arid a PEF service agreement related to tlie I-Iines Eneigy Complex Otir payiiients under these aglecnients were $91 niillion. $82 million 
and $44 million for 2006, 2005 and 2004, respectively 

fv and sen’lce Contiacts for o p c ~ a t ~ o ~ ~ a l  scnvce\ a.rsociated wrth 
discontinued CCO operations 1 otal paymcnts undei these contracts were $18 million. $17 million and $15 niillioii Toi 2006. 2005 and 2004. respectivclv 
Estimated fiitiuc payinelits under thcse contracts of $198 riiillion ale not reflected i n  tlic table plc.icnted at thc beginning 01 t h s  I‘ootnole Included 111 these 
 ont tracts are purcllase obligations with two counterparties for pipeline capaclty through 2018 and 2028 Payments wider tlicse agrcemcnts were $ 1  6 m~llton 
$15 niillion and $13 million for 2006. 2005 and 2004, iespectively Future obligatmis under these contracts ale appro~iniatciy $1 3 nnllion lor 2007, $12 
niillrori for 2008 tliinugli 201 I and appro.;rnialeIy $76 iiiillion payable thereafter We anticipate tiansferring the obligationr uiidei these contiactr to a third 
paity as part 01 our disposition stiategy 

I’EC has vaiious purchase obligations lor emission obligations, liiiiesione supply and the puidiasc o i  capital paris Total ptircliases under il~ese conti-acts were 
$2 niiliion, $10 million and $2 million for 2006, 2005 and 2004, respectively Future obligations undei these contrilcts aie E21 million each for 2007 and 
2008, $3 inillion each for 2009 tlirougli 201 1 and $12 niillioii tlieieafter 

I’EC has various purchase obligations related to reactor \rcsscl head replacements. power tiplates and spent fuel storage Total purchases under tl~cse Contracts 
were $8 million for 2006. $13 million for 2005 and $1 7 million for2004 We do not liavc any future purchase obligations under these contracts 

PE,F has long-term service agreements for the Ilines Energy Complex Total payments under these contracts were $12 in i l l ion .  $8 million and $1 I million f i x  
2006, 2005 and 2004. respectively Future obligations under these contracts are $ I  1 million, $16 niillion. $14  nill lion. $19 inillioii and $12 inillion for 2007 
through 201 1, respectively. with approximately $62 million payable thereafter. 

PEF has various purchase obligations and contractual coniiiiitiiients ielated to tlie purcl~ase and replacenlent of niachinen) Total payments under tliese 
Contracts were $21 million for 2006 and $34 million for 2005 Ihere were no payments under these contracts during 2004 Iyutiw obligations under tliese 

contracts are $22 million, $8 million and $6 million for 2007 tlirougli 2009, respectively 

B Leases 

We lease office buildings. computci equipment, vchiclcs. railcars arid other piopcrty and equipment with vaiious tci ins and expiration dotes Sonic rental 
payments Cor transportation equipment include minimum rentals plus contingent rentals based 011 mileage These contingent rentals arc n o t  significant Our 
rent expense wider operating leases totaled M2 million for 2006 and $38 ~iiillion each for 2005 alid 2004 Oui- purclizmd power cspcnse under 
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agreenients cl:issified as opelaling leases \vas approximately $60 inillion. $14 inillion and $25 illillion i n  2006, 2005 and 2004. iespectively 

PEC's relit expense under operating leases totaled $25 million lbr 2006, $24 ntillion for 2005 and $20 inillioii for 2004 1 liese antounls include rent expense 
allocated lmni PESC of $8 niilliori. $7 niilliori arid $10 inillion for 2006. 2005 and 2004, respectively Purcliased power espeiise iriider agreements classified 
as operating leases wen: appiosiinately SI0 iiiillion. SI 1 inillion and $25 inillion i n  2006, 2005 and 2004, rcspectivcly 

PEF's leiit expeiisc under operating leases totaled $16 niillion. $1  1 inillion and $14 million during 2006, 2005 and 2004, icspcctively These amounts include 
rent expense allocated froin PESC Io PEF of $7 million each for 2006 and 2005 and $10 million for 2004 Purchased p3vver cxpeiisc under agreements 
classified as operating lenses \vas approsini:~tely $49 millioii and $3 million in  2006 and 2005, respectively. a id  iioiie i i i  2004. 

Assets iecoided under capital leases at December 31 coiisisted of: 

Progress Eiicrey PEC 
( i n  millians~ 2006 2005 2006 2005 2006 2005 

S 84 s 30 S 30 5 30 s s4 s 

At December 3 1. 2006, ininiiiiuni annual payinents, excluding esecutonr costs such as property taxes, insurance and inaiiitenance. under long-tenii 
noncancelable operating and capital leases were' 

Progress Enerey pEc 
( i n  millions) Capital Operating Capital Operating Capital Operating 

2 
2 

Tliereafter 91 172 12 132 79 26 

0 

Present value oi net minimum lease payments uiider capital leases 72 $ I8  $ 53 

I n  2003. we entered into an operating lease for a building for which miiiimum annual ieiital payments are approximately $7 nrillioii 'The lease term expires 
July 2035 and provides for 110 rental payments during the losl I5 years oldie lease, duiing which period IF53 million of rental expeiise will be recorded iri the 
Consolidated Statements of Income 

I n  2005. PEF entered into ai1 agreement for a new capital lease for a building completed during 2006 Tlie lease term expires March 2047 and provides for 
annual payments of approsiinately $5 inillion froin 2007 througli 2026 for a total of appi~xirriatcly SI 0.3 niillion The lcase term piuvides for no payments 
during the last 20 years of the lease. during whicl~ period approximately $51 rnillioii of rental expense will be recorded i n  the Statements 01 Income 

I n  2006, PE,F extended the teriiis of an agreeinent hi pilrchased power. wliich is classified as a capital lease, for 311 additional I O  wars  t h e  10 the coi~ditions 
ol'tlie agreenieiit. the capital Iczse will not be recorded 011 PFF's Balance Sheet until 2007 Tlierefore this capital lease is not included i n  the table a h v e  The 
agieemeiit calls fix aiiiiuol paynierits of approximately $27 rnillioii from 2007 tlirougli 2024 for a total of approsiniotely $460 nrillioii 
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Excluding tlie lltilities, we are also a lessoi of land. buildings and other types of properties IW o\vn under operating Ieascs with various teniis and expiration 
dates The leased buildings are depreciated under the .same ternis as other buildings included in  diversilied business piopeity Miiiiinuni reritals receivable 
under noncancelable leaxs are approximately $9 million. $7 iiiillioil $6 inillion: $4 niillion and $2 million for 2007 tlirougli 201 1. respectively Rents 
received under tliese opiating leases totaled $9 million, $8 million and $6 inillion for 2006.2005 and 2004. respectively 

The Utilities arc lessois of electric poles. strectliglits and otlicr facilities PEC’s niinimum rciitals under noiicaiicelable leases arc $10 iiiillion for 2007 and 
iioiie therealier I’EC‘s rents received are contingent upon usage and totaled $31 niillion each for 2006 and 2005 and $32 million for 2004 PEF’s rents 
icceived ale based oii a fixed iiiiiiimum rental where price varics by tvpc of equipment 01 contingent usage and totaled $72 million for 2006 and $63 million 
each for 2005 a id  200J PEF’s niiiiinium rentals under noncancelable leascs arc not material for 2007 and thereafter 

C Gumnntees 

Ar; a part 01 normal busiiiess, we enter into v a ~ ~ o u s  agreements providing liiture fiiiaiicial or peifonnance assuiaiices to tliird pa~ties, whlcli ale outside the 
scope of FASB Interpi-etation No 45. “Guarantol’s Account~rig and Disclosure Requirements for Guarantees, Iiicludlng Indirect Guarantees of Indebtedness 
of Otlieis ” k s e  agreements are entcied into priinanly to support or enliance the creditwoi tliiiies~ othenv~se attributed to Piogress Energy or our subsidiaries 
011 a stand-alone basis. tliereby facilrtating the edensroii of sufficient credit to accomplish the subsidiaries’ Intended conimeicial purpo5es (See Note 18) Our 

~t ameements, tolliiig agreements, transmsslon agreements. gas agleements, filcl plocurement 
agieeinents and trading operations Our guarantcen also include standby letters of crcdlt and surety bonds At December 31, 2006. we do not belteve 
conditions aie l i k e l ~  for significant perfoiiiiance under tliese guarantees To the extent Iiab~l~tics ale mcuired as a lcsrilt ol the actiwtler covered by the 
gtmrantees such Iiabrlibes are included in the occompanying Balance Sheets 

__ 

At Deceriibcr 3 1. 2006. we liave issued giiaiaiitees and indeninifications of certain asset peiforiiiance, legal, tax and environmental niatters to third parties, 
including indcmnilications made i n  connection with sales of businesses, and for timely payment of obligations i n  support of our nonwllolly o w e d  synthetic 
fuels operations Related to the sales of businesses. the latest notice period exvends until 2012 for the majority of legal, tax and environmental nintters 
provided for in the indemnification provisions Indemlrificatiotis lor the perfornim~ce of assets extend to 2016 For niatfers for wliicli we receive tiniely iiotice, 
our indemnity obligations may extend beyond the notice period Certain indemnifications liave no liniititions as to time or mariiiiuin potential future 
payrnents In 2005, PEC entered into an agreemen1 with tlie joiiit O W I I ~ F  of cerlain facilities at tlie Mayo and Roxlwro plants to limit their aggregate costs 
associated with capital expendituies to comply with tlie Clem Smokestacks Act and recognized a liability related to this indemniiicatioti (See Note 2lB). 
PEC’s iiiaxiiiiuiii exposiirc cannot bc detcniiined At December 3 1. 2006, the niaxiniuiii cspos~rc for guarantecs and indciiinifications Ior whicli a maximum 
expostire is deterriiiiiable was $208 millioti. including $32 million at PEF At Dcceiiiber 31. 2006 and 2005, we have recorded liabilities related to guarantees 
and indemnifications to thiid parties of approGniately $60 million and $41 million, icspectivcly These aiiounts include $29 inillion and $16 million, 
respectively, for PEC at December 31, 2006 and 2005, and $8 million for PEF at December 31, 2006 PEF had no liabilities related to guarantees and 
indemnifications to third parties at December 31, 2005 As current estimates cliange, it is possible that additioiial losses related to guarantees and 
indemnifications to third paities. which could be material. may be recorded in  the flittire 

In addition. the Parent 113s issued $300 million of guarantees of certain paynients of two wholly owned indirect subsidiaries (See Note 23) 
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1 Spent Nuclear Fuel Matters 

13 Otlier Commitineiits and Contingencies 

Pursuant to tlie Nuclear Waste Policv Act of 1982, tlie Utilities entered into contracts with the DOE under wliich Ille DOE agreed lo begin laking spenl 
niiclear fuel by no later than January 31, 1998 All siinilarly situated utilities were required to sign tlic sanie standard coiiIracI 

Tlie DOE failed to begin taking spent nuclear fuel by lanuary 31. 1998. I n  Janua~y 2004. tlic Utilities filed a complaint i n  the United States Court of Fcderal 
Claims against the DOE., claiming that the DOE brcaclicd the Standard Contract for Disposal of Spent Nuclcw Fuel by failing to accept spent nuclear fuel 
from our various facilities on or before lanuaiy 31. 1998 Our damages due to the DOE'S brc:icli will be significant, but Ii:ive yet to be detennined 
Appioxin~ately 60 cases involving tlie government's actions i n  connection with spent iiuclew fuel ai(: currently pending in  the Court of Federal Claims 

Tlie DOE and tlie 1Jtilities agreed to, and Ilie ti ial  court eiiicred, a stay 01 proceedings, i n  order to allow for possible efficieiicies due to the re~olution of legal 
and islctual miles i n  previously filed cases 111 \vIiicli srriirlar clain~s are being piirsued by otlier plaintiffs These issues may Include. among others. so-called 
"rate isriies," o r  the ~ n ~ n ~ ~ i i i ~ n i  mandatoiy rchedule for tlie acceptance oC spent nuclear fuel and high-level mdioactive waste by ~vliicli the government was 
contiactually obligated to accept contract Iioldeis' spent nuclear luel and/or liigli-level waste, and i w i e s  regaidtrig recoveiy of damages under parha1 breach 

sclieduled to occur duiiiig 2006 and 2007 Rcsolutioii of thcsc i s w c s  in other cases could facilitate agrecmcnts by the parties 111 the Utilitics' lawsuit, or at a 
~ i i ~ ~ i ~ n i i ~ ~ i i .  infomi tlie ~ o i i i t  oi dccisions reached by other coirit7 if  tlics reniaiii contcsted and require tcsolntton in  this carc In July 2005. the pal tics jointly 
requested a cont~niiancc 01 tlie stay tlirough Decembcr 15 2005 which the trial court grarited Subsequently, the trial court contiiiued the stay untd March 17, 
2006 rlie tnal court lifted the stay 011 March 22. 2006. and d~scoveiy 113s Lommenced 1 lie t i ial  court's scl~eduling order. ~ s s ~ t e d  on March 23 2006, included 
an anticipated trial date i n  late 2007 

f l m -  These I.SUC.S ha vc been oi  ~ I C  evoectcd to be ~resented in the trials or appeals that arc currently -- 

In July 2002, Congress passed ai l  overiide resolution to Nevada's veto of the DOE'S proposal to locate a permanent underground niiclear waste storage 
facility at Yucca Mountain, Nev In  Januaiy 200.3. the state of Nevada: Clark County, Nev : and the city of Las Vegas petitioned the 1J S Court of Appeals for 
the District of Columbia Circuit for review oi  the Congressional ovenide resolution These same parties also cliallenged the EPA's radiation standards for 
Yucca Mountaiii On luly 9. 2004. the Cowl rejected the cliallenge to tlie constit~~tionalily of tlie resolution approving Yucca Mountain. but ruled that the 
EPA \vas wroiig to set a 10,000-year compliance period i n  tlie iodiation protection stnndai-(1 In August 2005, the EPA issued new proposed slandards The 
proposed standards include a 1.000,000-year compliance period i n  tlie radiation protection standard Coninicnts were due November 2 I .  2005, and are being 
reviewed by tlie EPA The EPA is expected io issiie a new sdety standard for tlic rcpositoiy i n  early 2007 The DOE originally plaiined to submit a license 
application to tlie NRC to construct the Yucca Mountain facility by the end of 2004 However, i n  November 2004, tlic DOE announced i t  wonld not submit 
tlie license application until mid-2005 or Inter The DOE did not submit the license application i n  2005 and has since reported that the license application will 
be subiiiitted by June 2008 Congress approved a 5 0  million lor fiscal year 2006 for the Yucca Mountain project approximately $201 million less than 
requested bv tlie DOE. The DOE. requested $545  nill lion for liscal year 2007 The request 113s not been approved at this time arid the DOE. is operating under a 
continuing resolution that litnits spending to the level of liscal year 2006 The DOE lies stated that if legislative clianges requested by the Bush administration 
arc enacted. the repository may be able to accept spent nuclem file1 stafling iti 2017, but 2020 is oiore probable due to anticipated litigation by the state of 

es cnniiot predict tlie outconie of this nialier 

With ceiliain modifications and additional approvals by the NRC. including the installation of onsite dry cask storage facilities at Robinson, Bninswick nnd 
CR3, tlie lltilities' spent nuclear fuel storage facilities will be sufficient to provide storage space for spent I'uel generated on their respective systems through 
tlie cspiration of the operating licenses. including any license extensions. for their nuclear generating units Harris 113s siifficiciit storage capacity i n  its spent 
fuel pools tliiougli the cspiiation of its opciating Iicensc, including anv license extensions 
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2 Synthetic Fuels Matters 

A iiitiiiber of our subsidiaries aiid afliliates ale parties to two lawsuits arising out of an Asset Purchase Agreement dated as of October 19. 1999. by aiid 
among 1.1 S Global, LLC (Global); the Eartlico svntlietic fiiels facilities (Eartlico); certain afiiliates of Eartlico: EFC Sviifuel LLC (which is owned indirectly 
by Progress Energy. Inc ) and certain of its afiiliates, including Solid Energy LLC: Solid Fuel ILC;  Ccrcdo Syiifucl L L C  Gulf Coast Synfuel LLC (currently 
named Sandy Rivcr Synfuel LLC) (collectivelv. the Progress Affiliates), as aiiicnded by an aiiicndnicnt to Purcliasc Agreeriient as o l  Aiigust 23, 2000 (the 
Asset Pi~rclinse Agrccrnent). Global lias asseitcd Uiat (1) puisuaiit to the Asset Purchase Agwxient,  it is entitled to an interest i n  txvo synthetic fuels facilities 
currently owned by tlie Progress Affiliates and an option to purcliase additional interests i n  the two synthetic hels  facilities and (2) it is entitled to damages 
because tlie Progress Affiliates prohibited it froiii procuring purcliasers for the synthetic fuels facilities 

The liist suit, [ J S  Global, LL.C v ProgressEmvgy, hie e /  n l ,  assei?s the above claiiiis i n  a case filed in the Circuit Court for Uroward County. Fla, in March 
2003 (the Floi ida Global Case), and requests a11 unspecified aiiioiiiit o l  conipeiisatoiy damages. 3s well as declaratory relief Tlie Progress Nlil iates liave 
answered the Complaint by generally denying a11 of Global’s substantive allegations and asserting iiiinierous substantial affiniiative defenses Tlie case is at 
issue, but neither party lias requested a trial l’he parties are currently eiigaged in discovery i n  the Florida Global Case. 

st rll I3 I1.T Gla6al I.IC WnS hv tlie Prnercss Affiliates i n  tlic Supeiior Court for Waltc County, N C., 
reeking dcclaratory relief consistent with our intciprctation 01 the Asset Puicha,e Agrceiiient (tlic Noiih Carolina Glob1 Case) Global was sewed wltli tlie 
North Carolina Global Case on April 17,2003 

On May 15. 2003, Global movcd to dismiss the North Carolina Global Case for lack ol~personal jurisdiction over Global In tlie alternative, Global requested 
that the court decline to exercise its discretion to liear the Progress Aililiates’ declaratory judgment action On August 7. 2003, h e  Wake County Superior 
Court denied Glohl’s motion to dismiss. but stayed tlie North Carolina Global Case. pending the outcoiiie of tlie Florida Global Case The Progress Affiliates 
appealed tlie superior court’s order staying tlic case By order dated Septeinber 7. 2004, tlie North Caroliria Court of Appeals dismissed tlie Progress 
Alliliates‘ appeal Since that time, the parties liave been cngnged in discovent in tlie Florida Global Case 

111 Deceiiiber 2006. w e  reached agreement with Global to settle a n  additional claim in the suit related lo arnounls due to Global Iliat were placed in escrow 
during tlie course of the liiternal Revenue Service (IRS) audit o i  the Eartlico synthetic luels hcilities l‘he audit \vas successfully resolved in 200G and tlie 
escrow. which totaled $42 iiiillion at Decciiibcr 31. 2006. was paid to Global iii January 2007 The remainder of the suit continues Wc  cannot predict the 
oiitconie oflliis iiiatier 

3 Other Litigation Matters 

We and our subsidiaries are involved i n  vaiious litigation matteis in the ordinary couise of business, sonic of which involve substantial aniounts Where 
appiopriate, we Iiave made acci-uals and disclosures i n  accordance with SFAS No 5 to provide [or such matters In the opinion of nianagement. the final 
disposition of pending litigation would not havc a material adverse effect on our consolidated results of operations or linancial position 

Z ~ B  
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I’iesented below are the condensed consolidating Stuteincnts of liicoiiie. Balance Sheets aiid Cash Flows as required by Rule 3-10 of Regulation S-X I n  
September 2005, we issued our guarantee of cettain pawnents of two wholly owned indirect subsidiaries, FPC Capital I (the Ti ust) and Floi ida Progress 
Funding Corporation (Funding Corp ) Our guarantees are i n  addition to the prcviouslv issued guarantees of our wliolly owned subsidiary, Florida Progress 

1 lie Trust. a finance subsidiary. was establislied in  I999 for the sole purpose of irsuiiig $?00 million ot 7 IO0/o Cuniul,itrsc Quaiterly Income Preferred 
Securities due 2039 Series A (Preiened Securities) and using the proceeds tlicreol to purcliase lrom Fnnding Corp %300 million 01 7 10% Junior 
Suboiclinated Defeiiablc Inteiest Notes due 2039 (Subordinated Notes) 1 lie Irust Iias no other operations and i ts  sole assets are the Subordinated Notes and 

Notes Guarnntee (as discussed belon) Funding Corp IS a wholly owned subridiary of blortda Progress mid \vas formed ior the sole purpose of providing 
Iiiiancing to Floi Ida Progiess and i ts subsidiaiies Funding Corp does not engage i i i  business activities other tlian such linancing aiid 113s no independent 
operations Since 1999, Floiida Progress 113s Itilly and unconditionally gumanteed tlie obligations 01 1-unding Coiy under the Subordinated Notes (the Notes 
Guataiitec) I n  addition, rlonda Progress guaranteed die paynient of a11 distnbutloiis related to the $300 miillon Prelerred Secunties requiied to & made by 
tlie Trust, but only to the extent Uiat the Tmst has funds available for such distributions (the Preferred Securities Guaiantee) Tlie I’refeelred Secoritres 
Guarantee, consideled together \\itIi the Notes Guarantee, ~onstitules a lull and uncondltlonal guarantee by Florida Progims of tlic 1 rust’s obltgatrons under 

Tlic Suboidiiiated Notes may be redeemed at the option oi  Funding Coip at par value plus acciued inteiest tlirr~ugli the redemption date The procecds of any 
redempiion of the Subordinated Nofes will be used by die Trust to redeem proportional amounls of the Preferred Securities and common sccunlies in 
accordance with their tenns Upon liquidation or dissolution oi  Funding Corp . holders of the Pielerred Securilies would be entitled to tire liquidation 
preference 01 $25 per share plus all accrued and unpaid dividends tlvxeoti to the date ol payment Tlie yearly intcrest expense is $21 million mid is reflected i n  
the Consolidaled Statenients oi Inconic 

We Iiavc guaiaiitced tlie payment of  a11 distributions related to the Tiust’s Preierred Secuiities As of December 31 ~ 2006, the Trust had outstanding 12 million 
sliares o i  tlie l’iel‘eired Securities with a liquidation value ai  $300 million Our guarantees ate joint arid several, id1 and unconditional and are in addition to 
tlie joint and several, lull and unconditional guarantees previously issued to the Tiust and Funding Corp by Florida Piogress Our subsidiarics liave provisions 
restricting tlie payment of dividends to tlie l’aient i n  certain limited circumstanccs and. ns disclosed in Note 1213. there were no restrictions on PEC‘s or PEF’s 
relai ncd earill ngs 

TIic Trust is a special-purpose en~i ly  and i n  accord:uice with the provisions of I’IN J6R. we deconsolidated the Trust on Deccinbei 31, 2003 Tlie 
dcconsolidation was not inaterial to our linnncial statements Separate financial statenieiits and other disclosures concerning die Trust have not been presented 
because we believe t1i:it such inlorination i s  not inaterial to iiivestors 

111 the t‘ollowing tables. the Parent column includes the financial results 01 tlie parent liolding company only The Subsidiary Guarantor c o l ~ n ~ i i  includes the 
liiiancial iesiilts o i  Florida Progress Tlie Otliei coIiiiiii1 includes the consolidated Gnancial results of all otlier nonguainnloi subsidiaries and elitnilintion 
entries for a11 interconipany transactions AI1 applicable corporate expenses have been allocated appi opriately anlong tlie guarantor and nongiinrantor 
subsidiaries The financial iniorniatioii iimy not necessarily be indicative of results of operations or financial position had the Subsidiary Guarantor or otlier 

nonguarantor subsidiaries operated as independent entities The accompanying condensed consolidating financial statements liave been restated for all periods 
presented to reflect the operations ol CCO, Gas, P J  LLC, DeSoto, Rowan. Dixie 1:uels and other fi~els businesses as discontinued operations as described i n  
Note 3 
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Coiideiised Consolidali~y S~ateiiieiit 01 lnconie 
Ycai ended Deccnibei 3 1. 2006 

Subsitl i a q 
1’1 ogi css Energy, Inc. ( I n  1111111011s) Pai cnt Guaran tor Otlicr 

8-1 a 

Fiiel used in electiic 

303 I91 500 nicoiiie 

Depi ccialioii ond 

lnconie tiis (benefit) 

hlinol-ity interest in 
subsitli:~~ ies’ inconir, net 

Discontinued operations, 

Net inconic (loss) 

21 1 



Year ended I>eccnibci 3 I .  2005 

( in millions) Paren t Gu;irnn tor Otlicr 
Su bsiilio iy 

Progress Enerm, Inc. - 

File1 tiscd iti electric 

J 219 177 460 lllcotlle 
Other 1 

lied 
ost 0 67 3 

I>enrecintioii and 

Total operiiting 

Otlier iiiconie (expense). 

(Loss) incoiiie from 
continuing 
operations hi401 e 

iricomr f i n ,  equity 
in earnings of 
consolid :i tell 
subsidiaries and 
minority interest (250) 265 6.10 655 

liiconie (loss) i r o e ~  
eontinuing oprriitions 

etiong 

C‘uniulatii\~ rflect of 
cliange in 
ilccouIl ting 
principle, net of tiax 1 1 



C.isc No. 2011-124 
Sl:iff-I)Il-O1-009 i attarhmcnt 
(I’rogrcss Enerp) 
Page 231 of JGI 



Yea ended December 3 1 .  2004 
Subsitlia ry 

I’rogi rss Enci g, Inc.. I’nre11 t Guarantor Otlicr ( in millions) 

911 

Depreciation and 
21 20 41 

Ollie1 llleollle (espense). 

(1.0~s) incornc from 
continuing 
operations before 
inconre tas, equib 
in earnings of 
consolida tetl 
subsicli sries and 

Equity in e;irnines of 

consuli 

Income (loss) frortl 

Net inconie (loss) 



Condensed Consolida~~ng Bnloncc Slice1 
Decenibcr 31,  2006 

Subsitlini 

Curt cnt assets 

Deferred debits and other 
assets 

Goodwill 

Total cl der red 
debits onil other 

Capitalization 
8.286 2,708 $ (2,708) S 8.286 

Prefened stock 01 

subsidiaries - not 
subiect to mnndnlon, 

2 . 3 2  2.5 12 3.-170 8.564 

Current  ort ti on of lona- - 
124 200 324 tcrni debt 

L.iabilities of 
I76 189 

Total cu~rcnt 
1.495 1.1 13 2.81 8 

Noncurrent iticoinc tax 

Accrued pcnsion and 
other bene fits I 4  

61 
1.091 

317 

245 
1,452 

566 

306 
2.543 

95 7 
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Total defe'el red 
credits and otliel 



Condeiiscd Consolidatiiig I3alaiice SIicet 
Deceiiibct 31.2005 

Subsidiary 

Curl ent assets 

Deferred debits and other 
assets 

Goodwill 

Total del'ei red 
debits and other 

,039 (3.039) 8.038 

Pret'eried stock of 
subsidiaries - not 
subicct to niaiidatoiy 

2r. 

59 93 

270 
J \I 

522 18.613 

Current portion of long- 
tenii debt 404 109 513 

175 

Deferred credits and othei 
ii nbili ties 

198 
Rcgulatoiy liabilities 1.189 1.338 2.527 
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Other liabilities and 
1.278 1.810 

Total capitnlizntion 
and tiiibilities $ 12,581 $ 9,713 $ 4,768 $ 27,062 



Condensed Consolidating Statelnent 01 Cash Flows 
Yea1 ended Decembei 31.2006 

Subsitliaiy 

Diversified business property 

Proceeds froiii sales of 
disc ont i ii tied 
operatioiis and otlier 

divested 1.239 415 1,654 

Proceeds froiii sales o i  
available-for-sale 
secuiities and otlier 

Proceeds tmiii iepawient 01 
long-tenii dliliatc debt I31 (131)  

Return o C  iiivrstineiit i i i  

uonwlidillcd 
subsidiaries 287 (287) 

Proceeds from issuance of 
long-tenn debt, net 3 97 397 

Retirement 01 long-teiiii debt 

Dividciids paid 011 coiiiiiioii 
stock 

affiliates 
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Cash pro\idecl (used) by 
discon tinuetl 
operations 

0 
Iiivestine activities (14 1) . .  

Fitiaiicing activilics 
Net decrease in cash and 

Cash and cash equivalents 
at end of y e w  $ 153 3 40 3 72 3 265 
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Condensed Consolidating Siaienieni of Cash Flows 
Year ended Deccniber 31.2005 

Subsidiary 

Diversified btlsiiiess properly 

Proceeds lioni sales of 
discontinued 
operations and otlicr 

Ploceeds lion1 sales of 
ai~aiiable-for-sole 
securities and o~liei 

Net cash provicletl (used) 

Net increase i n  short-temi 

Retirenleni o f  long-tern1 

34 

Cash providccl (used) by 

Net incrensc in cash and 

caisli equiwlents 234 216 100 550 



C h e  No 2011-124 
SfalY-l~R-Ol-0W i att~chnieiit 
(Progress Enrrgy) 
IJngr 240 of JW 

c 
d 

Cash and cash equivolciits 
at rncl ofyeat !$ 239 !$ 239 s i 27 $ 605 
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Condensed Coiisolidatiiig Stntciiieiit of Cash Flows 
Year ended lheiiibci- 31. 2004 

SubsidiaIy 
i II in i l l  io tis) 1’:irent Guar antor Otliei Prorwess Encrm. Inc r _ I  

Yet caali pro’ ided IJ) 
opcriiting a d t i t i c s  $ 633 s’ ‘169 !A 287 s 1,409 
Investin [L actiri tics 
C ; K I ~ \  iiiilily prupzi~! 

additions (482) (516) (998) 
Divetsified busiiiess piopeity 
additioiis 

Pioceeds I‘ioin sales 01 

discoiitiiiued 
opeintioiis and otliei 

-- 
divested 20 772 

Proceeds fro111 sales ot 
available-for-sale 
securities and otliei 
investiiieii~s 569 2 670 7 248 ~. . .- - 

C1i:iiiges iii ad~:iiices tu 

u flil iutcs 27 ( 5 )  (22 J 

Coiiti ibutions to consolidated 
siibsidiai ies 

Net cash pro\ i d 4  (used) 11y 

Piucccds frmi issumcc ui‘ 
long-term dclit. iici 365 36 47 I 
Net i~~crc:isc iii ~liort-tcnii 

debt I70 293 217 680 

Cash providctl (used) b) 
discontinued operations 

Net increase in cnsh i in t l  

cirsh equiviilcnts 5 9 7 21 



Cash and cash equivalents 
at  end of'yciir !$ 5 li; 23 li; 21 li; 55 
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24 QUARl FRI Y 1.INANCIAI D A l A  ( U N A 1 I I ) l l l ~ I ~ )  

Results o i  opeinlions for an iiiietini period niay i ioi pive a iriw iiidicntioli 01 results lbr the yeai 111 the opiliion o i  niaiiageiiient, all adjusinieiits necessaiy to 
fairly present amounts sliown f o r  interini peiiods liave been tiiade Stinimanzed qiiartcrlv linancial data was as I'ollows: 

Basic earnings per coninion 

Net inconie (loss) 0.18 (0.19) 1.27 1.01 

Income I"rmii continuing 
0.31 0.51 
0.1 E 

Dividerids tlcclnrcd pcr C ~ I I I I I I O I ~  

0.605 0.605 0.610 
5.31 

- Low 42.54 10.27 12.05 44.40 

Coniiiioii stock data 

Inconic i'roni continuing 
opetatloris befoie cumulative 
effect of change i n  

0 42 
0 18 

Diluted earningn per coiiinioii 4iaie 

Net i~icoiiie (loss) 
Dividciids declaicd per coiiinioii sliare 

0 38 (001) 181  0 62 
0 590 590 0 590 0 605 

5 3  6 00 45 50 
0 6  1.90 

(")Operating iesults have been rcstaicd for discontinued operations 
(b)Ceriain amouiiis I i n x  been rcclassilied 10 conforiii io current pcriod prcsentnlion 

In tlie opinion of ~iianageiiieiit. a11 :idjusttneiits iieccssai>~ io  hi r lv  preseni amounts sliowii for inte~ini periods 1 1 3 ~ ~  been made Resii l is of operations for 
an interim period may iioi gix'e 3 title indicalioli of iresuits for tlie w : I r  The first quarter of ZOO5 incllided $31 inillion recorded for estiniated severance 
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expelise for workforce restriicttiriiig and implementation oi an automated iiietei reading initiative at PEI? the second and fourtli quarters of 2005 
iticliided reversals o i  estiinated severa1icc expense of Si 3 millioii each quarter The second quarler oi 2005 included a SI41 nlillion charge related to 
postretiremeiit beiiefits for employees participatiiig i n  the voluntary enimiccd rciiioment prograln (Sec Note 16A). T l ~ c  second qiiarler oC2006 includes a 
$91 inillion 



inipaiimeiit charge to our spiitlielic it& assets axid a portion of o u r  coal tcrininal assets ( S e e  Notes 8 and 9) Tlie 2006 a i d  2005 311io~1iits were restated 

for discontinued operations (See Note 3 )  

Suinmarized quai-telly financial data was as follows: 

178 

Certain amounts have been reclassified to conionn to current period preseiitatioii 

111 tile opinioll of n1anagetnent, all adjust1iicnts necessary to fairly present :iinouirts s l i o r ~  for i n t c r i ~ ~ ~  periods 11:i~e becii ~iiade Results ol  operations Cor x i  

iliterim period may 1101 give 3 true indication of iesults Coi  tlie year The fils1 quarter d 2005 includcd $14  nill lion reco~ded for estinmted seveinnce espeiise 
for workforce restructuring; tlie second and fourth quarters of 2005 iricli&d reversals o i  estiniated severniice espeiisc o i  $6 inillion and $ 5   nill lion. 
respectively ‘Tlie secoiid quarter of 2005 included a $29 inillion chaige related to postretirenlent bellelits ior elnplopces participating i n  tlie \~oltu1tarf 

enliariced retilenient program (See Note 16A) 

Summarized quarterly financial data was as follows: 

2006 
OIwrating 
rcwnurs S 1,007 S 1,147 S 1,323 S 1,086 

167 237 122 

2005 
OpcIntiiig 
I C Y C I I ~ I C S  s 84 8 I 908 s 1.227 5 912 
Operating incoine 241 112 

(“Certain amounts 11avc been ieclassilicd to confoini to current peliod presetitation 

111 tlle opinion 01- iiianagen~ent. all adj tistnieiiis necessary to hirly present ainounts sIio\v~i lor inter in i  pcriods I1:we been ~i iadc  Ilcsults o i  operatio~is Ior 
an interim period may not give a true indication oi  results for the year The Gist quarter of 2005 included $14 tni l l ion ~ecorded I’OI estimated se\’eiance 
espe~irje for workforce restructrrring aiid inipleiiientation oi a11 autoniated iiieter reading initiative: the seco~id and fourth quar te~s  o i  2005 iiicluded 
re\>ersals oi  estiniated severunce expense 01 IF5 million and $6 niillion. tespcctivelv ‘The second quarter 01 2005 included a $90 niillio~i charge related to 

postretirerrient berielits for employees participating i n  t l~c  voluntaiy enlia~iced reti~e~iient program (See Note 16A) 



IXEPORT OF INDEPENDENT IUTCIS’I’ERED PUBLIC AC‘C‘OITNTING FIRM 

I O  Il1E BOARD 01. DIRECTORS AND SI1AREIIOLI)ERS OF PROGRESS ENLRGY. INC 

We have audiled the consolidated financial stateiiieiits of Piogrcss Energy, Inc., and its subsidiaries (tlic Companv) at Deccniber 3 I ,  2006 atid 2005, mid Tor 
cacii of tlie tliree ?.crus i n  the period ended Decembcr 3 I .  2006. iiiaiiagcnie11t’s assessment of tlic clfectiveness of the Coiiipniiy.~ iiitcrnal control over 
financial icportiiig at December 31, 2006. and tlic cffectivencss of tlie Company‘s internal control over fiiiancial reporting at Deccniber 31. 2006. and lime 
issiied our rcports thereon datcd February 28, 2007 (which reports on the consolidatcd financial statcincnts express an unqtialilied opinion arid include a11 

ex plan at or)^ pnragrapli conccrning Ilie adoption o l  new accounting principles i n  2006 and 2005); such consolidatcd financial statements and rcports arc 
includcd clsewliere in  this I~orin IO-K Our atidits also included the consolidated financinl statenienl schedule of the Conipniiy listed in liein I5 This 
consolidated financial stateiiieiit scliedule is the responsibility of the Compaiiy’s management Our responsibility is to express a11 opiiiion based 011 our audits 
I n  our opinion, such consolidated financial statement schedule, when consideled in  relation to the basic consolidated financial statcnicnts taken OS a ~ l io le .  
presents fairly, in  all inatcrial respects, tlie iiilbbmiation set forth therein. 

/d Deloitte Rr. Touche LLP 

__. 

-- __ 

Raleigh, North Carolina 
Fcbrtimy 28,2007 



I’ROGIIESS ENERGY, INC. 
Schcdulc I1 - Valuation a r i d  QoalifJing .Accounts 

For tlic Years Ended 
(ii i  millions) 

Balancc at Additions Balallcc at 
Beginning Chaiged to Other End of 

Description of Period Expenses Additions Deductions (a) Period 

Valualion and qualilying accounts deducted in tlie balnnce sheet from the related assets: 

lossil  1Lcl plaiils Ji;iii:inilciiiciit rcwivc 1.13 1 1.14 

Nuclear rdiicliiig oiilugc rcsciyc 2 IO 12 

1)eductions irom provisions represent losses or expenses for wliicli tlie respective provisions were cicaled. in the casc o i  llie provision for 
uncollectible accounts, such deductions are reduced by rccoveries ol aiiiounts previously writtcu off 

(b) Represents payincnts o i a c ~ u a l  expeiiditures related to the ouloges. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC‘ ACCOIINTING FIRhI 

TO TlIE BOARD 01. DIRECTORS AND SI-IAREIIOLDbRS OF CAROLINA POWER Rr 1-IGlIT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, 
IN C 

We have audited the consolidatcd financial staten~ents of Caroliria Power & 1,iglit Company d/b/a Progress Energy Carolinas. IIIC . and its subsidiaries (PEC) 
a t  Deceiiiber 31. 2006 and 2005, and for each of the three yeais i n  the peiiod ended Deccinber 31. 2006. and liave issued our report thereon dated Februaw 28. 
2007 (wliicli report expresses ai1 ~nqualified opinion and includes ail cxpl.matory paragraph concerning the adoption of iiew accounting principles in 2006 and 
2005): sucli consolidaied linoncial stateinents :uid repori are included elseivhcre in  illis Forrn I 0-K Our audits also included the consolidatcd finaiicial 
stateinent scliedule ol I’E,C listed in  I ~ e m  15 This consolidated financial statenient scliedule is tlie iesponsibility of PEC’s nia11ageii1ent. Our responsibility is 
to express an opinion bascd on our audits. In our opinion. sucli coiisolidated linancial statement schedule, wlieii considered iii relation lo the basic 
consolidated financial slalenients taken as a whole, pi-esents fairly: i n  dl material respects, die i r f o i ~ ~ i ~ t i o ~ ~  sei forth therein 

/si Deloitle RC louche LLP 

Raleigh. North Carolina 
Fcbrumy 28, 2007 
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CAROLINA POWER & LICI11' C'OMI'ANI' 
d/b/a PROGR6SS ENERGY CAROLINAS, INC'. 
Sclietlulr I1 - 17aluotion tinct Qualifying Accounts 

For die Years Elided 
(in riiillions) 

Balance at Balance at Additions 
Beginniiig Charged to Other Elid of 

Description of Period Espeiise Additions Deductions (a) Period 

Valuation and qualiftiiig accouiits deducted i n  the balai1ce slieet froin tlie related assets: 

I>ECER/IBER 31,2006 

Deductions lion1 provisions Iepreseiit losses or espenses for wltich the respective piovisions weie created Such deductions are reduced by 
recoveries of anlotints previously written ofi 
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IIEPORT OF INDEPENDENT REGIS1 IilZED PliBLIC ACCOUNTING FIRM 

TOI IIE BOARD OF DlRECTORS AND SIIAREMOLDER OF FLORIDA POWER CORI’OIZAI ION d/b/a PROGRESS ENERGY FLORIDA. MC : 

We liavc audited tlic financial statements of Florida Power Coiporation d/b/a Pn>grcss Eiicrgy Florida, lnc . (PEF) at December 31, 2006 and 2005, and for 
cacli o i  the tlirce ycars il l  the period cndcd Decclllber 31. 2006, and have issued our report tlicreoii dated Fcbr7rav 28, 2007 (\vhic11 rcport csprcsscs 311 

unqualified opinion and iocludes an explanatory p a g r a p h  concc~~ling llic adoptioll of ncw accounting principles i n  2006 and 2005); such financial statements 
and report are included clse\\~llcrc i n  this Form 10-K Our audits also includcd the financial statement schedule of PEF listed i n  Item I5  TIiis financial 
statement scliedulc is the rcsporlsibility of PEF’s mnii:igen~cnt Our responsibilit~ is to esprcss an opiilion based on our audits In  our opinion, such financial 
statciiiciit schedule. when considered iii relation to the basic financial staten1ents taken as a whole. presents fairly. i i i  all iiialerial respects, the information set 
iiortli 1licrcin 

/d Dcloittc & Touche LLP 

Rolcigh, North Carolina 
Febriiniy 28, 2007 
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FLORIDA POWER COIZI'OIbi I'ION 
tlhla PROGIIISSS ICNERGl FLORIDA, INC'. 

Schedule I1  -1'aIuotion anti Qualifying iiccounts 

For the Years Ended 
(111 I l l l l l l onF)  

Balance at Additions Balance at 

Beginning Cliarged to Oilier End of 
Description Of Period Expense Additions Deductions (a) Period 

Valuotmi aild qualifying accoui~ts deducted i n  the balance sheet froiii tlie relaled assets: 

Uncollectible 3CCOlllltS 2 %  6 

Deductions fiom provisiotis repiesent losses or espenses for wliich the respective piovisions wete created In the case of h e  provision for 
uncollectible accounts. siicli deductions are reduced by recoveries of amounts previously ivritterl off 

(b) Represents paynieiits of actual expenditures related to the outages. 
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CllANGES IN AND DISAGRELMENTS WITH ACCOUNI AN1 S ON ACCOUNTING AND FINANCIAL DISCLOSURE 

1 IEM 9A CON I R O I S  A N D  PIIOCEDURISS 

I’ioeress Eiicrev. Iiic. 

Pursuant to Rule 133-1 j ( b )  under the Securities Iiange Act of 1934. we carried out an evaltiation. with the participation of our iiianageiiient. including our 
Chief Esecutive Officer and Chiel Financial Oflicer. of the effectiveness of our disclosure controls and proceduies (as defined under Rule 13a-lj(e) under the 
Secuiities I!schange Act of 1934) as o i  the end of the period covered by this report Based upon tliat evaluation, our Chief Executive Officer and Chief 
I~iriancial Officer conclndcd that our disclosure controls and procedures 3rc effective to eiisiiic that inforniatiori required to be disclosed by us i n  the repoi-ts 
that we lilc or submit under the Escliaiige Act, is recorded, piocessed. suminarized and reported. within tlie tiiiic peiiods specified i n  the SEC’s rules and 
foniis. mid that such infomiation is accuiiiulaled and coniinunicated to our niaiiageiiieiit, including our Cliiei Executive Officer and Chief Financial Officer, ns 

appropiiatc, to allow timely decisions regarding required disclosure 

hlANAGIR4ENT’S RI’?l’OItI- ON INTISIWAL CONTROL OVER FINANCIAL REPORTING 

I t  is the responsibility of Progress Energy’s management to establish and iiiaiiitain ndequatc internal control over financial reporting. as such temi is defined i n  
Rules 133-1 j ( f )  and l j (d ) - I j ( i )  of ilic Securities I?xcliange Act of 19.34, as amended. Progress Etieigy’s internal control over financial reporting is a process 
designed to provide reasonable asstnaiicc i-cgarding the reliability of linancial reporting and tlie prepatation of financial stateinents for external purposes i n  
accordance wit11 accoiintiiig principles generally accepted in the United States oE Aiiieiica Internal control over financial reporting includes policies and 
procedures that ( I  ) pertain to ilie niaiiiteii:ince of iecoids that. in reasonable detail, accurately and fairly iellcct the transactions and dispositions of tlic assets 
o i  1’1ogress Energy: (2) provide reasonable assurance tliat transactions are iecorded as necessary to permit preparation of financial statetneiits i n  accordance 
with accounting pi inciples generally iicceptcd i n  the liiiiied States oi Ameiica; (3) provide reasonable assitrance that receipts and espenditiires of Progress 
Energy are being niadc only i n  accoidniicc with :iutliorizutioiis ol nionageiiient aiid diiectors of Progress Energy: and (4) provide reasonable assiiraiice 
regarding prcvcntion ot tiniely detection 01 unautliorized acquisition, use or disposition of Progress Ei1ergy.s assets llial could have a material effect on the 
iiiiuncial slatenicnts 

Bccaiise o i  its inhcrcnt liiiiitationx internal control over financial reporting may not prevent or detect ~iiisstatcnici~ts Also. projections of any evaluation of 
effectivcness to futiri-c periods are sihiect to the risk that controls may become inadequate because of clianges i n  conditions. or Ilia1 llie degree of conipliance 
wit11 tlie policies o r  pioceduies niav deteriorate 

Management assessed the eifectivciiess of Progress Energy’s internal control over financial reporting at Deceniber 31, 2006 Management based this 
assessment on ciitetia Cor effective internal c~iitrol  over financial reporting described i n  “lntenial Control - Integrated Fmiiiework“ issued by the Committee 
o i  Sponsoring Organizations of the ‘I read\vay Coiiiinission. Maiiageiiiciit’s assessment included an evaluation o i  the design of Progiess Energy‘s internal 
control over financial repoiling aiid testing of tlie opeiational effectiveness of its internal control over fjnancial reporting Matiagement reviewed the results o l  

its usscssnicnt with the Audit Coniiiiitlee of the bourd ol directors 

Based on o111 assessnient ~iianngenicnt dctcniiincd hat .  at Deccnibci 31. 2006. Progiess Energy niaintaiiicd cifcclive internal conliol ovei financial repotting 

Managcniciit’s nssessment of the ell’cctivciicss oi Progress Energy’s internd control over financial reporting at Decenibei- 31. 2006, 11as been audited by 
Deloittc LP, Touclie I. I. P, an independent registcrcd public accounting firm, as stated i n  tlieir report wliicli is included belo\v 

m 
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CII.ANGFS IN INTFIZN.\I, C'ONTROI I OVER FINANCIAL REPORTING 

Tliere 113s been no cliangc i n  Progress liiiergy's interiial control over financial repoiting during tlie quarter ended December 31. 2006 that 113s niateiially 
all'ected. 01 is reasoiiably likely to matciially nltbct. its internal control over iiiiaiicinl reporting 

TO THE UOARD OF D I R K 1  ORs A N D  SI-IAREI-IOLDERS OF PROGRLSS ENERGY. INC 

We 11:ive auclitcd ~nanagcniciit's :issessineii~ incltided i n  the accompanying A f m l q p i C J l / ' s  Repor/ oJ/fi/erno/ CO/I/J-O/S. that Progress Energy, Inc , aiid its 
subsidiarics (the "Companv") inaintained elfectivc internal control over financial reporting at Deceniber .31. 2006. based oii tlie critelia established in Ifi/erfio/ 
Co~i/,-ol.hi/~~gmrt.II' F r m ~ ~ w o r k  issued bv h e  Coininitlee of Spoiisoiing Orgaiiizatioiis of the Treadway Cominission TIE Conipony's maiiagement is 
responsible for niaintaining el'iective internal control over linmicial reporting and for its a~se~siiieiit of the effectiveness of inteinal control over financial 
repoiting Our iespoiisibilit?; is to express an opinion on iiianagcnie~it'~ assessment and an opinion on the effectiveiiess oi the Company's internal cont id  over 
Iiiiancial reporting based on o w  audit 

We conductcd our oudit 111 accordancc with tlie standards of the Public Company Accounting Ovcr.iigIit Uoaid (United States) Those standards require that 
we plan and pcrlorni the audit to obt:uii icazonable assurance about wliethcr clrectivc internal control over financial reporting was ~nanitanied in all riiatenal 
icspcct.j Our audil ~iicliidcd obtainirig an uiidcr~tandrrig 01 rntenial control ovcr financrd iepoitrng. cvalirating ~iianagcrnerit's assesinie~it testing and 
evaluating the design and operating c l lc~t~\wiess  of ~ntcrnal control. and pcrforniing such other procedures as we considered nccessaqr i n  the circumstances 

We belrcve that oin audit provide5 :I reamiable bmrr for ow opinions 

A conipnny's intcnial control over liimiicial reportiiig i s  a process designed by. or under tlie supeivision 01, the company's principal executive and principal 
liiiancial oiliccrs, o r  persons pcrlbrniing similar linictions, and effected by the company's boaid of diiectors, ~iiaiiagen~cnt. and other personnel to provide 
reasonable ass~nance regarding the reliability of linancial repofling and tlie preparation of  financial ~tatenients for external purposes in  accordance with 
generolly accepted nccounting principles A conipany's internal control over financial reporting includes those policies and procedures that (1) pertain to the 
maintenance o i  iecords tlmt. i n  reasonable detail. accurately aiid fairly reflect the tiansactiom and dispositions of the assets of the company; (2) provide 
reasonable assuraiice that li aiisactioiis aic iecorded as necessary to permit piepalation of financial statements i n  accordance with generally accepted 
accounting principles. and that receipts and expenditures of the company are bciiig made only i n  accordance with autliorizatioiis of~iianagenient and directors 
of the coiiipaii~; and ( 3 )  pi ovidc tcasoiiable assiirancc regarding prevention or tiniely detection of unautlioiized acquisition. use. or disposition of the 
companv's assets that could hnvc a matci id eliect on tlic liiiancial statenients 

Bccause of tlie inlierciit limi~ations of iiiteriial control over linancial reporting, including the possibility of coll~ision or improper management override of 
controls. inaterial niisstatenicnts due to emor o r  fraud niay not be prevented or detected on a tiiiiely basis Also, projections of any evaluation of the 
effectiveness oi the intci nal contiol o w  financial I eporting to Iutuie periods are sulJject to tlie risk tliat the controls may beconie inadequate because oi 
cliariges in conditions. 01 that tlie degree oi compliance with tlie policies oi procedures inay deteriorate 

I n  our opiiiion. nianagenienl's nssessnient that tlie Coinpany ninintniiied effective internal control ovei finoiicial reporting at Deceniber 31. 2006, is fairly 
stated, i n  all niateiial icspects. based oil the criteria established in //rtermi/ Cor~/ro/~lii/egro/ed Froim?iiv~r/c issued by the Comniittee ol Sponsoring 
Organizaiions of the Tread\vav Coniniissioii Also i n  our opinion, the Coiiipanv riiainloined, i n  all niaterial respects. erective internnl control over financial 
reporting at Dccciiibcr 3 I .  2006. boscd on the criteria eslablislicd i n  I / i / c i ~ r d  Cofilro/.~ti/egro/ed F ~ t n n e i i d i  issucd by the Comniittee o l  Sponsoring 
Orgariizations 01 tlic 1 i-ead\\,av Coinmission 

We 11:ive also audited. i i i  accordance with the st:indards of the Public Company Accounting Oveisiglit Bonrd (United States). the consolidated finniicial 
statenietits US of m d  Cor tlie  yea^- ended Ikcetiibc~ 31. 2006. oi  tlie Co111pa11y slid 
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our report dated February 28. 2007. cspiessed an tiiiqiialilied opinion on  those consolidated Iiiiaiicial stateiiients and included a11 esplanatoiy paragraph 
coiiceiiiing the adoption of new accounting priiiciples 

/SI Deloitte & I oiiclie LLP 

Raleigh. North Carolina 

February 28, 2007 

Puisuant to the Securities Excliangc Act ol 1934. PEC cained out an evaliiatioii, with the participation of its niaiiagement. iiicliidiiig PEC’s Cliiel Executive 
Ollicer and Cliiel l*inaiicial Ollicei. 01 the eflectiveness 01 PEC’s disclowe coiitiols and piocedures (as defined under the Secuiit ies Excliaiige Act of 1 9 3 4 )  
:is of tlie end 01 the period covered b y  th is  repoit Based upon tliat evalttalion, PEC‘s Cliiel Executive Officer and Chief Financial Officei concluded that its 
disclosure coiitiols and proccduies aie effective to ensure tliut ~nforination ieqiiired to be disclosed by PEC i n  the repoits that i t  files or stibmits under the 
Escliange Act. i s  iccoidcd pinccssed. suninianml and iepoited wit l i i i i  the time pecnodr rpecified iii tlic SEC’s iiiles and iornis, and that such ~nforination IS 

accuiiiiilated and comiiiunicatcd to PEC’s iiiaiiagcnicnt ~ncluding tlic Cliier Euecutiw Offices and C h d  Fiiinncial Olficer. a5 appiopriate, to allow tiinely 
decisions legaiding iequircd disclonuie 

~- 

Tliere lias been no cliange i i i  PEC’s intcnial control over liiiaiicial reporting during the quartel elided Deceniber 31. 2006 that lias materially affected, or is 
reasonably likely to niateriallv aflfect. its inteninl control over liiiaricial ieportiiig 

Puisuaiit to tlie Securities Escliange Act o i  1934. I’EF canied out an cvaluatioii. with the participntioii of its maiiagenienl. incliidiiig PEF’s Chiet Esecutive 
Ollicer and Chief Fiiiaiicial Olficer, ol the elfectiveliess of I’EF’s disclosure controls aiid pioccdures (as defined under the Securities Eschange Act of 1934) 
as of the end 01 the period covered bv this rcport Based i~pon that evaluation, 1’EF‘s Chef  Executive Officer aiid Chief Financial Officer concluded that its 
disclosure coiitrols and procedures ale effective to ciisiiie that information required to be disclosed bv PEF i n  tlie rcpoits that i t  files or siibinits under tlie 
Exchange Act. is rccoidcd. processed. siiiiiinarizcd aiid repoiled within tlie fiiiie pciiods spccilicd in the SEC’s rrilcs aiid forms, and that siicli information is 
accumulated and coininunicated to IXF’s management. including the Cliicf E-sccutive Officer and Chiel Financial Oflicer, as appropriate, to allow timely 
decisions regarding required disclosure 

Tliere 113s been no change i i i  I’IFs internal control ovci linancial reporting diiiing tlic quarter ended Dcceinbcr 31. 2006 that lins materially aKected, oi is 
reasonably likely to materiallu dlfect. its iiitenial control over financial reporting 

ITEM 9B. OTHER INFORMAl ION 

None 
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PART In 

lTEM 10. DIRECTORS. EXLCIJ 1 IVE OI*FlCERS AND CORPORATE GOVEIWANCE 

a )  lnforiiiation on Piogress E,neigy, liic ‘s  directas is set forth iii  Progress Energy‘s defiuitive p r o q  sbteiiieiit for the 2007 Annual Meeting of Sliareliolders 
and incorporated by reiereiice lierein 1nIi)rination ci i i  PEC‘s diiectors is set forth i n  PEC’s definitive pro?;y stalenieiit for the 2007 kinual  Meeting of 
Sliareliolders and incorpoiated bv refcrcnce liere111 

b) Infomiation on both Progress E,iicrgy‘s and PEC’s executive ollicers is set forth i n  PART I mid incoipoi-ated by reference herein 

c) We linve adopted a Code 01 Ethics that applies to all of our employees. including our Chiel Executive Officer, Chief Finaticial Officer. Chiek Accooiiting 
Orticei and Controllcr (or persons pc~lorniing siniilni lunctioiis) Our board of directors has adopted om Code o i  Etliics a5 115 own standard Board 
inembers Progress Tncrgy olficers mid Progress Energy eniplo.r~ces certify their compl~nncc w t h  I l~e Code ot Ltlilcs on an annunl bar~s Our Code of 
Ethics IS poskd on oiti Web site at \v\vw pioeiess-enerr?y comnnd I S  avnllnble 111 print to any 4~oieliolder u p n  willen iequcst 

We ~ntend to satisfy the disclosure iequlremcnt tinder Item I O  of Fomi 8-K iclating to amcndi~ient~ to 01 i ~ a i v c i s  ii.0111 any provision of the Code of Eth~cs 
applicable to our 
Chiei Executive Officer, Cliiel rinuncinl Ollicer. Cliiel Accounting Ollicei and Contioller bv posting sucli Informatloll on oiir Web site clted above 

d)  The boa Id of diicctors has dctcrniined that Cmlos A Saladrigas and TIXJCXI M Stone are the “Atidit Coinniittcc rinancial E\pciIs.” as that tern1 I S  defined 
i n  the rules pioniulgated by tile SEC pulsuant to the Snrbnnes-Oxley Act of 2002, and liavc des~g~iated then1 a5 sucli Both M r  Salndngos and Ms Stone 
are “iiidependeiit,” as that term 15 defined i n  the p i e i d  iiidepeiideiice standards 01 the Nctv Yolk Stocl, Cwhoiige Irst~ng standards 

e )  Inforiiia~ion regarding our conipliance with Section Ih(a) ol tlic Scctiiitics Escliange Act of 1934 and certain corpoiatc governance matieis is sct forth in  
Progress Energy’s and 1’FC‘s definitive proxy st:iteinents for the 2007 Aiiiiunl Meeting o l  SIi:irclioldcrs mid incorpoIotcd by referonce herein 

f)  The following are available oii oiii Web site cited above and ii i  print at no cost: 

0 Audit and Corpomte Performance Coiiiiiiitlee Chailer 
* Coiporale Goverimncc Conunittee Cllarler 

Oiganizcltioii and Compensation Conimittee Cliaiter 
* Corporate Governaiice Giiidelines 

The infornistion cdlecl for by Itenl 10 is onlittecl lor PEF pursuant to Instruction I(2)(c) to Forin 10-E: (Omission of‘ Inforruation by Certain Wliolly 
Owncd Subsidiaries). 

lTEM 1 I .  EXECU T I VF, COMPENSATION 

Information on Progress Energy‘s executive colnpclisation is set forth in Progress Encrgv‘s dclinitive pioxy statcniciit for llic 2007 Amiunl Meeting o l  
Sliarcholdcrs mid incorporatcd by rcfeicnce Iicrcin Inforniation on PEC‘s executive compensation i s  set forth iii  I’EC‘s delinitive proxy statement for tlic 
2007 Annual Meeting of Sliareliolders and incoq~or:itcd by rc~erence herein 

The inforn~ntion called for by Itcin 11 is oniittctl for 1’EV pursu:int to Instruction I(Z)(e) to 1:orni 10-k: (Oniission of InfoIniation by Certain \\‘holly 
Owned Subsidiaries). 
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ITEM 12. SECURITY OWNERSlllP OF CERTAIN BIlNEFICIAL OWNlZRS ANI) MANAGISMIiNT AND RELATED STOCKI-IOLDER 
MATTERS 

a )  Information iegarding any person Progress Fneigy kiioivs to be tlie beneficial ou\~iier o i  iiiorc than five (59b) percent of any  class of its voting securities is 
set forth in  its definitive proxy siateiiieiit for the 2007 Annual Meeting of Shaieliolders and incorporamd herein by r c h  ence 

lnforniation regarding any person PEC knows to be the bciielicial owner of iiioic tlian live percciit of any class 01 its voliiig securities is set forth i n  its 
definitive proxy slatemelit for the 2007 Annual Meeting of Sharcholders and iiicorpuraled Iicrciii bv referciicc 

b) Inforniation on security ownership of Progress Eiieigy’s and PEC’s iiiaiiagenie~it is set fortli, respectively. i n  PI ogress Eneigy’s and PEC’s definitive pro&? 
statements for the 2007 Annual Meeting of Sliareholdeis aiid iiicoqioiated by relbrence herein 

c )  Information on tlic equity com~iensation plans o i  Progress Energy is set forth under tlie Iieadiiig “liquity Comi~eiisation Plan lnforniation” i n  Progress 
E.neigy’s definitive p row statement for the 2007 Annual Meeting 01 Sliareholdeis and incorpot ated by refeieiice herein 

The in1oriir:ition called for by Itenr 12 i s  orriitletl For 1’EF pursumt to Instruction I(Z)(c) to I~oriii 10-I< (Omission ol‘ln1oiin:ition by Certain IT‘hoUy 
Owned Subsidiaries). 

Inforniatioii 011 certain relationships aiid related tmiisaclions is set forth. respectively. i n  Piogicss Energy‘s aiid I’E,C’s tlcfinilive piosy statements for tlie 2007 
Annual Meeting of Shareholders and incorporated by reference lierein 

The inforiiiation called for by Item 13 i s  oriiittctl For PEF pursuant to Instruction I(2)(c) to Forni 10-I< (Oniission of 1iiforni;ition by C‘crtain \\’holly 
Owned Subsidiaries). 

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 

The Audit and Corporate Perfoniiaiice Coni~iiittcc of Progress Energy’s board 0 1  dircctors (“Audit Cornniikx”) has actively iiioriitoied all services piovided 
by its independent registered public accounting fiiiii. Deloitte R: Touclie LLP. the nieinbcr firms ol Dcloitte loiiclie ‘lolimatsu. and their respeclive 
affliares(collectively, “Deloitte”) and the relationship bet\vecn andit and nonaudit services provided by Deloitte Piogress Eneigy 110s adopted policics and 
procedures for approving all audit and perniissible iioiiaudit services rendered by Deloitte. and Llie fees billed for tliosc seivices 1 lie Controller is iespoiisible 
to the Audit Conimittee for enforceinent o l  this procedure. and lor reporting ~ioncompliatice llie Audit Commitlee specilically preapproved the use of 
Deloitte for audit, audit-related, tns and nonaudit services, sub,ject to ihe limitations of our preopproyd policy Audit and audit-related seivices include 
assurmce and related activities; assurance services associated with internal control over linancial repoiling: review of repoi 1s for rcgiilatoiy filings, releases 
containing financial information and financing-related rnaterials: consultations on dispositions and discontinued opciations. audits ol einplovec bcnefit plan: 
and consultation on accounting issues The preappi-oval policy pi ovides that any audit and audit-related sei-viccs with projected erpendi~uie o i  over 950,000 
and not previously preapprovcd, will require individual approval by tlie Audit Committee in  advance of Dcloitie being engagcd to render such services Once 
tlie cumulative total of those pi-ojects less iliaii $50,000, plus projected overruns in escess o i  previously approwd ~i~iiouiits. escecds S500.000 for the year, 
each subsequent project, iegardless of aniouiit, must be approved individually i n  advance by tlie Audit Coininittee. 

The preapproval policy reqnires niaiiageiiient to obtaiii specific preappioval froni the Audit Comiiiittee for the use of Deloitte for any permissible nonaudit 
services, whicli, generally, are limited to tax services. iiiclndiiig tas coiiipliance, tas planning, and tar advice seivices sucli as return review and coiisultatioii 
and assistance Other types 
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of pemiissible nonaudit services will not be considered f a  approval except i n  limited instances. wl~icli niay inclilde proposed services tliat provide significant 
econoiiiic or otlier benefits I n  deterniiniiig wlietlier to approve tlicse semiccs. the Audit Coniiiiittee will a s x s s  wlietlicr tliesc seivices advctscly iiiipair the 

independence of Deloitte Any perniissible nonaudit services provided during a fiscal year 11131 ( i )  do 11ot aggregatc illole tlian live percent of the total fees 
paid to Deloitte for all services rendered during that fiscal ycnr aiid (ii) ~ e i c  not recognized as nonaudit services at the tiiiie of the cngageinent must be 
brought to tlie attention of tlie Controller for pronipt submission 10 tlie Audit Coinniittee for approval Iliese “de iiiiiiiiiiis.’ noiiaudit seivices must be 
approved by tlie Audit Coniniitiec or its designatcd repcscntative before the completion of tlic scrviccs Tlic policy also requires tlic Coiitrollcr to updatc the 
Audit Commitlee tliiougliout tlie year as to tlie seivitics provided by Dcloittc and tlic costs of tllosc services 1 . 1 1 ~  policv also rcquims Lkloittc to annually 
coniiiiii its iiidepcndence i n  accoidancc with SEC and New York Stock Excliangc standards Tlie Audit Comniittce will assess tlic adequacy o l  this policy and 
related procedure as it deems necessary and revise accordingly 

Iiiforlnatioii regarding principal accountant fees and seivices is set forth, respectively, i i i  1’1ogiess Eilergy’s and I’EC‘s delinitive prom statements for tlic 
2007 Annual Meeting of Sliarelioldei s and iiicoiporated by refcictice herein 

Set forth in tlie table below is certain infomintion relating to tlie aggrcgnte fees billed by Deloittc for piofessional services icndcrcd to I’EF for tlie fiscal years 
ended December 31. 

2006 2005 

Audit-related fces 44,000 18,000 

All other fees 4,000 

,057,000 $ 

Audit fees include fees billed for services rendeied iii connection with (i) tlie audits of tlie annual financial statcnients oi PEF ( i i )  tlie audit of maiiageinent’s 
assessment of internal contiol over financial reporting; (iii) tlie reviews of the financial statenwits included i n  the Qii:irterly Reports on I?~mi IO-Q of PEF. 
(iv) SEC filings, (v)  accounting consultations arising as part or tlie audits aiid (vi) coinfort letters 

Audit-related fees include Cees billed for (i) special piocedures and letter reports. (ii) benefit plan audits wllen lees ale paid bv PEF rallier tlinii directlv bv the 
plan: and (iii) accounting consultations for prospective transactions not arising directly Iroiii the aiidits 

Tax fees iiicludc fees billed for tax coiiipliaiice niatters aiid tax planning and advisory scmices 

All other fees include fees billed for utility accounting training 

Tlie Audit Coniiiiittee lias concluded that tlie provision of the nonaudit services listed above as “All otliei fees“ is co~np:~tible willi niaintaiiii~lg Deloitte’s 
independence 

None of tlie services provided were approved by tlic Audit Coninlittee piiisuant to the ”de niiniinis” waiver provisions described above 



PART IV 

ITEM I3.EXI-IIBITS AND FINANCIAL SlATEMENT SCI-IIIDULES 

a)  TIic following docuincnts arc lilcd as part of the repoil: 

1 Financial Statements Filed: 

See Item 8 -Financial Statements and Suppleinentary Data 

2. Financial Statement Sclledules Filed: 

See Iteni 8 -Financial Stnteinents and Supplementary Dntn 

3 Exhibits Filcd: 

bee LXf-lltlll I N U E A  
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SIGNA'fURES 

Pursuant to tlie rcquiren~ents o l  Section 13 or 15(d) of tlie Securities Exclieiige Act of 1934. the registiants Iiave duly caused this repoit to be signed on theii 
beliall'bv ilie undersigned, ilieieunto duly authorized. 

Datc: Fcbniary 26,2007 

PROGRESS ENl7RGY. INC 
CAROLINA POWER RC LIGHT COMPANY 
(Rcgisirants) 

By. i s /  Robert B. McGeliee 
Robert B McGeliee 
Chairman and Chiel Executive Oficer  
Piogrcss Eneigy, Inc 
Chair in an 
Carolina Power Light Company 

FredN Day IV 
President and Cliief Eueciitivc Olficer 
Carolina Powei Rr Light Company 

By: / s i  Peter M. Scott 111 
Pctcr M Scoti I11 
Executive Vice President and Chief Financial Oificel 
Progress Energy, Inc 
Carolina Power Rr L-iglit C o m p l y  

By: / s i  Jeffrey M. Stone 
JcKrey M. Stone 
Chiel Accountiiig OIlicer and Conti oller 
Progress Energy, Inc. 
Chicl  Accounting Officer 
Carolina Powcr & Light Company 

Pursuant to tlic requirements o l  the Secttrities Exchange Act of 19M. th is  report has been signed below by the following p e r x m  on bel~all ot the regtstrant 
and i n  tlie capacities and on tlie date indicated 

Si enatnre 

/d Robert B. McGehee 
(Robert B McGehee) 

is/ Edwin B. Borden 
(Edwin 13 Bordcn) 

id J a m s  E Bosiic. Jr 
(Ianies E Bostic, Ir ) 

C 11 ai rni an Februaiy 26, 2007 

Dircctoi Fcbruaiy 26, 2007 

Director February 26,2007 



/d David L Buriier 
(David L Bunicr) 

is/ Ricliard L. Daupliertv 
(Richard L Dnuglierty) 

/ s /  Ilarris E. DcLoacli. Jr. 
(Harris E DeL.oac11. J r  ) 

/ s /  W. D. Fredciick. Jr. 
(W D Frederick. Jr ) 

Director 

Director 

Director 

Dircctoi 

February 26, 2007 

February 26,2007 

Februaiy 26, 2007 

February 26,2007 
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~- -~ -- 
/s/ W Steven Tones Directoi February 26, 2007 
(W Steven Joi~es) 

/d E. Marie McKce 
(E Marie McKee) 

id John 1-1. Mullin. 111 
(loliii 1-1 Mullin, 111) 

/d Carlos A. Saladnpas 

(Carlos A Saladrigas) 

/ s i  Alfred C. Tollison. Jr. 
(Alfied C Tollisoii. 11.) 

/s/ Jean Giles Wiiiiier 
(lean Giles Wittner) 

Director February 26, 2007 

Director February 26, 2007 

I)i rcc tor Februaiy 26, 2007 

Director February 26,2007 

Director Februaiy 26, 2007 

Director February 26,2007 
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SIGNATURES 

Pursuant to the iequirements of Section 13 or I j (d)  of the Securities Iixchange Act of 1934. the iegistronts have duly caused this repoit to be signed on their 
behalf by the undeisigiied. thereunto duly authorized 

FLORIDA POWER CORPOIUTION 
( Registrant) 

Date. February 26,2007 
Byisl Jeffrey J Lvasli 
Jellre? I Lynsli 
Presidciit and Cliier Executive Olficer 

By:isi Peter M. Scott 111 
Peter M Scott 111 
Executive Vice Piesidelit and CliieiFinancial Olficer 

By is/ Jeffiey M Stone 
lcflrey M Stone 
Chic1 Accounting Ollicer 

~~ __ -- 

Puisuant to the rcquuements of the Securities Exchange Act oT 1934. thls report has been signed below by the following pel rolls on behalf of the iegistrant 
and iii the capacities and on the date indicated 

Signature 

/si Robert B. McGeliee 
(Robert B McGehee) 

/sl Jel’frev A. Corbett 
(Jeffrey A Corben) 

/sl Fred N.  Dav 1V 
(Fred N Day IV) 

isl Williani D. Johnson 
(Willinin D Johnson) 

/ s i  JeKrev J. Lvash 
(Jeffrey J Lyash) 

id John R. McArthiir 
(loliii R Mchflhur) 

i s /  Peter M. Scott 111 
(l’ctcr M Scot1 111) 

Chair iiiaii February 26,2007 

Director 

Dircctor 

LXrector 

Director 

Director 

Director 

February 26, 2007 

Februaiy 26, 2007 

February 26,2007 

February 26, 2007 

February 26, 2007 

Februaiv 26, 2007 
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EXHIBIT INDEX 

Progrrsslinerzy, 
Nun1 Bcr Eshi bi t Inc. PECPEF 
*3a(I) Restated Charter of Caiolina Power Rr ILigli! Company. as amcnded May 10. 1995 (filed as Exhibit N o  3(i) to X 

Quarteily Report 011 Form IO-Q for tlic quartcrly pciiod cndcd Junc 30. 1995. File No 1-3.382) 

*33(2) Restatcd Charter 01 Carolina Power Rr Light Com11any as amended on May 10, 1996 (filed as E\Iub~i  No 3(1)  lo 

Quarterly Reporlo11 Form IO-Q for tlic quarterly pcnod ended Junc 30, 1997. F ~ l c  No 1-3382) 

*33(3)  Amended and Restated Articles of Incorporation oiProgrcss Eneigy. Inc (iiWa CP&L Eiicigy, lnc ). as  aniended 
and rcsiated 011 June 15, 2000 (liled as Exhibit No 3a( I )  to Quarterly Repoii 011 I~oini  10-Q for the quarterly 
period ended Juue 30, 2000, File No 1-15929 and No 1-3382) 

X 

X 

F1a(4) Anieiidcd and Restated A~ticles of Incorpoiatioii of l'rogrcss Energy. Inc ( W a  CP&L Energy. IIIC ). as ainciidcd X 
and rebiated 011 Deccnibcr 4, 2000 (filed as Esliibit 3b( I ) to Annual Rcpoit on Toiin 10-K for tlie ycar cnded 
Ucceinber 31, L(JO1, as Med witll t h e m  on Nlalch LX, LUUL. kllc N o  l-l>m 

'*3a(5) Anieiidcd Articles of Incorporation of I'rogress Eneigy, Inc , as amended on May 10. 2006 (filed as Exhibit 3 A io X 
Qiiarieily Rcpoit on Form l0-Q Ibi the quarterly period ended Juiic 30, 2006. File No 1-15929, 1-3382 and 
1-3274 

* 3a(6) Aiiicndcd Ailicles oi Incorpoiation of Florida Power Corporation (lilcd as Exhibit 3(a) to the Progress Encrgy 
Florida Animal Repoit 011 Fonn IO-K foul the year ended Deccnibcr 31. 1991, 3s filed with ihe SEC on March 30, 
1992. FilcNo 1-3274) 

'r3b( I ) By-L.a\vs o i  Progress Energy, Inc . as mncnded on May 10.2006 (filed ~9 E,xliibit 3 B to Quarierly Report on Form 
IO-Q for the quarterly period ended Tunc 30. 2006. File No 1-1 5929, 1-3382 and 1-3274) 

"3b(2) By-l,an~s of Carolina Power & Light Company, as aniended on March 17. 2004 (liled as Exhibit No 3(ii)(b) to 
Quarterly Report on Form 10-Q foi the quarterly period ended March 31. 2004. File No. 1-3382 and 1-15929) 

*3b( 3 )  Bylaws of Progiess Energy Florida. as anicndcd October 1,2001 (lilcd as Exhibit .3 (d) to the Progiess Energy 
Florida Annual Report on Form 10-K for tlic ycar ended December 31, 2004, as liled with the SEC on March 16, 
2005. File N o  1-8349 and 1-3274) 

X 

X 

X 

X 

"<a( I )  Dcsciiptioii of Prefened Siock and the rights of the Iiolders tliereoi (as sei foiili i n  Article Fourih o i  the X 
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Restared Cliarter of Caiulitia Power c‘k Light Coiiipany. as a~ne~ided.  and Secrions 1-9, 15. 16. 
22-27. and 3 I of the By-l,aws oi  Caioliiia Power Rr Light Conipany. as aineiidcd (filed as Ediibit 4(i). File No 33-25560) 

Statenient 01 Classification of Sliares dated January 13. 1971. relating to the autlioiization 01, and establisliing llie series designation. dividend 
rate aiid redeniplion prices for Carolina Power Rr Light Coiiipany’s Seiial Preferred Stock. $7 95 Series (filed as Exhibit 3(i), File No 33-25560) 

X *43(2) 

*40(3) 

‘4b( I ) 

Stnteinent of Classification o l  Sliares dated September 7. 1972. relating to llie autliorization of, and establishing the series designation, dividend 
late and redeiiiption piices lor Carolina Power Rr 1,ight Company’s Serial Preferled Stock, $7 72 Series (filed as Esliibit 3(g), File No 33-25560). 

X 

Mortgage :iiid Deed of Trust dated :is 01 May 1. 1940 betwecii Carolina Power Rc ILigIit Conipany and The Bank of New York (formerly, Irving 
1-rust Conipany) and Fiedeiick G l-lcrbst (Douglas I Maclnnes, Successor), 1-rustees and the First througli FiTrIi Supplemental l i ident~~res thereto 
(Exhibit 2(b), File No 2-64189); tlie Sisrh ~lirougli Sisly-sixth Supplenien~al Indent~ires (Esliibit 2(b)-5, File No 2-16210: Exhibit 2(b)-6, File 
No 2-16210; Esliibil J(b)-X, File No 2-191 18; Exhibit 4(b)-2, File No 2-22439: E,xhibit 4(b)-2, FileNo 2-24624; Exhibit 2(c), File No 
2-27297: Exliibit2(c), File No 2-,30172; ExhibitZ(c), File No 2-35694; Exhibit 2(c). File No 2-37505; Esliibit 2(c). File No 2-39002, Exhibit 
2(c). I3le No 2-4 1738; Exhibit 2(c). File No 2-43439; E.sliibit 2(c). File No 247751: Exhibit 2(c), File No 2-49347; Exliibit 2(c), File 
No 2-531 13; Exhibit 2(d), File No 2.53113; Exhibil2(c), FileNo 2-5951 1; Exhibit 2(c). File No 2-6161 1 ;  Exliibil 2(d), FileNo 2-Cd189; 
Esliibit 2(c). File No 2-65514; Exhibits 2(c) and 2(d). File No 2-66851; Exhibits 4(b)-l. 4(b)-2. and 4(b)-3, File No 2-8129‘): Exhibits 4(c)-1 

X 

. txliibits 4(b) and through 4(c)-8, kile Nc2-95505. Exhibits 4(b) througli 4(h), File No 33-25560 LYIII~IIS  4( b) and 4 c ) ,  Pile No i 5 - 4 i 4 5 1  

33-55060 E h b t t s  4(e) and 4(0, File NO 33-6001-1 
File No 33-50597. Fvlubit 4(e) :ind 4(f), File No 33-57835, Exhibit to Current Report on Form 8-K dated August 28, 1997. File No 1-3382, 
Form 01 Carolina Power Rr Light Conipaiiy First Moi-tgage Bond, 6 8O0h Seiies Due August 15.2007 filed as Exhibit 4 to Form IO-Q Tor the 
peiiod ended Septeniber 30. 1998. File N o  1-3382. Fxliibit 4(b), File No 333-69237. and Exhibit J(c) lo Current Report on Form 8-K dated 
March 19. 1999. File No 1-3382 ), and tlie Sixty-eightli Suppleniental Indenture (Tdiibit  No 4(b) to Ciir~ent Report on Forni 8-K dated April 
20 2000, File No 1-3382. and the Sixty-ninth Supplementnl Indenture (Fx l~ ib~ l  No 4b(2) to A~iiiual Report on F o ~ m  10-K dated 

J(c) I I I C  No 33-38298. Cxhtb~ls 4(h) and 4(1). FIIC NO 33-42869. Edi~bits 4(~)-(g). FIIC No 3348607. EYlubltS 4(e) and 4(0. FIIC NO 
- I I I ~ I ~ S  4(3) and ~ ( b )  to ~ ~ ~ ~ t - ~ r r ~ ~ t ~ ~ ~  Amendinent NO I .  FIIC N O  33-38349. E X I ~ I ~ I ~  4(e), 
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March 29. 2001. File No 1-3382): and the Seveiitieth Supplcineiital Iiidcnture. (Exhibit 4b(3) to Annual Report on Form 10-K datcd March 29. 
2001, File No 1-3382). and the Seventy-iirst Supplenieiital Indenture (Exhibit 4b(2) to Annual Report on Form IO-K dated March 28, 2002, File 
No 1-3382 and 1-15929): and the Seventy-second Supplemental Indenture (Exhibit 4 to PEC Repoit on Forni 8-K dated September 12, 200.3, 
File No 1-3382); and the Seventy-third Suppleinental Indenture (Exhibit 4 to 1'EC Report on Fonn 8-K dated Mnrch 22, 2005, File No 1-3382); 
and tlic Seventy-foiirth Supplenientnl Indenturc (Exliibit 4 to PEC Report on Form 8-K dated Noveinbcr 30, 2005, File No 1-3382) 

Indcntui-c. dated as oi  Januai-y 1. 1944 (the "liidenturc"), bet\vcen Florida Ponw Corporation and Guaiiliity Trust Coiiipaiiy ofNcw York and The X 
Florida National Bank of lacksonville. as Tnistces (iiled as Exhibit B-18 to Florida I'owcr's Registration Statement on Form A-2) (No 2-5293) 
llled with tlie SEC on J:inuary 24. 1944) 

'"b(2) 

".Jb( 3 )  Seveiitli Suppleiiiental Iiideiiture (liled 3s Ediibit 4(b) t o  Flonda Powei Coiporation's Registration Statement on Fo1111 S-3 (No 33-16788) filed 
w t l i  tlic SIX on Septeiiiber 27. 1991 ), and tlic Eighth Supplemental Indenture (filed a5 E s l i ~ b ~ t  J (c )  to Florida Power Coiporation'c; Registration 
Statenient oii Foriii S-3 (No 33-16788) Gled with the SEC 011 Septeiiibei 27, 1991 ). and the S~xteenth Supplemental Indenture (filed as E:sii~b~t 
-I(d) to Florida I'o\ver Corpoiution''j Registiation Stateiiient on Form S-3 (No 3?-16788) filed wltli the SEC 011 September 27, 19911, and tlie 
1 wenty-niiitli Suppleinentnl Indenture (filed 05 Evliibit 4(c) to Flonda Power Corporation's Registration Statement on Form S-3 (No 2-79832) 
liled w i t h  tlic SEC 011 Septeniber 17. 1982), and the 1 Ii~~ty-eiglitli Suppleinental liideiiture (filed as e s l l ~ b ~ t  4(f) to Florida Power's Registration 
Stateliiciit on Foiiii S-3 (No 33-55273) a? filed wit11 ilie SEC oil August 29. 1994). and tlic Thirty-nintli Supplcniciital Indenture (filed as Exhibit 
J to Cuiient Report on Foriii 8-K filed with the SEC 011 July 23. 2001). and the Foitietli Supplcniental Indenture (lilcd as Exhibit 4 to Currcnt 

0 1 1  Fomi 8-K filed w i t h  tlic SEC on Fcbniary 21. 2003). and the Forty-second Supplemciital lndenturc (tiled as Ediibit  4 to Quarterly Report on 
Form IO-Q foi the quarter ended June 30, 2003 filed with the SEC on September 1 I .  2003). and tlic ~~~~~~~third Supplemeiital Indenture (filed as 
C.rliibit J to Current Report oii Foiiii 8-K liled with the SEC 0 1 1  Noveinber21, 2003). and the Foity-fourth Suppleniental lndentuie (filed 3s 

Exhibit J (111) to tlic Progress Eiieigy Florida Aiiiiiial Report 011 Form 10-K dated Maicli 16. 2005). and the Forty- lifili Supplemental Indenture 
(filed a \  li~liibit 4 to Current Report on Fonn 8-IC filed on May 16. 2005) 

X 

-~ 

*4b(4) Indcnturc, datcd as or t3ccembci 7. 2005, bet\\,een Progress Energy Floi~drt, Inc and 1 P Moigan Trust X 
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Conipany. National Association. as Triistee with respect to Senior Notes. (filed as Exhibit J(a) to Current Report on Fonn 8-K dated Deceniber 

Indenture. dated as oi  March I .  1995. betwecn Carolina Power & Light Company and Bankers Trnst Company. as Trustee. wit11 respect to 
Unseciircd Suboi-dinated Debt Securities (liled os lisliibit No 4(c) to Current Report 011 Form 8-K dated Apiil 13, 1995, File No 1-3382) 

13. 2005. File NO 1-3274) 

:*4b(5) x 

“Jb(6) Indcntt~rc. dated as of Februan 15. 2001. bet\\wm Progress Eiicrgy. Iiic and Bank Onc Trust Conipany, N A , as T~t~stce,  with respcct to 
Senior Notes ( l i l cd  as Exhibit J(a) to Forni 8-K dated Fcbruarv 27,2001. Filc No 1-15929) 

X 

“Jc Resolutions adopted by tlie Executive Committce o i  tlie Board of Directors at a incetiiig llcld on April 13, 1995, establishing the tenns of the 

8 55% Quarterlv Incomc Capital Seculities (Series A Subordinated Deferrable Interest Debentures) (filed m Exhibit 4(b) to Current Reporl on 
Forni 8-K dated Apiil 13,  1995. File No 1-3382) 

X 

’&4d Indenture (for Senior Notes). dated :is ol March 1, 1999 between Carolina Powe~ B Liplit Company and The Bank of New York, 3s Trustee, 
(filed as Exhibit N o  J(a) to Current Report on Fonn 8-K dated March 19. 1999: File No 1-3.382). and tlie First and Second Suppleniental 
Seiiiot Notc Iiidenturcs t l ie leto (Exhibit No :I(b) to Currcnt Report on Forni 8-K dated March 19, 1999. File No 1-3382); Exhibit No 4(n) to 
Cttirent Report on Fomi 8-K dated Apiil 20. 2000. File No 1-3382) 

X 

’JC Indcnhrre ( F a  Debt Securities). datcd a5 of Octobcr 28. I999 bctwccii Carolina Power 
‘1 rustcc (tilcd a \  Ediibit J(a) to Cnirent Report on Furin 8-K dated November 5. 1999. F~lc  No 1-3382). (Exhibit 4(b) to Curlcnt Repoit 011 
Forti1 8-K dated November 5 1999, I.ilc No 1-3382) 

Liplit Company and 1 Iic Chase Manliatlan Hank. a5 X 

*ill Contingcnt Value Obligation Apteemeiit. dnted as of Noveinbet 30, 2000. bet\veen CPBL. Energy, liic and The CIiase Manlinttan Bank, as 
Trnstec (Exhibit J 1 to Cnneiit Repoil on Forin 8-K dotcd 1)cccniber 12, 2000, File No 1-3382) 

X 

loa( I )  Purchase. Consti iiction and Owiietsliip Agreenlent dated Ju ly  30: I981 bctwccli Cnrolina Power R: Liglit Company and North Carolina X 
Municipal Power Agencv Number 3 and E,diibits, togcllicr with resolution dated Decetnber 16, 1981 clianging iianie to North Carolinn Eastern 
Municipal Po\\ei Agency, amending letter dntcd Fcbruniy 18. 1982. and amcndnicnt dotcd Fcbruan 24, 1982 (filed as Exhibit 10(n}, File No 
33-25560) 

” IOa(2) Operating and 1:iicl Agrcenient dated J i i l y  30, 1981 betwccn Carolina Ponw cP: Liglit Company and North Carolina Municipal Power Agency 
Number 3 

X 
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*loa( 3 )  

"IOa(4) 

* lob( I ) 

*10b(2) 

and Exhibits. togctlicr with rcsolutioii dated Deccnlbcr 16. 1981 clianging iianie to Noi-th Carolina Eastcni Miniicipal Power Agency, 
ameliding letteis dated August 21, 1981 and Lkcemhcr 15. 1981. and amendnieiit dated Fcbriiary 24, 1982 (filcd as Exhibit 10(b). File No 
33-25560) 

Agency Niiniber 3 and 
Power Coordination Agrccnient dated lulv 30. 1981 between Carolina I'oiver Rr L ight Coiiipiiy and Nortli Cai-olinn Miniicipal Power X 

Aiiicndnient dated Deceniber 16. 1982 to Purcliase. Consti uction and Ownership Agreeinent dated .July 30, 1981 between Carolina Power Rr X 
Light Coinpony and North Carolina Easteni Municipal Power Agency (filed as Exhibit 10(d). File No 33-25560) 

Progress Energy, liic %1,130,000.000 5-Year Revolving Credit Agicenient dated :is of May 3 ,  2006 (tiled as Exhibit IO(c) to Quarterly 
Report on Forin 10-0 for the qnarteily period ended Marcli 31,2006. File N o  1-1 5929. 1-3274 and 1-3382) 

X 

PE,F 5-Year %450,000.000 CI-edit Agrcemcnt, dated as of Marcli 28. 2005 (filed as Exhibit IO(ii) to Current Reporl on Fonn 8-K filed April 
1 ,  2005, File No 1-327-1) 

X 

-~ 'b lOb(3) Amendmen1 dated a5 01 May 3. 2006, to the 5-Yea1 $450,000.000 Credit Agrcenieiit anions PEF and certain lenders. dated March 28. 2005 
(filed as Exliibit 10(e) to Quaiteily Report on Form 10-Q foi the quarterls pciiod ended Maich 31, 2006, File No 1-15929, 1-3274 and 

X 

1-3382) 

*10b(4) PEC 5-Yt-Ycat S;450.000.000 Credit Agrceiiient dated as o i  Marcli 28. 2005 (filed as Exhibit 10(i) to Cinrenl Rcport on Form 8-K filed 
April 1. 2005. File No. 1-3382) 

X 

'R10b(5) A~iiendnient dated as oi May 3, 2006, to the 5-%,-Ycar %450.000.000 Credit Agreement among 1'EC and certain leiideis. dated Marcli 28, 
2005 (filed as Esliibit IO(d) to Quarterly Report o i i  Fonii IO-Q ior the quarterly period ended March 31. 2006. FileNo 1-15929, 14274 
and 1-3382) 

X 

--+*lOc(l) Retirenienl I'laii lor Outside Directors (filed as Exhibit lO(i) .  File No 33-25560) X 

+*10c(2) Resolutions 01 Board of' Dircctois dated .inly 9. 1997. ameliding tlie Ilcfcrred Compensation 1'1aii lior Key 1LIanagenient Employees of X 
Carolina Power Rr Light Company 

i "IOc(3) Progress Eneigy. Inc Toni1 01 Stock Option Agreenient (filed a5 FxliibitJ J to Foini S-8 dated September 27,2001. File No 333-70332) XXX 
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+"IOc(4) Progiess E.iiergv. Inc I:orin of Stock Option Award (filed as Exhibit 4 5 to I7oriii S-8 dated Scptcniber 27. 2001. File No 333-70332) 

-tlOc(j) 2002 Progrcss Eiicrgy. Inc Equitj' Incentive Plan, Aiiicndcd and Rcstaled elTcctiw lant~an, I ,  2007 

-tIOc(6) Ainendcd and Itestatcd Broad-Based I'crli~rmancc Sliarc Sub-Plan. Ifshibit I3 to the 2002 Progrcss Energy. Inc Equity Inccntivc Plan, 
cffectivc Ianiiary 1 ,  2007 

+10c(7) Amcndcd and Restated Executive and Key Manager Pcrio~ iiiniice Sliaie Sub-Plan. Exhibit A to llie 2002 Progress E.nergy. Inc Equity 
Incentive Plan (effective lniiiiary 1. 2007) 

i-lOc (8) Amended and Restated Mnnageiiieiit Incciitive Compensatioii l'lnn 0 1  Progress Ciiergv. liic . eflective lonu:~iv I .  2007 

i-lOc(9) Amcnded and Restatcd Management Dcfciied Conipensation Plan ol' Piugicss Eocigy, lnc . effcctivc as of Ianiiary I .  2007 

+lOc(lO) Aiiieiided and Restated Managcnient Cliaiige-in-Coiitrol Plan of I'rogiess Eiiergv, lnc . ellectivc as 01 January 1. 2007 

XXX 

xxx 

XXX 

xxx 

XXX 

XXX 

XXX 

+lOc( 1 1 )  
+lOc( 12) 

i-lOc(13) 

+10c(14) 

Aiiiended and Restated Non-Einployee Director Dcfened Compensatioii Plan 0 1  Progress Energy. Inc , cflective Januaiy 1. 2007 
Ainended and Restated Restoration Retirement Plan 01 Progress Eneigy. liic . eITective .lanunry I ,  2007 

Amended and Restated Supplementnl Senior Execitlive Retirement Plan o i  Piogiess Encigy. liic , ellcctive Jatiuen' 1. 2007. 

Amended and Restated Non-Employee Diicctor Stock Unit Plaii ol  Progre 

XXX 
xxx 

XXX 

iicigv. Inc . clfectivc la nu an^ 1, 2007 xxx 

+*IOc(lj) Forin olProgrcss Emxgy: lnc Rcstrictcd Stock Agrccmcnt piirsiiant to the 2002 Progress Energy Inc Equity lncciitivc Plan. 3s aincndcd 
July 2002 (filed as Exhibit 10c( 18) to Anniial Report on Forni IO-K Cor tlie \mreridcd Deccmbcr 31, 2004. as filed \villi the SEC 011 March 
16, 2005. File No 1-3382 and 1-15929) 

XXX 

+*10c( 16) Eniploynieiit Agreement dated August 1, 2000 bctwceii CPtUrL. Service Coiiipaii~ I. LC and Ilobci~ McGehce (filed 
Quarterly Report on Foiiii 10-Q for the period ended Scptcniber 30. 2000. File No 1 - 1  5929 and N o  14382)  



-I-* 1 0c( 1 7) 

+* 10c( 18) 

i-”IOc( 19) 

+*I Oc(20) 

-+-*10c(21) 

Foriii 01 Liiiplovineiit Agieenieiit dated Augur1 1. 2000 between CF&l S e n i c e  Conipanv LLC atid Petei M Scott 111 (liled a5 1,~Iiibit 
10(v) to Qiiarteily Report on Forni IO-Q lor tlie pcirod ended Scptcnibcr 30. 2000. I I I C  No 1 - 1  5929 and No 1-3382) 

XXX 

Anieiidnient dated August 5, 2005, to Eniployiieiil Agreeinent dated bet\vecn Progress Energy Service Coiiipaiiv. I..LC and Pctci M Scott XXX 
I11 (filed as Exhibit 10 to Quarterly Report 011 Form 10-0 for the period ended liine 30, 2005, FilcNo 1-15929. 1-3382 and 1-3274) 

Foriii of Finployinent Agieenieiit dated August 1. 2000 between Caiolin:~ I’owerct Light Conipaiiy and Fred Day IV and C S “Scottv“ 
Hin~iai i t  (filed a \  EYliibit lO(vr) to Qoarterly Report on Fonii 10-Q h i  the period ended Septeiiibcr 30, 2000, File No I -  15929 and N o  

XX 

1-1382) 

Foriii of Eniployiiieiit Agieenieiit between Progiess Energy Scivice Coinpan)’ and loliii R. McAiIliiir. eii’ective laniiaiy 2003 (liled as 
Exhibit IOc(27) to Annual Report on Form 10-K foi the year ended Deccinbei 31. 2002. as filed with the SEC on March 21. 2003. FileNo 
1-3382 and 1-1 5929) 

XXX 

Eniployiiieiit Agreenieiit daied Jaiiuary 1.2005 between Progress Encrgv Catolinas. Inc aiid Williani D lohiison (liled as Exhibit IOc(29) XXX 
A t  
i. dllU 

1-1 5929) 

klOc(22) Selected Execiitivcs Suppleiiientnl L>ekried Conipensntioii Progroni Agreeinent, dated Augiist 1996 betweeii CPBI and C S Ilinnaiit X 

+ lOc(23) Fonii of Executive Perinanent Life Iiisurunce Agieenieiit 

*lOd( I )  Agreenieiit dated November 18, 2004 between Wtiichestcr Production Coiiipaiiv, I,ld , I GG Pipeline I td , Progrer? Lnergy. Inc and x x  
EnCaiia 011 & Gas (USA), Inc (filed as Ediibrt lOd(1) to Annual Report on ronii 10-1; fbi the wai ended t>cceinbci 31. 2004. a5 lilcd 
with the SEC on March 16, 2005, FileNo 1-3382 a n d  1-1 5929) 

*10d(2) Precedent aiid Related Agreements ainong Florida Power Corporation d/b/a Progress I!ncigy Florida. Iiic (“PEF“). Souiheiii Natural Gas 
Coiiipaiiy (“SNG’). Florida Gas Transmission Company (“FGT”). aiid BG LNG Seivices. LLC (“BG”), iiicliidiiig: 

X X 

a) Precedent Agreenieiit by aiid between SNG and PCF. dated necembei 2 2004, 
b) Gas Sale and Purcliase Contract between UG and I’W. dated Deceniber I 200 I.  
e) Interim Firm 1 ranspoi tatioii Service Agteeiiient by and between FGI and PI-F, dated Dcceniber 2.2004. 
d) Letler Agreenieiit between FGT and PEF, dated 



Decenibci.2, 2004 and Firm 1-ruiisporlatioii Service Agreeiiient by and between FG1 and P I 3  to be entered iiilo upoii satisiactioii of certuiii 
coiiditioiis precedent: 

e )  Discount Agrcemcnt between FGT aiid PEF, dated llcceiiibcr 2, 2004; 
f )  Amendment to Gas Sale and Purchase Contract bctivccii BG and PEE dated Ianuary 28. 2005: aiid 
g) Letter Agreement betwcen FG1' and I'EF, dated lanuav 31.2005, 

(filed as E,diibit 10 1 to Current Report on Fomi X-K/A filed March 15, 2005) (Confidential ti-eatmcnl lias lxeii requested for portions oitliis 
exhibit Tliese portions have been omitted from the above-referenced Cur1 ent re poi,^ aiid submitted separntelv to tlic SEC ) 

12(3) Computatioii of Ratio of Eaniiiigs to Fixed Charges X 

12(b) Conipu1ation ot Ratio of Earnings to Fiwd Charges and Ratio of Earnings to Fixed Clia~ges and I'referred Dividends Coniblncd X 

12(c) Computation of lZalio of Earnings to Fixed Cliarges and Ratio 01 Earnings to Fixed Charges and Preferred Dividends Coiiibiried X 

21 Subsidiaries of Progress Energy, ]tic X 

23(b) 

3 l(a) 

Corisent of Deloitte L Touclie LL.1' 

302 Ceilificalioii of Chief Executive Officer 

X 

X 

3 l(b) 302 Certification of Chiel Financial Officer X 

31(c) 302 Certification of Chiel Luecutivc Officer X 

31(d) 302 Ccrtification of Chick Finnncial Ol'ficer X 

31(e) 302 Ceitificnlion of Chief Executive Officer X 

31(f) 302 Certification of Chief Financial Officer X 

32(a) 906 Certification of Chiel Executive Officer X 

32(b) 906 Certification of Chic1 Financial Officer X 

32(c) 906 Ceiii ticalion of Chief Executive Officer X 

32(d) 906 Certification of Chief Financial OIXcer X 



906 Certilicatioii oi Chiel Executive Officer 

32(fj 906 Certification of Chief Financial Officer 

X 

X 

*Incorporated lierein by reference zj indicated 
i-Management contract or coiiipeiisatoiy plan or arraiigemeiit i-cqiiired to be filed as ai1 csliibit to tliis foriii pursuant to Item 15 (b j  of this report 
-Sponsorship of this iiianageiiient coiltract or compensation plan or arrniigeiiieiit \vas transferred froiii Carolina Power & Light Coinpany to Progress Energy. 

Iiic .effective August 1. 2000 
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Exhibit lOc(5) 
I'rogess Energy, Inc. 2002 Equity Incmtiw Pliin 

(Ainenrlecl ant1 Restatrcl Effective.J:iniiaiy 1, 2007) 

Section 1 Purpose 

Progress Energy, Iiic (liereinafter referred to as tlie "Spoiisoi"). a North Carolina coiporation. hereby establislies the 2002 Equity lnceiitive Plan 
(the "Plaii") to promote tlie interests of tlie Sponsor and its sliareliolders tlirough tlie (i) attraction and retention of executive oflicers, directors and otlm key 
employees essential to llie success of Spoiisoi- and iis Afliliates: (ii) motivation o i  executive olXcers, directois and otlier key employees using perforiiiaiice- 
related and stock-based iiiceiitives linked to tlie inteiests of tlie Sponsor's sl~areliolders: and (iii) enabling of sucli executive oflicers. directors and other key 
eniployees to sliare i n  llie long-term growtli oiid success of tlie Sponsor and its Affiliates The Plan pemiits tlie grant of Noiiqualified Stock Options, Incentive 
Stock Options (intended to qunlih undei Section 422 01' tlie Internal Revenue Code of 1986, 3s aiiieiided), Stock Appreciatioii Rights, Restricted Stock 

Peiforinance Shares, Perforiiiaiicc Units, a i d  any other Stock Unit Awards or stock-based forms of Awards 3s tlie Committee tnay dcterminc under its sole 
and complete discretion at tlie t h e  of grant. subject to tlie provisions of lliis Plat1 document mid applicable law Tlic 1997 Equity Incentive Plan of Progress 
Energy. Inc (die "1997 Plan") shall remain elTeclive with regard io a11 Awards mode thereunder. but slid1 be siiperseded by tliis Plan witli regard to 311 

Awards after tlie E.fi'ective Date 

Section 2 Etfective Date and Duration 

Tlie Plan was approved by tlie Boaid o i  Directors on March 20, 2002, subject to approval by tlie sliareliolders o i  tlie Sponsor Tlie Plan becaiiie 
effective on the date of approval of tlic Plan by tlie Sponsor's shareholders (tlie "Effective Date") The Plan \vas further amended and restated elTective .July 
10, 2002. and amended and restated effective .ianuary 1. 2007 TIie I'13il sliall espiie on tlie tenth anniversary of the Effective Date; however, all Awards inade 
prior io, and outstaiidiiig on sucli date, sliall reinnin valid in accordance with tlieir terms and conditions 

Section 3 Delinitions 

Except :is otlieiwise defined i n  tlie 1'1:in, tlie folloiving tenns sliall have tlie memngs  set fori11 below 

3 I "Affiliate" nieaiis. with respect to Sponsor. any entity tliat diiectly or indirectly, tlirough one or mole iiiteiiiiediaries, controls, or is 
contiolled by, or is under coiiiinoii coiitiol with Sponsor 

.3 2 "Award" means individually or collectively. il grant under the Plan of Noiiqualified Stock Options lnceutive Stock Options, Stock 
Appreciation Rights, Restiicled Stock, Perfoniiaiice IJnits, Perfoniiance Shares, or otlier Stock Unit Awards 

'3 3 "Award Date" or "Grant Date" ineaiis the date on which a11 Award is made by the Conimitlec under tliis Plan 
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3.4 "Award Agreenient" or "Agreenient" nieans a written agreeiiieiit impleineiiting tlie grant of each Award signed by an authorized officer o i  
tlie Sponsor and by tlie Paiticipant 

3 5 "Benelicial Owner" sliall have tlie meaning ascribed to siicli tenii in  Rule 13d-3 under tlie Escliange Act 

3 6 "Board" 01 "Board of Directois" incans the Board of Directors of the Sponsor 

3 7 "Cashless Exercise" nieaiis the exercise of an Option by the Participant in conipliance with Section 13(li) of the Exchange Act aid with 
die Fctleral Reserve Board's Regiilation T (or any successor provision) or as otlicrwiw: permitted by the Commitlce tliroiigli the use of a brokerage firm to 
makc payinent to the Sponsor of tlie exercise price either from tlie proceeds of a loan to die Participant from t l ie brokerage fin11 or fro111 the proceeds of the 
sale ofStock issued pursuant to tlie exercise of the Option, and upoii receipt of siicli payment, tlie Sponsor delivers tlie exercised Stock to tlie brokerage firm. 
The date of exercise o f 3  Casliless Exercise sliall be die date the bioker executes the sale of exercised Stock, or if no sale is niade, the date the broker receives 
tlie exercise loan notice fioni the Participant to pay the Sponsor for tlie exercised Stock 

3 8 "Cause" means: 

(a) enibezzlciiient or theft from tlie Company, or other acts o l  dislionesty, disloyalty or otlierwisc ~njurious to tlie 
~~ 

Conlpany. 

(b) disclosing without autliorization proprietary or confidential information of the Company. 

(e) conimitting any act of negligence or malfeasance causing injuiy to tlie Company; 

(d) conviction of 3 crinie amounting to a felony under the laws oftlie United States or any of the several states; 

(e) any violation of tlie Conipany's Code of Etliics; or 

( f )  unacceptable job periorniam wliich has been substantiated i n  accordance wit11 the normal practices and procedures 
oftlie conipany 

3 9 "Cliange in Control" nicans tlic eailiest of tlic following dates. 

(a) tlie date any person or group of persons (witliin tlie niwning of Section 13(d) or lJ(d)  of tlie Securities E,xcliaige Act 

of 1934). excluding eniployee benelit plans of tlie Sponsor, beconies, directly or indirectly, tlie "beneficial owner" (as defined in Rule 13d-.3 
proniulgated under the Securities Act of 1934) of securities of the Sponsor repiesenting t\venty-five percent (25Y0) or more of the combined voting 
power of tlie Sponsor's tlieii outstanding securities (excluding the acquisition of securities of the Sponsor by an entity at least eighty percent (80%) 
of tlie ootslanding voting securities o l  \vliicli are, directly or indirectly, beneficially owned by tlie Sponsor); or 
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(b) tlle date 01 coiisiiiiiiiiatioii o i a  tender offer l o r  tlie owiiersliip of iiiore than fifty percent ( joyo) of tlie Sponsor's tlieti 

oiitstaiidiiig voting securities: 01 

(c)  tlie date of consumiiiation of a merger, sliare escliaiige or consolidation of tlie Spoiisor with any other corporation 01 

entity regardless of wliicli entity is the survivor. otlier tliaii a merger, sliare escliange or consolidation wliicli would result in llie voting securities of 
tlic Sponsor ootstandiiig imniediatcly prior thereto continuing to iepreseiit (either bv remaining outstanding or being converted into voting 
securities ol tlic surviving or acquiring cntity) more than sixty percciit (60?6) of tlie combined voting power of tlic voting sccuiitics ol  the Sponsor 
or such suiviving or acquiring entity outstanding inimediately after such iiiergei'or consolidation; or 

( d )  the d3k. wlien as a result of a tender offer or escliaiige d e r  for the purchase of securities of the Sponsor (other tlian 

such an offer by tlie Sponsor for its owii securities), or as a result oi a proxy contest, niergei, sliare excliange. consolidation or sale of assets, or as a 
iesult o i  any combination of tlie foregoing. individuals who are Continuing Lliiectors c e : ~  for any reason to coiistitute at least two-thirds (2/3) of 
tlie members of tlie Board; 01 

(e) tlie date the sliareholders oC tile Sponsor approve 3 plan of coniplete liquidahon o r  winding-up oftlie Sponsor or an 
agreement for tlie sale or disposition by tlie Spoiisoi of all or silbstaiitially all of the Sponsor's assets; or 

__ -___ 
(f) the date ofanv event whicli tlie Board dctcrmincs slioiild constitute a Cliange in Control 

A Cliange i n  Control shall not be deemed to liave occurred on account o i a n  event described i n  paragraplis (a), (b), (c). (d) or (e) of this Section 3 9 
until a niujority of the niembcrs 01 tlie I3oard receive written certilicntion froin tlie Coininittee that such event lins occurred Any deterinination t l~at  an event 
described i n  this Section .3 9 has occurred sliall, if made i n  good faitli on the basis of infomiatioii available at tliat time, be conclusive and binding on tlie 
Committee, tlie Sponsor. tlie Participants and their beneficiaries ioi a11 puiposes of the Plan 

3 10 "CEO' iiieaiis tlie cliiei executive ollicer o i  tlie Sponsor 

3 11 "Code" means tlie Internal I<e\~eiiiie Code 01 1986, as aniendcd from t ime to time 

3 12 "Committee" Iiicans tlic Organization and Compensation Committee of tlie Board. comprised solely 01 Outside Directors, which will 
administer the Plan pursuant to Scciion 4 herein 

3 13 "Coinpany" means Progress Energy, Inc , including all Affiliates, or any siicccssor tlicrcto 

3 I4 "Coiitinuing Director" means tlie meinbers ofthe Board as of January I ,  2007: provided. however, 11131 any person becoming a director 
siibsequent to sucli date whose election or noinination for electioii was supported by seventy-five percent (7536) 01 more of tlie directors who then comprised 
Continuing Directors s11a11 be considered to be a Continuing Director 
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3 15 "Covered Participant" nieaiis a Pal-ticipaiit wlio is a "covered employee" as defined in Section 162(m)(.3) of tlie Code, and the regulations 
proinulgated theretinder 

3 16 "Departnient" iiicans the Iltimaii Resources Departineiit ot Progress Energy Service Company. LLC 

3 17 "Designated Beneficiary" nica~is the beneficiary designated by the Participant, ptirsuant to pi ocedures establislied by the Department, to 
receive anioiiiits dtic to the I'articipant oi to cxcrcisc any rights o i  the Participant to the extent perniiticd hereunder in the evciit of the Participant's death I f  the 
Pai-ticipani docs not iiiakc ai effective designation. tlicii the Designated Beiieiiciary will be decined to be the I'ailicipant's estate 

3 18 "Disability" m e l ~ ~ s  (i) tlie mental or pliysical dis~bility, either occupational or noii-occupational in  origin. of tlie Participant defined as 
"total disability" in  tlie I..ong-term Disability I'lnn of tlie Sponsor currently in effect and as aniended iron1 time to tiine: or (ii) a deterniination by the 
Coiiimittee of "Total Disability" based on iiiedical evidence that precludes tlic Participnnt ironi engaging i n  :my occupation or einployinent for wage or profit 
Ibr at least twelve iiioiitlis and appeals to be permanent In the case o i  Awards of Incentive Stock Options, "Disability" sliall have the meaning set forth i n  
Section 22(e)(3) o f  tlie Code 

3 19 "Divestiture" means tlie sale (includii~g tlie spin-oll) of, or closing by. the Co~npnny of tlie business operations in which the Participant 
is cinployed 

.3 20 "Early Retiranent" nicms retireincnt o i a  I'ailicipant from employnierit with tlie Company after age 55, but piior to age 65 tinder the 
provisions of the Sponsor's I'ension Plmi or the Sponso0"s Si~pplemental Senior Executive Retirement I'lnn In  the went  o i  a change i n  the Sponsor's Pension 
1'I:iii sucli that tlicre is no l o ~ g e r  a defiiiitioii oi"E,:ii-ly Retiretmxtt" or tlie Participant is not :I p d c i p a n t  i n  tlie Sponsor's I'ension Plan for purposes of this 
plan. "Early Retirement" shall mea11 retireincnt before age 65 after reaching the 55th birthday together with completion of 15 years o i  Vesting Service, or afier 
completion of 35 yeais of Vesting Service with no age liiiiitatioil 

3 21 "Exchange Act" iiieaiis the Securities Excliange Act of 1934. as ainended 

3 22 "Executive Oilicer" iiieaiis an individual designated as an "officer" for purposes of  Section 16 o i  llie Seciiiities Exchange Act of 1934 
and as ai1 "exectilive ollicer" for Ileiii 4Ol(b) oi Regolation S-K by tlie Board poisuaiit to resolutions adopted by the Board froti1 time to tinie 

3 23 "Fair Market Value" ineans, on any given date. the closing price of Stock as reported on the New York Stock Excliange composite tape 
on such day or, i t  no shares o iS fock  were traded on the New Yolk Stock Exchange on sirch day, tlien on the nexl preceding day Uiat Stock was traded 011 such 
excliange. all :is reported by such source as the Committee may select 111 the case of a Cashless Exercise. Fair Market Value incans the price of tlie Stock at 
tlie date and time tlie broker executes the sale of exercised Stock. 

3 24 "Full-time E,iiiployee" iiieans an einployee of the Conipany designated by the Departnient as being a "regular, iiill-ti~iie employee" wl~o 
is eligible for a11 plans and piogreins of tlie Company set forth ior siicli einployees Tliis designation excludes all part-time. temporary. leased or contract 
employees and coiisultants to the Company 
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3 25 "Incentive Stock Option" iiieans a11 option to purchase Stock. granted under Section 7 herein, wliicli is designated as an incentive stock 
option by tlie Coininittee :]lid i s  i~itended to iiicet the requiieinents of Section -122 oitlie Code 

3 26 "Key Employee" nieaiis aii officer or otlier cniplaycc oi  tlie Conipany wlio i s  selected lor porticipntion i n  the Plan i n  accordance with 
Sectioii 4 2 

3 27 "Noiiqualilied Stock Option" means an Option to purchase Stock, grantcd undcr Section 7 Iicrcin. wliicli i s  not intended to be an 
Incentive Stock Option 

3 28 "Nominl Retirement" means the retireiiient of any Pnrlicipnnt under the Sponsor's Pension Plan at age 65 In the event 010 cliange in the 
Sponsor's Pension Plan such that tliere i s  110 longer a definition of "Nomial Iletirement" or the Participant is not a participant i n  the Sponsor's Pension Plan, 
Cor puiposes oi the Plan "Noiinal Retirement" sliall iiiean retirement upon attaining the age of65 years and conipleting five years of Vesting Service. 

3 29 "Option" nieans ail Incentive Stock Option or a Notiqualified Stock Optioii 

3 30 "Other Stock Unit Award  means Awards of Stock or otlier Awards Ihot ale valued 111 whole or 111 part by reference to, or are otherwise 

_ - . _ _ ~  ____.___-___- _--____- based on, sliarcs of Stock or otlier securities of the Sponsoi 

3 31 "Outside Directoi" iiieans a member of llie Boai-d of Directors of tlie Sponsor wlio is not ai l  cinployee of the Company 

3 32 "1':irticipant" nieniis a Key Employee or Outsidc Director wlio has bcen granted an A\vard under the Plan 

3 3 3  "I'erformnnce-Based I;:sception" means the periomiance-based exception lion1 the tax deductibility liinitations of Code Section l62(1n) 

3 34 "Perl'orniaiicc Measures" iiieaii. iiiiless and until  the Corninittee proposes for sliarelioldcr approval and the Spot~sor's shxeliolders 
:ipprove a cliange i n  the geiicral perfonnance nicasures set forth in this article. the nttaininent of wliich may de:erlnine the degree of payout and/or vesting 
\ ~ ~ i t l i  respect to Awards whicli are desigiied to qualifi for the I'erforinnnce-Based Exception. nieasurc(s) c l ~ m n  from aniong the Ihllowing oltematives: 

(a )  Total shareholder return (absolute or peer-group coiiipaiative) 

(b)  Stock price incimse (absolute o r  peel-group comparative) 

(c)  Dividend poyout as a percentage of net income (absolute or peer-group conipamtive) 

(d) Return on equity (absolute 01 peer-group coinpainlive) 



Return oii capital eiiiploved (absolute or peer-group coinparative) 

Cash llow. iiicluding opcrating cash llonr, free cash llow, discounted cash ... w rctum on iiivcstment. and ca! llow 

Ecoiioniic value added (incoine iii csccss of capital costs) 

Cost per KW-I (absolute oi pecr-gioup comparative) 

Revcnuc per KW-I (absolute or p r - g r o u p  coinp:irativej 

Market shale 

Custoiiier satislktioii as ineasurcd by survey instiuniciits (absolute or peer-group coinparativej 

Eainings beforc interest, and taxes (absolute or peer-group compamtive) 

(111) E.aniiigs k f o r c  iiitcresl. tases, dcpieciation, and amortization (absolute or peer-group coiiiparative) 

The Conimittee shall liavc tlic discretion 10 adjust the determinations o i  the degree o i  attainincnt o l  the lire-establislicd I'erloriiiaiice Measures, 
provided. Iio\vevcr. thnl Awards wliicli :ire dcsigried to qualify lor the Perfonn:~nce-~:iscd Exception may i iot be adjusted upward (the Conimitiee shall retain 
tlic discretion to adjust siicli Awards downward), except to tlie esteiit permitted iiiider Code Section 162(m) and the regulations tliereunder to reflect corporate 
rcorgaiiizatioiis or other events 

3 35  "l'erforniaiice Award8 iiieans a peifi,rmoiice-bnsed A w i r t l  wliicli niny be iii llie I'omi of either Performance Sliares or Perfoi tilance 

IJiiits 

3 36 "Perlbrmnncc I'eriod" iiieniis the time period designated by the Coniniittee during whicli performance goals iniist be inet  

3 37 "I'erforniancc Sliarc" iiicaiis an Award. dcsigiiatcd as a Peifoiiiiance Sliarc. granted to a Participant pursuant to Section I O  herein, tlie 
v:iluc of which is dctcrniineti. i n  wliolc or iii pai 1. bs tlic valuc ol  Stock i n  :I ilianncr deemed appropiiatc by the Committee and described in the Agreement or 
Sub-l'lan 

3 38 "l'erforniaiice Unit" iiieaiis 311 Award. designated as a I'erforiiiaiice 1Jiiit. granted to a Participant piirsuaiit to Section 10 lierein the value 
of wliich is deterniiiied, i n  wliole 01 i n  parl, by the attainiiient of pre-cstablislied goals relating to Sponsor's or Company's finmicia1 or openting perforniance 
as deeiiicd appiopriate by tlie Coiii~nitlce and described in {l ie Agieeiiient or Sub-Plan 

3 39 "Period or Restriction" iiieaiis the peiiod during which the transfer of sliares o l  Restricted Stock is restricted, pursuant to Sectioii 9 of the 
I'lan 
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3 40 "Person" sIia11 Iyave tlic iiieaning asciibed to such tertii i n  Sectinn 3(a)(9) oftlie Excliange Act and used i n  Sections W d )  and 14(d) 

tlieieof: iiicludiiig a "gioup" as defined i n  Sectioii 1 Vd) 

3 41 "I'lon" means tlic Piogress Energy. Inc 2002 I:,quity Inceiitive Plan as l ierei~~ described and as hereafter from time to t h e  aniended 

3.42 "Restricted Stock" iiicaiis an Award of Slocli granted to a Participant pursnmt to Section 9 of the Plan 

3 43 "Rule I6b- 3" nieans Rule l6b-3 tnidei Section 16(b) of tlic Exchange Act or any st~cccssor i d e  as aincndcd from time to time 

3 44 "Section 409A" ineatis Section 4O9A o i  tlie Code. or any successor sectioli under the Code. as amended and as interpreted by final or 

proposed regiilatioiis promulgated thereunder lion1 time to time and by related guidance 

3 45 "Section l62(n1)" nieaiis Section l62(ni) of the Code. or any successor section under tlie Code, as amended fronl time to time and as 

iiiterpieted by final or proposed iegulations promulgated iherernidcr from tiine to time. 

.3 46 "Securities Act" nieans the Sccurilies Act oi 1933 and !lie rules and iegulatioiis promulgated tllereutider. or any successor low, as 

amended fioiii time io liiiie 

3 47 "Secretary" iiieaiis tlie corpoiatc secretary o i  the Sponsoi 

3 48 "Sponsor" nie:nis Pi-ogress Energy. Inc . or any successor thereto 

"Sponsor's Pension Plan" nicans tlic I'rogress I h x g v  Pension P1:ui. as aiiiended from time to tinie, and any successor tliereto 3 49 

3 50 "Stock" means tlie cotiinioii stock of tlic Spoiisoi 

3 51 "Stock Appreciation Riglit" nieaiis the right to receive an amount equal to llie excess of the Fair Market Value ofa  slime of Stock (as 
determined on the date oi  exercise) ovei the Fiiir Make! Value of tile Stock 011 Ilie A w a d  I h t e  01 llie Stocli Appreciation Riglit 

3 52 "Stock Unit Award" iiieaiis an Award oiStock or units granted under Section 1 I o l t he  Plan 

3 53 "Sub-Plan" nic3iis a written document t1i:it permits tile grant ol 'hwards consistent with tllc provisions of this Plan 

3 54 "Vesting Seivice" liieans each year ofel1iploynietit with die Company i n  \vllich a Participant works one thousand (1.000) hours 



Sectioii 4 Adininisbation 

4 1 Tlie Coininittee Tlie I’laii slid1 be adiniiiistercd :ind iiiterpieted by the Coiiiniitlee \vliicli shall liave lid outlioiity and all p w e r s  
iiecessary 01 desirable for siicli adiniiiistratioii Ihc express giant i n  this Plan oi aiiy specilic p n u w  to tlie Coiirinittee shall not be construed as liniiting any 
power or autlioiity of the Cominittec I n  its sole and coinplete discletion the Committee may adopt, alter, suspend and repeal any such odiiiiiiistrative roles, 
regulations. guideliiics, and practices governing the opcratiori of tltc I’lail as i t  sliall froni tinie lo tinie deem advisable In addition Lo any otlicr powers and, 
stibjccl to the piovisio~is of tlie Plan. tlic Coininittee slrnll Irnve tlic ti,llowiiig qxcil ic powers: ( i)  to detciininc the teniis and conditions upoil which tlie 
Awards may be made and escicised: ( i i )  to dctenniiie all teniis and piuvisions ol w c h  Agiccnient and/or Sub-Plan, wliich need not be identical for types of 
Awards nor for the same type of Award to different Participants. (iii) to C O I I S ~ ~ U C  aiid interpret the Agreements. Sub-Plans and the Plan, (iv) to establish, 
anicnd, or waive rules or regulations for tlic Plan’s adriiinistration. (v)  to accelerate tlie esei-cisability ol :my Award, the lengtli of a Perfoi-mancc Period or tlie 

teniiiiiation of miy Period oiRestrictioii except for Awards i o  Covei-ed l’aflicipaiits that are iriterided to qualify fix the Perfonriarice-Based Exception, otlier 
than as may be otherwise provided uiidcr the terms oisiicll a11 Award i n  tlie event 01 :I Change i n  Coiitiol or as liereinafter specilied: and (vi) to make a11 other 
deterininations and take all otlier actioiis iiecessav or advisable for tlie adniii~istiation o i  tlie Plan, including a deterniination oi a Cliange ill Control under 
Section 3 9 The Conimittee inay take action by a meeting iii person. by i~~ia~iii i ioiis  wrilteii consent, or by meeting with the assistance oi  coiriniunications 
equipnieiit which allows all Coininittee meinbeis pnrticipatitig i n  tlie niecting to coiiiiiiuiiicate iii eitlier oral or written foim Tlie Coniniittee may seek the 
assistance or advice of any persons it deems iiecessary to tlie pioper adiniiiistratioii 01. the I%n 

4 2 Selcctioii of Particiaaiits Other Tliaii Outride Ihrcctoiy Sublect to Sccboii 5 oCtlic Plan. tlie Coniinittcc sliall have sole a i d  complete 
discretion i n  determining Key Employeen who shall paiticipatc 111 tlie Plan. piovrded. Iio\\,cvci. the Coininittee may delegate to the CEO the autlronty to 
designate Key Eniployces and/or Awards to be m d e  lo Kev 1.1iiplo~ccs who are not Executive OfIiccr5, subject to any 111n1tal101is imposed by the Coininittee 
011 the desigiiabon 01 Key Einployces ~ncludtng :I fixed ni:ix~~iii~i~i Award amciui~t for any group 01 Key Employees and/or a iii:i\iiiiuni Aw:ird arnount for any 

one Key  Eiiiployee, as detemiined by the Coiiiinittee A~vaids made to tlie Executive Olficern sliall be deteiniiiied by the Committee 

4 3 Awards to Outside Directois Awards to Oiitside IXrectors sIia11 be iiiade in  the sole discretion of the ftill Board of Directors: provided. 
however, chat Awards oCOptions to Outside Directors sliall be liniited to Nonqiialifietl Stock Options 

4 4 Award Arreenients and Sub-P lo i~  Each Award gianted under tlie I’laii s ldl  be granted eitlier under the tornis oC an Awmd Agreeinent 
and/or a Sub-Plaii Award Agreenients aiid Sub-Plans shall specily the tcrins. conditions and aiip rules applicable lo the Award. including but not limited to 
tlie cffect of traiisfeiability. a Cliangc ii i  Control. or death. Disabililv. IXvcstiturc. Early I~etirctiiciit, Nornial Retirement or otlier terminatioii of eniployiiieiit 
oftlic Participant on the Award If the Award is granted under tlic tciins of ail Award Agrccmcnt. the Award Agreement shall be signed by an autllorized 
representative ol  the Sponsot mid the Participant. and 3 copy o l  the sigiicd A i w i d  Ag~cenieiit sliall lx provided lo the Participant ITthe Aivatd is granted 
under the terms and conditions or a Sub-Plan, the Sub-Plan sliall lx :~pprovcd by the Coinniittcc as a11 Exhibit to the Plan, and a copy 01 the Sub-Plan or a 

summary description tliei-eof sliall be provided to each Paiticij~aiii 
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4 5 Comniittee Decisions All deterininations aiid decisions iiiade by tlie Cornniittee purs~~ant to tlie provisions of tlie I’lan sliall be Iinal, 
conclusive, and binding upon all persons. including tlie Coiiipmy, its eniplo!ws. Pa~-ticipants, and I~esignated I3encficiaiies. and Uie Sponsor‘s sliareholders: 
except wlien the teniis of any sale or award 01 sliares of Stock or any grant o i  lights or Options iindei tlie Plan are requiied by law or by the Articles of 
Iiicorpoiation or Bylaws oftlie Sponsor to be approved by tlie Spoiisois Board ol Directors or sliarelicllders prior to any such sale, award or grant 

4 6 Rule 16b-3. Section 162(rii) and Section 409A Notwitlistanding any otlicr provision of tlic Plan. the Committee may iniposc sucli 
conditions on ally Award. and tlic Board may amcnd tlic Plan iii any sucli rcspccts. as n i a ~  be rcquircd lo satisfy tlic requircnicnts oi liulc 16b-3. Scction 
162(1n) and Section 409A. 

4 7 Indemnification o i  Committee In addition to  siicli other lights o i  inde~nnilic:~tioii as tlicy niay Iiave as Outside Directors or as members 
of tlie Commitlee, tlie nienilxrs of tlie Committee sIia11 be indeninilicd by tlic Sponsor against reasonable expenses incurred lroiii their adniiiiistration of the 

Plan Such reasonable expenses include, but are not limited to. attorneys’ lees actually and ieasoiiably itici~rred i n  coniicction with tlie defense olaiiv action. 
suit or proceeding, or i n  connection with any appeal tliereiii, to whicli tliev 01 niiy o i  tlieiii niay be a p l y  by ieason of any action taken or iailtire to act under 
or in  connection with the Plan or any Award granted or made Iierei~iider, aiid a11 amounts reasonably paid by tliein i n  settlenieiit thereof or paid by tliein ii i  

satisfaction of a judgment in any siicli action, suit or proceeding, iisiicli ~nciiibers acted i n  good iaitli and i n  a inanner ivliicli diey believed to lx in. and not 
opposed to, the best interests of the Company 

Scct~on 5 E l i ~ i b t l i t ~  

Selection of Participants by tltc Coniiiiittcc or the CEO iindcr Section 4 2 sliall be subject to the hllowing limitations ( i )  no person owning, 
directly or indii-ectly, more than five percent (59b) o l  the total combincd voting power olall classes of Stock sliall be eligible to participnte uiidei- Uie Plan; arid 
(ii) only Full-time Employees sliall be eligible to participate under the l’lan. except that Outside Directors  ma^^ be g~anted Nonqualilied Stock Options 01 

Restricted Stock Awards i n  accordance with Section 4 3 

Section 6 Shares of Stock Subject to the Plan 

6 I Nuniber of Slinres Subject to adjustnient as provided below and cscepf as otliei-wise piovided in Section 6 4 and Section 6 5 lie~ein. Ilie 
iiial;imiim aggregate nuniber of shares of Stock that may be issued purs~~ant  to Awoids iiiade under the Plan sliall not exceed filteen niillion (15,000.000) 

shares of Stock wlucli may be i n  any conibinatioii of Options. Restrictcd Stock. I’crforinancc Sliaics or any othcr iiglit or Option which is payable 111 tlie form 
ofStock Additionally. shares ofstock available for issuance on tlic EKectivc I3atc under tlic 1997 Plan shall be transfencd to tlic Plan and added to the shares 
available for the grant o i  Awards uiidei this P h i  The ~iiaxiniiiiii aggregate I l i l l l i b ~ ~  ol shares that may bc gtanted i n  the fonii oi Inceiilivc Stock Options shall 
be ten million (10,000,000) The maxiinurn 3ggrCgate nunibcr 01 sliarcs oiStock tliat may be granted i n  the form of Rcstricted Stock sl ial l  be three niillion 
(3,000,000) and the rnaxjiniiin aggregate nirmbcr of sliares of Stock (or deriv:itives o i  sliares o i  Stock) tliat inay be granted iii  the forni of l’erl‘orniance Shares, 
Perforinance Units or other Stock I.Jnit Awords sliall be four million (4,000.000) Shaies of Stock niay be avail:lble from the aiitliorizcd but unissued shares or 
Stock Except as provided i n  Sections 6.2 and 6 3 lieiein, the i ~ ~ u a n c e  or sliares of Stock i n  coniiectioii wit11 tlie exercise of, or 3s otlm paynient for. A~vards 
under Uie I%n sliall reduce the iiuiiiber of shares of Stock available f a  fiititie Awards wider the Plaii 
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6.2 Lapsed Awards of Forfeited Sliaics of Stock In  tlic event illat (i) any Optioii or other A\vard giaiitcd wdcr  the I'laii oi' the 1997 Plan 
tcnniiiatcs. expires. or lapses for aiiy reason otlier tlian exercise of tlic Award. oi ( i i )  iisliaics o l  Stock issued piiistiant to the Awards are canceled o r  forfeitcd 
for any reason. the iiunibcr of sliares of Stock available for Awards under the I'laii dial1 be iiicieased by tlic iiuriiber of shales of Stock that were subject lo 

such Award; provided. Iiowcvcr. that this provision sliall i iot be coiistrucd to allow for Ilie issuance oi t i  cnsuq' stock 

6 3 Delivery of Sliarcs of Stock as Pavmeiit 111 tlic cvcnt a Participxit pays for aiiy Optioii or otlici Award graiited uiidci ilie Plan Ilirocigli tlic 
dclivcw of previously acquired s l i m s  oiStock, tlic iiuinbcr of sliorcs of Stock available for Avvoids uiidcr tlic Plan sliall bc iiicrcased by Ilic iiuiiiber of sliarcs 
oiStock siirrcndeicd by tlic Participant, subject to Rule 16b-3 as interpreted by the Sccuritics and Escliaiigc Coinmission oi its stall'. providcd. Iio~vcver. that 
this provision shall iiot be coiistriietl to allow for tlic issuaiicc of treasury stock 

6 4 Capilal Adiiistniciits Tlic niimber and class of sliaics of Stock sulJject to each oiitstaiiding Awnid. tlic iiinsiiil~iiii iiiinibcr of sliarcs of 
Stock that may be subject to an Award uiidcr Sectioiis 7.7, 8 5. 9 6, 10 6, and I 1  I .  tlic Option Piice (as hcreiiiaftcr dcfiiicd) and the aggregate number, type 
and class of sliares of Stock for whicli Awards thereafter may be made shall be ad,justed iii tlic case of ai1 evciit described iii  subsection (a) or  (b) below; 
provided. however. tlint witli respect to Inceiitive Stock Options such adjusiiiieiit shall be iiiade iii a iiiaiinc1 coiisisteiit wit11 Section 424(a) of tlie Code and, 
witli respect to Awards to Executive OlEcers, in a iiimiilcr coiisisteiit with tlie requirements of Section l62(ni) oitlic Code and the icgulatioiis promulgated 
thereuiidcr Such events include but nie iiot limited to tlie following: 

__-______ ___ 
(a) If the outstanding shares of Stocl, of tlic Sponror aic iiicrcased. dcci e a x d  or cx~haiigcd tlirougli mcrgcr. 

consolidation, x ~ l c  of all or substantially all of the propcrty ot tlic Sponsor, icorgaiiimtion. recapitalimtloii. icclassiiication. stock dividciid. stocl~ 
split or other dir;tribution i i i  respect to such shares of Stock. for a diITemil number or type 01 \hares 01 Stock or i t  additional shares 01 Stock or new 

or dilferent shares of Stocl, are distnbuted with rcspcct to sucli sliaies of StocI\_ mi appiopriate and proportionate ndjustnicnt shall be made in (I) 

tlie iiiaxiiiim iiiiinbcr of slimes of Stock available for the Plan as piovided iii Section 6 1 lierein, (11) tlic typc of sliares 01 Stock or otlicr securities 
available for tlic Plan, (111) the iiumbcr of h x e s  01 Stock subject to any then out5taiidiiig Awards under tlic Plan. and ( iv)  tlic price (including 
exercise pncc) for each sliare of Stock (or other hnd 01 sliarcs oi sccuiItlcs) subject to tlieii ootrtandiiig Awalds. but withotit cliangc i i i  llic 

aggiegatc ptircliase price as to wlitch sucli Options reiiiain cxcrci\able oi Restnctcd Srock releasable 
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(b)  I f  other events not specified above i n  this Section 6 4. siicli as any extraordinary cash dividend. split-up. spin-off. 
conibination. exchange of sharcs, wanants or rights offering to purchasc Stock or other siinilai corporate event al’fect the Stock such that an 
adjustmeiit is necessary to niaink~in Uie benefits or potential benefits intended to be provided tindei this Plan. then the Coininiitee shall makc 
adjustincnts to any 01 a11 of (i) the niinibcr and type ol shares of Stock which tlicrcaftcr may be optioned and sold or :i\uaided or made subject to 
Stock Appreciation Rights under the Plan, (ii) the grant, exei cise or conversion price of any Award made under the Ploii therealter, and (iii) tlie 
number and price (including Exercise Price) of each share of Stock (or other kind of sharcs or secuiitics) subjcct to thcn outstanding Awards, but 
\vithout change i n  the aggregatc purchase price as to which such Options rcmaiii exercisable or Rcstrictcd Stock releasable Anv adjustiiicnt as 
provided above foi Awards that are intended to qualify for the Pciforniance-Based Exception shall be subject to an\‘ applicablc ~estiictions sct forth 
i n  Section 12 or in  Section 162(m) 

Any adj~stn~eiit iiiade by the Coininittee pursuant to the provisions of this Section 6 4 shall be liiial. binding and conclusive. A notice of such adjustniciit 
including idciitilicatioii of the event causing such an adjustnieiit, the calculatioii niethod of such adjnstnieiit. and the cliangc in price and the numbei of shares 
of Stock, or securities. cash or property purchasable subject to each Award shall be sent to each al’fected Participant No fractional interests shall be issued 
under Uie P h i  based on siich adjustments, and sliall h forfeited. 

6 5 Acc~uisitions In  connection wit11 the acqtnsition of any business by the Company or any 01 its Alfiliatcs, any orit~tniiding grant%, awards 
or  ales ofoptions or othei siniilar iigliis pertaining to such business m y  iX: assumed 01 icplaced by grants 01 awards undci the Plan upon ~iicli terins and 
conditions as tlic Coniin~ttee dctermiiies Tlic date of any sucli grant oi award shall relate back to the date of the initial grant or awaid being as.junicd or 
replaced, and seivicc with the acquired business shall constitute ~civice with tlie Coinpany foi puiposes of such grant or awatd Any diaics 01 Stock 
underlying any grant or award or sale pursunt to my such acquisition shall be disregarded lor purposes ot applying thc Iiniitations and sliall not rcducc tlic 
number 01 shares of Stock available, iiiider Section 6 1 above Notwithstanding any provision in this Plari to the contrwy. the ewrcise pnce 01 any sucli 
Award may be below Fair Maiket Value i i i  older lo replace the value of aiiothei award in the sole discretion 01 the Conunittee 

Section 7 Stock Options 

7 1 Gnnt o i  Stock Options Subject to the temis and provisions of the Plan and applicable law, tlie Comniittec. at any time and liom tinie to 
time, inay grant Options to Key Eniployces. and with respect to Outside Directors pursuant to approval by the Board. as it shall dctcnniiie Escepl witli 
respect to Outside Directors, the Coininittee sIia11 have sole and coniplete discntioii i n  determining the type 01 Option granted. the Option Price (as heieinaiter 
defined). the duration of the Option, tlic number of sliaics of Stock to which an Option peitains. any conditions iinposcd upon the esercisabilitv of the 
Options. ihc conditions under which the Option may bc tcrniinated and any such other provisions as may be wannnicd to coinply with tlie law or rules of any 
securities hading systcm or stock escliangc Notwithstanding the preceding, the Committee may delegate to the CE.0 authority to grant optioiis it1 accoidancc 
~ v i t h  Section 4 2 E,ach Option grant shall have such specified terms and conditions detailed i n  an Award Agrecinent The Agreement shall spccify whether the 
Option is intended to be an Incentive Stock Option within the ~neaning of Section 422 ofthe Code, or a Nonqualified Stock Option 
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7 2 Option Price The exercise price per share ofStock covered bv an Option ("Option Piice") shall be deteriiiined at the tinie o i  grant by tlic 
Committee. subject to Section 6 5 liercof and the limitation that tlie Option Price shall not be less than one hundred percent ( 100°b) ofthe Fair Market Value 
oi  tile stock 011 tile GIallt Date 

7 3 I;,xercisability Options granted under tlie Plan shall be exercisable at such times and be sirbjecl to such resttictions and condillom as the 
Conimittee or the CEO, as tlic case may bc, shall dctcmiinc. which will be specificd i n  tlic Award Agieciiieiit and need not be tlie sanic for each Participant 
However. no Option may be exercisable within the first w a r  following the Grant Date. except i n  tlie event o i a  Cliange i n  Coiitrol. o r  afiei the expiration of 
ten (1 0) years froni tlie Grant Date 

7 4 Liiiirtations on Incentive Stock Options Incentive Stock Options may be gniited only to Partlcipnnts who are employees 01 the Sponsor 
or 01 a "Parent CorpoizItion" or "Subsidiary Corporation" (as delined i n  Sectlolls 424(e) and (0 01 tlie Code. respectively) at tlie Grant Date The aggregate 
Fair Market Value (dctemiined as 01 the time tlie Stock Option I S  granted) 01 tlie Stock w i t h  respect to which Incentive Stock Options are eaercisable foi tlie 
liist tinie by a Pa~tieipaiit during any calendar yea1 (undei a11 optmi plans oitlie Company and ot any Pment Corporation or Sub\idiary Corporation) shdl not 
exceed one liiindred thousand dollars ($lOO,OOO) FOI puiyoses 01 the precedmg sentence, Incentive Stock Options wdl be taken into account i n  the order I n  
which they are granted 1 he per-sliaie eaercise price of an Inccntlve Stock Option shall not be less tlian one liiindred percent (10On'o) o i  the Far  Market Value 
01 tlie Stock on the Grant Date, and no Incentive Stock Option may be eaeicised later tiion ten (10) yeais after the date i t  is grunted In addition. no Incentive 
Stock Option may bc iswed to a Pal ticipaiit in tandem with 3 Nonqualilied Stock Option Further. Incentive Stock Opt~ons niav not be granted to any 

I"a1tlcipaiit who, at the time or grant. owns s$ o t ie  o( c mole t iaii ten pciccnt 
(1 0%) 01 the tola1 cornbincd voirng power 01 all classcs of Ftock of the Company or anv Parent Corpoiation or Subsldiaty Co~po~at~on.  unles  the c x e r c ~ ~ c  
price ol the op!mn IS fixed at not less than one hundred ten percent (1  1096) of tlic F a r  MarLct Value of the Stock on the Grant Date and the mercibe 01 wch 

Option IS  prohibited by i ts  tenns alter the eyiration of five (5) years from the Grant Date 01 such Option 

-- 

7 5 Method o i  Exeicise Options sliall be exercised by the delivery of a notice fioin the Participant to the Secretary (or his or her designee) i n  
the 1lxiii prescribed by tlie Coniniitlee setting forth tlie ntiinber of shares oiStocli with iespect to which the Option is to be exeicised, accoiiipmiied by h l l  
payiiient I'or tlie shares of Stock The Option Piice shall kc payable to the Sponsor i n  fill1 i n  cash, or its equivalent, or by delivery oi shales 0 1  Stock (not 
subject to any security inteiest or pledge) valued at Fair Market Value at the time or exeicise or by a coinbination of tlie foregoing I n  addition. the Coiniiiittee 
may permit the Cashless Exercise ofthe Option As soon as placticable after ieceipt of notice mid paynicnt. the Sponsor shall deliver to the Parlicipunt Stock 
certilicates i n  an appropriate aniount based upon the number of sliarcs of Stock with respect to which tlie Option is exercised, issued in  the Pailicipant's nanie 
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7 6 Notice Facli I%rticipaiit sliall give prompt notice to tlic Sponsor of any disposition oi shares of Stock acquired upon exercise of a11 

Incentive Stock Option if  sucli disposition occtirs within either two (2) years nliei tlie Grant Date oi one ( 1  ) year aliei tlie date of transfer oi  sucli sliares 01 

Stock to tlie Participant upon tlie exeicise ol such Incentive Stock Optioii 

7 7 Masiinuni Award The niasiinuni nuiiiber of sliares of Stock that may be granted i n  tlie fbmi 01 Options pursuant to any Award gianted i n  
a single calendar year to any oiie Participant sliall be two million (2.000.000) 

7 8 Limitatioii 011 Transferabilitv Solely to tlie extent permitted by the Coriimittee in an Award Agieenient and subjcct to the terms and 
condilions as tlic Coinmittee shall specify, a Nonqualiiicd Stock Option (but not an  Incentive Stock Oplion) may be transferred to iiieiiibers of tlie 

Participant's ininiediate fkiiiily (as dcterniined by the Coinmittee) or to trusts, partiiersliips or corporations whose beneficiaries, members or owners :ire 
members of tlie Paiticipaiit's immediate faniily, andor to sucli otlier persons or entities as may be approved by tlie Committee in advance and set forth i n  an 
Award Agreement, i i i  each case subject to tlic condition t l iat the Coniniittee be satisfied that sucli transfer is being made for estate or 13s planning purposes or 
for gratuitous or donative puiposes. without considcration (otlier than noiiiiiial consideration) being received therefor Except to h e  e);tent perinitted by tlie 
Committee iii accordance with tlie foregoing, an Option sliall be noiitransreiable otherwise tlian by will or by the laws of descent and distribution. and shall be 
exercisable during tlie lifetime o i  the I'atlicipant only by such Participant 

8 I Gimt of Stock Annreciation Rielits Subject to tlie Ieims and provisions of tlie Plan and applicable law, t l ie Coiiiriiittee, at any time and 
from time lo time, may grant freestanding Stock Appreciation Rights. Stock Appreciation Rights in  tandem with an Option, or Stock Appreciation Rights in  
addition to an Option Stock Apprecialion Rights granted in  tandcni with an Optioii or in addition to an Option may be granted at tlie time of tlie Option or at a 

later time 

8 2 !'r& Tlie exercise price of each Stock Appreciation Riglit sliall be deteiniined at tlie time of grant by the Committee, subject to tlic 

liinitation that the grant price slid1 not be less than oiie hundred percent (100%) of Fair Market Value oftlie Stock on tlie Grant Date 

8 3 Lsercrse Tlie Participant sliall be entitled to receive payment upon exercise of a Stock Appreciation Riglit i n  accordance with Sectioii 
8 4  

8 4 I'aviiiciit Upon exercise of tlie Stock Appreciation Riglit. the Participant sIia11 be entitled to receive payment froin tlie Company i n  an 
amount dctcimined by iiiultiplyirig (a) tlie dilTcrence between tlie Fair Market Value of a slinrc of Stock on the date of Exercise of tlie Stock Appreciation 
Right over the grant price specilicd in tlie Award Agreement by (b) tlic number of shares of Stock with respect to which the Stock Appreciation Riglit is 
exercised 
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8 5 Maximiim Award The maNiinuni niinibei- oi shares 0 1  Stock that  may be sub.ject to Stock Appreciation Rights granted to any Participant 
during a single calciidar year sIia11 be two  nill lion (2.000.000) 

Section 9 Restricted Stock 

9 1 Giant 01 Restiicted Stock Subject to the terms and provisions of the Plan and applicable law. the Coinmiltee. at any tiine and Coin tiine 
to time. niay grant shaies ol  Restricted Stock tinder tlie Plan to such Participants. and i n  such amounts and for sticli duration and/or consideration as it shall 
dctciininc Participants recciviiig Restricted Stock Awatds aie not iequiied to pay tlie Sponsor or the Company thcIcfor (except for applicable tax 
withholding) odicr than the rendering oi services and/or other consideration as deterinincd by the Committee at its sole discretion 

9 2 Restricted Stock Apreeinenl. Each Restricted Stock grant shall be evidenced by an Agreeineiit that shall specify the Period of Restriction; 
the conditions which must be satisfied prior to removal of the restriction; the number oi  shaics of Restricted Stock granted and such othei provisioiis as the 
Corninitlee shall detei inine Tlic Committee may specify, but is not limited to, the lollowing types of restrictions in the Award Agreement: (i) restrictions on 
acceleration or achieveineni of teiins or vesting based a11 any business or financial goals of the Company, including, but not limited to the Perroonnance 
Measures set out i n  Section .3 33. and (ii) any further restrictions that niay be advisable under tlie law, including rcqriirernerits set forth by the Sectuities Act, 
any securities trading systein or stock exchange upon wliicli such shaics under tlie Plan are listed 

- - - . _ _ ~ _ _ _ _  
9 3 Reinoval ot Restrictions Evcept as otherwise notcd in tliis Section 9. Restricted Stock covered by each Award made under the Plan shall 

be piovidcd to and become ficcly tianrfcrablc by the Participant afier the IaTt day of the Period 01 liestnctioii and/or upon the satisfaction 01 othei conditions 
as dcterinined by the Committce Fvcept as s~~ecilically provided i n  this Section 9. tlic Committee ha11 have no authority to reduce or reniove the restrictions 
or to rcduce or remove the Penod 01 Restriction wiihout tlie express consent of tlie sliareholdcrs of tlie Spon\or If the g rmt  of Restncted Stock IS 

performance-based, the total Restricted Period for any or a11 shares 01 un i ts  01 Restricted Stock so granted shall be no less than one ( 1 )  year Any other shales 
of Re\trictcd Stock issued pursuant to tlii': Section 9 shall provide that the ~ i i ~ n ~ n i u n ~  Penod 01 Re\trictions shall be three ( 3 )  years, which Period of Restriction 
may permit the removal 01 re5tiictions 011 no mole than one-third (113) 01 the shares of Rcntncted Stock at the end ofthe first year following the Grant Date, 
and the reinoval 01 tlic icstnctions on an additional one-third (113) of the shares at the end 01 each wbsequent )'ear Notwthr;tanding the previous sentence. if 

a Paiticipant teiiniiiatcs eniployinent troin the Coinpcuiy at or following Early Retireine~it or Not ma1 RcbienieiiL any time-based Period of Restriction may be 
removed at tlie disciction 01 the Connn~ttec In 110 event shall any iestnctions LE removed Irom shares ol Re\tricted Stock dunng Uie first year following tlie 

Grant Date. evcept due lo rctireinent a5 described i n  the picceding wilenee 01 in the event ol a Change i n  Control 

9 4 Votinn Rielits During the Period 01 Restriction, Paiticipaiils i n  wliose naiiie Rcstricted Stock is granted under the Plan may exercise full 
voting lights with respect to those s11:ircs 
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9 5 Dividends and Otliei Distributions During the Peiiod o i  Restriction, Pal ticipants i n  whose naiiie Restricted Stock is granted under the 
Plan sliall be entitled to receive a11 dividends and oilier distributions paid with respect to tliose sliares I f  any such divideiids 0 1  distributions arc paid in shales. 
tlie shares s11a11 be subject to the sane iestrictioiis on transferability as tlie Restricted Stock with respect to wliicli lliey were distlibuted 

9.6 M i i t m i  Award The ninsiinuni nunibel of slioies of Stock that inay be granted i n  the fonn 01 Restlicted Stock piirsitaiit to an Award 
granted to a Participant during a single calendar year sliall be two hundred fifty thousand (250,000) 

Scctioii I O  Pcrfonnance-Rased Awards 

10 1 Grant of Perforninnce Awards Subject to tlie tcniis and ~ ~ r o ~ i s i o ~ i s  of tlie Plan nnd applicable law, the Committee, at any time and from 
time to time, inay issiie Perfool iiiance Awards in {lie form of eitlier Perfonnance 1Jnits or Perf<>rinaiice Sliarcs to Parlicipalils subject to tlie Perforniaiice 
Mwsni es and Perforiiiance Peiiod as i t  sliall determine The Cominittce sliall liave coniplete discretion in determining tlie number and value of Perfoniiance 
Units or Per foiiiiaiice Shares granted to each Participant Participants receiving Perfoniiance Awnids are not required to pay tlie Sponsor or a Subsidiary or 
Alliliate tlierefor (except for applicable tax witliliolding) otlier tlian the rendering o l  services 

10 2 Value of Performance Awaids 1 lie Coiiiiiiittee shall determilie llie niimber and value of Peifonnance Units or Perfoiinnnce Sllnres 
giaiitcd to eacli Parlicipant as a Performance Award Tlic Coinmitlec shall set Perforniancc Measures In Its drsciet~on for each Paiticipant who IS granted a 
Pcifonnance Award The extent to wliicli sue11 Perf~~inoi icc  Meawies a ~ e  met w i l l  determine tlie value oftlie Perforniai~ce Unit  to the Participant or the 
iiumbei of Performance Shares eaiiied by tlic Participant Such PcrI"0niionce Measuies inay be particular to a Paiticipant may I elate to the pciforniance of the 
Allillate wliidi employs h i m  or her, may be based on the division wliicli employs I i i i i i  or licr, may lie based on the performilnce of the Company generally, or 
a coinbiii:ibon of tlie foregoing The teniis and condlbons 01 each Perfoiin,uice Awvard will be 'set forth 111 an Agreement :ind/or a Sob-Plan 

10 3 Settleiiient of Perfonnance Awaids Aftei a l'erforiiiance Peiiod lias ended, the lioldei of a l'erforniaoce lJnit or Perforiiiance Share shall 
be entitled to receive tlie value thereof based on tlie degiee to which the Pcrfoniinnce Measures establislied by the Committee and set fortli in the Agreeiiient 
and/or Sub-Plan have been satisfied 

IO 4 Form or  Payment Puynient o i  tlie nnioiint to whicli a Participant sliall be entitled lipon the setllenient of a Perfoniiance Award shall be 
inode i n  cash, Stock, 01- a conibination tliereoi as deterniined by tlie Cominittec Paymeiit niay be made i n  a lunip slm or installments as prescribed by the 
Coni mi ttee 

10 5 Del'enal oEPerformance Awards Tlic Conimittec may permit a Participant to elect. i i i  accordance with Section 409A and rules 
prescribed by the Committee, not to receive a distribution upoii tlie vesting of such Performance Award and instead liavc the Company continue to maintain 
tlie Perforinance Award on its books of accoiint 
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10 6 Masiiiiiiiii Award Tlie masiiiiuin niiiiiber oisliares oT Stock that m y  be tlie subject o i a  Perhiiiiniice Share Award granted lo a 
Participant i i i  a single caleiidar year shall  be t ~ v o  liundred fifty tlioii~3iid (250.000) shares or iiless. ten iiiillioii dollars ($1 0.000.000) oi Stock (rouiided to the 

iicaiest \vliole sliaie) 1 he iiiasiiiiuiii aiiiouiit o i  coiiipeiisation payable. without iegard to any deferred aniotiiits. to a I'articipant ptiisuant to tlie grant of 
Perlor~iloi~ce Uiiit Awards i n  any caleiidar year sliall be ten iiiillioii dollais (Sl0,000,000) 

sectloll 1 I Otlier Stock-Based Awaids 

1 1 I Grant 01 Otlici Stock-Based Awards Subject to tlic tciiiis aiid  provision^ of tlie Plan and applicable law. the Committee, at any time a id  
from lime to Iiiiic, iiiay issue lo P:irlicipants either alone or iii addition lo other Awards iiiadc under Ihe Plan Stock Unit Awards which may be i n  the form of 
or based 011 Stock or otlier sectinties The i ~ i x i ~ i i ~ i i i i  iiuinber of slimes of Stock tliat may be graiited I I ~  any calendar yeai to a I'arbciparit as p:irt of a Stock 
IJiiil A\vaid sliall be two litindied liliy thousand (250.000) I1 the value 01 aiiy Stock Unit Award I T  not bared entirely oii the value 01 tlie uiiderlyiiig Stock, tlie 
i i i a ~ ~ i i i i i i i i  aiiioiint 01 coiiipeiisatioii payable. witliout regard to aiiy deferred aiiioiiiits, to a Participant pursuant to tlie SI aiit 01 all siicli Stock IJiiit Awards i n  

any calendar yeai sliall be two iiiillioii live hundred tlioiisand dollars ($2,500,000) 1 lie Coiiiiiiittee. i n  its sole and coinplete discretion, m y  deteniiiiie that ai1 

Award. eitliei i n  tlie lomi 01 a Stock Unit Awaid under 1111s Section 1 I or as ai1 Award granted piirstiant to Sections 7 through 10, may piovtde to tlie 
Paiticipaiit ( I )  dividends 01 dividend equivalents (payable oii :I ciiiieiit or deferred ba51s) a i d  ( 1 1 )  cash payineiits in lieu 01 of in additioii to ai l  Award Subject 
to t l ic provisioiis 01 tlie Plaii. the Coiiiniittee i n  its sole aiid coinplete discretion, shall determine the teiiiis, restrictions, conditions, vesting requirements, aiid 
payiiiciit rules (all of which ale soinetimcs Iieieinalter colleclivcly rei'eired l o  as "rules") of the Award The Award Agieeiiiciit ancUoi Sub-Plan sliall specify 
tlie rules 01 each Award as dctcriiiiiicd by tlie Coiiiiiiittec Ilowevcr. each Stocli l l n i t  Award ~iccd  uot be strblcct to ~denttcal ruler 

11 2 Rules 1 h  Comniittee. i i i  its sole and coniplete discrelion, inay gnnt  a Stock Unit Award subject to the followiiig rules. 

(a) Stock or otlier securities issued pursuant to Stock Unit Awards may not be sold. traiisi'eiied, pledged, assigiied or 
otliei w s e  alieriated or Iiypotliecated by a Participaiit uiitil the espiratioii of at least six inonths fiuin the Award Date, except tliat such liiiiitatioli 
shall not apply i i i  the case of deatli or Disability ol the l'articipaiit All rights with respect to sticli otlier Stock Unit Awards granted to a Participant 
under the Plan sIia11 be esercisoble dirriiig his o r  her lifetiiiie only by such Participant o r  his or her giiardiaii 01- legal representative 

(b)  Stocl~ Unit Awards inay require the payinent of cash coiisidcrntioii by tlie Participaiit i n  ieceipt o i  tlie Award or 
provide that tlic Award, aiid any Stock or ollier securities issued in coiijuiiction wit11 the Award be delivered \vithout the payment of cash 
consideration 

(c)  Tlie Coniniittec. i n  its sole and complete discrefion. may establish certaiii I'erfonnance Measures that map relate i n  
\vliole or i n  pail to receipt o l  the Stock Unit Awards 
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(d )  Stock Unil Awards niay be subject to a deferred pavnient scliedulc andior vesting over a specitied eniployment 
pel iod 

( e )  Tlie Conimittce. i n  its sole and coniplete discretion, as a iesult of certain circunistances. may waive or otherwise 
ieniove, i n  whole o r  i n  part, any restriction or condition imposed on a Stock lJnit Award at the linie o f  giant 

1 1 3 Dciciral oi Stock lJnii A\vards Tlic Comniittcc niay pcnitit a Participant to clcci. in accordancc witli Section J09A and roles prcscribed 
by the Comniittcc. not to receive a distribution upon the vesting 01 o Stock IJnit Award and instcad llave tlie Company continue io niaintain the Stock IJnit on 
its books ol :iccount 

Sectioii 12 Special Provisions Applicable to Covered I’ailicionnis 

lJnless the Committee i n  its sole discrelion deteniiines that any A\vard made to a Covered Eniployee is not intended to qualify for ihe Performarice- 
Based Esccption tindcr Section 162(111), Awards subject to I’erfonnance Measures that ale gianted to Covered Participants under this Plan sliall be governed 
by tlic conditions ol‘tllis Section 12. i n  addition io tlie iequiremeiits oiSections 9, IO. and 1 I above. Should condi~ions set fordl under this Section 12 (wlieii 
applicable) conllict \villi the requiieinents oiSections 9, 10, and 11. the conditions of this Section 12 sliall prevail. 

(a) I’crfoiniancc Measurcs Tor Covered Pa1 ticipantr sliall bc establislied 11s tlic Coniniittec i n  wnting pnor to the 
beginning 01 tlic Pet loiniancc Period. 0 1  bv sucli oilicr late1 date d u ~ ~ n g  tlic Pcrlo~niance Period a5 may be perm~ttcd under Section 162(1n) 
I’criorniance Measures for Covered I’articipnnls may include alternative mid multiple Performonce Measures mld niay be based on one or niore 
business cnteno 

(b )  All Perhrniance Measures must  be objective and must satisfv third party ”objectivity” standards under Section 
162(Ill) 

( c )  Tlic Peiforniance Measures sliall not allow for any discretion by the Committee as to an increase in any Award, but 

discretioil lo lower an Award is periiiissible 

(d)  l l i c  Award and payment of any Award under this Plan to a Covered I’ariicipant with rcspcct to rclevant Perforniancc 
Period sliall be contingent upon the attainnieiii of tlie Performance Measures that are applicable to siicli Covcrcd Participant. Tlie Committee sliall 
certify i n  writing piior to payment o i  any sncli Award that such applicable Peifoiniance Measures relating to the Award arc satisfied Approved 
minutes oi the Coinmittee inay be used for this purpose 

( e )  A11 Awards to Covered Participants under this Plan sliall be furtlier sihject to such otlier conditions. restrictions. and 
iequirenients as the Coniniittcc niay de~ernline to be necessary to ca i ry  out tlie purpose ollliis Section 12 
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13 1 Withlioldiiis 1 lie Coinp:iny shall Iiavc tlic right to deduct or witliliold o r  require a Participant to reinit to the Conipntiy, any taxes, 
including employtnenl taxes, ieqiiired by law to be witliheld with respect to the Awards made under this Plan 111 the event an Award is paid i n  the forin of 
Stock, the Coniniittee iiiay require the Participant to remit lo the Conipanv the ainouiit 01 any taxes iequircd to be witlilield from such payn~ent i n  Stock, or, in 
lieu tlicrcol llic Conipan~ may witliliold (or tlic I’articipant 1113~ be provided tlic oppoiluiiity to clcct to tender) lltc nuniber 01 sliarcs o l  Stock equal i n  Fair 
Market Value to tlic aniount rcquiied to be witlilield 

13 2 No Rixht to Emalovnicnt No granting o lnn  Award sliall be constriled as a right to employnicnt wit11 the Company 

1 3  3 IWits as Sliareholdei Subject to the Award provisions. no Participant or Designated Bciieficiary shall be dcenied a sliarcholder of the 
Sponsor nor liave any iiglits as siicli \vith respect to any sliarcs o i  Stock 10 bc provided inider the Plan iintil he or slie 113s beconie the holder of such shares 
Notwiflistondiiig tlic aft,ie~ncntioned witli respect to Stock grmitcd uiidci a Restricted Stock Agreement under this Plan. the Participant or Designated 
l3enciiciaiy of such Award sliall be dcenicd the owiiei of siicli sliarcs As such. iinless cont13ry lo the provisions lierein or in any such related Award 
Agreenicnt such sliarelioldci shall be entitled to iull voting. dividend and distribiitioii rights as provided any other Sponsoi sliareliolder 

13 4 Conslr~~clioti 01 llic Plan 1 he Plan. and i ts  I I I I C S ,  riglit?. Agiccnicnts, Sub-Plans and rcgulat~ons. sliall be governed. constiucd, 
-- 

Caiolina 111 tlic c\mit any piovision of tlic Plan shall be held ~ ~ ~ v a l i d .  illegal or unerilorceablc. i n  wliolc 01 in part, for any icab~i i .  wcli dctciniiiiatioii sliall not 
alfcct tlic validity. legality or enforceabilit~~ 01 any remaining provision or portion 01 provision 01 the Plan overall. which shall rcmam i n  f d l  force and 
erfect 

1 3  5 Aniciidiiicnt o i  Plan Tlic Conimittee o r  tlic Boaid of Directors m y  nnicnd, suspend. oi terniiiiate the Plan or any portion lliereof at any 
lime. provided (a) siicli anieiidiiient is niade wit11 sliareliolder approval ii such approval is neccssaiy to coniply with any tax or regulatory reqiiirenienl. 
includiiig for tlicsc purposes a i i ~  appioval rcqiiirenient for the Pcrloriiiancc-Based l~xception under Sectioii 162(1n). and (b)  siicli anicndnicn~ niay not ad,jiist 
or aniend the exercise price of Options previously granted to 3 Pa11icipant witliout fiirtlici sliaiel~older appioval cxcept as provided i n  Sections 6 4 and 6 5 
lieieor The Coniniittcc i n  its discretion niay anieiid the Plan so as to confor~ii \villi any applicable rcgulalory requirenicnts subject to any provisions to the 
coiitiaiy specified Iicrein 

13 6 Anicndnicnt of Award At any time and i n  its sole and conipletc discrction. thc Coniinittce may amend any A w a ~ d  for tlic followi~ig 
ieasoi~s: (i)  additions and/or cliangcs aic iiiatlc lo the Codc. any federal 01 stale securities law. or olhcr law 01 rcgiilatioiis siibseqiicnt to the Grant Date, and 
have an impact on tlic Award: o r  (ii) for :iny otlicr renson not dcscribcd i n  clausc (i) ,  providcd (a) such ainendiiiciit does not adversely affcct a Participant or, 
if it docs. provided the Participant gives his or Iiei- consent to siicli anicndnicnt. and (b) such ainendmcnt may not adjust or a~iiend tlic exercise price of 
Options picviously granted to a Participant \vitlioiit iiiltlicr sliarclioldcr appioval except as provided in  Sections 6 4 mid 6 5 liereof 
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1 3  7 Exemption ironi Computotion of Cotnpensatioli for Otlier Purposes By accepting an Award under iliis Plan, each Participant agiees that 
such Award shall be consideIed special incentive coiiipcnsation and will be csenipt iiom inclusion as "wages" or "salary" for purposes of calculating benefits 
under pension. prolit sliaring. disability. se\~crnnce. life insuiance, and otlier eniployec benefit plans of tlie Conipnny. excepi as otlierwise provided i n  those 
benefit plans 

1 3  8 Lepetld In its sole aiid coniplete drscictioii, ilic Coniniittce iiiny elect to legend certificates rcpresciiting shares of Siocli sold or awalded 
under the Plan. to 11ial i~ appropriate refeicnces to the restrictions iniposed on such sliares 

13 9 Excciitive Oflicers and Covered Pnrticiimnts All Award Agrccments and/or SulyPlans for Participants subject to Section 16(b) shall be 
deemed to iiiclude any such additional ternis. conditions. 1iinit:itions and pr-ovisions as Rule lhb-3 requires, uriless the Coniniittee in its discretion deierrniiies 
that any such Award should not be governed by Rule 16b3 All Awards sub.iect to the Per~oiniance-Based E,sception shall be deemed to include any such 
additional temis. conditions. liiiiitations and provisiniis as are necessa5) to coniply with the Peil'ortnance-Based Compensation escniptioii of Section 162(ni). 
unless the Comniittee, in its sole discretion. deteniiines that an Award to a Covered Participant is 1101 intended to qualify for the Performance-Based 
Exceptioii 

17 I O  Change i n  Contiol 111 the event 01 a Cliaiige i n  Contiol. !lie Coininittee niny provide, i n  i ts  sole and complete dimetion, eitlier witli~n 
tlie tenns of the Award Agrecnieii 
an Awaid I \  cxeici.;able to its lull 
Award 

13 I 1  Divcstittll-e In the event o fa  Divestiture. the Comniittee iii:ty pmritlc. i n  its sole and coinplcie disci-etion. eitlier within the temis of the 
Award Agieement or subsequently. for llie acceleration of the payment and/or vesting of any Award, the extension of the ti ine dining wliich an Award is 
exercisable to i t s  Ciill tern1 legaidless o i  a Participaiit's teriiiination oi eniploynient wit11 llie Coiiipany aiidior tlie release of any restrictions on any Award or 
tlie assuiiiptioii of an Award as coiitcniplated in Section 13 14 

13 12 Unfunded Oblieation Nothing in this Plan shall be interpreted or constiiied to require the Coiiipany i n  any innnrier to fund any 
obligation to !lie Pnrticipnnis or any Designated Bencliciary Nothing cctntaiiied i n  this Plan nor any actioii talcen liereunder slinll create, or be cons!rued io 

creole n trust of any kind. oi'a Iiduciaq ielationsliip between the Conipanv and/or the Comniittce. and the Participants and/or any Designaled Beneficiary To 
tlic ex?ent that any I'aiticipaiit or Designated  beneficia^^ acqiiiics 3 riglit to receive paynieiits under this I'lan. sucli rights sliall be no greater tlian the rights of 
any unsecured general creditor of tlic Sponsor 

13 13 Plan Expenses All reasonable cxpcnses ofthe Plan shall be paid by the Coinp:tny 
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13.  I4 'Transfer I l ic  sponsorship of this Plan may be assuiiicd by any Afliliate o i  tlie Sponsor i i i  the case of a reorgaiuzalioli of the Sponsoi 
and its Affiliates. or by any siicccssm i n  iiiteiest ol the Spoiisor Furtlier. i i i  tlie event aiiv Award under die Plan is assmiled by an Affiliate oi aiiotlicr entity i n  
cotiriectioii with the dispositioii or sale of any business of tlie Spoiisoi and its Affiliates. the Award so assumed sliall be cancelled under the Plan 

13.15 Deferred Coninensotioil I n  the event a11 Award is considered "deferred coinpelisation." as deliiicd lor purposes of Sectioii 409A, such 
Award sliall be deemed to include sucli addiiioiial teniis. coiiditiotis. limitations and provisioiis as niay be required lor i t  not to be subject to excise tax under 
Section 409A 111 no cveiit inay ti le tiine or schedule of aiiy pavnicnt 01 deferred coinpeiisatioii wider tlie Plan be accc1cr:ited except as provided under Section 
409A 

IN WITNE,SS WI-IE,REOF. this instnitiient 113s beeii esectited this 15th day of Deceinber, 2006 

PROGRESS ENERGY. INC 

Robert B McGeliee 
Ciiicl Execiitive Oflicer 

239485 Legal 
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’1’ 0 
2002 EQUITY INCENTIVE PLAN 

(As aniciidcd effective January I .  2007) 

This Broad-Based Perioniiance Sliare Sub-Plan (“Sub-Plan”) sets iorth the rules and regulations adopted by the Commitlee for issuance o i  Perfnrniance Share 
Awards uiidei Section 10 of the 2002 Equity Incentive Plan (“Plaii”) Tliese rules atid regulatioiis sIiaII n p p l ~  to Awards giaiiled elTccti\’e on and after lanuary 
1 ,  2005 Capitalized ternis used iii this Sub-Plan that arc not defined lierein sliall liavc the incaning givcii i n  the Plan I n  the event oi any coiiflict bctwecn this 
Stib-Plan and the Plan, tlie terms and conditions of the Plan sliall control No a w a d  Agmenient sliall be required Ibi p:irticiption ill this Sub-Plan 

Section 1. Delinitions 

Wlien used in this Sub-Plan, tlie following teniis sliall have tlie meanings as set forth below, niid arc i n  addition to the defiilitioiis set lortli i n  tlic Plaii 

1 1“Account” iiiemis tlie account used to record and track the niimber 01 I’erforinance Shares granted to e:icIi I’arlicipant as provided i n  Section 2 4 

1 2’’- as used in this Sub-Plan means each aggregate award of Periorinance Sliarcs as provided i n  Section 2 2 

1 ’Y‘EBITDA” iiieaiis earnings before interest, taxes, depreciation. and aniortizatioii as determined fioni time to liine bv tlic Coinmiltee 

1 PEBITDA Growth” iiiemis the percentage increase (if any) i n  E.BlTDA for- :iny Ye:ir, as conip:ircd to the previous Year as tletcmiincd lrom time to time by 
the Coininittee. 

I Yl’eer Group” iiieaiis the peer group of utilities designated bv tlie Coniniittcc prior to the beginning ol the I’eifoniiance I’eiiod Tor wliicli nil Award is 
granted 

1 6“Peifoniiance Pe r iod  for purposes of this SubPIai nieaiis tliree consecutive Years beginning wit11 the Y e a  i n  which a11 / \ w i d  is granted 

1 7“Peifomiaiice Schedule” means Anachnient 1 to Illis Sub-Flail, which sets forth the Pet I‘orniance Measures applicable to 1111s Sub-Plan 
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I 8‘Pcrfoniiance Sharc” for piirposcs ol this Sub-Plan nicans cadi unit of an Award grniited to a Participant. tlic value o l  tvliicli is cqual to thc value ol  
Company Stock as hereinafter provided 

I 9‘m’ or “Rctircnient” nieans telmination O i  eniploynient on or allcr: 

(3) becoming 65 ycais old with at lea91 5 yeais 01 semice; 

(b) beconiing 55 years old with at least I5  years o i  service: or 

(C) achieving at leasi 35 years of service, regardless ok age 

I 10”- nieans the regular base rate oiconipensation payable by the Company to a Paiticipant 011 a11 annual basis Snlaiy does not include bont~scs. i t  
any, or incentive compensatioli, i f  any. Such conipensation sliall not be reduced bs any deferrals niade uiidcr any other plni~s or programs iimiiitaincd bv 
the Company 

I 1 l“ lotal  Sliareholder Return” iiicans the total percentage rctmi realized by the owner of a sliare 01 stock dui~ng a relevant Year o r  any pmt thereof lola1 
Slioreliolder Rciurn I S  equal to tlic appreciutloii or depreciation i n  valoe of the stock (wli~cli IS equal to tlie clostiig valiie ol the 5iocI; on the lest tiadlng 
day of the relevant period Iiiinus the closing value of thc stock on the last tiadriig day oi  tlic prcccding Ycai) plus tlic dtvidcnd> dcclarcd during tlic 
ielevant period, divided by the closing value of the stock on tlic last tiading day of the pieceding Year 

1 12’‘W’ niwns a calendai year 

Section 2. Sub-Plan Particiption and Awards 

2 1  
Commitlee in  its sole discretion as provided in Section 4 2 of the Sponsor of tlie Plan. 

Particination Selection Participants under tlus Sub-Plan sliall be recommended by the Cliiei Executive Officer o i  tlic Spoiisor and approved by the 

2 2  Awards Subject to any adjustments to be iiiadc under Section 2 5, the Coniniitlee Inay, i n  its sole discretion, grant Awards to sonic or all oTtlie 
I’articipanis in tlic form of a specific number of I’crlorniance Shares The ta~gct  and niaxiniuni valiie of any Award grantcd to any Participarit in any calendar 
Year will be bascd upon tlic following: 
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2 3  Award Valuation at Grant 111 calculatiiig tlie value 0 1  a11 Award for purposes of Section 2 2. tlic value of each Pcrforiiiaiicc Sliare sIia11 bc equal to 
tlic closing piicc o f a  shore olStock on [lie last tradiiig day of tlie Yea1 before tlic Peiforiiiaticc Period begiris Tlie Pnilicipnrlt’s Sa1ary sliall be deteniiiricd as 
of tlie Jaiiuary I preceding tlie date tlic Award is  granted. or such otlier time as is dctcriiiincd iii the discretion o i  tlie Coininittee Each Award is decnied to be 
granted on [lie day that it is approved by the Committee 

2 4  Accoiinting and Adiiistniciit 01 Awards Tlic number or Pcrforiiiancc Slinrcs awardcd to a I’aiticipaiit sliall be iccordcd i n  a separate Account for 
cadi Paiticipaiit. The number of Pcrfomiancc Sliarcs recorded iii a Participant’s Account sliall be nd,jtistcd to rcllcct any splits o r  otlicr adjustmeiits i n  tlic 

Stock If any cash dividends arc paid on tlic Stock, tlic numbci of Pcrfoniiance Sliarcs in each Participant’s Account sliall be iiicieascd by a nutiibe~ equal to 

( i )  tlic dividend niultiplicd by the number o t  Pcrform3ncc Sliarcs in each Participant’s Account. divided by (ii) tlie closing price o l  a sliarc or  Stock on  tlic 
payiiicnt date of tlie dividend No adjustmelit sliall bc inndc to ally outstniidiiig Awards of3  Retired Pnilicipaiit for c:is/i divideirds paid 011  Stock during tlic 

Pcrforiiiaiicc Period followiiig tlic Rctircnient of the Participant 

2 5  Performalice Schedule and Calculation of Awards Except as otlicrwise provided, each Award sllall become vested on laiiuary I im~nediatcly 
followiiig tlie end of tlic applicable Performance Period, subject to adjustiiient i n  accordance with tlic followiiig procedure 111 no evciit s11a11 such date be 
construed to be earlicr tliaii .January I immediately following tlie end oi tlic applicable Performaiicc Period: 

(a) One-lialf 01 the Award sliall be adjusted as follows 

(1) 

tlicii be averaged (tlic “Company TSR’) 
Tlic 1 oial Sliarclioldci licitrrn for tlie Company sliall be dctcrmir~cd for coch Year during tl~c I‘crfor~naiicc I’criod. and h d l  

(ii) Tlic avcrngc Total Shareholder Return for the Peer Group utilities shall be determined for cadi Year duiing tlic I’crforiiiancc 
Period. and shall tlicn be averaged (tlic “Peel Group TSR”) Tlie two Iiiglicst and two lowest pcrfoiiiiiiig utilities witliin thc Peer Group 
shall be excluded for purposes of determining tlic Peer Gioup TSR 

(iii) .rlic Peer Gmup TSR for tlie Pcrfomiance Period shall be subtracted fioiii tlic Company I SR for tlic Pcrlbriiiaiice Period 
The rciiiaindcr sliall then be used io deteniiirie the nuiiibei of vesied Pcrfoniinnce Sliarcs using tlic Pcrformaiice Scliedulc. based on one- 
half of tlie number of Pcrfoniiance Slinrcs i i i  tlic Pni ticipant’s Account 

The otlicr om-lialf 01 ilic Award sliall be adjusted as follows: 

(i) 
averaged (tlic “Coiiipany E.BITDA Growth”) 

The EBITDA Growth for tlic Company sliall be detemiincd for each Year during tlic Pcrfomiancc Period. and shall then be 
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( i i )  The average El3ITDA Growtli for tlie Peer Group utilities sIia11 be deteiiiiiiied for each Year during tlie Performance period. 
and shall be averaged (the ”Peer Group EBITDA Gmwtli”) ‘Tlie two liigliest and two lowest perfoniiiiig utilities within the Peer Group 
sliall be excluded for purposes of deteriiiining tlie Peer Group EBKDA Giowvtli 

( i i i )  Tlie Peer Group LBlTDA Growtli for tlie Perfoniiaiice Period sliall be subtiacted fiom tlie Coiiipaiiv 13311 D h  Growtli for 
the Perfomiance Period Tlrc remainder sliall tlieii be used to detcriiiinc the number 01 vested I”erformance Sliarcs using tlic Performance 
Schedule. based 011 one-liali o i  the number of Perfoniiance Shares in  the Participant’s Account 

(c) 
determined i n  accordmice with subsections (a) and (b) above 

Except as provided in Section 3 ,  the total number oi vested Perfoniiance Shares payable to tlie Participant sliall lie tlie sun1 of the amounts 

((1) Tlie Performance Measures and the Perforinonce Scliedule will not change during any Perfoniiance I’eiiod with regard to any A ~ a ~ d s  tliat have 
already been granted Tlie Coniniitlee reselves tlie right to niodify or adjust tlie Perforniance Measuies and/or tlie Perfoniiance Scliedulc in  the Conimitlee’s 
sole discretion with regard to future grants 

2 6  Payment of Award5 Evcept as provided i n  Sectioii 3 .  Awards sliall be paid after expiration of the Perforniance Period 1lie Company will i 5 w e  

one sliare of Stock i n  paymcnt for each vested Perfoniiance Share (rounded to tlic nearest whole Performance Share) credited to tlic Account 01 the 
Participant Payiiicnt sliall be made duniig the niontli of Apiil of tlie Yeai niiiiiediatcly followiiig expiration of’ tlic I’eiloriiiance I’criod. or a> soon as 
practicable tlicreaftcr - 

Scrtion 3. Vesting and Forfeiture 

3 1  Retirenient In tlie event of the Retirenient oT tlie Participant, any oiitstanding Awards of the Participant for any unexpired Perfoniiance Period 
shall ininiediately vest on a prorated basis, beginning with January 1 of tlie Performmice Period a id  ending with the month piior to tlie Retirement date Tlie 
vested pot tion oi the Participant’s oulslandirig Awards sliall be adjusted i n  accordance with Section 2 5 and paid in accordance with Section 2 6 following tlie 
end of tlie Perforiiianceferiod foi the Awaid l i  tlie Participant dies following Retiieriieiit but prior to tlie expiration of the Perfor niaiice Pei iod, tlie 
Participant‘s outstanding Awards sliall be adjusted and paid in accordance with Section 3 4 

.3 2 Ileatli or Divestiture If tlie Participant dies piior to expiration of the Performance Period. or temiinates employment as tlic rcsiilt of a Divestiturc 
during a Perforiiiance Period, any outstanding Awards of tlic Participant foi any unexpired Perforniance Period shall vest on a prorated basis beginning with 
.Januar). I of die Perfomioiice Period mid ending witli tlic lost iiiontli coniplcted prior to tlic dale tlie participmit dies 01 tlie date of die teniiiiiation as a resnlt ol 
the Divestiture The Participant’s outstanding Awards slid1 be ad,iusted and paid in  accordance with Section 3 4 
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3 .3 Clianne i n  Control.1ii tlie event of a Change i n  Control pi-ior to the expiration of the I’erforniance Period. any outstanding Award o i  the Participant for any 
unexpired Perfoniiance Period sliall be treatcd as foIlo~\~s: 

If tlie Award is assunied by tlie siiccesor lo tlie Sponsor as of the date of tlic Change i n  Control, eacli outstanding Award not previously forfeited sliall 
continue to vest mid shall I= paid pursuant to tlie terms 01 th is  Sub-Plan; provided, however, that in the event tlw employment oftlie Participant is terminated 
by the Company witliout Cause fhllowing tlie Change i n  Control, aiiv outstanding Award sliall becoine fblly vested as of the termination date, and tlic 
aggregate value oftlie Award sliall be paid aftcr being adjustcd iii accordance wit11 Section 3 4 

(b)  II tlie Award IS not assumed I J ~  the siiccessor to tlie Sponsor as of the date of the Cliaiige 111 Control, any  oiilstanding Award sl~all 
become ve.ited as 01 tlie date 01 tlie Changc i n  Control, and the :iggregate value of the Award sliall be paid nfter being adjusted i n  accord:uice with Section 3 4 

3 4 Adiustinent and Pavnient of Awards Aiiy Award wliicli is vested piioi to tlie end of the Perforniaiice Period due to the death of the Participant. 
teniiination of employtiient as a result of a Divestiture. or Clinnge i n  Control during tlie Perfonnance Period, or becomes payable upon death followiiig 
Retirement pursuant to Section 3 1 above sIia11 be adjusted and paid pursuant totlie following procedure: 

(a) One-lialf oftlie Award sliall be adjusted as follows: 

(1)  The Company TSR 11ia11 be deteriiiined for each Year or partial Year, and a weiglited average Company ‘TSR shall be 
calculated for tlie peiiod between tlic first day of tlie Pc~forniancc Period and the date the Participant die?, the date of temiiiiation ar a 
result of tlic Divestitiire or Ihe date that the Award IS vested pursuant to Section 3 3 (the “Prorated Company TSR“) 

(ii) The average Peel Group TSR shall be deterniiiied for eacli Year or partial Year, and n weiglited average Peer Group TSR 
sliall be calciilated for tlie period behvecn tlie first day oftlie Performance Period and the date tlie Participant dies, tlie date of termination 
as a result of tlie Divestiture 01 tlie date that tlie Award is vested pursuant to Section 3 3 (tlie “Prorated Peer Group TSR”) Tlle two 
Iiigliest and two lowest performing utilities witliiii tlie Peer Group slia11 be excluded foi purposes of determining tlie Peer Group TSR 

(iii) Tlie Prorated I’eei Group TSR for the Perfoiinance Period shall be subtracted from tlie Prorated Company TSR for tlie 
Perforiiiaiice Peiiod The ieniaiiider sliall tlien be used to determine tlie vested Perfomiance Sliares using llie Performance Scliedule. 
based on one-lialf of the number of Pcrlorniaiicc Sliares i n  tlie Participant’s Account 



Tlic otlicr oiic-half of ilie Award sliall be adjusted as follows: 

( i )  Tlic Company EBll-DA Giotvtli shall be tletermiiied for each Year oi partial Year, and a wciglitcd average Company 
EBITDA Growl11 sliall be celculalcd for the period between the first day of ihc Pcrfonnance Period and tlic elid of tlie cnleiidar quarter 
inirnediately preceding tlie date tlie Participant dies, tlie date 01 iermiriutioii as a resull of ilie l>ivestiture or the date iliat the Award is 
vcstcd pursuant to Section .3 3 (tlic “Prontcd Conipany EBITDA Growth”) 

( i i )  The avciage Pcci. Gioup EBITDA Growtli sliall be dctcrniined for each Yeat or pariial Ycar, and a wciglitcd average Peel 
Group EBITDA Growth shall bc calculated for tlie period bet\veen tlie first day of die Perforniance Period arid the ciid of the calendar 
qu:ir?er immediately prcccding tlie date the Participant dies, tlic date o i  tcnnination as a result o i  tlie Divestiture or tlie date that tlie 
Award is vested pursuant to Scctioii 3 3 (tlie “Proratcd Peer Group E;.UITDA Growtli”). The two liigliest and two Io\vcsi perfoniiiiig 
utilities within !he Peer Group shall be excluded for piirposes of deteriiiiiiiiig tlic Peer Group EBITDA Growlli 

(iii) l h  I’roraied Peer Group EBITDA Growth for the Pel-foniiance Period sIia11 be sublractcd froiii the Prorated Coiiipany 
EBITDA Giowtli for tlie Perfool ~iiaiice Period The reiiiaiiider sliall Uicn be used to detcrtniiie !he vested Perfoniiance Shares using the 
Perfoimancc Schedule, based oii one-half of tlie iiuiiiber of Perfomiaiice Shares i n  [lie Pai.ticipant’s Account. 

__ __ 
(C) 
subxciioiis (a) and (b)ubovc 

Tlic total iiuiiibcr of vested Pcrfoi iiiaiicc Sliarm payablc io tlic I’articipaiit sliall be tlie siiiii of the amounts dctcriniiied in  accordance with 

(dl I n  the cvcnt of the death of tlie Paiticipanf payiiicnt shall be made within a reasonable time aficr the Participant dies to ilie Participant’s 
Designated Bciieficiary I n  llie evciit of ilie tenniiiaiion of cmploymciit o i  tlie Participant as a result of a Divestiture, payiiient sliall be made within a 
rcasoiiable tiriie afier the date of tcmiiiiatioii If ilie Award vests piirstiani to Section .3 3, ilic Award shall be paid within a reasonable tinie after the date of 
vesting. Tlie Coiiipaiiy will issue one sliare of Stock i n  paymi i t  for each I’crfoi~iiance Sliarc (rounded to the iicarest whole Perforiiiaiice Share) crcdited io tlie 
Account o i  tlic Participant 

3 5 
this Section 3. any Award made lo tlie Participant tvliicli 110s iiol vested as provided in Scction 2 or Section 3 sliall bc forfeited. 

Terniiiiatioii of Employment 111 tlie event tliat a Participant’s eiiiployiiicnt \villi tlic Coiiipeny terminates for cuiy rc:ison other than as provided in 
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Section 4. Non-.4ssi~mability of .4warcls 

Tlic Awards and any riglit to receive paynieiit under tlie Plmi and this Sub-Plan niay not be anticipated. alieiiatcd, pledged, encunibercd, or subject to any 
cliarge or legal process. and ii any attempt is iiiade to do so. o r  a Participant bccomcs banlcriipt. tlieii i n  tlie sole discretion of the Coiiiiiiittee, any Award iiiade 

to tlie Participant \vliicli has iiot vcstcd as provided i n  Sections 2 and 3 shall be lorkited 

Section 5. Anieiitltiient and Terlihiition 

This Siib-Plan 51ia11 be subject lo amcndincnt suspension, or termination os  provided i n  the Plan 

IN WITNF,SS WI-IERE.OF. this instninicnt has bee11 executed this 15th day of Deceinbcr. 2006 

PROGRESS ENERGY, INC 

By: Is1 Robert 
R .  McGelicc 

McGcIiee 

Fsccutive Ollicer 

Robert B 

Chief 



C i s e  No 2011-124 
Staff-l)ll-OI -009 i :ittarhment 
(I'rogress Energy) 
I'nge 298 of4G 

ATTACI-IMLWT 1 

Tlie I'ollotviiig table sliall be used to adjust one ha11 of tlie Participant's Award in accordance with Section 2 5(a) oi Sectlon 3 4(a) of the Plan 

I f t he  ~ O f ? l j 7 ~ f l ) J  ~ ~ R - ' n l I f i l I S  

tlic Peer Groiip TSR'is 

j 0  o o r  bettei 

Tlieii /lie 50% of /lie i~e.rted 

Perforniciiice Share A ti'ord 

slioll Be iiiiiltiplied by 
2 00 

4 0 - 4 9 9  1 7 5  
3 0 - 1 9 9  150 
2 0 - 2 9 9  125 
1 0 - 1 9 9  100 

50 
( I  0 ) - (199)  25 
(2 0) o r  less 

_______ 
( 0  99) - 0 99 

0 00 

Tlie I'ollowiiig table sIia11 be used to adjust one liall of tlie I'ai?icipant's Award i n  accordance with Section 2 5(b) or Section 3 4(b) oftlie Plan: 

j 0  o or better 
4 0 - 4 9 9  
3 0 - 3 9 9  
2 0 - 2 9 9  
1 0 - 1  99 

000-099  
Leqs tlian 0 

' Tlie nuiiiber of Peifoniiance Shares as calculated above s11a11 be paid i n  accordonce with the provisions of Section 2 5 and 2 6 o i  this Sub-Plnn 

'For piii poses of Section 3. tlic Prorated Coiiipany TSR and EBITDA Growth and I'roiated Peer Group TSR and EBITDA Growtli shall be used, and the 
number of I'crli>riiiancc Shares as c:ilciilated above shall be paid in accordance with the provisions of this S~ib-Plm 
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Exhibit lOc(7) 
ESll lBlT rt 

2002 EQUITY I N C E N ?  IVE PLAN 
'r o 

ESBC*II7IVE ANI) K E Y  RIANAGER I'EIWOIIMANCE SIIARE SUR-PLAN 
(As aniended effective January 1, 2007) 

This Executive and Key Man:igei l'erliwniance Sliai e Sub-Plan ("Sub-Plai") sets foi 111 the rules and regulations adopted by tlie Coiiiiiiittec for issuance of 
Peilbrmance Sliare A\\lards uiidci- Section 10 of the 2002 E,quity liicciitive Plan ("Plan") 1 liese rules aiid rcgulatioiis sliall apply to Awards granted effective 
on and al ia  lanuaiy I. 2005 I n  addition. the rules and regulations relating to the delerral of Awards set forth in this SubPlan sliall apply to any Awards 
wliich becoiiie vested on or after Iaiiiian~ 1. 2005 Capitalized temis used i n  this Sub-Plan that are not defined Iiereiii shall have the ineaning given in  the plan 
I n  tlic event of any coiiilict bet\vecii this Sub-Plan and the Plan. the tcriiis and conditions of tlic Plan slid1 control No Award Agrectneiit sliall be required for 
participation in  this Subl' laii 

Swfion 1 Delinitions 

When used 111 Uiir Sirb-Plan. the following teiiiir sliall have the nicanirigc, as set forth below. and ale 111 addition to the definitions set forth 111 tlie Plan 

I 1"Account" nicaiis the :~ccount used to record and track the number of 1'erform:tnce Shares granted to each Participant as provided i n  Section 2 4 

1 2"- as iised i n  this Sub-Plan means each aggregate award or I'et-fi,rinance Shares as provided i n  Section 2 2 

1 YEBITDA" means earllings befoie iiiteiesl. taxes. depreciation, and aiiioittzntion as determined lion1 time to time by tlie Coiiiniittee 

1 4"EBITDA Growtli" mexis tlie percentage iiicreasc ( i f  any) i n  E131Tl~A fix any Year, as compared to the previous Year as detemiined from t ime to t ime by 
the Coiniiiittee 

1 YPeei Group" iiieaiis the peer gioup oi utilities designated b\r the Coniiiiittce prior to the begiiiniiig of the Perfonnonce Period foi whicli aii Award is 
granted 

I 6"PerToniiaiice Period" for piirposes oi this Sub-Plan nieaiis thice coiisecutive Years begiiiiiiiig with the Year i i i  which an Award is granted 

I 7"I'ei foniiance Schedule" iiieaiis Atlncliinent I to this Sub-Plan. triiicli sets forth the Perfoiniance Mensures applicable to this Sub-Plan 

1 8'Perfoniiaiice Sliare" for purposes 01 this Sub-I'lan nieans each uni t  of an Award gniited to a Participant, the value of which is equal to the value ol 
Company Slocl; a s  liereiri~fler provided. 

1 9 ' ' W  or "IZctircmciit" i i ieans Separation irom Service on or after: 

(a) becoiiiing 65 pears old with at least 5 years 01 service: 

(b) beconling 55 i~ears  old with at least 15 wars of service: 01 

(c)achieving at least 35 years oiscnjicc. regardless of age 

1 IO'= iiieaiis tlic I-cgular iusc rate oi  compciisation payable by tlie Company to a I'articipant on ai1 aniiual basis Salary docs not include bonuses. i f  
any, or incentive compcnsalion. ii ail\' Such conipensation shnll  not be reduced by anv deferrals made under any other plans or prograins maintained by 
l l l e  Compally 

I 1 I"Section 40")' iiieans Section 4O9A ol the Code. or any successor section iiiidei tlie Code. (1s aniended and as interpreted by l?nal o r  proposed 
icgulations proiiiulgatcd tiierciinder liorii tiiiie to time 

I 12"Sepaiation fioiii Senjice" nieaiis the death. I<etiieiiient oi otlicr teriiiiriation of eiiiploynient with the Company as defined for purposes of Section J09A 
oftlic Code 

1 13"Total Shnieholder Return" iiicaiis tlic total percentage retiini iealized bs the owiicr of a sliarc o l  stock during a relevant Year oi any part tliercd Total 
Shareholder Return is equal to [lie appreciation or depreciation iii  valiie of tlie stock (wliicli is equal to the closing value of the stock on the last trading 
day of the relevanl period rriinus llie closing value of tlie stock oii the last tradiiig day of tlie preceding Year) plus the dividends declared diiring the 
relevalit period, divided by tlic closing value oftlic stock on the last tiading day ol llic pieceding Year 

1 1J"Yc:lr'' iiie:ins :I cdeiidw year 
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Section 2. Sub-l’lm Particip:rtion and .A~v:artls 

2 1  
Sponsor ol’tlie Plan 

Participant Selection Pntticipants under this Sub-Plaii sliall be selected by the Coininittee in its sole discretion as provided in  Section 4.2 of t l~e 
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2 2  Awards Subject In any adj~~stnierits to be niade under Section 2 5 llie Conipcnsatioti Coiiiiiiiltce may. in i t s  sole discretion. grant Atvalds to snnie 

or all 01 tlic Paiticipaiits 111 tlie form of a specilic ~iuiiibei 01 I3erlorii~aicc Sliares I lie target and nic~..iniuin value 01 any Award gianted to any Participant 111 

any calendar Year \vi11 be bayed upon tlic followtiig 

100?/0 01 Saia1y 

* Senior Managenient Commitlee level position 

**Levels sliall be deteniiined in the sole discietioii of tlic Conim~ttee 

2 3  Award Vdua1ioii at Grant. I n  calctrlating the value oi an Award for p~~tposcs of Section 2 2. thc value oi  wch  I’crfoniiaiicc Sharc shall be equal lo 

the closing price of a shale of Stock on the last trading day of tlic Year bcfore tlic I’cr~nrmance I’etiod bcgiiis Tlic I’atlicipant‘s Salary sl~oll bc delerinincd as 

of tlie January 1 preceding thc date the Award is granted, or such other time 3s is detcriiiined i i i  tlie discretion of the Committee Each Award is deemed to be 
granted 011 the day that it is approved by the Coininittee 

2 4  Accountilia and Adiustnient o i  Awards Tlie nuiiibcr o i  Performniicc Sliaies awarded to a I’articipa~~t sliall be iecorded i n  a separatc Account for 
each I’atticipant The number o i  Perfonnancc Slinrcs recorded in a Participant’s Account shall be adjusted to reflect any splits or other adjustineiits i n  tlic 
Stock If miy cash dividends arc paid on tlie Stock, tlie iiiiniber of Peifomiaiice Shares i n  each Participaiit’s A c c o ~ ~ t  sliall be incr-eased by a nuinber equal to 
(i) tlie dividend multiplied by the niiiiiber o C  Perforiiiaice Slia~cs in each 1’:irticipaiit‘s Account. dil’ided by ( i i )  t l~c closiiig piice of a shale of Stock on tlie 
payment date of the dividend No adjustment shall be niade to any outstaiidiiig Awaids o i  a Retired I’articip~)~iI fnr cash dividends paid 011 Stoclc diiiitig t l ie 

Perforinance Period follo\ving the Retirenient ol the Participant 

2 5  Perfoimancc Schedule and Calculatioii of Awaids Except as otlicrwise piovidcd. each Award sliall become vested on lanunis  1 inimediatcly 
following the end of the applicable Perforniancc Period, subject to adjustment i n  accoi dance with tlic rollowing procedure III  no event shall such date be 
construed to be earlier than January I imniediately following the end of the applicable Perlbrmancc Period. 

(3) One-half ol tlie Award sIia11 be adjusted as iollows 

( 1 )  

then be averaged (Uic “Company 1 SI?”) 
The Toid Sliarcholder Return for tlie Coiiipnv sIia11 be deterinined hi each Year dunng tlie I’erloi iiiaiice Period. and shall 

(ii) The average Total Sliarcholdcr Return ior the Peer Group utilities shall Ix: deterniincd lor eacli Year during tlie Perforniniice 
Period, and shall tlien be averaged ( tlie “Peer Gioup TSR“) 1-lie two highest and t\w lowest perfortiiiiig utilities within the Peer Group 
shall LJC excluded for purposes o l  dctcniiinirig tlic ILer Group I S R  

(iii) The Peer Group TSII Tor the I’ertbrniance Period shall be siilitracted from llie Conipany TSR for the Perforniaiice Period 
The remaiiider s11a11 tlicii be wed to detemiine !lie niiniber 01 vested I’ei-fonii:iiice Sliares tising the Perforiiiaiice Scliedule. based oil one- 

half of tlie nuinber of Perfonnonce Shales i i i  tlie Parliciparil~s Accouiit 

(b) .The other one-liali or the A w r d  shall be adiusted as follows: 

(i)  
averaged (the ”Company EBI I D A  Growtli”) 

The EBII‘L?A Growth for the Cunipniiy sIia11 be dcteniiiiied ior each Year during Uie Perfomiaiice Period. and shall then be 

(ii) The average EBll~DA Growth [or the I’cci Gioup utilities shall be detcrniiiicd for cacli Y e a  during the Pcrfoiiiiaiice period. 
aiid sliall be averaged (the “Peer Gioup EDITDA Giowtli”) Tlic two highest and two lowest pci-fonniiig titililies witliin the Pcer Group 
s1i:ill be excluded for purposes of determining the Peer Groiqi 1~.131TDA Growth 
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(iii) The Peer Group EBITDA Giowtli for the Perfonnance Period sIi311 be subtracted fioin the Coiiip:~ny EBITDA Growth for 
tlie Perfomiaoce I’criod ‘The reiiiaiiider slinll then be used to deteriniiic the niiinbci ol vested I’erlormance S h i e s  iisiilg tlic Pcrforn~aiice 
Scliedule, based on one-llolf o i  the iiuinbcr of I’erfo~rnnncc Shares in the Particijmit’s Account 

( e )  Except as provided i i i  Section 1, the total iiuinber of vested Perfominlice SIiarcs pnvable to the Pnrticipant shall be the sum of the 
aniounts dctennincd in accordaiice with subscctions (a) and (b) above 

( 4  T11c Perforniancc Measures and the Perfor iiiance Scliedule will not change during any Peifonnancc Period with regard to any Awards 
that liavc already been granted The Committee reserves i he  right to modify or adjust the l’crformancc Mensrircs and/or the Pcrformancc Schedule i n  the 
Cominiltcc’s sole discretion with regard to futurc grants 
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2 6  Pavmeiit Optioiis Except as provided iii Section 3, Awards sliall be paid l i e r  cspiration of tlie PerTorriiaiice Pel iod Tlic Coiiipanv \vi11 issue one 
sliaie of Stock ill payiiiciit loi each vested I’erlorniance Sliaic (rounded to tlie nearest wliole Perioiinaiice Share) credited to tlic Accoiint of tlie I’articipaiit 
Payment shall be niade as follows: 

(a) 100% during tlie nioiitli of April ot tlie Year immediatels hllowing expiration of [lie Perforliiolice Period. or as soon as practicable tliereaftei; or 

(b) i n  accordaiice with a11 altcmntivc pnyiiieiit election inode by Pailicipiit substantially i n  tlic foi i n  attached liereto as Attaclinient 2. provided that 
siicli election is esecutcd by tlie Participant and returned to the Vice President. I-Iunian Resources Deparhiient no Inter than the end ol tlic l i s t  Year ol tlie 
Perforinance Period Oncc made, this clcciion shall bc irrevocable csccpt as may be pcrmittcd 1~p nilcs proinidgated under Section 409A and allowed by the 
Committee A dcfcrral election niay only be m:idc by :i Pai-ticipaiii who is ciiiployed a :I Department Head or i n  a liiglicr position on tlie date tlie deiierral 
election is solicited Awards that are defeired pursuant lo lliis Section 2.6(b) ale ieferred to Iierein as “Del‘errcd Awards ” 

2 7  Grantor lriist In the case 01 a Cliange ii i  Contiol, tlic Company shall, subject lo tlic restriction? i n  tlits Scclton 2 7 and Section 1 3  12 01 tlie Plan. 
inwoeably set aside sliares 01 Stock or cash i n  one or more sucli grantor trusty in an amowit that IS sufficient to pay each Pailicrpant employed by sucli 
Conipniiy (01 Desigiiatcd Beneficiary), tlie iiel present valne as of tlic date on wli~cli the Cliniige in Control occurs. 01 tlic eanied benefits to wliicli Participants 
(or tlieir Designated Beneficiaries) would be entitled pursuant to the terms of tlie Plan 11 the value of their defennl account (11 any) establislied pili siiant to 
~cct ion 2 6(b) woiild bc paid in a lump stmi upon tlic Change in Conhol Any such trust sliall be subject to tlie clati i i~ of tlic general creditors 01 llic Sponsor or 

Company in  tlie event ol bankruptcy 01 inr;olvciiiv of tlie Sponsor or Company N o t \ ~ ~ t l i s t a ~ i d ~ ~ i g  tlie foregoing piovisions of thir Scction 2 7. tlic Company 
shall establish no sucli trust 11 the a m t )  tlicreof sliall be includable in the income of  participant^ tlieieby piiisiiaiit to Scction 409A(b) 

Srrtion 3. Early Vcsting and ForFeilure 

3 1 Retiiement. Death 01 Divestiture I f  tlie Participant Retires or dies prior to expiration of tlie Perlioniiniice Period: or terininntes eiiiployiiient as the 
result oT a Divestiture during a Perforinance Period, any outstanding Aw:irds oi tlie Participxii lor any unexpired Perfoiniance Period shall immediately 
beconic vested Payinciit of tlie outstanding Awards of siicli Paiticipaiit sliall be subjeci to tlic following special provisions: 

(a) I n  tlie event of the Retircinent of tlie Paiticipant, tlie Participant’s outstanding Awards sliall be adjusted i n  accordance with Section 2 5 and paid i n  
accordance with Sectioii 2 G followiiig tlic end of tlic Pcrforninnce Period for tlie Awnrd: provided, tliat if tlie I’articipant lias elected to deicr payncnt i in l i l  a 
specified date certain and Retires before tlic date spccificd in tlie deferral election. tlic Company will coiiii~icncc distributioii of tlie Defei rcd Award as soon as 
practicable on or altei tlie later of: (i) the April 1 following tlie first annivcrsaiy o l  tlic date of Retirement, or (ii) tlie April I ol tlie year Ibllowiiig the end o l  
the l’eiformancc Peiiod, evcii though said date is earlier than tlie date specified in  die deIerral election I 1  tlie Participant dies fbllowing Rctiiemcnt but prior to 
the expiration of tlic Pcrlhrmance Period. tlie Participant’s outstanding Awards shall be adjusted and paid i n  accordance with Section 3 3 
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(b) I n  tlie event of tlie death of tlie Paizicipant or termination of employnient as tlie result o f a  Divestiture during a Perfbiiiiance Period. tlie 
Pxticipaiit’s outstanding Awards sIia11 be adjusted aiid paid in accordance with Section 3 3 

3 2 Clinnw i n  Control 111 tlie event of a Cliange in Control prior to !lie espiration of tlie I’erioniiance Peiiod, m y  oirtstaiiding Award of tlie I’ailicipant foi 
any linespired Perfoi iiiaiice Period shall be treated as follows: 

(3) IT the A\vanf is assirmed by the successor to tlie Sponsor as of tlie date of tlie Cliaiige i n  Control, eacli outstanding Award not 
previously forfeited sliall continue to vest and sliall be paid ptirsuont to tlie teiniis of tliis Sob-Plan: provided. Iiowever. that in the event tlie employiiient of tlie 
Participant is tenninated by tlie Company without Cause following tlie Change in  Control, any outstanding Award sliall become vcsted as of {lie tei mination 
date, and the aggregate value of tlie Award shall be paid after being adjusted i n  accordance with Section 3 3 

(b) 
as of tlie date of tlie Cliange i n  Control. arid tlie aggregate valire of tlie Awaid sliall be paid after being adjusted in accordance with Section 3 3 

If tlie Award is not assiimed by the xiccessor to the Sponsor as of tlie date of the Cliarige in Control, any  oiitstaiiding Award sIia11 beconic vestcd 

3 3  Adiushiierit and Payment of Awards Any Award wliicli IS vested pnor to the end of tlre I’eiforiiiancc Penod due to tlic death 01 ilic Pa1 ticipaiit 
teniiiiiatioii of eiiiployment as a iesult of a Divestiture a Change in Control during the Perfomiance Period, or beconies payable upon death following 
Retirement pursuant to Section 3 l(a) above sliall be adjiisted and pntd puisuant to tlie followiiig proceduie. 

(3) One-lialk of the A ~ a r d  shall be adjusted as follows 

( i )  Tlie Company ‘ISR shall be determined for each Year or partial Year, and a weiglited average Company TSR shall be 
calculated for the peiiod between tlie first day of the Perforninnce Period aiid tlie date tlie Participant dies, tlie date of terniinntion as a 
icstilt of the Divestiture or tlie date that tlie Award is vested pursirant to Section 3 2 (the “Prorated Companv TSR”) 
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(ii) The average Peer GI-oup TSR shall be determined for each Yeai oi partial Year. and a wipli ted average Peer Group TSR 
shall be calculated for tlie period between the first day oi the Perforniaiice Period and the date tlie I’nrticipaiit dies. tlie date of teriiiination 
as a result oi tlie Divestitiire or the date that tlie Award is vested pursimnt to Section 3.2 (tlie “Prorated Peer Group T S R )  The two 
highest arid two lowest perforiiiing utilities witliiii tlie Peer Group shall be excluded for purposes of deterinining the Peer Group TSIl 

(iii) The Prorated Peer Group TSR for thc Pcrlbiiriance Period shall bc subtracted from the Piorated Colnpaiiy TSR for thc 
PerTormaiicc Period The rcniainder shall thcn be used to determine tlie vested Pcrforniancc Shares using the Pcrformaiicc Schedule. 

based on one-half of tlie iiuiiiber of Performance Shares iii tlie Participuit’s Account 

The otlier oiie-half ol tlie Aw:ird shall be adjusted as follows: 

(1) 1 he Company rBITDA Growth shall be determined for each Year or partial Y e a ,  and a weighted aveiage Company 
EBITDA Growth shall be calculated lor tlie period between the lirst day of the Peifoimance Period and the end of tlie calendar quarter 
inimediately preceding tlie date tlie Participant dies. the date of teriiiination as a result of tlie Divesti~iiie or the date that the Award is 
vested pursuniit to Section 3 2 (the “Prointed Conipany EBlTDA Growtli”) 

The avcragc Peer Gioup EBITDA Giowtli shall be determined for each Yea  or pallial Year, and a weighted average Peel 
Gioup EBITDA Growth rhall be calculated Tor the penod between tlic first day of the Perforniaiice Period and the end of the caleiidar 
quaiter ~niiiiedtately pi-eceding the date the Paiticipant dies, tlie date of teniiination as a resull of the Divestiture 01 tlie date that the 
Award is vested pursuant to Secuon 3 2 (the “Prorated Peer Group EBITDA Growth”) The two highest and two lowest performing 
utilities within the Peel Group shall be excluded for purposes oi dcterriiining the Peer Group EBITDA Growth 

___ __ (11)  

(iii) The Prorated Peer Group EI3ITDA Growth for the Peiforinance Period shall be subtracted from the Prorated Coinpany 
EBITDA Gi owtli for tlie Performatice Period The reiiinitider shall then be used to deteriiiiiie the vested Perforinaiice Shares using the 
Performatice Schedule. based 011 one-hall of the iiuniber of Perfomiance Shales i n  the Paiticipant’s Accotiiit 
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(c)  rlie total niimbci 01 vested Perlomiance S h e s  payable to the Participant sliall be tlie sun1 of tlie amoiiiits detcrmined in accordaiice 
with subsections (a) and (b) above 

(d) I n  tlie event of tlie death of ilie Participant, payment shall be iiiade wltliin a reasonable time after the Participant dies to the Participant‘s 
Designated Beneficiary In tlic cvcnt of tlie terini~iation of eiiiployment of the Participant as a result of a Divcstttuic payinent sliall be inode witliiii a 
reasonable time aftci the date o i  teniiiiiatioii If tlie Award vests pursuant io Section 3 2. tlie Award shall be paid within a reasoiiablc tinic after the date of 
vesting However, wit11 rcspect to Dcferi-ed Awaids. i f  tlic Participant is a “key employee” as defined in Section 416(i) of t l ie Code (but detemiined without 
regard to paragraph 5 tlicreoi or the 50 employee limit on the i iumkr of oflicers treated as key employecs). payment shall not be made before tlie date that is 
six months after tlie date or Sepiration from Service (or, il earlier. tlie date of death o i  tlie Participmit) and the amount oi:iny payment made i n  cas11 ( i  e ,  with 
respect to Awards granted prior to Jnnuay 1. 2005) shall be based upon tlie value of tlie Performance Shares as detemiiiied by reference to the closing price of 
tlie Stock on tlie trading day occurring on or nek? ibllo\ving tlie date that is six montlis d t e r  the date of Separation from Service of tlie Participant (or, if earlier 
tlie date of death of tlie Participant) If tlie Award vests pursuant to Section .3 2(b), the Award sliall be paid \vitliin a   ens on able time after the date of vesting, 
~iotwithstaiiding any election uiidei Section 2 6 Tlie Coinpany will iswe one sliare of Stock i n  payment for each Perforniance Sliaic (rounded to the nearest 
tvliole Perfor inaiice Sliare) ciedited to tlic Account of tlie Pai-ticipuit 

Teriniiiatioii of Emnloviiiciit 111 tlie eveiit tliai a Paiticipant’s einploynient with llic Coinpany teriniualcs fol a i y  reason other tlian as provided 111 3 4  
this Section 3 ,  any Awaid made to tlic Paiticipaiit wliicli 113s not vcsted a5 piovided iii  Section 2 or Section 3 shall be forfeited Provided such termination IS 
Separation fioiii Seivice, aiiy vertcd Awaidr .iliall be paid witliin a reasonable time after Separation (for IC~SOIII,  other than Retirement), iiotw~tlistand~iig any 
electioii to defer the payment of any Award under Section 2 6 Iloivever, w i t h  respect to Deferred Awards. 11 the I’arhcipant is a “key employee“ as defined $11 

Section J16(1) 01 the Code (but determined witliout repaid to paragrapli 5 tliereol or the 50 cniployec l i m i t  on tlie number of officers treated as key 
employees), payment sliall not be made befoie the date that is si\: ~iiontlis niter tlie date ot Separatioii fioiii Service for any reason ~ticludrng Retirement (or, if 
earlier, tlic date of death of tlie Partlclpant) and tlie amount ot aiiy payinent made in  cadi ( I  e ,  wit11 respect to Awards granted pilor to Jaiiuary 1, 2005) shall 
be based upon tlie value o i  tlic Perfoomiance Shares as deteiinined by refereiice to tlie closing price of tlie Stock on tlic tindiiig day occurring on or next 
following tlie date that IS SIX nioiitlis after the d:lte ol Sepmation lion1 Service 01 the Pai1icipiit (or, i f  earlier the date oideatli of tlie Participant) 

__ 



Case N o  2011-124 
Staff-I)R-Ol-009 i att:icliriient 
(Progress k;nero) 
I’iige 308 of 464 

Tlie Awaids and any riglit to receive payment under the Plan and this Sub-Plan mas iiol be anticipated, alienated, pledgcd, encumbered, or subject to any 

cliarge or legd process, and i f  any attciiipt is made to do so. or a Participant becomes bankrupt tlicn i n  the sole discretion of thc Coinniittce. any Award made 
to tlic Participant wllich has not vested as provided iii Sections 2 and 3 sliall be forfeited 

Scctinn 5. Anienclnient and Teriiiin;ition 

Tliis Sub-Plan sIia11 be subject to amendnient suspension, or termination as provided ill tlie Plan N o  action to amend, suspcnd or terniinale this SubPlan shall 
permit tlie acceleration of die time or scliedule of tlie paynieiit of any Award granted under this S u b  Plan (except as provided i n  regulations under Section 
409A) 

Section 6. Section 409A 

This Sub-Plan shall be administered in conidiaiicc witli Scction 409A 

IN WITNESS WHEREOF, this insininient 113s been executed tliib 15th day oi December, 2006 

PROGRESS ENERGY, INC 

By: /s/ Robert B. McGel~ee 

Robeit B McGeliee 

Clitcf Executive Officer 
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ATTACHMENT I 

PERFORMANCE SCHEDULE 

I’ISRFORhIANCE SI1 ARE C‘ALC‘ULATION’ 

The following table sliall be used to adjust one liali o i  the Participant’s Awnid i n  
accordance with Scctioii 2 5(a) or Section 3 4(a) o i  the Plan: 

I f / / l l ’  COI1ljXltl)J TL~R~I?I/I///A 
the P e w  Groiip TSI??IA 

Tlreri the .TO% of the vested 
PerJoririntice %ore ‘4 w m i  

shnll be riiitlt/jilied b y  
5% 01 betta 2 00 

4 0 - 4 9 9  1 7 5  
3 0 - 3 9 9  150 

2 0 - 2 9 9  1 2 5  
1 0 - 1 9 9  100 

(0 99)- 0 99 50 
(1  0 ) - ( 1  99) 25 

0 00 

-I 

(2 0) or le$$ 

Tlic iollowing table sliall be used to nd.just otic Iiali of tlie Participant’s Atvaid in 
accordance will1 Section 2 S(b) o r  Section 3 3(b) 01 the Plan: 

5% or better 
4 0 - 4 9 9  
3 0 - 3 9 9  
2 0 - 2 9 9  
1 0 - 1 9 9  

0 00 - 0 99 
Less tl1an 0 

Tlreii the 50% oJ/lie vested 
Per:fornrnirce Sliarc i l w r d  

shall be rniiltiplied l y  
2 00 
1 7 5  
1 5 0  
1 2 5  
100 
50 
0 

The noiiibci of I’erfoniiaiicc Slinrcs a s  calculated above shall be paid i n  acco~dancc with thc provisions of 
Section 2 5 and 2 6 of this Snb-l’lan 

21;or purposes oi Section 3. the Prorated Company TSR and EBlTIIA Growth and Prorated Peer Group TSR 
and EBl IDA Growth sliall be used. and tlie number of Pcrfoniinnce Sliares as calculated above slinll be paid i n  accordance with tlie provisions of the Sub- 
Plan 
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ATTACHMENT 2 

PERFORMANCE SHARE SUB-PLAN 
200- DEFERRAL ELECTION FORM 

As a Participant i n  tlie PCI foniiancc Sliarc Sub-Plan of tlic 2002 Equity Incentive Plan (“Sub-Plan”). I liereby elect to defer payment of my Award 
otlici wise payable to m e  by tlic Company and atlribiitablc to seivices to be pcrformcd by me duiing tlic Pclforniance Period beginning on January 
- , 200- l l i is  election sh:ill apply to (CfI1.C.Y OiVL?]: 

i l  
[ I  75% oftlie Award 

100% of the A\\w d [ ] 50% of the Award 
[ ] 2jn’n 01 the Award 

IJpon vesting. I understolid that my Award shall continue to be recorded i n  niy Accounl as Performance Shares as described i n  the Sub-Plan and 
adjusted to rellect the payment and reinvestiiig o i  the Coiiipaiiy’s coii~iiioii stock dividends over the deferral period. unt i l  paid i n  fiill 

1 liereby elect to dcfci receipt (01 coniiiieiiccmcnt 01 rccclpt) of nip Award until the date spccified below, or a3 soon as piactical thereaftcr[CfIECK 
OAE] * 

[ I  a spcciiic date certain at least 5 ye:irs from expiration of tlic Pcrforni;uicc Period: 
(ti~oiitl~/day/year) 

4 1 1  I 

[ 1 the April 1 lollowiiig tlic date o i  Retirement. 01 illater. tlic date wliicli is six months after the date ol i i iy  Scpaiatioii iron1 Service for 

ii I a l i i  a “key einployee” as dcliiicd i n  Section JlG(i)  of tlie Code (but detetniined without regard to paragraph 5 thereof or tlic 50 
ony reason (including I?etiremerit). 

employee limit 011 tlie i iumlxr 01 
olliceis treated as Itcy employees) 

I 1  tlic April 1 following tlie lint anniversary o l  my date of Retircincnt 

* Notwithslanding any election above. i f  I elect a date certain distribution and I Retire before that date certain, I nndcrstand that the Compnny will 
coniniciicc distl-ibution o i  my Account as sooii as  practicable on or alier die I:iter of (i) the April 1 following tlie 8rst anniversary of the date of 
Retirement. or (ii) the April I o i  tlie year following tlie end of the Peiformance Period, even thougli said date is eailiei tlian 5 years from the 
expiration o f  the Perfoniiance Period. 

I liereby elect to be pnid as described i n  the Sub-Plan i n  the foim 01 [CIIECKOM] 

[ ] a single payment 
on tlie aniiivcisaiy datc llicicof over: 

[ ] annual payinelits comineiicing on llie date set forth above and payable 

1 ] a  two veal pciiod [ ] a  tlircc \‘e31 period 
[ ] a four year period [ 1 a five pear period 

1 iinderstaiid ilia1 I will ieceive “earnings“ on those deferied amounts when they are paid to nie 

1 understand that tlie elcctioii made as indicated licreiii is irievocable and that a11 defeiial elcctioiis are subject to the provisions of the Sub-Plan. 
including provisions that niny aKect tiniiiie o i  distributions 

I understand that this deferrd election is subject lo the rcqiiii eiiients of Section 409A of Code, and regulations and other guidance issued 
tliereuiidei The Company niokes no icpiesciilalion 01 guarantee Ilia1 any tax treatment, including, but not liniited to. federal, state and local iiicoiiie, 
or estate and gilt tax treatment. will be applicable with respect to the amounts dcfcircd The Coinpan); sliall have no responsibility for tlie tax 
conscqiiences ilia1 I may incur as a result o i  Section 40’1.4. iegulations or guidaiice issued tliereunder. or any otlier provision of the Internal 
Revenue Code 1 uiidcrstand i t  is my responsibility to consult a legal or tm advisor regarding the tax effects of this defeltal election I fiirtlier 
acknowledge and agree that tlic Company may (but shall not be requircd to) modify this clectioc as necessary to comply with Section 409A and any 

guidaiice or regulations issued tlicreuiidcr I further agree to cooperate i n  any niaiiner necessary to ensure that this election is i n  coinpliarice with 
Section 409A and an\; guidance o r  regulatioiis issued thereuiider 
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I understand and acknowledge tliat iiiv interests lierein and niy rights to receive distribution of the deferred anioiiiits niav not be anticipated, 
alieiialed, sold. traiisf'errcd. assigned. pledged. eiicuinbered, or siibjected to any cliarge or legal piocess, and i i  any attemp1 is niade to do so, 01 I 
beconic boiikiiipt, my intcresl may be tcniiiriated by the Conimittee, iii its solc discretion. may caiise the same to be held oi applied for the benefit 
of otic or mole ol  my dependents or n ia lx  any oilier disposition of such interests that i t  deeiiis approprinie. I tiirtlier undersiand that nothing i n  the 
Sub-Plan sliell be inteipreted or construed to require the Company i n  any niiltitier to fund any obligation to me, or to niy beneficiq(ies) in the 
cvent 01 niv death 

(Signatwe) (Date) 

(Print Name) (Conipany Location) 

(Sigiiatui e) (Date) 
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ARTIC1,E 1 
I’URPOSE 

Tlie pinpose of the Management Incentive Coiiipciisalion Plan (the “l’lan”) ol’ I’rogiess Energy. Inc is lo pi oniote tlie fiiiniicial interests of the 
Company. including its growtli. by (i) attracting and i-etaining csccutivc officcis and otlicr iiianagcnleilt-lcvel cmplo~ecs wlio can l~avc a significaiit positive 
impact on the success of the Company: (ii) iiiotivating such pcrsoniicl to Iielp the Company acliievc minual incciitivc. pci L‘oiiiiaiicc and safety goals; (iii) 
motivating siicli personnel to improve their own as well as their business uiiit/work group’s pci foiniance tlirougli the cKcctive iiiipleincntation of Iiunian 
re~ource strategic initiatives; and (iv) providing annual cash inccntive conipc~isatioii opp~rt~~nities tliat are coiiipctilive \villi thosc 01 otlicr iiiaior corporations 

The Sponsor aiiiends and restates the Plan effective Januaiy I ,  2007 The ternis of h c  nn~cnded and reslated Plan sliall govern the pnyinent oi‘ any 
beiiefits coiiiniencing after January 1, 2007 

ARTICLE I1 
DEFINITIONS 

The following delinitioiis are applicable to the Plan: 
1 “Acliievcment Factor’’: Tlic sum of the Weighted Acliievcnicrit Pcrccntagcs dctcrnii~led lor cnch of tlic Pcrfoiniancc McasuIes for the 

Year 
2. “Awilrd”: The benefit payable to a Participant hereunder bascd upon achievc~ncnt 0 1  tlic I’erforn~ancc Mcasuics arid as may be adjusted i n  

accordance with Section 6 of Article V below 
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3 “Afliliated Eiititv”: Any colporatioli or other entity that is required to be aggiegated wit11 tlie Sponsor pt~rst~aiit to Sections 4ld(b). (c). (111). 

01 ( 0 )  of tlie Internal Revenue Code o i  1986. as aniended (the “Code”). but only to the cxtenl required 
4 
5 

“Board”: The Board of Directors of tlie Sponsor 
”w: Any of tlie following: 

(a) embeuleiiient or tlicfi from the Company, or other acts of dislioiiesty. disloyalty or otlierwise injurious to tlie Conipa~i\:: 
(b) disclosing without autliorizatioii proprietary or coiilidential iiifoiiiiation of the Company: 
(c) conimittiiig any act of negligence or malfeasance caming injury to the Conipanv: 
(d) convicrion of a criiiic amounting to a Mony under tlie laws oi t l le  United Slates or any of the several slates, 
( e )  any violation of tlie Company’s Code olEtliics; or 
(I) unacceptable job perfominlice which lias been substantiated in accordance with the nomial practices and procedures of the Coni)xi~iy 

6 “Clianee in Coiitrol”: The earliest of the following dates: 
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(a) the date any person or group of pcisons (within the ~iieaiiing of Section 13(d) or 14(d) of the Securities Excliange Act ol  1934). cscliiding eniplovec 
benefit plans of tlie Sponsor, becomes, directly or indirectly, tlie “benelicinl owict” (as defined i n  Rule 13d-3 promulgated under the Securities Act ol 
19.34) o i  securities of the Sponsor representing twenty-five percent (2590) or more of tlie combined voting powe~ of tlic Sporisor’s thcli outstanding 
securities (excluding tlie acqtiisition of securities of the Sponsor by an entity at least eiglity percent (80%) of tlic outstandiiig \wting securities of wliicli 
are, directly or indirectly, beneficially owned by the Sponsor): or 

(b) tlie date ofconstiinmatioii of a tender offer for the ownersliip ol inore than fifty percent (50%)  of tlie Sponsor’s tlieii oi~tstaiiding voting securities; or 
(c) the date of coiisuiniiiatioii of a merger, sliarc excliange or consolidation of tlie Sponsor with any other corpoiatioii or entity regardless of which cntil)~ is 

the survivor, other than a nierger. sliare exchange or consolidation wliicli would result iii tlic voting securities of the Sponsor outslandiilg iiiimcdialcly 
prior thereto continuing to represent (either by remaining outstanding or being converted into voting securities of the suniving or :~cquiring enlitv) more 
tliaii s h y  peicent (60%) of the conibiried voting power of tlie voting securities of the Sponsor or such surviving or acquiring entity outstanding 
immediately after such merger 01 consolidation; or 

((1) tlie date, wlien as a result of a tender offer or exchange otTer for the purchase of securities of the Sponsor (other tlian such an offer bv the Sponsor for its 
own securities), or as a result of a prosy contest nierger, share exchange. consolidation or sale of :~ssets: or as a result of :uiy conibiiiation of the 
foregoing, individuals wlio are Continuing Directors cease for any reason to constitute at least two-thirds (213) of the nieiiibcrs o i  tlie Boaid: or 

(e) tlie date tlie shareholders oi  tlic Sponsor approve a plan of complete liquidation or winding-up of tlie Sponsor or an agreement lor the sale or disposition 
by the Sponsor of all or substantially all of the Sponsoi’s assets: or 

( f )  the date of any event which the Board detemiines should constitute a Change i n  Control 

A Clionge i n  Control shall not Ix: deemed to have occiirred untll a majority of the members o l  the Bonrtl receive written certification Ironi the 
Conipensation Committee tliat one of the events set fodi  111 t l m  Section 6 lias occuned Any deterniinahon tliat nil event dcswbed i i i  tlm Sect1011 6 1im 

Sponsor, each Affiliated Entity, the Participant and their Beneficiaiiec; for all pillposes of tlie Plan 
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I 
8 
9 

“Coiiipaiiy“ The Sponsor and each hliiliatcd Entilv 

”Coni~enx~tion Coiiiinittee” The Organization and Coiiipensatioii Coiiiiiiit~ee ol tlic Board of Diiectois 01 the Sponsor 
“Contiiiuino, Director” 1 he iiienilxrs ol the Board a5 of tlie Effective Date. provided. howevei, that any perron beconiiiig 3 director 

subsequent to such date whose election 01 nomination for election \vas suppoi Led by seventy-live percent (7596)  01 iiiore 01 the directors who then coiiiprised 
Continuing Directors shall be consideied to be a Coiihnuing L7irector 

10 
11 

“Ilate of Rctireiiiciit” The fir51 day of tlic calendar niontli iiiinicdiately following the Pal ticipaiit’s Retireiiiciit 
“Dcrio,natcd Bcneiician~” The beiie1iciary designated by the Participant, pursuant to proccduies estnbltslicd by the lluinan Resources 

Depaitniciit of the Company. to receive ainoiiiits due to the Participant or to exeicise any iiglits of tlie Participant to the extent pciniitted heicundei 111 the 
cveiit of tlie Participant’s death If the Participant does not rnke  an elTechve designation, llien the Designated BeiieGciary will be deeined to be the 
Participant’s estate 

time by tlie Compensation Committee 
12 “EBITDA” 1 he earnings 01 the Paiticipatiiig Employer before inteiest, ta\;e~, depreciatioii, and anioi tizatioii as deterniined froin tiiiie to 

“ECIP Goals” The goals set forth to receive 3 payment uiidei the Employee Cash Incenti‘r~e Plan ot each department or bttsiiiess u n i t  01 

“Effective Date” 1 he Ellective Date of this Plan, as aniended is Taniiaiy I ,  2007 
“E The oil-goiiig eainings per share ot tlie Sponsor’s Coniiiioii Stock for a Yeai as deterinined by the Coiiipciisatioii Corninittee l?oin 

“1,ceai E i i t i t ~  EDITI>A” The EBITDA of the Participating Employer which cniploys the Participant 
“Paiticinant” AII employee of a Parhcipatiilg Einployer who is selectcd pursiiaiit to A i h l e  IV hereol to be eligible to receive an Awmd 

“Pailicinatino Einnlovcr” Facli Affiliated Entity that. with tlte consent of the Coinpensation Corninittee, adopts the Plan mid is included 

13 
the Company 

14 
15 

tlmc to tl1llC 

16 
17 

uiidcr die Plan 
18 

111 Ediibit C, as i n  effect l‘roni tiiiie to tiiiie 
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19 

20 

21 

“Peifoniiaiice Measures” Tlie EPS. Legal Entity E131 IDA and ECIP Goals 
“Peiforniance Unit” A unit oi ciediL linked to tlie value ofllie Sponsor’s Coiiiinon Stock under tlie ternis set lorlli i i i  Article VI liereol 
“l’laii” - I lie Maiiageinent liiceiihve Compensation Plan 01 Progiess Eneigy, Inc as contained Iieieiii, and as i t  may be anieiided from linie 

“Retireiiient” A Participant’s temiinat~on of employment fioiii llie Coinpniiy 011 or aftei nttnrning ( I )  age G5 n i t l i  5 years of seivice, ( 1 1 )  

age 55 with 15 yeair of scrvicc, or ( 1 1 1 )  35 years of ~ e n w c  
“ S a l a d  - The coiiipensatioii paid by tlic Conipany to a Participant i n  a ielcvaiit Year, consistiiig of regular or base coiiipensatioii. such 

coiiipensation being understood not to ~nclude bonuses. if any, oi iiicentivc coiiipciisatton, if any Provided, that sudi coiiipcnsatioii sliall not be reduced by 
any cash deferrals of said cornpensation made under any other plans or programs maintained by SIICII Conipany 

to tiiiie 

22 

23 

24 
25 

“Senior Maiianement Coiniiirtiec” Tlic Senior Management Coinmittce 01 the Company 
“Section J09A” Scctioii J09A 01 tlie Code, or any successor seetioii iiiider the Code. as ainended and as inteipreted by final or pioposed 

regiilahons promiilgnted tliercuiidei from titile to time and by ielated giiidance 
26 
409A 
21  
28 
29 A severe financial hadship to tlie Parlicipant resulting from an ~lliiess or accident of llie Participant, the 
Part~cipani’s spoosc, or a depeiidciit (as dertiied 111 Sectioii 152(a) of tlic Code) of the Participant, loss of the Paitic~pant’s property due to casualtv, or otliei 
siinilai c\tiaordiiiaiy and iini‘oienceable c i~cui i is ta i i~e~ ansing as a result oi events beyond tlie coiitiol of the I‘ar~icipa~it 
30 “Weighted Aclirevcinent Percentage” 1 lie percentage dcteniiiiied by tnulhplying the relafive percentage welght assigned to each of (lie 

Performance Measiiies applicable to tlie Participant for tlie Year by the payout percentage corresponding to tlie level of achievement 01 the Perforniniicc 
Measure as deteiiiiriied Eo1 each depnrtnient or biisiiiess l i i i i t  for the Year 

“Separation froiii Senwe” Tlie death, Retireinent or otlier terniinatioii of eiiiployiiient witli the Company 3s defined for pui poses of Section 

“Saonsor” Progiess Eneigy, Iiic . a North Carohna corporation, or any successor to i t  111 the ownership of sobstantially a11 of its axxis 
“Target Awaid OpporIu1i11~~” 7 lie target lor an Award under this Plan as set foitli i n  Section 1 01 Ariicle V liereol 
“Untoreseeable Lincrecnc!’ 



31 “m’: A calendar year 
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ARTICLE Ill 
ADMINISI~RATION 

‘rile Plan sliall bc admiriistercd b s  the Chief Executive Ofticcr of the Sponsor Except as otlierwise provided Iieicin, the Chief Executive Offrccr of 
the Spoiisor sliall liave sole and completc authority to (i) select the Participants: ( i i )  establish and adjust (citlicr before or during the Year) tlic perlbrniarice 
criteiia necessary for a Participant to attain an Award for the Yea!; (iii) adjust and approve Awaids: (iv) cstablisli froin t ime to lime regulations for the 
administration of tlic Plan: ;md (v)  interpret ilic Plan and make all deteniiiiiations deemed necessary or advisable for Ihe administration of the Plan, all subjcct 
to its esprcss piovisioiis Notwitllshnding tlie foregoing, the Compensation Committee s11a11 (a) approve the applicable fliresliold, target mid outstanding 
levels of perforniance for a Performance Measure for the Y e a ;  (b) approve the perfonnance criteria and Awards for a11 Participants wlio are members of the 
Senior Maiiagciiient Committee: (c) deteniiiiie tlie total payout iiiidei tlie Plan up to a niaxiiiiuiii of four percent (4%) of tlic Sponsor’s after-tax income for a 
r e l e \ ~ i t  Year: and (d) certify to the Board t11at a Climige i n  Control 113s occurred as provided i n  Section 6 of Article I1 

A majority of tlie Compensation Committee sliall constitute a quorum, mid the acts of a majority of the members present at any meeting at which a 
quorum is present, or acts approved i n  writing by a majority of tlie membeis of tlie Coiiiiiiiltee without a iiieeting, slid1 be tlie acts of siich Committee 
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ARTICLE IV 
PARTICIPATION 

Tile Chief Eseciitive Oficer  of tlie Sponsor sIia11 select from time to time tlie Participants i n  tlic Plan Tor e3cl.r Year iiom those employees of each 
Conipany wlio, i n  Iiis opinion. Iiave tlic capacity for contributing i n  a substantial nicasurc to the sticcessfd pcrforniance of tlie Company that Year. No 
employee sliall at any time liave a right to bc selected as a I’articip~lni i i i  the Plan for any Year nor, liaving lxcn selcctcd as a Participmit for one Year. have t i le 

light to be selected as a Participant in any other Year 

ARTICLE V 
AWARDS 

1 Tarnet Awaid Opportnnitles Tile followlrig table seis fort11 Target h w a ~ d  Opportunlties, expressed as a pelcentage of Snlmy, fol various 
levels of participation i n  tlie Plan 

“‘Senior Maiiageinenr Comri1it7ee leiel positioiis 

Tile Target Award Opportunity for tlie Chief Executive OiGcer of tlie Sponsor sliall be 8596: Iiowever, tlie Compensation Commit<ee oi the Board sliall be 
aiitliorized to cliange that amount lioni yeai to year. or to award an amount of compensation based on otlicr considerations. i n  its coniplele discretion 
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2 Award Components Awards under tlie Plaii to wliich Participants :ire eligible shall depend upon the acliievenient oi the I'erl'ormance 
Measuies foi the Year Prior to tlie keginning oieacll Year. or as soon 3s practical tliereafter, the Chief Executive Officei ol  the Sponsor will establish and the 
Compensation Coiiiniittec will approve tlie Perl'onuance Measures for the Year, tlieir relative percentage wciglit and llie per~orniance criteria necessary for 
atlainiiient ot'\!arioiis perl'orniance levels Atlaclied hereto as Exhibit Anre the relative percentage weights Cor each of tlie Perforniance Measures for each 
level of participation as o l  the El'fiectivc Date. which may be cliangcd liom time to time by the Conipcnsafion Coniniitlee 

Perl'orniancc 1,cvels Tlie Conipensation Committee may establisli thiec levels ol  performance relatcd to a Perforniancc Measure: 
outstanding. target. and threshold In such case. tlie payout percentages to I-x: applied to each Participant's 1-arget Award Opportiiiiity arc as follo\vs: 

3 

Perforiiiance Level Payout I'erceiitat~e 
Outstanding 200% 

l'aiget I ooo/o 

Threshold j O %  

Payout percentages shall be adjusted for peiforinaiice between the des~gnated performance levels. piovided, Iio\vever. that perfool iiiaiicc wlucli la119 below the 
'' 1 Iiresliold' perl'orniaiice level results 111 a payout percentage of zero 

c3Cli Participant 101 the Yeai. piuvided. that the Coinpensation Coinmiltee shall approve lhe amount of tlie Atvard for a Participant who 15 a meiiiber of tlic 
Scnior Managcnient Conimitlcc 1 he aniouiit 01 an Award eanied by tlie Partlctpant sliall be deteniiincd by n~ultiply~ng tlie Salary tme5 the Target Award 
Opportunity tiiiics the Achievement Factor applicable lo the Participant for the Year The amount ot the Award of a Pnri~cipant IS  sub~ect lo further adjustinent 
:is piovided i n  Section 6 01 tliis Article V 

___ 4 Deleiiiiinatioii 01 Award Aniount The Chief Execiilive OEcer of the Sponmr shall detemi~ne the aniount of tlie Award. if any, earned by 
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5 New Pariicipaiiis Any A\vard tliat is earned duiiiig tlie initial Year of participatioii shall be pro raled based on ihe leiigih of iiiiic served iii  

Adiustiiicnl o i  Award Aniounl 1 lie Cliiei E.seciitive Ol‘ficer oltlie Sponsor, in his sole discretion. may adjust the Award for the Yenr 
tlie qiialifying job 

6 
pavable to l’articipiits wlio arc 1101 iiiciiibers of tlie Senior Manngeinent Coniiiiittee bnsed upon nianageiiient’s detennination 01 the perforn~ance gools and 
core skil l achievcincni of the 1’articip:inL tlic succession planning leadership rating of the Participant and any other applicable peirorniancc criteria Similar 
adjiistiiiciits of Awards to Participants who aic ~iicinbcrs of the Senior Management Coininittee sliall be subject to appioval by tlie Compensation Conimittce 

7 Exaiiinlc Attached as Exliibit Rand incorpoiated by rcfcience is an cxarnple of tlic process by wliicli an (\\wid is granted Iieieiii~dci 

Exhibit Bis intended solely as an example and in no way modifies the provisions of this Article V 

ARTICLE VI 
DlSl~RlBUTlON AND DEFERRAL OF AWARDS 

1 Distiibution of Awaids Unless a Parlicipnnt elects to defer an Award pursuant io the reinniniiig piovisions of ilits Article VI, Awaids 
undei Uie 1’1an earned diiiing any Year shall be paid i n  cash by March 15 of the succeeding Year 

2 Defenal Election A Pniiicipaiit inay elect to defer tlie Plan Awaid he or she wil l  can1 for any Yen1 by coiiipletrng and submitting a 
dcfenal ~Iectioii i n  a form acceptable to the Vice Piesident, Iluniaii Rcsouiccs, by the last day of the preceding Yea1 (or sucli oilier tiiiie a!, pcriiiitted by 

dcfenal election niay npplv to I O O o n ,  7j00. 5O”h, or 25% of the Plan Awatd. piovidcd, Iio\vcver, that i n  no event sliall the aiiiount deferred be less than 
6 1,000 
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The election to defer sliall be irrevocable as to tlic Award earned during tlie particular Year except as provided i i i  Section 9 of tliis Article VI or as 
may be pemiitted by r~iles promulgated inidei Section 409A and tlie plan administrator 

3 Period of Defei~al At tlic tiiiie of a Participant’s dcl‘erial election, a Participant ninst also select a distribution date and form of distribution 
Subject to Section 6. tlie dishibution date n i a ~  be: ( a )  any date that is at least live ( 5 )  wars subsequent to the date tlie Plan Award would otherwise be payable, 
but no1 later tlian tlie second aiiiiiversoi>~ of tlic Participant‘s Date of lietirenieiit; 01 (b) any date that is within two years following tlie Participant’s Date of 
Retirement Sihjcct to Section 6. (lie fonii of distiibutioii niay be citlicr ( i )  a luriip suni or (ii)  eqtial instolliiicnts over a period extciidiiig from two years to ten 
yeais. as elected by the Participant A Participant niay i io t  subseqtiently cliange the distribution date and form of distribution designated in the initial deferral 
election 

4 Perforni:itice Units All Awards wliicli :ire del‘erred uncler tlie Plan sliall be recorded i n  tlie Tomi o i  Perforniance Units Eacli Perfoniiance 
Unit is geiierally equivalenl to a sliare of the Sponsor‘s Coninion Stock I n  converting tlie casli award io Peifornmce IJnits, tlie nuniber of Perfoniiance IJnits 
granted sliall be determined by dividing tlie aniount ol tlie Award by 85% o i  tlie average value of the opening and closing price o i a  shale of the Sponsor’s 
Coniiiion Stock 011 the last trading day oi the niontli pieceding the date of the Award The Performance Units attributable to the 15% discount from the 
average vol~re of the Spoiisnr’s Coninion Stocl: sliall be refei red to as tlie “Inceiitive Perfoniiance Units.” The Incentive Perfoniiance Units and any 
adjustiiients oi  eaiiiings attributable to those Perfoniiance Units sIia11 be forfeited by tlie Participont if lie or d ie  terminates eniployment either voluntarily or 
involuntarily other thaii lor death or Retireiiient prior to five )wm iron1 Maich 15 of the Year in wliicli pnynient would have been made iCtlie Award had not 
been defend .  provided. Iio~vevei, that 11 beiore sucli date tlic cniploymcnt of the Pailleipant I S  teriiiinated by the Company without Cause following a Change 
i n  Control. the Inccntivc Peifoiiiiancc Uiiits sliall not be forfilled but sliall be payable to t l ic Pailicipaiit i n  accordance \villi Section 8 of th is Article VI 

.__. 
_ _ ~ _ _  



j Plan Accounlr A Plan Deferial Accouril  ill be establislied 011 belialt 01 each Par~ic~pa~it  and h e  tiumber 01 Peilorriiance Units awarded 
to a I’niticipaiit h l l  be recoided 111 eacli I’aiticipnnt 5 Plan 1)elciral Account as of tlie h 5 t  of the month co~iicldcnt \vith 01 next follo~ving the month 111 \vli~cIi 
ii defei~al becomes cfleclivc Tlie nnmbcr 01 I’erloiiiinnce Units iecoided 111 a I’articipniit~s Plan Deferial Account $lie11 be nd~osted to reflect any spllts or 
other adjustiiieiits in  the Spon~oi r Common Stocl, the pasnient ol any cash chvidetid, paid on tlie Sponsor’s Coninion Stock and tlie paynient ot Awards 
under tliis Plan to tlic Participant 7 o tlic e\tcnt that a m  cash dividends liave bccii p o d  on tlie Spnnsoi‘s Coniinoii Stock. tlie number of Performance IJn~ts 
shall be adlitsted to reflect tlic nunibcr ol Pcrlorniaiice Unit5 that would Iiavc been acquired i f  tlic wnic dividend liad been paid on the number of Pcrforinance 
Units ~ ixo ided  i n  tlie Poilicipaiit‘s Plan Delerial Account 011 tlie dividciid record date For pinposc)r 01 deteniiiiiiiig the iiinnber of Perfonnonce Units acquired 
with such dividend tlic average 01 the o p i i n p  and closing pncc 01 the Spon5or.S Coinnion Stock 011 the payment dale 01 the Spomor’s Common Stock 
dividend sliall be iised 

Each Paiticipant sliall ieceivc an annual sl~lteiiieiit ol the lx~lnnce of I ns  Plan I~el‘aral Account. wlircli shall include the Incentive Performance IJnlts 
and as.;ociated earnings and adliistnieiits t113t are stiblect to being lorleited as pi  ovtded above 

6 Payiiieiit of Delerred Plan Award5 Sublect to Sectioii 4 ielated to f o r l e i t ~ ~ e  ot Iocenttve Perfo~niaiice Units, delened Plan Award.; shall be 
paid in casli by each Company 011 i l ie deleried distribution date specified by tlie Participant i n  accoidaiicc witli Section 3 .  or as soon as practicable thereafter 
To coiiveit the Perforniance Units i n  a Paittctpant’r Plan Defeiinl Account to a casli pavnient oiiioiinL Pe~foriiionce IJnits sIia11 be multiplied by the average of 
tlie opening and closing price 01 tlie Sponsor‘s Coninion Stock 011 tlie last trading day preceding the npplrcuble distiibution date specified by tlie Participant 
lor llic deferred Plan Award Except as otlicnvise piovrdcd. dcfcncd amount, \vi11 be paid citlier i n  a single liniip-suni payment or 111 tip to ten ( I O )  annual 
paynients as elected by the Pnrticipant at the t ime of the defei’fal clcclion 

-- 
I n  tlie everil Llia! a I’ait~crp.iiit clcctr; to iocc~\c  tlic dcl’ciicd Plan Awaid 111 equal :inntial paynients, the amount 01 tlie Awaid to be received in each 

year shall I.x: determined as loll ow^ 

(3) To deteniiinc the amount of the initial :innii.iI pavincnt the number 01 Perloriiiaiice Ilnits i n  tlie Partiupant‘s Plan Dclerral Account will be 
divided by the total number of annual paymiits to be received. and tlie result \vi11 be iiiiiltiplted by  tlie average of the opening and closing price of the 

Sponsor’s Comnioii Stock on the ]art tinding day pieceding the due date 01 tlie in i t ia l  paynieiit 

(b) 1 o deterniinc tlie aniouiit 01 each s n c c c \ ~ ~ v e  aiiniial poyinent. tlie I’lon 13efeiral Account balance w i l l  be divided b y  the number of annual 
paynieiits reiiia~niiig, and tlie resull \\dl be iiiul1iplicd bv tlic u\ eiagc 0 1  the opening and closing price 01 rlie Spotiror’s Cocnrnoii Stock on the last trading day 
pieceding the due dote of the aniiiial pa~nieiit  



7 Teriiiinatioii of Einplo~iiieiir/Lfl~ct oil Dclerral Clectioii I1 tlic cinplu\ iiieiit 01 a I’ar[icipaiit teiniiiiates pnor Lo the last day 01 a Year lor 
which a Plan Award IS deteniiined, then any defeiial election inade \\~itIi respect to such Plaii Award for such Year sliall 1101 become ellective and any Plan 
Award to wliicli the Pailicipaiit i s  otlicnvisc eiititied shall be pnid as 5ooii as piacticablc alter tlic cnd of tlic Year dunng \\liich i t  was eaiiied. 111 accordaiice 
with Section 1 of this Article VI 

8 Senaratioii Ironi Sen~iceiPar~neiit  01 I)eleiial Not\vitlistaiidiiig the roicgoiiig. i t  a P~ilicipaiit Scparatcs Iioiii Scivicc by icasoii otlier tlian 
dcnth or Retircineiit. lull payinciit 01 all aiiiouiits due to tlic Participant sliall bc iiiadc oii llic l i i s t  das  01 the iiioiitli following tlic date 01 Scpaiation. o r  as soon 

ax practicable tlicrcaftei Ilowcver, i f  tlie Paiticipaiit IS a “key cmploycc’ as dcfined in Scctioii 4 IO(]) 01 tlie Code (but deteiiiiincd witliotit iegard to parogmpli 
5 lliercol or the 50 employee l i m i t  on the number 01 oliiccrs treated as  key eiiiplo)ees), payment did1 iiot be inadc before tlic date that I S  six months after the 
date of Sepnmbon &ani Seivice lor any ieasoii iiicluding Retireineii~ (or. 11 carl~cr, the date of dentli of tlic I’articipant) Iiiceiitive l’ertoiiiiance Units sliall be 
sublcct to forleituie to the extent p i o i ~ I e d  iii Section J 

Paymeiits Due to Uiiforeseeable Eiiierpencv 111 tlie cvciit ol ai1 IJiikneseeable Liiiei~ency. a Fnrticipaiit inay apply IO ieceive a distribution 
eailier tlian iiiitially elected The Cliiei Executive Ollicei 01 Spoiiwi or Ius desigiiee may, ni h i s  sole discretion eitlier appiove oi deny the iequcst The 
determinatioii made by tlie Cliiel Executive Ollicer of Swiisoi w i l l  be final a i d  biiiding on all parties I f  tlie ieqwrt i s  giaiited the aniouiit d i ~ b u t e d  will not 

exceed the ainoiiiit iiecessaty to satisfy tlie eiiieigciicy need plus ainoiiiits necesraiy to pay taxes reasonably aiiticipated to result lioni the distnbutioii. afier 
tdcing into nccounl tlie extent to wliicli such Iiardsliip I S  oi may be relieved Ilirough cniicellation 01 a deferial elcclioii uiidei tliis Sectioii 9, ieimbuiseiiient or 

9 

cancelled aid such Plan Award stiail be paid iii cas11 by tlic iicxt succceding Maicli 15 pcir%niit to Section I Iiicciiiive Perlorniaiiw Uiiits sliall iiot be siiblect 
to early distribution under th i5  Section 9 i in t i l  live pears Iroiii M.ircli I5 of the Year in  \vhicli payment would have been inadc 11 tlic Award liad not been 
defcrred 
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I O  Dcatli 01 a Particrpaiit I1 the death o f 3  Paiti~ipaiit occins belorc a lull distiibutioii 01 llie Paiticipaiit’s Plan Deleiral Account is made. tlie 
reiiiaining poi tioii of the Parlicipaiit’s Plan Dclenal Accouiil shall be paid 111 a lump siiiii to the Desieiiatcd 13eiieliciar~ 01 llie Participant based 011 tlie value 
01 sncli account iiiiiiicdiately followiiig tlie date ol death Said payiiieiit r;liall be made as woii a5 practicable lolloiviiig iiotilicatioii that death lies occtined 

Non-Assir?iiabilitv of tiiterest\ 1 lie interests lierein and the riglit to icceivc distributions niidei 1111s Aiticle VI i i i a ~  not be anticipated, 
alienated. sold. translcned, assigned, plcdgcd, encunibercd, or subjected 10 any cliaigc o r  lcgal proccn. and 1 1  311’1 attempt 1s iiiadc to do so, or a Participant 
bccoiiies bankiupt. the iiitcicsts of the Paiticipaiit uiidci tlus Article VI may bc terminated by tlic Cliicl r\ccuti\ c Officer 01 Spoii\or. wliicli. i n  his solc 
discretion. may cause the saiiie to be held or applied lor the benefit 01 oiic or iiiorc 01 the dcpendciits 01 sucli I‘art~cipaiit o r  iiiahe ai iv otlicr di,position of siicli 
interests tliat lie deems appropriate 

11 

12 Uiifiiiided Deferrals Nothiiig i n  tliis Plan, including this Article VI sliall be ~iitcipicted or coiistnied to require tlic Sponsor or any 

Company in any iiiaiiiiei to fund any obligution to the Participants, teniiiiialed Parlicipaiits or beiieticiaries heieunder Notliing coiitatiied 111 tliis P h i  nor any 

action taken liereunder shall create, or be coiistriied to create. a tiiist of any kind. 01 a Iidiicia~y relatioiisliip bctween the Sponsoi or any Company and the 
Paiticipants. tcniiiiiated Paiticipaiits, bencficiaiies. or any otliei persons Any funds whicli may be accuiiiulated in older to iiicei any obligntion under 1111s Plan 
sliall for a11 purposes coiitiiiiie to be a pait oftlie geiieial asse~s 01 the Sponsor or Company 1 lie Spoiisoi oi Company iiiay establisli a trust t o  hold lunds 
intended to provide benefits liereunder to the extent llie assets 01 sncli trust becoiiie subject to the claims 01 tlie gciieml creditors oftlic Sponsor or Coiiipany i n  

the event of baiibruptcy or insolvency of the Sponsor or Conipany To the e\leiit that any Pui ticipaiit teniiiiinled l’ai ticipaiit oi beiielician, acqiiii es a right to 
ieccive payments from the Sponsor or Company under tlus Plan, such rights sliall Lx: 110 greatci tliaii the rights of any tiiiseciircd general cicdttor 01 the 
Sponsor or Coiiipaiiy 

Art~cle VI, irrevocably set aside funds i n  one or iiiorc such grantor trusts 111 an amount tliat I S  sui‘iicient lo pay each Participant cmploycd 12) such Company 
(or Designated Benefrcinry) tlic net present value as of the date o n  W I I I L I ~  the Cliange i n  Control occurs. of the benetits to wliich Particip,ints (or their 
Designated Beiiefrciaiies) would be entitlcd pursiiuiit to the teriiis 01 the Plan 11 the vnliie 01 tlieir P h i  Deferral Account ivoiild be paid i n  a ltiiiip 5inii upon 
tlie Cliange 111 Control 

1 3  Change i n  Control In the case 01 a Cliaiige in Contiol. tlic Company sliall, subject to tlie icstrictioiis 111 tliir; Section I ?  and Section 12 ol 



111 
tliereof sIia11 be iiicludable iii tlie inconic o i  Participants tliereby pursuant to Section 409Afb) 

Liinitation on Tnist Notwitlistanding tlie provisioiis oltlie foregoing Sections 12 arid 1 3 .  tlie Company sl ial l  establis11 no such lnist ii tlie assets 

ARTICLE VI1 
TERMINATION OF EMPI.OYMEN7 

Esccpt as otherwise provided in this Ait icle VII, a Participant must be actively cinplopcd by tlie Coiiipan~ on tlie nest Tanuary I immediately 
Ibllowiiig tlic Year for which a Plan Award is cariied i n  order to be eligible for payment o ian  Award for that Year I n  tlic event the :xtive cinployincnt o r a  
Pariicipant sliall temiinate or be temiinated for any reason iiicliidiiig death, before the next Iiiiiuary 1 immediatcly following the Year for wliicli a Man Award 
is earned. such Participant sliall receive his o r  lier Award for ilie year. if any. in an aiiiouiii tliat the Cliiel Execirti\'e Ollicer ofthe Spoiisor d e e m  appropiiaie 
Notwitlistanding tlie foregoing provisions oT this Article VII, i n  tlie event tlie eiiiployinent of tlie Participant is terininated by the Company witliout Cause 
within one ( 1 )  year following a Change it1 Control, tlie Award of tlie Paiiicipaiit for tlie Y e a  i i i  wliich the tetminatio~i occurs shall equal the amount of the 
Award wliicli would Iiwe been earned for tlie Year if tlie Participant had remained i n  the employment of the Company tlirougli L)eceniber 3 1 ,  pro rated to 
reflect tlie portion o i  the Year conipleted by the Participant as an employee; provided, Iiowever, that such Aivaid shall not be less tliaii the Target Award 
Opportunity o i the  Participant for tlie Year, pro rated to reflect tlie portion of tlie Year conipleted by LIie Participant as ai l  employee 

MISCELIANEOUS 

1 Assinnineiits and Transfers Tlie rights and interests 01.3 Participant under the I'laii ni:iy not be assigicd. encumbered or I r : inshxd except, 
i n  tlie event of tlie death of a Participant, by will or the laws of descent and distribution 
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2 Emplowe RielitsUndcr tlie Plan No Company employee oi otlier person sIia11 Iiave any claiiii or riglit lo  be gianted an Award under tlrc 
Plaii or any otlicr incentive bonus or similar plan of tlie Sponsor or any Company Neither tlie Plan, participation iii  tlic Plan nor any action taken licreiiiider 
slialI be construed as giving any employee any riglit to be retained i n  tlie einploy oitlie Sponsor or any Coinpuny 

3 Witliliolding Ti le  Sponsor or Company (as applicable) shall liuve tlie right to deduct from all uinouiits paid il l  cash any taxes ieqnired by 
law to be witlilield with respect Lo strcli cash paynicnts 

Ameiidinent or Tcniiination Tlic Compensation Cotnmittcc may i n  its sole discrction aniciid, suspend or tcrminatc tlic Plan O I  a~iy  portion 
tlicreof at any time; provided. that in the event of a Cliangc in  Contiol, no such action sliall takc effcct prior to tlic .January 1 next following tlie Year in which 
occurs tlie Cliangc in Control No action to amend, suspend or tenninate tlie Plan shall affect tlic riglit 013 Participant to the payment 01 a Plan Award earned 
prior to the effective date of such action, or permit the acceleration of tlie tinie or scliedule oTariy payment of :mounts defcrred undei- the i’lnn (except 3 s  

provided i n  regulations under Section 409A) 
Governinn L a w  ‘Iliis Plan slia11 be construed and governed in accordance with the laws of h e  state ol Noitli Carolina to tlie extent not 

preempted by federal law and in a iiiaiiiier consistent witli tlie requirenients of Section d09A 
Entire Aereement This docunient (including tlie Exhibits attached hereto) sets forth tlie entire Plan 

4. 

5 

6 .  



IN WITNESS WHEREOF, th is  iiistniiiient 113s been executed this 15th day of Deceiiibei. 2006 

PROGRESS ENERGY. INC. 

By: / s i  Robed B. McGeliec 
Robert B McCchee 
Chiel Execiitii~e Oflicer 
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I.?XI-IIBIl A 

MICP RELATIVE PERFORMANCE WEIGHTINGS 

LEGAL 
COMI’AN Y ENI’ITY ECIP 

POSITION E 1’s EI3ITDA GOALS 

SMC - CEO 1 00?6 

SMC -COO 45% 559.0 

SMC - Service Coiiipany CEO 1 00vo 

SMC -No11 SCIYICC C O I I I ~ ~ I I ) ’  35% 65% 

SMC - Service Company 1004’0 

Non Seivice Company Department Ileads and 250/0 50% 2546 
Mmingcrs 

Scivice Conipaiw Dcpartnlcnt 1 tends and 45?6 3096 25% 
Maiiagcrs 

Note:Tliis striicture may be modilicd fioni time to tinic as piovided i n  Section 2 of Article V of the Plan I n  addition. the Compensation Committee may 
consider ECIP Goals in  determining any reduction of Awards o i  Particip,mts who are members of the Senior Management Committee 
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Exi-iinrr n 
RiANACEMENT INCENTIVE EStlR4PLE 

(Assumes preliniinary PDP and Succession Planning rates 
arc coniplete) 

Step 1:  Calcul:ile achirveinent F:ictor 
for nleinbers of a department 

Acliievenient Level Acliievenient Weighting Acliievenient 
l’erceniaee (see Pro Rate %1 Factor 

PGN EPS Target 100% 25 0% 25 0% 
Legal entity EBIl DA Outstanding 20096 50 09; 100 0% 
EClP goals At least 7 100% 25 09‘0 25 09’0 

‘Total achieveinent fxtor  150.0% Would be calculated for each BU 

Step 2: Iiievcnirnt factor to target levels 
I argct /~cl l lc~’wlcnl  l l l l l l U l  

96 Factor PaYolll~4 

Departnienl Head 
Section Mmiager 
Unit Maiingei 

3 5  0?/O 150 O0,6 52 536 

20 0% 150 0% 30 0% 
25 O?JO 150 036 37 5?6 

Step 3:  Drtri mine dollars rligiiblr by tlepai hiient: 
Target Initial Calculated 

S d W V  36 Pavout 0% Award 

lohn Doe, Departnieiit Head 
.lanc Doe. Section Manager 
.lolin Smith. Section Manager 
Jane Sniitli, lJnit Manager 
lolni lones, Unit Manager 
Jane loiics. Unit Manager 

200.000 35 52 5% 105,000 
100.000 25 00; 31  506 37.500 
120.000 25 0% 37 5’/0 45.000 
80,000 20 000 10 0% 24,000 
75,000 20 0% 30 0% 22,500 
90.000 20 006 30 050 27.000 

26 1,000 

Step 4: 
.Allow thrni to retiistribute dollars basrtl on oIganiz:~tion performance within group. 

Provide each group exrcutive a list of tlirir drpar tnients and calculntrd award totals. 

Step 5: .Allocate clollars by group ariil tlrpavtnient: 
Target Initial Cnlciilated Discretioiiary Actual Award 

Salary 9.6 Payout ?/o Award Adjustment 

lohn Doe 
Jane Doc 
lolni Sinitli 
lane Sniitli 
l0llll lones 
lane lones 

200.000 
100.000 
120.000 
80.000 
75.000 
90.000 

3506 52 5% 105.000 ( 12,600) 
2536 37 556 37.500 5,000 
2540 37 5?0 45.000 (3.000) 
200‘0 30 0Yo 24.000 
2000 30 0’0 22.500 5,000 
2006 30 000 27.000 (10.400) 

261.000 

92,400 
42,500 
42,000 

27,500 
24,000 

16.600 
245,000 -..- 

Per group executive, department total to spend is $215.000 

(Step 4) 

General notes 
Tlie dcpartinental slieets would still be rolled into group level sheets and reviewed by lcvcl as i n  prior years (a11 dli’s togcdier. 2j0,’0 participmts, 20% participants) 
Discrction based on PDP (core skills and perforiiiaiice goals) and succession plaiiniiig ratings 
Discretionaiy percentage sliould reflect a range ot 4-/- TBD% of payout 36 for group 
Steps 1 & 2 (MICP) iuiid deterinination) based on legal entities Steps 3-5 (MICP allocation) utilize iepoi tiiig organimtiorligroup 
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EXHIBIT C 

PARTICIPATING ER~II’LOYISIZS 

Progress Eiiergy Carolinas. Inc 

Progress Energy Service Company. LLC 

Progress Energy Florida Inc 

Progress Energy Ven~ures, Inc 

Piogress Fuels Corporalion (coipornte employees) 
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1~I;SIGNA‘TION OF BENFFICIARY 
  LANA c; E MENT m c m r  IVE con IPENSAI‘ION PLAN 

0 F 
PROGRESS ENERGY, INC. 

As provided iii the ,IImrigenze/z! Incentive Conrpen.sn/ion I’lnn 01 Progress Energy, Inc , I licrcby designate the following person 3s my bcneliciary 
i t i  the cvciit o l  niv dcalli bchre a Ftill distiibution o i  my Deicnal Account is niadc 

PRIMARY BENEFICIARY 

Any and all prior desigiiatioiis oi otic 01’ niore beneficiaries by me under llie Afrrrzngernezt Iizcenlirw Contpeitsrrfioiz P l m  of Progress Energy, lnc are hereby 
revoked and supeiscdcd by this desigiiation 1 iiiideislniid Iliat the piiinary arid contingent beneficiaries named above may be clianged or revoked by iiie at any 
tiiiie by filing n iiew desigiinlioii with the Sponsoi’s I-luma~i Resources Depa~tnient 

DATE; 

SIGNATUIIE. OF PARTICII’AN~1:- 

The Parlicipaiit iianicd above esectited this docutiient i n  ow presence on the date set forth above 

WIINESS:: WITNESS: 
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Exhibit lOc(9) 

PROGRESS ENERGY, INC. 

iRIENDED i N D  RE91’41’ED 

R U N A G E  R I  E N T  DE FERREI) C‘OR IPE NS AT1 ON I’L i N  

Adopled us of Joiiueiy 1. 2000 

(As Rcviscd aiid Ilerictkd effective laiiiiani 1, 2007) 
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PREAMBLE 

flie Progress Iloergy, Iiic Management Deferred Coinpensation Plan (the "Plan") was originally adopted by Catolitia I'ower & Light 
Company cll'ective as of Tatiiiary 1: 2000. and was transfcned to Progress Energy, lnc  (the "Sponsol") cfl'cctivc August I .  2000 I lie Plan is uiiliinded and 
will bciieilt only n select group of management or liiglily conipeiisatcd cinplovces within tlie meaning of Title I o l  t i le Eiiiplovec Retiieiiicnl Inconic Security 
Act of 1974, as amcndcd ("ERISA") 

Tlie Plan is intcndcd to constitute a noti-qualified defe~icd coriipciisation plan that complies with Sectioii 409A of tlic Codc. I-clatcd 
regillations and other guidance ("Section 409A") Notwithstanding any provision of tlic Plan to the contrary the P h i  slinll bc construcd i n  accordance with 
Section 409A 

Tlie Plan as anicndcd and restated effcctive Janiiary 1, 2007 shall govein deferrals under tlic Plaii bcginiilng Iaiiiiaiy 1 ,  2007 
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ARTICLE I 
DEFINITIONS 

1 1 Accotiiit Balaiice 

1 he value 111 tcrms 01 a dollar aniount 01 a I‘articipan1’\ Dcfenal Account or Coinpaiw A C C ~ I ~ I I L  as  the case may be a5 of the last 
Valuation Date 

1 2 Additional Deicenal Elcction 

The election by a Participant under Section 6 2 lo dcier distribution from a Plan Year Account 

1 3 Aflilinred Coinpanv 

Any corporation or other entity that is required to be aggregated w1t11 the Spoilsot pursuant to Sections 414(b). (c). (111). or (0) of tlic 

Code 

The Board of Diiectors of the Sponsor 

1 5 Board Corninittee 

The Orgaiiizatioii and Compensation Cominit?ee of tlie Board 

I 6 Change in Control 



The earliest oitlie following dates 

(a) tlic d:ite any person or group of persons (witlitn tlie iiie:uiiiig 01 Section 13(d) or IJ(d) of tlic Secuntics E d i a n g e  Act 01 1934). c\clud~rig employee 
berielit plaiis of !lie Sponsor becomes, directly or iiidirecily, the “bciielicial owner’’ (as deliried i n  Rule I 3d-3 proinulgated under tlie Secui-itics Act ot 
1934) of securities of the Sponsor repiesenling hvenly-li\e percent ( 2 5 O ’ O )  or marc 01 tlie combincd voting power of tlie Spoiiror’s then outstanding 
sccuritics (eucludiiig the acquisition of reciirities of tlic Sponsor by a11 cntity at least eighty pelcent (80%) of tlic outstanding votliig securitics of w h d i  
ale, dircctly or indirectly. beiicficrally owned by tlie Sponsor). or 

(b) the date ot ~ o ~ i ~ i ~ ~ n ~ i i a t ~ o ~ i  01 a lender ollcr lor the oi\neisliip 01 mole than liltv percent (50%) of the Sponsor’s tlicn outstanding bot~ng scciiiities, or 

(c) the dale 01 co~isti~iinia~ron of a incrger, rliaie e\cliaiige o r  consolidation 01 tlie Sponsor with any other corporat~on or entity regardless of whcli ent~ty I S  

tlic survivor. otliei than a mcigcr, Sli3rC eucliaiige or consolidation wliicli would iestilt 111 the voting securities of the Sponsor outstandnig ~mmediately 
prior tlicrcto coiitiiiiiing to rcprcseiit (citlicr by ~cniaining outstanding 01 being converted into voting sccuritics of the siirviving or acqinring cntity) more 
than six%>! pcrcent (6046) of tlic combined voting power of the vot~ng securities ot the Sponsor or such sun~iving or acquiring cnt~ty outsiand~ng 
~niiiiediately after such merger 01 conrolidntron. or 

(d) tlie date, wlien 3s 3 ic~i i l t  of a teiidci offcr or cucliange offci lo1 tlic purcliasc of securities of tlic Sponsor (otlicr tIl3ll sucli an offcr by the Sponsor for its 
own securities), or as 3 result 01 a p r o y  contest merger, sharc e\change, consolrdat~on or sale of absets, or 3s :I result ok ,uiv conibination of the 
Coregoing, rndividuals wlio ale Continuing Directors cease for any reason to corl~tihite at least two-tliiids (213) of tlic members of the Board. 01 

(e) the date tmsltarcholdcrs 01 thc Comoauv auorove a o h  01 coiiiolctc liouidat~on or \vindiiig-np of the Company 01 an agrecriicnt for the sale or 
disposition by tlie Conipiiy 01 a11 or s~bstaiitia11y a11 oftlie Company’s assets, or 

(f)  tlic date of any event wliicli the Board detci~iirnes sliould constitute n Change 111 Coritrol 

A Change iri Control sliall not be deeincd to have occurred until n majority of the members of tlic Board receive written certification 
fiorii thc Board Committcc that one of llic cvcnts set forth in tliis Section I 6 has occurrcd Any dctcrniination that an event described i n  
this Section 1 6 Iias occurred sliall. if iiiadc i n  good faith on tlic basis of inforniation availablc at Illat tiiiie. bc conclusive and binding on 
tlie Board Comiiiit~cc, tlie Company, tlie Par-ticipmts and  thcii beneficiaries for all purposes of the Plan 



C’:isc No. 2031-124 
Staff-DR-01.009 i attncliiiictit 
(Progress Eiicqy) 
Page ,342 of JCA 

1 7 Clianrce oi  Form Election 

1 he cleclioii by a Parlicipant uiidcr Sectioii 6 2 to cliaiige liie form of distiihution 01 a Pia11 Year Accounl 

1 8 Clinnee-of-Investiiieiit Eleciion 

The electioii by 3 l’articipant under Section 4 6 to cliaiige n Phaiitoin Subnccouni for llie Participant Deferral Account or Company 
Accouiil 

1 he Internal Revenue Code o l  1986. as aincndcd or any successoi statute 
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1 I O  Coininittee 

The Adiniilistrativc Conmiittee desciibcd i n  Section 9 1 lor adininisterilig the l’lnii 

1 1 1  Companv 

Progress Energy. Inc or any ~ i i c ~ c s s o r  to i t  i n  the o\vncrsldp of substantially all of its assets and each Afliliatcd Company that, with 
the cotisetit olt l ic Board Coriiniinee. adopts the Plan and is included in Exhibit A, as in  elfect froin time to time 

1 12 Comoanv Incentive Plans 

Thc Spoiisor‘s Managcmcnt Iiicciitivc Coiiipcrisatioii Plan. or any Company sales iiicentivc plans. inarkcting iiiccntivc plans. and 
my otlicr cash inccntivc plam as dcteiinincd by the Coiiiniittee 

1 I 3  Cotitinuiiie Dircctois 

1 he ineiiibcis of tlie Board at tlie Elfective llate; provided, Iiowcver, tliat any person becoming a director subsequent to such whose 
election or nomination for election was suuuorted bv 7596 or inore of the directors who tllen comprised Continuing Directois sliall be considered to be a 
Coiitiiiuing Director 

1 14 Dccmcd Iiivestment Retuin 

The niiioiiiits that are credited (or charged) froiii tiiiie to time to each l’aiticipaiit’s Defeiial Account and Conlpany Account to 
reflect deemed investment gains and losses of Phantoni Iiivcstiiient Subnccouiits 

1 I5 D c l h ~ ~ a l  Elcction 

An elcctioii to dcfcr Salary ptiisiiaiit lo Scction 3 I 
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116 Del'enals 

The dci'errals of S a l a i ~ o i a  Participant piirsiiatit to Section 3 1 

1 17 Efl'eclive Date 

laiiuaiy 1. 2007 

Ai1 cinploycc 01 the Company (a) wlio is eligible lo participate i n  tlic Spoiisor's Maiiagciiicnt Inccntive Compensation Plan, or (b) 
who is eligible to participatc i n  any other eligible Company Incentive Plan and is detcrriiined by the Conimittec to be eligible to be a Participant: and 
wlio is not excluded h i l i  participation pursuant to Scction 2.l(b) 

1 I9 Eiii~~lovee Stock Incentive Plon 

1 lie Employee Stock liiceiitive Plan as adopted by the Board and any successor to wcli plaii wliicli piovides additioiial matchlng 
allocations under the I'rogress Energy 401(1;) Saviiigs & Stock Ownership Plan 

1 20 liiirollnient 170rni 

Tlie eiirollriient form pi-epared by the Company wliiclt a P:irticip:int m w t  esecute to liave Defenals with respect to a Plan Year 

The Employee Retirement Incoiiie Sccuiity Act of 1974: as ameiidcd 

1 22 Incentive Malcliine AIIocalioiis 

The additional match allocation whicli is to be allocated 10 a Participant's Company Account in accordance with Section 3 3 
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1 23 Invcstnicnt l~.lcction 

llie election by a Participant under Sections 2 4 mid 4 6 ol the Pliantoni Iii\~ostiiient Subaccounts i n  \diicIi the Participant’s Delerral 
Accounts and Conipaiiy Accoiints \ \ , i l l  be allocated 

1 24 Matcliiiie Allocatioii 

A matcli allocation to a Parlicipaiit’s Company Account of a Participant’s Matcliable Deferrals in accordance wit11 Sectton 3 2 

I l ic  Salary o i  a Particip~nt projectcd to be payable (assuniing no deferral clcctions under tlie 1’1a11 or the Progress Gnerp?i 401(k) 
Swings 1% Stock Owncisliip I’lan) with respect to a Plan Yeai reduced by tlie projected Dcfeirals o fa  Participant for the Plan Year under the Plan 

1 26 l’aiticiannt 

An Eligible Eiiiployee paiticipating i n  the Plan puisuaiit to Article I1 

1 27 Particiiiant Accounts 

lHie aggregate of a I’articipa~it’s Deferral Account ond Participanl’s Company Accounts 

I 28 Paiticipaiit Conipanv Accoiiiit 

The notational Ixlokkeepiiig account inaiiitained under Sections 4 I and 1 5 to record Matching Allocatioiis and Iiiceiitive Matcliiiig 
Allocations 011 beliall o i  n Participant and the Deemed Iiivestiiient Return tlicreon piirsiiant to the piuvisions of the Plan 



1 29 i’articirianl Deferral Accoiint 
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I he notational bookkccping nccoiint niaintaiiied under Scctioii 4 1 of tlie Plan to rccord Deferrals of a Participant and tlie Deemed 
lii~cstiiienl Rctiirii tlicrcon pursuant to tlic pinvisions of tlic Plan 

1 30 Paiticipanl Matcliable Defciial 

640 o i  tlie anioiiiit of I~efermls  o i  a l’arlicipant for a Plan Yeai but no greater tliaii 636 o l  (A-B) wliere A is tlie coinpensation limit 
under Seetioil J01(a)( 17) o i  the Code I‘or the Plan Year and 13 is tlic Net Sa lw  o i a  Pal-ticipant for the Plan Year (with any negative differences equating 
to $0 for purposes of this calculation): providcxf /roic~c?iar, that tlic l’articipmit Matcliable Deferrals for an SMC Participaiit for a Plan Year shall be an 
aniount equal to 646 of (C - D) wlicrc C is the projected Salary of a PaIticipant for the Plan Year and D is the conipensntioii limit under Section 40l(a) 
(17) of the Code lor the Plan Yea1 Participant Matcliable Deferrals I‘or a Plan Year sliall be detenniiied lor each payroll period during the Plan Year 
based on piojected Mntcliiible Del’enals for the entire Plan Year 

I 31 Pavlnelll Colnmellccmellt 

.The date payiiients are to coniiiience with respecl to a Plan Year Account i n  accordance with Section 6 1 

1 32 Pliantoni Investment Fund 

A deeiiied in~wtnicii t  option for piiiposes oi tlie Plan. each of wliich sliall bc tlic sanic as tliosc invcsliiiciit options generally 
available to all pailicipants i n  the Progrcss Energy 40l(k) Savings c t  Stock Owiiersliip I’laii or as othcrwisc sclcctcd by tlie Coniniittce 
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I 33 Pliantoiii Funds Accouiit 

Notational bookkeeping nccoiiiits inoiiitained uiider ilic Plaii at the directioii of the Comiiiittee repiesenting dlocalions of 
I’articipaiits 01 I’liaiitoiii Investme~it Siibaccoiiiits iii a Pliaiitoiii Iiivesinieiit Fond 

1 34 Pliantoiii Iiivestiiieiit Subnccoiiiit 

A noiatioiial bookkeepiiig accoii~it iiiaintaiiicd wider the Plaii at tlie direction of the Cominittee representing a deemed investment in 
one or iiiore Pliantoiii Iiivestmeiii Funds as directed by ilic Participant under Sections 2 4 and 4 6 

1 35 Plianioiii Stock Unit 

A hypothetical sliarc o l  coiiiiiioii siock or the Spoiisor oi its paicnl coinpany. as applicable 

136  & 

The Progress Iinergy. liic Maiiageineiit Defei icd Coiiipciisatioii I’laii as set fori11 lierciii and as ainended from liiiie to time 

1 37 Plaii Year 

The t\vclve ( 1  2 )  consecutive niontli p i o d s  beginning Ianiiary 1 and ending the following December 31 coniiiiencing with the 
E . ik t ive  Date 

1 38 P h i  Year Accounts 

The scpnrote Participmit Dcfcrral Accoiint and Participmit Coiiipaiiy Accouiit ~naintained wider the Plnn pursuant to Section 4 2 
with respect to a Participant for each Plaii YCOI o Pui-ticipnni has Defciials 



The Progress Eiieigy -IOl(k)  Savings a Stock Owtieisliip Plan oi the Coriipativ adopted bv the Board, as amended froni tiine to 
time, and any siiccessor to such plan 

I 40 Retirement Date 

The date a Participant retires from the Coniimiy on 01 alter atlaining (i)  age 65 with 5 years of service. (ii) age 55  with 15 years 
of service. (iii) 35 years o i  service. or (iv) eligibility for retireiiieiit under the SSERP if  covered under such pl:ln 

I41  

The ainouiil ol an EJigiblc Emplosec’s rcguloi oniiiial bise salaiv. payable coni  time to tiiiic by the Company piior to n Dcfellal 
Election under the Plan and prior to any deferral election tinder the Progress Encrip 401(k) Sovings a Slock Ownership Plan 

1 42 Section 409A 

Section 409A 01 the Code or any sue oi section tindei the Code aniended and as inteipieted by tinal or pioposed regillations 
proinulgnted theieiinder from t ime to t ime 

1 43 Separation from Service 

A participant scparatcs Iioiii senlice ii Ilic Parlicipnnt dies. retires or othenvise has 8 “leiiniiialioii of eiiiployment” with tlie 
Coiiipany, as defined foi piiiposes o i  Section J09A 



1 44 SMC P:irtici~aiit 

A senior executive ollicer of tlie Compans who is n meiiiber of the ”Senior Managenie~it Coniniittec” of llic Sponsoi 

145 Soonsor 

Progress Energy, lnc and i t s  si~cccssoIs in interest 

The Suppleniental Senior Esecutn~e Retiieiiient Plan 01 the Conipan! 

1 47 Valuation Date 

The last day ofeacli calendai month and such otliei dates as selected by tlie ConinliItee. i n  i t s  sole discletion 

148  

The value of ail account niaintained iiiidei tlie Hail b a w l  011 the Iair niarhet value 01 notational ~nvcitmcnts 01 I’liaiitoni Invcstnmit 
Subaccoiints and Pliantom Stock Units. as tlie case niay be, a5 ot the lait Valtiation Date 101 piiipu5c5 01 calculating Value ar, 01 tlie end of a Plan Y c a ~ .  
accrued but unallocated Incentive Matching Allocations shall be taken into consideration with rc\pect to Parl ic ipanl  Compaii)) Account\ 

I 49 Years 01 Service 

Years of service o f a  Pailicipont as colciilated under the Piogress Iitergy 40l(k) Sovirigs c t  Stock Ownership 1’lui 



AIlTIC1.E I1 
PAR1 ICIPAl ION 

2 I Illigibilitv 

(a )  
(b) 

Paiiicipatioii in  the Plan siiall be lin~ited to Eligiblc Employees 
The Committee, iii its sole discretion, may 31 any i i inc l imit the participation of an Eligiblc I ln ip lo~w i n  ilie Plan so 

as lo assure that the Plnn will not be subject to the provisions o i  parts 2, 3 and 4 o l  Title I of ERISA 

2 2 Comnienceinciit of Participation 

An Eligible Employee who is not a Participant niny elect to beconic a Participant ns 01 the first day 01 a Plan Ycnl- by compleliiig 
and subtiiit<iiig an Enroiliiieiit Fonii IO the Sponsor’s designated agcn~ by Novcmbcr 30 plior to the fii-st day o i  the Plan Yca~ as of whicli participation i s  
to coIIlI11cIlce. 

-tc ;, > a new Eiimllment Form wit11 resoect 10 o Plan Yea by November 30 iirtor to the c~i i i i~ ie i~ce i~ ien~ 01 __ 
tile Plan Year IT the Participant does not complete such form and submit i t  to the Spoiisoi’s designated ageni by November 30. llic Participant wtll l~ave  
iio Deteirals for the lollowing Piail Yeor 

2 4 Election of Phai~toiii Investment Subaccounts 

Eacli Participant sIia11 elect on his E,nrollinent Form tile allocation ol his Plan Year Pariicipatit Det‘erral Account a ~ n o t ~ g  llie 

Pliaiitoiii Inveslmciit Subaccounts 



3 1 Participant Deferied Salaiv Elections 

(a) A Participant completing aii Enrollment Foim i n  accoidaiice with Sections 2 2 or 2 3 may iiiake an election. purstiaiit 
to this Section 3 1, to defer his or her Salary (a “Deferral E,lection”) i n  accordance with the Plan A Deferral Election shall apply only to tlie 
I’articipniit‘s Salary for the Plan Year spccilied in tlie E.nrollnient Fomi 

(b) The aiiioiint o i  Salary that may be deferred by a Participant sliall be based on their target iiiceiitive level wider the 
Sponsor’s Managemeiit Inceiitive Coiripeiisation Plan ( “MICP) ;  or. for Participants ii i  Coriipany Incentive Plans other tliaii the MICP. their target 
iiicentivc level assliming tliat they participated in the MICP. Defenal Elections sIia11 be made oii tlie L~imlliiient Forin for the applicable Plan Year 
pursuant to tlie followiiig liiiiitniioiis: 

( i)  A Participant who is (or would be) eligible for a boiius at the 20% ol’salaiy target iiiceiitive 
level (the “Taiget”) for tlic Plan Year under the MICI’ may defer up  to 1% oi  Salar): 

111) A r:ir~icipnnl who is (oi wouid b c j  ciigibic Cor 3 boiiiia dl iiic 25% oCai~i : i iy  Taigct To1 die i w i i  

Ywr  under the MlCP may defer u p  to 259% 01 ~ a h r y  

(iii) A Participant who is (or would be) eligible for a bonus ai tlie ,359.0 or more of salary Target 
tinder the MICI’ niay defer up to 503% of Salary 
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All Deferrals sliall be i n  inciements o l  5% of Salary Tlie ~iiiiiiiiiuiii piujected Defeiials for a Plan Year for a Par t ic ipi t  who coninleiices 
Deferrals after the beginning of a Plan Year i n  accordance with Section 2 2 shall be Sl.000 

(c)  A Defeiral Election once iiiade with iespect to a Plan Year, cannot be cliaiiged or revohed I n  llic case of a new 
Paiticipaiit tlie Lhferial Llcction \vdl apply onlu to aniounts that arc both paid after [lie election IS niade and eained for services performed after tlie 
election i s  niade Tlie amount ol Salary that IS deferred pursiimit to a Deferral Election will reducc the Participant Salary propoi tionatelv tlirougliout 
the applicable Plan Year ox. in  the case of a new Paihcipaiit. throughout tlie portion or tlic Plan Year to which the Defeiial Election I S  applicable 

(d)  A dollar amount equal to the Sa1:iry deferred pursuant to this Section 3 I (”Deferrals”) at each applicable payroll 
date sliall be credited to tlie Parttcipant‘s Deferral Account w i t l i i n  ten business days follo\ving tlie applicable payroll date 

3 2 Matcliiiir! Allocations 

A 1”nrticipant wlio has ninde a Deferral Election with respect to a Plan Year and has Participant Mateliable Defenals for such Plan 
Year shall receive a credit to 111s I’articipaiil Company Account of a Matcliing Allocation for sucli Plan Year The Matclirng Allocation with respect to a 
Plan Year sliall equal 50% 01 tlic I’articipaiit Matcliable Defeemls Matcliing Allocationb shall be cieditcd to the Participant Company Account w ~ t l i i n  ten 
biisiiiess days torlowing tlie applicable payio~t date. based on a pro-rain portion ot pi’OjecIed wiatc1iaiile uemtm toi uie !”Ian rear  appticaorc IO e a ~ n  
payroll period during the Plan Year 

_I_ 
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3 3 Iiicciitivc Matchitie Allocatioiis 

Participants with Motclinble Deiennls lor 3 Plan Year sl~all receive a credit to their Purticipniit Coiiipaliy Account lor the Plan Year 
o i  an liiccntivc Matcliing Allocatioii if ai “lncciitivc Matching Allocation” is piovidcd under tlic l’rogrcss Ene~gy 401(k) Savings 11 Stock Ownersliip 
Plan for tlic Plan Year The Iticentivc Matcliiiig Allocatio~i sliall equal that pcrccnlage of the Participant Matchable Dcfcrrals for the Plan Year c q ~ d  to 
tlic “lncciitive Matcliing Allocation” (stated as a pcrccntagc) piuvidcd (or that would have been provided i l  the Participant participated) tinder the 
Progress Energy 4010;) Savings B Stock Owiiership Plan for sircli Plan Year Incentive Matching Allocations with respect to 3 Plan Year, if any, sliall 
be credited to a Participant’s Company Account in uccordance with Section 4 5 piirsuaiit to rules and procedures adopted by tl~e Coiiiinitlee 
approximately coincident with the ciedit under the Progress Energy 401 (k)  Savings 11 Stock O\viiersliip Plat1 of “lnceiitive Matching Allocnlioiis” 
l’ollowiiig the ciid of a Plan Year; provided, liotvc\~cr, no such allocatioti sltall be made if 3 Participant i s  not eiiiployed at tlic end of the applicable Plan 
Year, iiiiless llie Participant retiicd, died, or becanie disabled duiing the Plan Year 
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ARTICLE IV 
ACCOUNTS 

4 1 Mai~iteiiaiice 01 Accounts 

The Comriiittee sliall ~naintai~i a Participant Deferral Account and a Pai-ticipaiit Conipany Account Cor each Participant There shall 
be credited to a I’articipoiit’s Deferral Account all Deferrals by 3 Participant uiider the I’lau :u,d there shall be credited to a Parlicipant’s Compmiy 
Account 311 Matching Allocations and Incentive Matclling Allocatioris with respect to 3 Particip:int under the Plan iii accordance with Sections 3 2 and 
3 3 

4 2 Separate Plan Ycar Accounts 

The Coiiiniittee shall maintain a separote Paiticipniit Deferral Accottnl and Participmit Coiiipniiy Accotint for eoch Plan Year a 
Participant 113s Dcfcrrals (separately a “Plan Ycar Deferral Account“ and a “Plan Year Conipany Account” and together tlie “Plan Year Account”) 

4 -i Pllelltolll Investn1ent Subaccounts 

The Committee sliall iiiaiiitain separate Phantoni liivestiileilt Subaccoui1t.i representing dee~ned I nvestnietits in Phatitoni Iiivestment __ 
Funds as directed by tlie Participaiit Phantom Investnient Subaccounts sliall be valued as of each Valuation Date based 011 the notional ~iivestmeiits of 
each siicli nccouiil. pimuant to rules mid piocedures adopted by the Committee 

4 4 Adniinistration of Defeiral Accounts 

(3) A Participant’s Deferral Accounts sliall be comprised in tohi. of iiiiits in Phantom Investment Subaccounts 
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(b)  Participaiits shall allocate tlieir Defei~als anioiig I’liantoin Investmeiit Subaccounts pursuant to electioiis ~ ~ i i d e r  

Section 2 -4 

( c )  rlie Value of that poilioii of a Peilicipaiit’s Deferral Accouiit allocated to a I’liantoiii Iiivestiiieiit Stibaccount shall Ix: 
cliaiiged oii each Valuntioii Date to reflect tlie new Value of Uie Phantoin Invcstinent Stibaccouiit 

(d) Tlie iiitercst of a Participont‘s Delcrral Accouiit iii a Phantoni Iiivestiiient Sttbaccount sliall be stated iii  a unit value 
or dollar aniount. as dctcr~nined by the Coininittee 

4 5 Adniinistration of Companv Accounts 

(a) A Participniit’s Company Accouiil sIia11 be coinpn.jed 01 Pliaiitoni Iiivestiiient Ftnid ui i i ts  wliicli shall be recorded i n  
Pliaiiloiii Iiivesliiient Subaccounts All Matching Allocatloils and Iiicentive Matclnng Allocations shall be iecorded i i i  Pliantoni Investment 
Subaccoiints and slinll be deemed iiivested i n  Pliuiitoiii Stock Units, tinits of other Pliantoin Iiivestineiil Funds, or a co inb~~ia t~on  o i  Pliantom Stock 
Units mid other Pliailtom Investnient Funds as deteriiiined bv the Committee in ~ t s  sole discretioii To llie extent the Matcli~iig Allocations mid 
Iiiceiit~ve Matcliiiig Allocalioiis are initially deeiiicd io be iiivested in  Pliantoin Stock Units, tlie number of Pliantom Stock Uints will be determ~ncd 
on tlie date 01 each allocatioii iinder the Plaii based on the closiiig price 01 a sliaie of coiiiinon stocl, of tlic Spoiisor on tlie New Yolk Stock 

invested iii oiie or more Phantom Investiiiciit Fund5 (otlicr t l i w  Pliantom Stock Units), the iioniber of units ill these Pliantom Investment Funds w~l l  
be determined on the date 01 each allocation uiider the Plan, using tlie closing p i~ce  of the units of the underlying nivestineiit fimd 011 w111cl1 tlie 
Phantom Investment Inlid IS based, on tlie date 01 each allocatioii 
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(b) The iiuiiiber of Pliantom Stock Uiiits allocated to a Pai~icipnt ' s  Conipaiip Account shall be adjusted periodically to 
rellcct tlic dcenictl reiiivestiiient of dividends mi Sponsor coninion stock i n  additional Pliaiitoni Stock Units 

( c )  111 the cvciii there is any change in the coiiiiiion stock o i  the Spmsor, ilirougli merger, coiisolidation. reoro,anization. 
recapitalization (other tlian pursuant to bankruptcy proceedings), stock dividend, stock spli t  reverse stock split, split-up, split-off, spin-off, 
coiiibiiiation of sliaics. cscliange of sliarcs. dividcnd i n  kind or other like cliangc i n  capital struciurc (an "Adjustnicnt Event"). the number of 
I~liaiitom Stock linits subject to [he Plan shall be adjusted by thc Committee i n  its sole,judgnieiit so as to givc appropriate eKect to sucli Adjustinent 

Evcnt Any fractional units rcsulting from such adjustment may be eliminated. Eacli successive Adjustment Evcnt shall result in the consideration 
by the Coinmitiee o i  whetlier any adjustment to tlie nun i lx r  of Phaniom Siock Units subject to the Plan is necessary in  tlie Commitlee's judgment 
Issunnee of coninion stock or securities convertible into coninion stock for value will not be dceined to be :in Adj ustinent E.vent uiilcss otherwise 
expressly detenniiied by the Conitnittee 



( a )  A Parlicipant mas  clecl to reallocate tlie value of his Phaiitom Investment Subaccounts comprisiug his D e f e ~ ~ a l  
Accounts anioiig otlicr Phantom Iiivcstiiient Subaccounts and cliaiige l l ic  allocation of fiilure Dcfcnals among Pliaiitoni Invcstuicnt Subaccounts 
oiicc per calendar uiontli. pursuant to uniforni rules and procedures adoptcd by tlic Coiiiinitlce 

(I,) A I’arlicipaiit inay elect to rwllocale Phantom Investment Subaccoiults comprising Iiis Company Account. once pcr 
c:iIendar inontli. pursumit to iiriiforiii rules adopted by the Commitlee 

1 7 Traiisfcrrcd Accounts 

(a)  Elfective as of tlie Elf’eclive Date, tlie Value of a SMC Pnrticipant’s Conipnny Account sliall include tlie value of 
sucli Parlicipant’s deferral nccounl as of such date (being a “Transferred Account”) under tlie Carolinn I’oiver 
Coiiipcnsation Plan. but onlv to tlic cstciit tlic Parlicipaiit ackiiowledges in writing lie 1x1s no fiirtlicr interest i n  tlic Esecutive Deferred 
Coin pensation P h i  

Light Executive Defened 

(b) Elfcct~vc 011 ilic Lffcciivc Date, tlic V:ilue 01 :iny Particip3~1t’s Conipiiiy Account shall include tlic value of such 
.I-. 

Accoiiiit“) under the Conipanv‘s Defeiied Compensation Plan hi Key Management Employees, but only to the csteiit the I’articipiit 
ackiiowledges i n  wiitirig tliat lie has no hirtliei iiilercst 111 tliew benefits in  tlie Coiiipaiiy’s Deferred Compciisation P h i  lor Key Maiiagenient 
E Illployce\ 

( e )  l he  total \ d u e  ol the Transfericd Accounts as described i i i  this Section 4 7 shall be deeincd a vested Compnny 
Accouiit Ibr all purposes 01 the Plan 
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ARTICLE V 
VES 1 ING 

5 I Vestiiie 

A I’arlicipant’s Dclei I a1 Accoiiiits s11dI be 100% vested at a11 times A Pailicipant’s Company Accounts shall vest i n  accordance 
with the rollowing schedule: 

Years o i  Service l’eicen~ o l  Vesliiig 

Less tlian 1 0 
1 or iiiore 100~0 
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AI? 1 ICI.1: VI 
I)IS I11113lJ I IONS 

6 1 DistributioiiElections 

A Participant \\hen making a Jlcl‘ciial Flection puisuant to a11 Eiinillnient Foiiii with iespcct to a Plan Year shall elect on such 
Enrollment Form (a)  to defer the payment of his Plan Ycnr Accounts \villi respect lo siicli Plan Year, i n  accordolice with the Plan until ( i )  the April 1 
following the date that is live ye:irs froni the last day 01 sticli I’lan Ycm. (ii j tlie April 1 r ~ l l ~ ~ i n g  the I’articipnnt’s Retirement or (iii) the April 1 
follo\ving the first anniversaiy oi tlie Participant~s Retirenieiit (each a “Papinent Coiiiiiienceiiient Date“) aiid (b) to provide for the payment of such Plan 
Year Account i n  the fonii o i  (i) a l i m p  s l i m  or (ii) approxiniately equal iiistalliiieiits over a pel-iod extending froni two  years to ten years (by paying a 
fraction of the accoiint balance each year duiing such periid). as elected by the Participant Except as otlierwise piovided i n  this Article VI, such 
elections may not be clianged or revoked Not.r\~itlistandirig tlie liiregoing, if the Participant i s  a “key eniployee” as defined ill Section 4 16(i) of the Code 
(but determined without regard to paiagrapli 5 tliercol or the 50 eiiiployce l ini i t  on tlic niinibei o i  officers treated as key eniployees), payinent of deferied 
aniounts shall not be made pursiiant to an election undcr Sectioii 6 I(a)(ii) above beiore the date tliat is six nionths after the date ol Sepalation from 
Service for any reason including Retirement (or. if earlier. the date oldcotli of the Participant) 

6 2 Clianee-of-Fomi Elections and Additional Deferral Elections 

(a) Any Participant who has iiiade elections undei Section 6 1 with respect to miiounts deferred before January 1, 2005, 
may cliange such electioiis piirsuaiit to this Scctioii 6 2(a) as i n  c i h t  prior to January 1, 2005. unless such provisions are inaterially niodified after 
Octobei 3> 2004 For this purpose, a11 aniotint is considered dckried before Janu:iry I .  2005: if the uiioiint is eained and vested befoie such date 
Sucli Parlicipant may elect at least one year prior to tlic I’ayiiiciil C~ii~iiieiiccinent Date with respect to such P h i  Year Accounts a new Payment 
Coninienceiiient LMe tliat either is iive yews fioni tlic tlicn ctineiit I’avnicnt Coiniiiencenient Date or otlierwise is periiiitted undei Section G.l(a) 
(ii) or (iii) Only one sticli Additioiial Deferral Llectioii will be pemiilted \villi respect to Plari Year Accounts relating to n particular Plan Year. In 
addition, the Participant niay elect to clinnge tlic lorn, oldislributioii to any of the Toiins perinitted under Section 6 1(b) by coniplctiiig a Cliange- 
of-Fonn Elections \villi respect to Plan Year Accounts at least oiic veai piior lo the applicable Payiiient Coninie~icenie~~t Date for such accounts. 
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(b) Any elections made iinder Section 6 1 with I-cspect to :inioiints defeired after Deceinber 31 .  2004. sliall be 
i t  revocable except as perinit~ed by iiilcs proimlgated under Section 409A m d  consented l o  b), the Coininittee 

6 3 Payiiieiit 

U p n  occiii~ei~ce of an event specified i n  tlic 1’ai-licip;lnt‘s distlibution election under Scction 6 1 (a ”Distribution Event”) \villi 

respect to Plan Year Accolints. as modilied by any applicable subseqiient Addilional Deferral Election under Section 6 2. the Account Balance of a 
P:irticip,uit’s Plan Year Accounts sliall be paid by the Company to the I’arlicipant i n  the Iorni elected under Section 6 1 Sitclt p:iytnenls slid1 co~nn~ence 
3s soon as practicable a id  i n  no event iiiore tlian 10 days follo\vitig the ~ ~ C U I ‘ I ‘ ~ I I C C  oi the Distiibulion Event 



6 4 linfbresecable Enicrecncy 

In case of an iinforeseenble eniergeiic~~, n I’articipant n i a ~  reqnest tlie Coniniittec. on a lorni to be provided by tlie Coiiin~ittee or its 
delegate. that pynient of the vcstcd portion of Participant Accounts be made earlier Illan the date provided under the Plan 

An “untbiesccablc cnieigency” shall niean a severe linaiicial liaidsliip to tlie I’articipant iesulting fioni an illness or accident of the 
Participant, the Participant’s spouse or a dependent (as dclined i n  Section 152(a) of the Code) of the Participanl. loss of the Parlicipant‘s proixrty due to 
casualty. or otlier similar extraordinary and unforeseeable c i r c ~ i i i ~ t a n c e ~  arising :is :i result o i  events beyond tlie control o l  tlic Participint 

The Committee shall consider any reqnesls for paynient inider this Section 6 4 on a ~niilbrni and n o n d i s c r i ~ n i ~ i a t ~ ~ y  basis and i n  
accordancc with tlie standards o i  interpretation described i n  Section 409A If tlie rcqiiest is granted. the amounts distributed will not exceed the anioiinls 

necessary to satisfy the eiiiergcncy need plus anioinits necessary to pay taxes reasonably anticipated as result ol the distribution, aller taking into account 
tlie extent to which siicli hardship is or may be relieved by reason o i  the cessation of Deferrals for tlie Plan Year in wliicli the distribution is made nnd 
through reiniburseineni o r  compensation by insurance or otherwise or by liquidation ol tlie Poi ticipaiit’s assets (to the extent such liquidation would not 
itsell cnuse severe financial hardship) 

In the event of a haidsl~~pdeteriiii~iation by tlie Coni~nittce, tlie Companv slid1 pay out 111 a lump wni  to the I‘aittc~pant such portion 
. . .  . . 

oftlie 1’aticrpanl Accounts as deteimined by the C‘oinniittec and ueieiinis Uv the I’ailicipant Lor tiic )’mi -<cni i n  v v i i i ~ i i  i i ic i- 
shall c e a ~ e  

’ 



6 5 Scnaration froin Scrvice 

I n  [lie event o i  tlie Sepnratioii from Service oi  a Participant with tlie Company mid any parent, subsidiary 01 affiliate ihr any Icason, 
prior to tlie Retirenicnt or dcatli of the Participant. tlic vestcd portioll o i the  Participant Accounts ol sucli Participant sliall bc paid i n  a lutnp sun1 to SUCII  
Participant based on thc Value of such accounts as of tlic Valuation Date coincidcnt with or  inlnicdiatcly prccediiig tlic date of distributioii Such 
paynicnt shall lx made as soon as  adniinistiativcly piacticable following the Participant’s tcimination date as dctcimincd under the Conipany’s nornial 
administrative practices The nonvestcd porlion of a terminated Pnrticipant‘s Company Account shall be iorfcited by tlie Participant In tlic event ol  the 
Separation lion1 Service of a SMC Participant for wlioni no Dcfcrral Electioii was nindc foi- :I Plan Year. any M:itcliiiig Allocation. Incentive Matching 
Allocation and Deemed lnvcstnicnt Return allocated to sucli Participant shall be distiibuted 10 tlic Pal-ticipant fi,llo\ving tei inination 01 eiiiploynient iii 

accordance ivitli iliis Section 6 5 In tlic event of ilie Rctircnient o i  a Participant prior to the l’aymctit Conirnencciiient Date elected by t l~c  Participant 
under Section G.l(a)(i) with respect to a Plan Year Account distribution of such account sliall coninience no later Ilian April 1 followiiig llie fi ls1 

anniversary or tlic Participant’s Retirement Notwithstanding the foicgoing. i f  tlie Patticipaiit is a “key employec” as defined i n  Section 4 l6(i)  0 1  the 
Code (but deterinincd without regard to paragraph 5 tliereof 01 the 50 cniployce limit on the number oi olliccrs treated as key eniployccs). popincnt o l  
defcried aniounts shall not be made before the date that is sis months after the date of Separation from Service for a11y reason incltlding Retirenicnt (or. 
ii enrlicr, tlic date of d e d i  of the Pnrticipant) 
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6 6  

'The Coiiiplny slid1 report Derenols in tlie year tliey occur as ieqtliied by Section 6041 and Section 6051 o l  tlie Code 'Tile 
Compaiiy sliall deduct from all payments under tile Plan iederal. state and local income and employnie~it tares, as required by applicable law Defcrr:lls 
will be taken into account for purposes of any tax or witlillolding obligation undel the Federal Insurance Contlibuliolis Act and Federal Unemployment 
T ~ s  Act i n  tlie year of tlie Dcferials, as required by Sections 3121(v) and .3306(r) of the Code and the regulations tliereunder Amounts rcqllired to bc 
withlield in  tlie year of the Dct'eiials pursuatit to Sectioiis 3l21(v) and 3306(r) sliall be withlield out of current wages oi other coiiipensatioii paid bv tlie 
Conipaiiy to the Participant 

6 7 Acceleiatioo of Pasinent 

The acceleration or the time or scliedule of any payment due under Ule Pla11 is prol~ibited except as plovided in regulatiolis and 
administrative guidance provided under Section J09A of tlle Code I t  is not a11 accelemtion of t l~e  time or schedule of payment if the Company waives 01 

accelerates t l ie vesting requirements applicable to a benefit under tlie Flail 
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ARTICLE VI1 
DEATII BENEFITS 

7 1 Desianatioii o i  Beiieficiaries 

‘The Participant’s be~~eficiarp under this Plait entitled to icccive be~iefits under lllc Plan i n  the event o l  the Participant‘s death shall 
be designated by the Participant 011 a lorn1 provided by the Committee I n  the absence o i  such designation or i n  the event tlic clesignatcd beneficiary has 
predeceased tlie Participant. the beneficiary shall be deemed the estate of tlie Participant 

7 2 Death Benefit 

I n  the event oi the death of a Participant prior lo tlie payout of his Pnrticipaiit Accounts, the Value of the reniaining poilion of the 
I’oiticipaiit Accounts shnll be paid by the Company i n  a luriip suiil to the Participruit’s benelicia~y (as defined under Section 7.1) based on tlie Value of 
sucli accounts oii tlic Valuation Date iliimediatcly following the date of deatli Payment shall be inade as soon as administratively practicable followiiig 
sucli Valuation Date pursuant to rulcs and procedures adopted by the Coniinitlee 
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CLAIMS 
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8 1 Claims Procedure 

I f  any Participant or his or hei. beneficiary has a claiin for benetils which is not being paid. s ~ ~ c l i  claiinaiit niay file with the 
Co~nmittee a written claim setting fodh the amount and nature of tlie claim. siipporling facts. and the claimant’s address Tlie Committee shall notify 
each claimant o i  its decision in writing by registered or certified m:ul within sixty (60) days after its receipt of a claim or. under special circumstances, 
witliin ninety (90) days alter its receipt of a c la im If a clain~ is denied, tlie written notice of denial shall set forth the reasons for such denial, refei to 
pel tiiient Plan provisions 011 ivliich the denial is based, describe any addilional niatei ial or infoniiation necessary for tlie claiinaiit to realize the claim, 
and explain the claims review procedure wider the Plan 

8 2 Claims Review Procedure 

A claimant whose claim has been denied. or such cla~nnant’s duls aiitliorizcd icprerentative, may file. within SK?Y (60) days after 
notice of such denial is received by tlie claimant. a wntten request for review of such claini by the Coininittec If  a request IS so filed. tlie Commitlee 
slid1 review the claim and notify the claimant in writing of its decision witliin sixty (60) davs after ieceipt of such request I n  special ctrcutnst:uices, tlie 
coniiiiiiiee niay exleila lor up  10 s 
the reasons for i t \  decision and specific references to the Plan provirions on which the decision 1s based The decision of the Committee shall be final 
and binding on all parties 



ARTICI E LX 
ADMINIS I-RA I ION 

9 1 Coiiiiiiiitec 

The Adiniiiistiativc Committee consisting oi  not less tliaii ilirce ( 3 )  oi iiiore than seven (7) penons appointcd by the Board Conimitlce 01 

its delegate io administer tlie Plan 

(a) The Comniiitee sliall have the exclusive riglii io interpret Uie Plan to the iiiaxinit~iii extent pcimitted by law, to 
prescribe. ameiid aiid rescind rules and regiilatioiis relating to it. and to n~alie all otlier detemiinatiolis necessary or advisable for the administration 
of ilie P l a i ~  including the deteriiiiiiaiion under Section 9 2(b) lieieiii The decisions, actions and records of the Comiiiittee shall bc conclusive and 
binding upon ilie Company and all persons having or claiming to linve any right or intcresl iii or under ilie Plan. 

(b) The Commitlee may delegate to one or more agents or to the Company siicli adininlstrabve duties as 11 niny deem 

advisable I lie Coniiiiitiec may employ sucli 1eg:il 01 other couiisel and consultants as i t  may deem desiiable for Uic adniimstration 01 the Plan and 
inay rely iipoii any o) 

. .  . .  . *  

(e) No niember of ilie Cornmiltee sliall bc directly or iiidimctly responsible o r  otherwise liable l‘oi any aclioii taken or 
any failure to take action as a iilember of tlie Committee, except for s~icli action, default. exercise or failure to exercise resulting rrom such 
iiieniber’s gioss negligence or willful misconduct No niember olihe Coniinitiee sliall be liable in any way for the acts 01 defaulis of any other 
meniber of ilie Coininitlee, or niiy of its advisors, agenls or represeiilatives 
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(d) Tlie Company shall indemnify and hold liarinless each member of tile Committee against any and all exupeiises and 
li:lbilities arisiiig out o i  his or Iier own activities relating to the Coininittee. except for expeiises and liabilities arisiiig o t ~ t  oi  a iueniber’s gross 
iiegligcnce or willfiil misconduct 

( e )  Tlie Company shall furnish to the Coniniitiee all infomiation tlie Comlnittee may deeni appropriate for the exercise 
of its powers and duties i n  tlic administralion of the Plan The Committee sliall bc entitled to rcly on any inlonnation provided by illc Company 
witlioul an\‘ investigation tlicrcol 

( f )  No inember 01 the Coininittee may act, vote or otherwise inilucnce a decision oi such Coinmittee relating to liis or 
licr benelils. if niiy, under tlie IYan 
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ARTICLE X 
AMENDMENT A N D  TERMrNAl ION OF r l lE  1’1-AN 

I O  1 Anieiidineiit 01 the Plan 

Thc Plan may be \vliollv or paitially aiiieiidcd or otlicrwisc niodilied at anv time bv the Board or tlic Board Conimitlee consistent 
with 11ic rcqiiirements o i  Section 409A of tlic Codc 

10 2 Tcrniiiiatioii of the Plan 

“The Plan may be leiiiiiiiatcd at any time by written action of the Board or the Board Commitlee 01 by the Comlnittec as provided 
under tlic I’lnn; provided. that tcniiination oi tlie Plan shall not &ect Uie distribution of the Participant Accounts (except as otlienvise permitted iinder 
Scctioii 409A of t l ie Codc) Notrvitlistaiidiiig the foregoing, tlie Plan may be termiiinted and Participlit Accounts distributed to Pail icipnts witliin 

t\vclvc inontlis 01 a “change i n  control event“ as defined for purposes of Section 409.4 of tlic Codc 

10 3 No Inipniniienl oiBenclits  

- ~ - _ _  t In nr 1- nt !Ire P1-r nnv n&ts to .. 
benelits wliich tlieietofore accrued Iiercunder, provided. Iiowcvcr, the payout of a11 Plan benelits 011 ternunatlon of the Plan. i f  pcnnrtted pursuant to 
Section 10 2. oi a change of any Pliaiitoni Investment Funds or creation 01 a siibstitute for Pliantom Investnicnt Funds as a result of a Plan amendment or 
action of the Coiiiiiiittcc shall lint con.ititutc an impaiiiiicnt of any 1 iglits or benelits 
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I 1  I General Pro\,isioiis 

(a )  Tlie Conipany shall niakc no piovision lor tlie luiidiiig oiaiiy Participant Accounts payable lieicuodcr that ( i )  would 
C:IIISC die Plan to be a h i d e d  plan for piirposcs of Section JOJ(a)(j) of the Code or for piir~x)scs of Title I of ERISA. or ( i i )  would cause the Plan to 
be otlier tlinii air “unTiindcd and unsecured pminise to pay money or other property iii the fbture” under Treasury Regulations 5 1 83-3(e); and, 
except i n  the case o i a  Cliange i n  Control of the Sponsor. tlie Conipaiiy sIia11 liave no obligation to iiiake any arrangements for the accuinulation o i  
liinds to pay any anioiiiits under this Plan Subject to Uie restrictions oftliis Sectiori 1 1  l(n), tile Company, in its sole discretion may estnblisli one 
o r  iiiore giantor trusts described iii Treasury Regulations 5 1 677(a>l(d) to a c c ~ ~ i i i ~ ~ l a t e  funds to pay aiiio~~nts under this Plan, provided that the 
assets of siicli trust(s) sIm11 be required to be iiscd to satisfi the clniiiis of the Company’s general creditors i n  the event of tlie Conipaiiy’s 
biinkriiptcy oi insolvency 

(b) 111 tlie caw 01 a Cliaiigc 111 Coiitiol tliat I S  not a “cliange 111 tlie linnncial 1iealtli”oTthe Company, ns defined for 
piiiposes of Section 409A, tlie Conipaiiy sliall. iubject to the rcstrictioiis i n  tliis paingraph and i n  Section 1 1  l(a), irrevocably set aside filnds in  one 

or iiiore rucli grantor trustr 111 aii ariiount tliat i s  sullicient to pay each l’articipant employed by such Compans (or beneficmy) tlie net present value 
a5 oftlie dale on which the CIi:iiige in Coiihol OCCIIIS. 01 the bciietits lo wliicli I’arlicipanls (or tlieii bcnelicimies) would be entilled putsuant to tlie 

tcniis 01 h e  Plan 11 tlie Vduc  ot tlieir I’articipant Accotiiit would irx: paid i n  a lump sum upon tlie Cliange of Control 

-___ 
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( c )  111 tlie eveiii that the Coiiipaiiy sliall decide to esiablisli an advaiice accrual reserve 011 its books against the fiiture 

expense ol paynieiiis iroiii any I’ariicipant. sucli resene sliall iiot under aiiy c i r c ~ ~ ~ i ~ s t a ~ i c e s  be deemed to be an asset oTt11is Plan but, at all times, 
sliall reiiiaiii a part o i  the geiieral OWLS 01 the Company. subject to clailns of tlie Coniimiiv‘s creditors 

(d) I’aiticiponis, ilieir legal representatives and heir beiieficraries shall  liave no riglit to anticipate, alienate, sell, assign, 
transfer. pledge or ciicuiiibcr their interests iii the P h i ,  iior sliall s~icli interests be subject to attacliiiient, garnishiiieiK levy or esecutioii by or on 
behalioi ciediiors of tlic Patticipa~its or oltlicir bcneliciaiies 

(e)  Participants shall linvc no righi. iiile. or interest whaisocver i n  or to any investments which the Compnny may make 
IO aid i t  i n  iiieetiiig iis obligations under the 1’I:in Nothing coiitnined i n  the Plan, mid no :iction taken pursu:int to its provisions, sliall ci-cate a trust 
of niiy kiiid, or a liduciaqj relationsliip between ilic Company and any Participa~it. beneficiary. legal iepreseniative or any otl~er persoii To the 
extent tliat any person acquires a righi to receive payments irotn the Compn~i)/ wider the Plan, such iiglit sl~all be 110 greater tl~an the right of an 
unsecured geiieral cieditor ol  the Coiiipaiiy All paymeiiis to be iiiade liereunder \villi respect to a Participant shall be paid from the general iiinds of 
the Coinpnny ctiiployiiig such I’ai ticipant 

(1) 1 lie loiegoiiig piovisions of this Aiticle XI 1iohvrt1i~ta1id11ig, the Company sliall e.;toblisli no grantor tiusl 1 1  its asset3 

ale includablc 111 the iiicoiiie of l’aiticipaiits thereby pursuant to Sectioii JO9A(b) 



C’ase No. 2011-124 
Staff-D11-01 -OV! i :ittaclieicnt 

Psgr 371 of JCA 
(Progress E I W ~ )  

AR1 IC1 E XI1 
EFFECT ON EMI’LOYMFN 1 OR ENGAGEMIN I 

12 1 Geiieral 

Notliing contained iii tlic Plan sliall affect. or be construed as af lbchg.  tlie kinis 01 eiiiployiiicnt 01 cngagenient of any Participant 
except to the extent specifically provided herein Nothing contained i i i  the Plan slid1 impose. or be constr~~crl  3s imposing. an obligation on the Company 
to continue the employment or engagement of any Poriicipant 



AR ricI r; xi11 
GOVERNING 1 AW 

13 1 General 

The Plan and all actions taken i i l  connection with ihc Plan sliall be go\~enicd by and consilued i i i  accordance with the laws of the 
State olNort11 Carolina without rei'crence to ~irinciples of conflict of laws. esccpt 3s superseded by applicnMe federal law 

IT WITNESS WHEREOF, this instninient 113s been executed illis 15th day ol December. 2006 

PROGRESS ENERGY. INC 

By /s/ Robert I3 McGeliec 
Robed B 

McGeehee 



EXI-IIBII A 

Progiess Energy Caioliiias. Inc 
Progress Eiiergy Scrvice Compnny. LLC 

I’rogrcss Emrgy Ventures. lnc 
Progress Eiicigy Florida. lric 

Progrcss Fuels Corporation ( co rp ia t c  cinployccs only) 



PROGRESS ENERGY, INC‘. 
WIANAGI3RIENT CIIANGlS-IN-CON1’ROI, P I A N  

Eslubil 1Oc( 10) 

(Arriended :ind Rest:ilcd Effeclivc J:inu:wy 1,2007) 

I 0 PIIRI’OSE O F  PLAN 

I 1  Purpose Tlic purpose of tlie Piogress Energy. lnc Management Cliange-in-Contlol Plan (tlie ”Plan”) is to atiiact and ieta111 ce~tain l i~gl~ly 
qualified ~iidrvidiials as ~nanagenicnt employees 01 Piogress Energy, lnc and its subsidiaries, and to provide a benefit to stlcli niaiiagenient 
employecs 11 their eiiiploynient I S  teiiiiinated i n  coiineclion wit l i  a Cliange 111 Control (a5 defined k low)  lliis Plan 15  intended lo qualify as 
a “tophal” pluii undei the Eiiiployee Retiremeiit Income Seciirity Act of 197-1, as amended (“ERISA“), 111 that 1 1  19 lntelided lo be an 
“cmployee pension bcncfit plan” (as wcli tern1 15 dcfiiicd under Section 3(2) of ERISA) wliicli 1s tiiifiiiided and piovides benefits only to a 
select group of nianngcmcnt or highly compensated employees of tlie Company or any Subsidiary Tlie Plan amends and i e s t a i c~  the Plaii as 
restated elfective January 1. 2005 and July 10. 2002 The Carolina Power Rr Light Company Management Change-in-Control Pl:m was 

originally adopted cil‘ective Jaiuary 1. 1998 
-~ -- 

2 0  DEFINITIONS 

The Lbllowiiig teniis slia11 have tlie following ineanings tinless t i le contcs? indicates otliei-wise: 

2 1  “Bem$icioiy” sliall nieaii a beneficiary designated in writing by a Participant to ieceive aiiy paynieiits to be made undei the Plan to st~cli 
Participant, atid i f  no beiicficinry is designated by tlie Participant, tlien the Parlicipant’s estate shall be deeiiied to be the Puriicipant‘s 
desigiiatcd beneficiary 

2 2  “Bonr-d” shall nican tlie Board 01 Directors ot the Conip:iny 

2 3  “CashPqwieit” slid1 nicaii a payment in cash by the Conipany or any Subsidiary to a Participant i n  accordaiicc with Section 6 I below 

2 4  “COllSL? ” sl1all 111can: 

(~iiibezzleiiient or theft from ilie Company or any Subsidiary, or other acts of dislionesty. disloyalty 01- otlierwise injurious to tlic 
Company or any Subsidiary; 

(b)disclosing witlioiit atitliorizalion proprietary or confidetitin1 infonnation of the Company or any Subsidiniy: 

(c)conimitling any act of ricgligeiicc or nialfeasancc causing in~ory lo the Coiiipany or any Subsidiary, 

(d) conviction of a crime amounting, to a felony under the laws of tlie fJnited States or any of the several slates: 



(e) any violation of tlie Coliipanv’s Code oi Ethics: or 

(f) 

Company or any Subsidiary 
unacceptable job pei-fornionce whicli 113s been siibstaiitiatcd i n  accordance with tlie iionnal practices a i d  procedures ol llie 

2 5 IGe,ier.n/.A Cliange-in-Control sliall be deemed to have occurred on the earliest of the following dates: 

(a) tlie date any pcison or groiip o l  persons (within tlie meaning of Section 13(d) or 14(d) o f  tlic Securities Escliaiige Act 
of 1934), excluding eiiiployee belielit plans of tlie Company. becoiiies, directly o r  indirectly. tlie ”beiielicial owiier” 
(as delitined i n  Rule 13d-3 proniiilgated under the Securities Act of 1934) of secuiilies of tlie Company represeiiliiig 
twenty-five peicent (2506) or iiiore of tlie combined voting power of the Compaiiy’s tlieii oiitstandiiig securities 
(escluding 11ie acquisition of securities of tlie Company by an entity at least eiglity peicent (8036) of the oulstandiiig 
voting securities of wliicli ale, directly or indirectly, beneficially owned by the Company); or 

(b)tlie date of conwiiiiiiatioii 01 a tendei offer foi the ownerslilp 01 iiiore than fifty percent (50%) of tlie Company’s tlien outstanding votiiig sec~i i t ies ,  or 

(c)tlie date of corisi111iriia11o1i of a nicrgei. share cucliangc or coiisolidation 01 the Company with any other coiporation 01 entity regaidlen., of wliich eiititv is 
tlie siiwivor, otlier than :I merger, 5~l:l: eucliange or con~olicl~tion w l i ~ c l ~  would result 111 tlle votlng sccunties ot the Conipniiy outstanding imined~ntely 
prior tlieieto continutiig to repiesent (either by reinminng outstanding or being converted into voliiig securities ot the surviving or acquiring eiit ity) more 
tliaii si.;tv percent (60%) ot the combined voting powei ol the voting securities 01 tlie Company or such siirvtviiig or acquiring entity outstanding 
~iiiiiiediately d te i  riicli nicrger or consolidation. 01 

__-- 

(d)tlie date, wlieii as a result of a tender ofl’er or escliange offer for the purchase of securities of the Company (other tiinn sucli aii offer by the Conipariy for 
its own securities). or as a result of a prosy contest, iiierger, share excliaiige, coiisolidatioii or sale of assets, or as a result of any combination of tlie 
foregoing. individuals who are Continuing Directors cease for any ieason to constitute at least two-thirds (213) of the meinbers of the Board; or 

(e) 
an agreement lor tlie sale or 

tlie date tlie shareholders of tlie Company approve a plan of coniplete liquidation or winding-up o i  tlie Company oi 

disposition by the Conipny of all or suhstaiitially all ofllie Company’s assets: or 
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( f )  tlic date d a n y  cvcnt which the 13oard delemiincs should conslilute a Change-in-Control 

A Cliange-in-Coiitrol shall not be deemed to have occiirred until a majority of the membeis of the Bonid receive written 
cei-tification fro111 the Coininillee lhal one of the events set forth ill  this Section 2 5 1 has occurred Any detemiination that a11 
event described i n  this Scction 2.5 1 has occurred shall, if inade i i i  good faith on tlic basis of itifonnation available at that time. 
I-x: conclusive and binding on thc Coiiiniiticc. the Company. the Participants and their Beneficiaries for a11 purposes of the Plan 

2 5 2 Dc$tti/ioit .App/icnD/e to C/rciii~e-ii1-Cot7lro/ Ber7~fils Sztbject lo Sectiott 409.~1: Notivithsianding the preceding provisions of 
Section 2 5 1. i n  the event that any Clmiige-in-Control Benefits under llie Plan are dceincd to be defei-red conipeiisntion subject to 
tlie provisions of Sectioii 409h. then distributions ielated to such benefits may be permitted, in the Comiiiittee's discretion, upon 
tlie occurrelice of otic or marc of tlie following events (as they are delined and interpieted under Section 409A): (A) a change i n  
the ownership of the Conipany. (B) a change in elTectivc control o i  tlie Company, or (C) a change in  the ownership of a 
substantial portion of the assets of the Company 

2 6  "C/roit~e-rii-Coiitro/ Berrejitr " shall niean lhe benefits descnbed under Section 6 below provided to 1 emiinaled Participnnts Except as 
+ed , ,  111 anticiontion o i  a Clianec-m-Coiitrol as descnbed 111 Section 5 1 
shall be entitled to rcceivc the Cli~tigc-r~i-Cont~ol Benefits a5 ol the Tcnnmatlon Date notw~thstand~ng the fact that the antlclpotcd Cliaiigc- 
in-Control does not oLcur 

2 7  

2 8  

2 9  

2 I O  

2 1 1  

"Code" shall nicati the Internal Ilevenue Code 01 1986, as amended from tinie lo time 

"Coimti//ee" shall inem (i) the Board or (ii) a coiiiiiiinee or stibconimitkx 0 1  tlie Board appointed by tlie Boaid I'roin aniong its meiiiben 
The Committee shall be the Board's Cominittce on Organization and Compensation until a diffelent Commitlec is appointed On a Change- 
in-Control Date, and during the .36-1noiith period following such Chailge-ill-Conlrol Date, the Conimiltee shall be comprised of such 
persons as appointed by the Board prior to the Cliange-in-Control Date, with any additions or changes to the Committee following such 
Cliaiige-in-ConlroI Date to be made and o r  approved by all Committee nienilxrs tlien in officc 

"Conipnry " shall mean I'rogrcss Energy. Inc . a Norlh Carolina cotporntion. including any successor entity or any silcccssor to the assets 01 
the Company that has assumed the Plan 

"Cotirhirtiirg Direcrom "shall iiieaii the rnembers o i  the Board as oi  the EtTectivc Dale; pi~ovide~( hoiwixr, tlial any person becoming a 
director subsequent to siicb date whose election or nomination ior election \vas siippoited by seventy-five percent (75%) or more of the 
directors who then comprised Continuing Directors shall be considered to be a Continuing Director 
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2 I2 

2 13 

“Lflec/ii:e Dole ”of tlie Plan, as amended and restatcd Iierein, s11a11 niean .lanuary I .  2007 

“GoodRemoti ” sliall nienii tlie occiirieiice o i  any 01 tlie I‘ollowiiig: 

(a) a reductioii i n  tlie I’ai-ticipant’s base solaw witliout the I’articipant’s prior written consent (other tlian any reduction applicable to 
nianagenient cmployces geiierallv): 

(b) a nialerial adverse cliange i n  tlie Participant’s position, duties or responsibilities with respect to his or her einployincnt with the 

Company and/or ai ip Subsidi:iiy without the Participant’s prior written consent; 

( c )  a niateiial reduction i n  tlie Participant’s total incentive conipeiisation opportunity under the Company’s Management Incentive 
Compensation Plan. the I997 Equity Incelitive Plan. the 2002 Equity Iiicenlive Plmi, the Performance Sliare SubPlans, or any 
otlicr incentive compensation plan (based on tlie total incentive coinpensation opporttlnity previously granted to such Participant 
during tlie 12-moiitli period preceding a Cliaiige-in-Coiitrol Date) without the Participant’s prior writ1en consent; 

___ (d) :m actual cliange in tlie Participaiit’r principal work location by more lllan 50 1111les and nioie tlian 50 miles from tlw 
Participant’s principal place of abode as of tlie Oak of such chaiigc in job location without tlie Participanl’s prioi written consent, 

tlie failure 01 die Cornpnny to oblain tlie asstlinpbon 01 11s obligabon under the Plan by any successor to all or substmiizally all 
of tlie assets of the Conip:iny witliin 30 davs alier a Iiiergei, consolldatioli, Tale or T1mIlar trmisaction consbtuting a Cliange-in- 
Conirol, or 

( e )  

(0 a material breacli by tlie Company of any teim or provimn of the Plan wtlioiit tlie Participant’s piior witten coiiT;ent 

2 I 4  “Gross-Up Pmweri/ ” sliall iiieaii a payment deicribed in Section 1 1  below 

2 I5 “Afnr i~~ i~r~rer i /O~r /~ /o j~ee”  sliall itlean a regular full-time eiiiployee o l  die Company or any Sub.;idiary w t l l  tilanagend dtttles nnd 

responsibilities 

2 16 “Pnr/rcrprni/ ” shall incan any Mai,ngenicnt Eiiiployee wlio has been designated to paitlclpale in  the Plan tinder Section 3 below 

2 17 “Plo~i”slial1 nieaii tlie Progress Energy, Inc Mniiageincnt Cliange-in-Coiitrol Plan 

2 18 “Rc/rrermii/” shall mean tlie terminatioii 01 eniploynieiit of a Paiiictpant alter 1ia1‘1ng attained the age ot 65 wit11 five or more years 01 
service, or tlie age of 55 with 15 or niote years 01 ~ervice.  or alier having completed 35 or more years of ~e rv ice  regoidles3 of age 

“Secliotz 409.4 ”shall nieaii Secboii 409A 01 tlie Code, or any stlccessor section tinder tlie Code, :IS amended and as Interpreted by final or 
proposed regulations piomulgated tlieieunder lroiii time to time and by related guidance 

2 19 
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2.20 

2 21 

2 22 

2 23 

“Sepmw!iorz f i m r  Service ”sholl iiiean tlie death, Retireinent or other terminotion of employn~ent wit11 the Co~npnnp as defined [or pu~poses 
of Section 409A 

“S/ ,ec~~e~cl / , i /~/ovee” sholl nieaii a “key employee,” 3s delined 111 Section 41G(i) of tlie Code wilIio111 regard to pmagrapli 5 lliereof or tlie 
50-employee limit on tlic nuiiibcr of olliccrs treated 3s Iw, einplovccs 

“S~rbsidiory”slial1 ineaii 3 corporation of which t l ~ c  Coinpny  directly or indirectly owns niorc than fif?y percent (50tb) of tlic voting stock 
(meaning tlie capital stock of any cI:m or classes Iiaving general voting power under ordinary circumstances, in the absence of 
contingencies. to elect the directors of a corporation) or any otlicr business entity in wliicll the Company directly or indirectly 110s an 
ownership interest of inore tlian 50 percent 

“T~.n,iiiznren’Por/ici/~nrif” shall incan 3 Participant ivliose employment is terminated 3s described in Section 5 below; provided, 11ou~~1~;that 
a Parricipniit wlio is reemployed by tlie Company or m y  Subsidiary witliout 311 intervening break in service shall not be a Terininated 
Participant for purposes of this Plan 

2 24 “l’e/vz1rz~7/ro~i Dnfe” sliall niean tlic date a Terniinaled Participaiit’s eniploqnicnt willi the Company and/or a Subsidiary I S  teiniinated as 
described 111 Scctioii 5 below 

2 25 “Trigger Tnis/”sIiall n lem a trust 3s described ill Section 8 below 

3 0  EL.IGIBILITY AND PAIIl‘IC%’ATION 

3 1  Eligibility, An individtid sIia11 be eligible to participate in the Plan who is a Mnnngenient Einployee i n  one of lhe followiug positions: 

(3) Tier 1 - Chief Executive Oflicer. Chief Operating Officer, President and E x e c ~ t i ~ e  Vice Presidents who are 
inembers of tlie Senior Manapenient Coininitlee o i  the Coiiipany 

(b) Tier I1 - Senior Vice Prcsidcnts who arc members or dle Senior Mnnageincnt Committee ol the Company 

(c) Tic1 I l l  - Vice Presidents, Department I-leads and otlicr sclected M.uiagemcnt Einployccs ol the Company o r  any 
Subsidiary 

3 2  Pnrticipation. The Committee sliall designate each eligible Managcment Employee who i s  a Participaiil i n  the I‘lal~ The Committee 
inoy, in its sole discretion. teiiiiinate !lie pnrticip:ttion of 3 Paiticipant at any tiiiie prior to the date that substantive iiegotintions occur iii 
connection with 3 potential Cli31ige-i1~-Control 

4 1  Rcsponsiltility.The Coininittee shall have the respoiisibility, i n  its sole discretion, to control, operate, nianoge and adininistcr the Plan i n  
accoidancc with its tcriiis 



4 2  Autliority of'tlie Conimittee.~l'lie Coininittee sliall liave the ~iiaxiiiitin~ discretionary authority permitted bv law tlial niay be necessary to 

enable i t  to dischaige its responsibilities with respect to tlie Plan. includiiig but not limited to the following: 

(a )  io detemiine eligibiliiy for participatioii i n  the Plan; 

(c) IO detenninc and estalilisli tlie foriiiula to be used i n  calculaling a Participant's Change-iii-ConlroI Benefits; 

(d)  to correct any defect, supply any oniissio~i, or reconcile any iiiconsisteiicy i n  the Plan in strch iiiaiiiier and LO such e~Tent as i t  
shall deem appropriate in its sole discretion to carry the saiiie into effect; 

(e) to issm adniinistrative giiidelines 3s an aid to administer the Plan aiid inake clianges i n  sc~cl, gtiidelines as i t  f ~ o m  time to tiine 
deenis proper; 

( r) to make rtiles for caiiyiig out aiid adm~iiister~ng tlie Plan and make clianges i n  sncli niles as i t  from time to time deeins proper, 

(E) to ilic extent pciinitted under ilic Plan. grant waiveis o i  Plan terms. conditions. rest1 ictions. and limitations: 

(11) to makc reasonable dctei-n~inntions as to a Participant's eligibility for benefits utider tlie Plan. incliiding determinations as io 

Cause and Good Reason; and 

(i) to take any and a11 oilier actions i t  deeins necessary or advisable for the proper operation or administration of the Plan 

4 3 Action by tlie C:on~~riittee.Tlie Comniittee may act only by a niajoiity of i t s  members Any deteiminotioii o i  the Coniniittee may be 
made. wiilioui a niceling, by u writing or wiitings signed by all of tlie members of llie Committee 111 addition, llie Committee may 
autliorize any one or more oi iis iiieniLxrs to execute and dcliver docunieiits on bellall o i  the Coininittee 

44 1)elcgation of Autliority.Tlic Committee i i i a ~  delegate to one or more of iis rncmbers. or to one or nioir. agenis. sucli adniinistrative 
duties :IS it may deem advisable: proikfcd, hoiiww; that any such delegaliori sliall lx in writing I n  addilion. the Committee. or any pelson 
to wlioin i t  has delegated duties as aforesaid. may employ one or inore persons to render advice with respect to any responsibility the 

Coininittee or such person inay liavc under the Plan The Coiiirnittee inay employ such legal or other counsel, consiiltaiiis and agents 3s i t  
may deem desiiable Lhr tlie adiiiinistratioii o i  the I'laii and may rely upon any opinion or conipi~tatioii received from any such counsel, 
consultant o r  agent Espenses incnried by tlie Coininittee i n  the eiigngement of such couiisel, consultant or agent shall be paid by the 

Company. or the Subsidiary whose employees have benefrted iiuin the Plan. as determined by the Committee 
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4 5  1)eterniinations and Interpretations by the Coniinittee. All determinations and intcrpletatioiis made by the Commitlee shall be 
binding and coiiclusi\te to t l ie  riiaximiini extent permitted by law on a11 Participants and their heirs. successors. and legal representatives 

4 6  Infomiation. I lie Conipaiiy sliall furnish to the Coniinittee i n  writing all inloniintion tlie Committee may deein appropiiote for the 
exercise of its powers and duties i n  tlic administration of the Plan Such inforination may include, but sliall not be limited to, tlie full names 
of all Participants. their carnings and their dates ol  birth. cmployiiieiit, rctircineiit or dcatli Such iniormation shall bc conclusive for a11 

purposes of tlic Plan. arid tlie Conimittce sliall be entitled to rely tliereoil without any investigation thercol 

4 7  Self-hierest. N o  nicinbcr oi the Coininitlee may act. vote or othenvise inlliience n decision of the Committec specificnlly relating to his 
or her beiiefits, iianv. under the Plan 

5 0  1‘ERbIINA’I’ION OF FRIPLOI’RIISNT 

5 1  I el niination 01 Lniploynent. I f  the Coinpany or a Subsidiary employing a Pwticipaiit terminates such Participant’s eniploynient 
without Cause, or 11 a Paiticipant tciiiiiiiates 111s or her eniplowient with the Company or n Snbs~diary for Good Renson, and in  either caw 
such tcniiiiiation 01 eiiiployiiieiit I S  a Separation honi Service that I S  not due to the dcatli or Retirement of the Participant. and such 
terminatioii of cniplosmciit occii is duiing tlic 24-nioiitli pciiod following the CIiailge-i1,-Control Date. or occurs pnor to the Cliangc-in- 
Contiol Date bnt alier stibstaiifivc ncgoiiatmis leading to the Cliaiigc-iiiControI and can be demonstrated to liavc occurred at the request or 
ini l ia i ton 01 part1c5 to tlic Change-in-Control (such date 01 tcrniiiiation of employinen1 rliall be referred to lierein as the “rerinination 
Date“). the 1 criiiiriated Pm-tici pant sIin11 be entitlcd to rcceive the Cliangc-in-Control Benefits in nccordnnce w t l i  Section 6 below 

___ 

6 1  c‘;isIi 1’:iynient~WitIiiii ten days following tlie Termination Date. the Company shall pay to the Terminated Participant. i n  a lump sum. 

nil aiiioiiiit in cash as deterniiiied under a foriiiula established by the Committee (sncli foriiiiila to be establislied by tlie Coninlittee, in  its 
sole discletion. on the date the Committee designates sucli individual as a Participant i n  accordance with Section 3 2 above); providd 
/ ioweiei: Ilia1 siicli Cosli I”o~~ineiit sliall not exceed i n  the aggregate aii amount equal to the sum ol: 

(a )  The Applicable Percentage o l  the Terniiiiated Participant’s annual base salary in effect on the Teriiiination Date; 
plus 

(b) The Applicable Percentage of t l ie greater of (i) the average of the Terminated Participant’s annual incentive bonus 
paid to the Tcniiinated Pai1icipaiit uiidei the Company’s Managenient Incentive Compensation Plan or otliermise 
with respect io the t h e e  coinpleted calendar years iiiimeidately preceding tlie year i l l  which the Teniiination Date 
occiirs: prnr:i~~~~dhoire,er. ihat if the Terminated Participant was not eligible to receive an annual incentive bous with 
respect to each of tlie tliree cnlendnr years iintiiediately preceding the year in whicli the Tennination Date occurs, the 
average sliall be detemiined Ior that pci iod or  calendar years, il any, for which the Tei minated Participant was eleigle 
to receive an aiintinl iricciitix bonus or (ii) [lie Teiiiiiiiated Participanl’s torget aiiiit~al incentive bonus foi the yeor i n  
tvliicli the Tciinination Date occnis 

For this pili pose. tlic “Applicable Pcrcentage“ s l i d  be dctcniiined as lollows: 

Pa rt ic iiiant 

Tier I 
Tier I1 
Tier 111 

Aiiplicablc I’ercentaec 

6 2  .-\nnual C:isli Inctmtive C‘onipcnsation Plans. The Teniiinatcd Participant shall be entitled to receive an amount equal to his or her 
conipeiisution under tlic anitiial cash iiiceiitive coinpensation plmi covering the Terminated Participant based on 100 percent (100%) o l  his 
or her taigei bonus under sucli plan. ivliicli .shall be paid during tlie IO-dav period following the Terniinotioii Date 

6 3  Long Trrni C‘oniprnsation 1’Iiin.Tlic Tcrlilillatcd Participant sliall be entitled to receive any awards which have been earned prior to the 
Tcriiiination llate under the Coinpaw‘s Amended and 12cst:ikd Long Term Compensation Plan. which shall be pnid during the IO-day 
period lbllowiiig the Teriniii:itioii Date 
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liestrictrd Stock Agreciiients. The Tci iiiiiiated Participant sliall become vested as of the Termination Date i n  any restricted sliare 
awards wliicli liavc been granted to l i i i i i  or lier under tlie Coiiipaiiy~s 1997 Equity Incentive Plan, tlie 2002 Equity Incentive Plan or ally 

sticccssor plaiis, and sucli sliarcs sIia11 be delivered to h im o r  lier witliout restriction during the IO-day period fcillowiiig tlie Terniiiiation 
Date 

1’r.rloriii;iiice Shiite Sub-l’lans.‘llie lemiitiatcd Participant sliall become vested as of tlie Teriiiination Ih t e  in any awards ~vliIcli have 
Coiiipaiiy‘s I’erforniaiicc Sliarc SubPlans. Tlie Terminated Participatit sliall be entitled 

Teiiiiiiiatioii Date witliin 
value oillie awards is available to tlie Coinimny 

been granted to sucli Pariicipaiit undei the 
to 

ten days iiollo\viiig the date h a t  the data needed to calculate Ilic 
pawiiciit of any awards wliicli have been granted to hiin or Iicr uiidei sucli plans piior to  the 

Stock Option Agreements. E,scept to tlie extent tliat greater iiglits are provided to the Terminated Participant under tlie temis of a 
Stock Option Agreement between tlic ‘lemiiiiated Participant and tlie Company, the Terminated Participant shall have tlie following rights 
under any S~ocl; Option Agreeiiieii~ following Ilie Tcrminatioii Date: 

(a) Oplioii Assuiiied by Succcsror I1 tlie Stock Option Agreeiiicnt 1139 been assumed by tlie ~ucce:ssor to the Coiiipany on or 
belore tlie CIiaiige-11i-Contro1 Date. any options not pieviously foifeited sliall vest i n  accordance with tlie te ims of the Stock 
Option Agrcciiient and any ve5ted options iiiay be cvercised by tlie Tei minated Pa~.ticipant duniig tlic remaining tern1 of sucli 
options notwitli,taiiding tlie teiiiiiiiation of eiiiployiiieiii bv the I cniiiiiated Participant 
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(b) Option Not Assiinicd by Successor I f  tlie Stock Option Agreeiticnt 113s not bceii assuined by the siiccessor on or before the 
Cliaiigc-in-Coiitrol Date, any outstanding options sliall be fully vested as of tlie Change-iii-Control Date and, in lieit of 
exercise. llie valiie of sucli options sliall be paid to tlie Icrininalcd Paiticipaiil i n  an aniounl equal to tlie escess, if any, of the 
aggregate lair ~ ~ o r l i e t  value as of tlie Cliaiige-in-Control I h l e  of tlie sliares subject to sucli options over the agglegate exercise 
price for such sliarcs Sucli pnyniciit shall be made duiiiig the IO-day period following tlie later of (I) tlic Termination Date. or 
(ii) the Clioiipc-io-Contiol 1htc Notwitlistatiding tlic forcgoing. ii the l e i  iniriatcd Participant was tcriniiiatcd in anticipation 
o i  a Cliaiigc-in-Contiol as dcscribed ii i  Section 5 1 and tlic anticipated Cliange-in-Control does not occur, this Section 6 6(b) 
shall not apply and Ihc terms ol’tlic Stock Option Agreement sll:111 control 

1% pinposes of tliis Section 6 6, tlic successor sliall be dccnied to Iiavc “assoiiicd” :I Stock Option Agreeinelit if the excess of the aggregate 
fair niaiket value of the sliaies subject to tllc options o\w the aggregate cseicisc price ilnlncdiately after the assiirnption is no less than tllc 
excess of the aggrcgate fair market value of tlic shares subject to the options over the aggregate exercise piice iininedintely prior to the 
assumption 

6 7  Other Cowpony Incentive Coinpensation Plans. 1 he Teniiinatcd Participant sliall beconie vested as 01 the Termination Date in any 
awards vvhicli Iiavc bccii giantcd to siicli Paiticipaiit undcr an:, Coinpan) incentive compcnsation p l a t ~  pingrain 01 agreciiients (other than 
those plan, oi agrcenicnts specified iii Scctioii, 6 2. 6 3. 6 4. 6 5 and 6 6 a k n c )  prior to the Terniination Date A Tcrmlnated Participant 
shall be c i i t ih l  to ( I )  payment of any cash a\wrds and (11) dclivciv 01 any iinrcstricted ~hntec (I! such award i s  111 l l~c fonn of rcstrictcd 
stock), which linvc bccn graiitcd to I i i m  or licr iindcr such plaii(s) pnor to tlie I crmination Date during h e  10-day period following tlic 

___- 

Tcrtnmttoli Date 

6 8  Paynient of ~.‘li;inge-in-C‘ontrol Benefits to Seneliciat ies. 111 the event of tlie Participant‘s dcatli. all Cliange-in-Control Benefits tliat 

would have been paid to tlic Participant wider this Section 6 but lor his 01 lier dcatli sliall be paid to tlic Participant’s Beneficiary 

7 1  Nonqu;ilified Deferietl C‘onipens;i tion Plans; I<estora!ioii Itetirenrenf 1 ’ h .  Tlic Temiiinted Participant sliall be entitled to payinent 
of his or licr benefit iii anv iionqualificd dcfcrrcd compensation or restoration pciision plan o l  the Company (including, but not limited to. 
the Maiiagcnicnt Deferrcd Coni pciisation I’lan. tlie Dcfcrred Coiiipcnsation Plan for Key Manageiiient Employees and tlic Restoratioii 
Rctircmcnt Plan) in accordaiicc with tlic tci ins 01 siicl i plan 
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7 2  Suppleniental Senior Esccutivr Retirriiicnt 1’lan.A leriiiiiiated Participant wlio is a nienilxr of the Senior Ma~iageiiie~it Cotnininee 
and wtiuld otlierwise be eligible to participaie in the Coiiipi>,‘s Suppleiiiciiial Senior lisecutive Retireiiicnt Plan but for the applicable 
service requirements sliall ( i )  be dceiiicd to 1i:ive a ii i i i i i i i i i i i i i  0 1  three yeais 01 service on the Senior Manageiiienl Coininittee and as a 
Seiiioi Vice President or  iiiorc senior oiliccr and ( i i )  icceivc a grant o i  additioiial service so that such Teniiiiiated Participant has n 

miiiiinum ol  ten years of service with Uic Coiiipiw lor benefit put poses Such a terininaled I’articiparit sliall be entitled to payment of his or 
lier benefit tinder the Supplemental Senior Esecutivc Ileti1~11le1it I’inii i n  accordance witli tlic terms of siicli plan upon reaching t l~e  earliest 
age for receipt of benefits (including any additional cicdited service dcsciibcd i n  the prcvioirs senteiice) 

7 3  Split-Dollar Life i~tsurance 1’olicics.Following the l‘emiina~ion Dale. the Teriiiin:itcd I’articipant shall be entitled to payment by tlic 
Cornp:iny o l  all preiniums due tnidcr :iny split-dollar life instir:incc arrangen~cnt of the Coiiipany (iiicluding, but not liniited to. the Split 
I)ollar L ife Iiisuraiice Plan. the Executive Estate Conseivation I’lan and tlic Esecutive I’ei inanent L il‘e Insurance Plan)  for any life insurance 
policy undei wliicli tlie Tenninated Participant is the insured tliat conw due during the Applicable Period following the Termination Date 

7.4 Einployc~ \VelF:iIe Bcnefits.The Company or the applicable Subsidiary sliall pay the total cost foi tlie Terniiiiatcd Paiticipant to 
contiiiue coverage atlei tlie Tennination Date in the niedical. dental. vision. and life insuiaiice plans o i  the Coinpany or the applicable 
Subsidiary in wbicli lie or she \vas pai-ticipnting oii the l~ermination lh te  until the earlier 01: 

- - ~ - _ _ _ _ _ _ _ _ _ I _ _ _ _ _ _  ~ 

(n)the end of the Applicable Period followiiig the Teriiiiiiation Dale. 

(b)tlie date, or dates, lie o r  she receives coniparablc covetage and bciielits undc~ tlie plans, piograiiis and/or ;nronge~nents 01 a subsequei~t en~ployei (such 
coverage and benetits to be determined 011 a co-c.crage-b~,-co\,er:t_ee or bcnciil-b),-beneiil lmsis). or 

(c) the Ret~~cmen t  ol  the Terniiriatcd 1’articip;int 

Notwillistaliding tlie foregoing. howevci. the terniinntion of ilic I’atiicipont s1i:iIl constitute n qiialif\,ing event with I-cspect lo the right of tlic 

Termin:itcd Participanl and any covered dcpendcnis to continue primp medic:ll. dcnt:il and vision cover:ige in accordance with COBRA. and 
the continuation period for pinposes of COBRA sliall iun c i i n ~ i i i ~ e n t l ~  with ilic Applicable Period 

7 5Applicable l’eriocl. For puip~ses of Section 7 3 and 7 4. tlic Applicablc Period shall be dctcnniiied as follows: 

Participant 

Applicable Period 

Tier J 
Tier J J  

Tier 111 

36 Months 
24 Moiitlis 

18 Months 



8 1 EstdAishnirnt ol'Trigger Trust.Tlie 13oard imy, iii its sole discretion, establish or c a ~ ~ s e  to be cstablislicd a '1-rigger Trust :is described i i i  Section 8 2 
blow,  the purpose of which is lo provide a Cund foi tlic payment of some or all 01 the Cliangc-iii-Conhol Beiiclits mid other benefits uiidcr Sections 6 and 
7 above to Tcriiiinatcd Paiiicipits following a Cliaiige-in-Coiitrol narc. aiid such other bcnelits as i i iav be dctci~miiicd bv tlic Board froiii tiinc to time 

8 2Trigger Trust Requireinents.1 lie Trigger rriist shall be a trust 

(0)of wliicli the Company is tlic grantor. witliiii tlie iiieanirig of subpail E. pwt 1. subcliaptcr J. cllnptcr 1. siiblitle A oi the Codc: 

(b)nnder wliicli all Participants as 01-the Cliongc-in-Coiitrol Datc an: bcncliciarics: 

( C )  the assets ol wliicli shall be sihject to tlie claiiiis of tlie Conipaiiy's general creditois i n  accordance with Internal Revenue 
Service Rcventie Procedure 92-64: and 

(4 nonc of tlie assets of wliicli siiall be includable in  the incoinc of Particil~aiils solcly 3s a result u i  Scction J09A of the Codc 

9 1  C'1:iiins Procedure. I f  any Participant 01 Beiieiiciniy, or tlicir legal ~cpiesciitative. lias a claim for bc~icfits wliicli is iiot beiiig paid. such 
claimant may f i le a written claini with the Coiniiiittee setting Uortli the aiiiouiit and natitrc of the claini, supporti~ig facts. and thc claiinant's 
address. Writtcii notice of tho dispositioii of a claini by tlic Committee shall be fiirnislied to tlic claimant \vitliin 90 days alter the claim is 
Gled In  the event of special circuiiistaiices, thc Conitiiillcc inn)' estciid the peiiod ibr deterinination for up to an odditional 90 days, i n  
wliicli case it sliall so advise the cloimnnt If the claini is denied, llic reasons lor  tlie denial shall kc specifically set Tortli i n  writing, tlie 
pertiiicnt provisions of the Plan will bc cited. including an csplanatioii of tlic Plaii's claim revicw procedure. and, i f  tlic claim is perrcctiblc, 
an csplaiiation as to how tlic claiiiiant can perfect tlic claiiii sliall be piovided 

9 2  C1:iiiiis Review Procedure.1f a clnimruit wliose c1:iim Ii:is bccil dciticd wishcs liirtlicr considerntioil o i  Iris or licr cI:iiiii. lie or slic may 
reqiiest the Comiiii~tee 10 review his or licr claiiii in  a writleri stateriiciit of the cl:iiiiiant's positioii filed witb Ilic Coinn~ittce no later tlian 60 
days aiier receipt of the writ~cii notification provided for in Section 9 1 above The Conimittec shall fiillv and fairly review tlic inatler and 
shall promptly advise tlie claimant in writiiip, of its decision witliin tlic ncxl 60 days UIIC to special circuiiistanccs. the Coiniiiittee may 
esteiid tlie period for deteriiiiiiation for up to an additional 60 days 

9 3  Rcinibursenimt of Espenses.I[ Ihere is any dispute between the Coiiipany oiid a Participant wilh respect to a claiiii uiider tlie Plan, llie 

Company shall rciniborsc such Participant all ieasoiiablc fccs. costs niid espciises iiicitned by sitcli Participanl with icspect to such disputed 
clnjiii; provided /meeiar,tliat (i) such Pui?icipnnl is the pievailing party with respect to sucli disputed cloini oi (ti) the disputed claim is 
settled. 
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\\’ithIioldiiig Taws. The Company sliall be entitled to witliliold froin any mid dl paynients made to a I’articipant tinder the I’la11 all 
wliicli tlie Coinpony determines are required to be so witlilield koni sucli federal, s131e, local a n d h  other taxes or imposts 

payiiieiits or by reason o i  any otlier paynieiits madc to 01 on bcliali oi tlic Participant o r  lor his o r  her bcncrit liereunder 

No Gniir-antee of Tax ConsequenccsNo person connected with tlic Plan i n  any capacity. includi~ig. but not limited to. the Company 
and any Subsidiary and their directors, oilicers, agents and e~nployees makes any representation. commitment or guarantee that any tax 
treatment. including. but iiot iiiiiitcd to, federal, state and local inconic. estate arid gift tax tre:ihiient. will be applicable witli respect to 
aiiioiiiits deferred urider the Plan, or paid to or titi the benefit o f3  Pa~licipant under the 1’1an. or 11131 sucli tax treatiiient will apply to or be 
available to a Participant on accoiiiit of participation in the I’lan 

ADDITIONAL PAYlLIENTS 

Gross-Up 1’aynient.In tlie event tliat any payment or benefit received or to be received by any Participant pursuant to the terins of the 

-- ____ Plan otlicr tliaii tlie Gross-Up Payment descrlbcd 111 this Section 1 I I (tlic “Plan Pa\inicnts”) oi of any other plan, arrangciiiciit 01 

agrcciiieiit 01 tlie Company or any Subsrdlary (“Otlier Paymciits” atid, togctlier w t h  tlie I’lan Paymciits, the ”Pa\ incnts”) would Ix: 
subject lo llic e ~ c i s e  lax (the “Excise 1-as”) ~niporcd by Section -1999 of tlic Code as dcleiiiiiiicd as piovided below. the Company tlia1l 
pay to such Partrcipanf at tlic t ime specified in Section 1 I 3 below, a11 additional :~mt~nnt  (the “Gross-Up I’ayment“) such t1i:it the net 
amount of sucli Gros.;-Up P:iymeiit ietaiiied by sucli Participant. d i e r  deducttoii of tlie IIxcise 1 :L\ 011 tlie Gross-LJp 1’:iyiiient and any 
federal, state and local income 13s on the Gloss-IJp Paynient, and any inteiest  penalties or additions to tax payable by such Participaiit 
with respect to tlie Gross-Up Payment. shall be equal to the total present valiie (ustng tile applicable fedcia1 late (as dclined $11 Section 
1274(d) of the Code in  such calculatron) of the aiiiotint of tlic e Tax on tlie Paymetits at tlic tiiiie sucli Payments aic to be made 
Notwitlista~iding the foregoing plowsions of t h s  Section 1 1  1. 11 I t  shall be deteriniiied that a Participant 111 fier I1 or 1 l e i  111 15 entltled io  

a Gross-Up Payment, but that tlie Payments would not be wbjecl to tlie Exc~se Tax 11 llie 1’:iylnelits \\‘ere reduced bq an ainoinit tIn1 does 
iiot exceed ten percent (10%) 01 tlie portion of Uie Payinelits Ilia1 would be treated a$ “pa~acliutc payincnts” undei Scct~on 280G 01 tlie 

Code, tlien tlie Plan I’aymeiits sliall be reduced (but not below zeio) to the niawiiii~iii ainouiit that could be yoid to tlie I’aiiicipnnt willlotit 
giving iise to tlic Excise Tax (the “Safe Harbor Cap”). and no Gross-Up Pa~~ineiit shall bc inadc to tlie Participaiit 1 lie ieduction of the 
PIaii Payments liereunder, i f  applicable. siiall be made by ieducing first tlie Cash Pavliicnt tinder Section 6 I .  unless an alteniali\e 
iiiclliod of redtiction I S  elected by the Paitlctpant and agreed to by the Comtnrttee Fat piirpows of redi~cing the Paymciits to tlie Safe 
Ilarbor Cap. only Plan Payoients (and no other Payments) shal l  be reduced I1 tlie reduction ot tlic Plan Pawnerits \\wild not result 111 a 

reduction 01 the Payments to tlie Safe Harbor Cap, no arnoi~ntr payable wider t lus  Plan sIia11 be reduced piirsiiaiit to th is  prov151on 
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1 1  2 1)rfrlmination.I~or purpses  of determining wlictlicr any 01 tlic Paynients w i l l  be subject to tlie Excise Tah and the onioiiots 01 siicli 

tlie total aniount of tlie Paynicnts slioll be tieated as ”pnracliute paynients” wit l i i i i  tlie meaning 01 Section 
280G(b)(2) 01 tlie Code, and a11 “excess parachute psnieiits” within tlie meaning of Section 280G(b)( 1 ) ol  
the Code rliall bc treatcd a5 sthlect to 11ie Evcise 7a\. except to the cxtcnt that. in  tlie opinion 01 
~iidependent counsel selected bv tlie Conipany and reasonably acceptable to such Pa1 ticipant (“liidcpendent 
Coiinncl”). a Payment ( i n  whole oi in part) does not coiistitute a “paiacliute payment” witliiii tlie iiicaiiiiig 01 

Section 2806(11)(2) of tlie Code, or such “ e v x x s  paracliiitc pymente” ( in  wliole or in part) :ire not SUI>JCCI 

to the Excise Tax. 

Excise la*: 

(a) 

(b) tlie aiiiount 01 the Paynieiits tliat sIia11 be treated as sublect to tlie sc 1 ax dial1 be equal to 
tlie lesser of ( I )  tlie total anioiiiit 01 tlie Payments or (e )  tlie aiiioiiiit of “excess parachute payments” wit l i i i i  

the nieaning 01 Section 280G(b)(l) of the Code (after applying Section 1 1  2(a) above), and 

(c) the value of any noncash beneiits or any deferred payment 01 benefit sliall be detcmiined by 
Independent Couiisel 111 accordance witli the principles of Sections 280G(d)(3) and (4) of the Code -- 

For purposes of determining the amoiint of tlic Gross-1Jp Paymeni. sucli Pa  ticipaiit sliall be decmed to pay ledcral iiico~iie taxes ai tlic 
liiglicst marginal rates ol federal iiicoiiie taxation applicable to the ~ndividiials 111 tlic calendar year i n  whrcli tlie GrOSs-Up Payment IS to l i e  

mode niid st:ite :itid local income bxes at tlie lirgliesi niargiiial rates ofiruration applicable to ~ndividuals as ale i n  eEcct in the state and 
locality of such Participant’s resideiice in the calendar year 111 wliicli tlie Gross-l Ip Payment 15 to be made, net of tlie ~iiaxiiiiuiii reduction 111 

federal iticonie taxes that can be obtained liom deduction of such state and local tmes taklng into accoi~iit any 111ii1tat10ii~ applicable to 
~ndividuals subject to fedeial incoiiie tax at tlie higliest niorginal rates 

1 1  3 

1 1 4  

Date of Payliimt of‘ Gross-Up Payaients.Tlie Gloss-Up Payments provided fool i n  Section 11 1 above sliall be paid upon 
tlie earlier oi ( i )  tlie papment io silcli Pal-ticipnnt of any Payment or (ii) tile iniposition upon sucli Participant or payment by sucli Participant 
of any Excise Tax 

Atljusbiient.lf it is established pursiiaiit to a final dcteiiniiiation of a court or an Intenial Revenue Service pioccediiig or tlic opinioii of 
Independent Coiiiiscl 11131 tlie E,xcise Tax is less tlian tlie aniount taken into accoiint under Section 11 I above, such Participant shall repay 
to the Company within 30 days of such Participant’s receipt of notice 01 such final determination or opinion the portion o i  tlie Gross-Up 
Payment attributable to sucli reduction (plus tlie portion of the Gross-Up Payment atirib~table to the Excise Tax and federal, state and local 

income tax imptxed on the Grass-Up Payinetit being iepaid by such Participant if such repaynient results i n  a reduction in Excise Tax 01 a 
federal, state and local income tax deduction) plus any interest received by siicli Participant on tlie amount of such repaynient. 
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If i t  is establislied pursuant to a find detennination of a court oi an Iiiteriial Revcnue Scivice proceeding or the opinion ol indepciident Coiirisel tliat 

tlic Excise ‘lax escecds the anioiint taken into accoiiiit Iiere~iiidcr. (including by ieasoii o i  any payinent tlie existence 01 aiiiount of wliicli 
cannot be deteriiiiiicd at the time o i  tlic Gross-Up Payment). the Compony sliall niake ai1 additional Gross-IJp Payiiient in  respect of sucli 
excess within 30 days of the Coiiipany‘s receipt o i  notice oisuch iinal determination or opinion 

I I  5 

12 0 

12 1 

Further 1nterpret;ition of‘ Section 280G or 4999 of the Code. In tlic cvciit of any cliange in, or iiirthcr interpretation ol. Section 280G or 
4999 o l  thc Code and the rcgtilations pioinulgatcd tliereunder. siicli Participant sliall be ciititled, by written notice to the Compruiv, to 

request an opinion of Iiidependcnt Counscl regarding the application of sticli change to any of tlie foregoing, and tlie Coiiipniiy sliall use its 
best efforts to cause sticli opinion to be rendered as promptly a s  practicable All fees and expenses of Indepcndent Counsel incurrcd i n  
connection with this agreeiiieiit slinll be boriic by the Company 

TERhI O F  PLAN: AhIIJN1)hlENT AND TERMINATION 

Telm of Plan, Aeienclnient, Terniination. The PI311 sliall be effective as o i  the Effective Date and shall reinain i n  efl’ect iintil tlie Board 
terminates the Plnii The Plan inay be teriiiiiiated, suspended or amended by tlie Board at any time with or without prior notice prior to a 
Cliaiige-iii-Coiitlol; proiiidet-l, hoisei~er: that the Plan shall not be teiminated, suspended or amended on a Cliaiige-iii-Control Date or during 
the 3-ycar period lollowing such Cliaiige-in-Coiitiol Date, and 11 the Plan i s  terminated, suspended or aniendcd thercaftcr, sucli action shall 
not adversely affect tlic benetils of any Tcmiinated Participant 

13 0 CORIl’l,lt\NCE \ V I T I I  SECTION 4091-1 

1 3  I Genr.ral.Notwitlistanding any otlicr provision i n  the Plan to the contrary, if and to tlie extent tliat Section 40914 is deemed to apply to tlie 

Plan or any Cliaiipc-in-Coiitrol 13enelit provided tinder the Plan, it is the general intention of the Coiiipaiiy that the Plan :ind a11 sucli 
benefits shall coinply witli Sectioii 409A. related regulations or other guidance, and the Plan a i d  any such Change-in-Contiol Benefit sliall. 
to the extent practicable. be constriied i n  accordance tlieiewitli Withoul i n  any way limiting the elfect of the foregoing, i n  the event illat 
Scctioii 409A. relatcd regiilatioiis or other guidance require that any special teriiis, piovisions or conditions be included i n  the Plan or any 
Cliange-in-Conti 01 13eiiefit. tlieii such tenns, provisions and conditions shall, to the extent practicable, be deeiiied to be made a pari of the 
Plan or Cliaiige-in-Control Benefit, as applicable I; uitlier, in the event that tlie Plan or any Change-in-Control Benefit shall be deemed not 

to comply witli Section 409A or any related regulations or otlier guidance, tlieii neither tlie Coinpany, tlie Coiiimittce nor its o r  their 
designees or agents sliall be liable to any Participant oi other person for actions, decisions or dcteniiinations made in good faith 

13 2 Specilic Ternis Applic:ible to Change-in-Control Benefits Subject to Section 409.4.Without liiniiiiig the effect of Section 13 1 above. 
and notwitlistanding any other provision i n  the Plan to the contrary, the J‘ollo\ving provisions shall, to the extent required under Section 
409A. related regulatioiis or otlier giiidaiice. apply with respect to Cliaiigc-in-Control Benefits deemed to involve the deferral oi 
conipcnsatioii tinder Section 409A: 



Case NO. 2011-12-1 
SfaK-DR-OI-OG9 i att;icluiieiit 
(Progress Eiicrgy) 
Psge 388 ot'JGI 

(a)Distributioiis: Distributioiis may be iiiade with respect to Cliatigc-ii1-Contlol Beiiefits sub.jcct to Section 409A not eailier tlian upon tlie occuiwice of one 
or iiiore o i  tlie followiiig events: (A) Separation fro111 Service: (B) disability; (C) dcatli; (D) a specilied t h e  oi puisuaiit to a fixed schedule: (E,) a cliange 
iii the owtiership or effective control of tlie Coiiipanp. or i n  tlic ownership of a substaiitial portioii of tlie assets 01 tlie Conipany. as defined iii Section 
2 5 2; or (1') tlie occuneiice of an unforeseeable emergency Each of tlie preceding distributioli evetits slid1 be delilied niid intetpisted ii1 accordance with 
Section 409A and related regulations or other guidance 

(b)Specified Employees: With iespect to I'articipants who are Specified Employees. a distributioii of deferred compensation due to Separation from Service 
may not be niade before tlie date 11131 is six iiiontlis after llie Teriiiiriation Date (or, i f  earlier, the date ol death of llie Participant), except as map be 
otlienvise permitted pursuaiit to Section 409A To the extent tliat a Participant is subject lo tlik scctioii and a distribntion is to be paid iii installments. 
tlirougli a11 annuity. or in  sonic other rnaliiier tvliere pnymeiit will be periodic, tlie Participant sliall be paid, duriiip tlie seventh month following the 
Termination Date, tlie aggregate aiiiount of payiiients lie oI she would have ieceived but for tlie application of this section; all remaiiiiiig paymerits sliall be 
iiiade i n  tlieir ordiiiary course 

(c) No Acceleration: Uiiless periiiissible under Section 409A, related regulations or otliei guidance. tlie acceleration of tlie time or 
scliedule for tlie payiiient o l  nny Clinnge-iii-Control Benefit under tlie Plan is prohibited 

14 0 RIISCEILL,ANEOUS 

14 1 Offset. 1 lie Cliaiige-in-Cont~ol Beiicfits ha11 be leduced by any payme~~t  or benefit made or provided by tlie Company or any Subsidiary to 
tlie I'ai ticipant piiistiant to ( I )  any severance plan, piogmiii. policy or aiiangement oi  Ihe I onipaiiy oi any stl'usiciiay ol̂  tlic Company lioi 

otherwise referred to i n  h e  Plan. ( 1 1 )  any eniploynieiit agreement between tlic Company or any Subsidiary and tlie I'nrticipnnt. and (iii) any 

federal, state or local statute. nile, regulation or ordinalice 

. .  

14.2 No Riglit, Title, or Inteitst in Company Asets.Paiticipal1ts sliall Iiave no riglit, title, or interest whatsoever iii or to any assets of tlie 
Compaiiy or m y  investiiieiits wliicli tlie Coinpany niay riiake to aid it in ineeting its obligations under the Plan Nothing contained in tlie 
Plan, and no action ta1;eii pursuant to its provisions, sliall create or be construed to create a trust oi any kind, or a fiduciary relationship 
between the Coiiipaiiy aiid ~ i i y  Parlicipont, Beneficial). legal representative or ariy other persoti To tlie extent tlmt any persoti acquires a 
nglit to receive pavnieiits Iroiii tlie Cornpniiy under tlie Plan, such riglit sliall be iio greater tlion tlie right of nii unsecured geneml creditor of 
tlic Company Subject to Sectioii 8 above. all pasnicnts to be inadc Iiereundei shall be paid fiom the gciieral funds of tlic Company and no 
special or separate h i d  sliall bc cstablislied and no segregation of assets sliall be iiiade to assure payincnt of siicli amounts except as 
expressly set li,rtli i n  tlie Plan 
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14 3 

14 4 

14 5 

14 6 

No Right to C‘ontinud Esipl~~~riient.l‘ l ie Participant’s rights. i iany,  to continue to serve tlie Conipaiw or any Subsidiary as an eriiplosee 
shall not be ciilarged or otlicrrvisc affected by his or lier designation as a I’arlicipnt under the Plan. and the Company or the applicable 
Subsidiary reserves the riglit to teniiiiiate tlie eiiiployincnt of any einployee at any time The adoption of the Plan sliall not be deemed to 
give any employee, 01- cuis other iiidividual anv riglit to be selected as a Participant or to cont in~~ed eniploynient with tlie Conipn~iy 01 any 
Subsidiary 

Other RightsTlie Plan sliall riot all’cct or impair tlic rights oi obligatiolis of the Conipnp.  any Subsidiaiy or a Participant under any othei 
written plan, con~mct. arnngcnient. or pension, profit sharing or other compensation plan 

Governing Law.Tlie Plan shall be governed by and construed in accordance with tlie l aws of tlie State of North Carolina without reference 
to principles of conflict of laws, except as superseded by applicable federal law 

Severability. If any temi or conditioii oftlie Plan sliall be invalid 01 unenforceable to any extent or i n  any application, then the remainder of 
the Plan, with tlie cxceptioii o i  such invalid or unenforceable provision, sIia11 not be affected thereby and shall continue i n  effect and 
application to its l i i l lest  extent 

_______ 
14 7 Incapncity.1f the Comiiiitlec dclcriiiiiics that a I ~ a r t r c i p a i i ~ o ~ a  Beneficiary 1 5  unable to care for 1119 or licr allairs because of Illness or 

accideiit o r  Ixcause lie 01 she 1 5  a iiiiiioi, any benefit due the I’arlrcrpant or Dencliciaiy inay bc paid to the Palticipatit‘s spouse or to any 
othcr person deemed by tlie Committee to have iiiciirrcd expense for such Parbcipant (~ncluding a duly appointed guardian, coinmittee or 
other 1eg:il rcpresentatlve), and any such pnynicnt sliall be a complete d~scliarge of the Company‘s obhgat~on licreutldcr 

14 8 Trans fe rdd i ty  0 1  Riglits.The Conipniiy sliall have tlie unrestricted right to transfer its obligations under tlie Plan with respect to olie or 
more Pai-ticipntits to any person. including. but not liniited to, any piircliaser of a l l  or any part oi the Company’s business No Participant or 
Beneficiary shall liave any right to commute. ciicuniber, transfer or otherwise dispose of or alienate any piesent or liiture right or 
expectancy which tlie l’articipaii: or Beneficiaiy may liavc at any time to receive paytiicnts o i  benefits hereunder. which benefits and the 
right tliereto are expressly declared to be mi-assignable and ~ionttansferable. except to tlie extent required by law Any attenipt to transfer 
or assign a beliefit, or any rights granted licreunder, by a Participant or the spouse of a l’arlicipant shall, i n  the sole discretion of the 
Coiiiinittcc (after consideratioit 01 such facts as i t  d e e m  pertiiiciit). bc grounds for tcrininating any rights of the Participant or Beneficiary 
to any portion oi  tlic Plan benefits not previously paid 

IN WITNESS WI-IFRFOF, this instrurneiit has been executed this 15th day ol‘ December. 2006 

PROGRIZSS E.NE,RGY, M C  

By: /s/ Robert B. McGeliee 

Robert B McGehce 
Chief Executive OIlTccr 
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Exhibit 1Oc( 11) 
PROGRESS ENERGY, INC‘. 

NON-ERIPLOVEE DIRECTOR 
DEFERRED CORIPENSAI’ION PLAN 

Rest:itetl 13ffective Jonuary 1,2007 

1 .  

1 1  WIicrcas,Progrcss E~ic~gy,  l ~ i c  (the “Co~iipanv”) adopted tliis No~i-E~iiplovce Director Ilefcncd Compcnrat~on Plan (the “Ploti-’) as of 

Dcccni bcr 16, 198 1 (tlic “Effcctivc Date”) 

1 2  Wieie:is, ilie Company 113s maintained and operated tlie Plan s~nce the Effective Date pursiiniit to individi~al dcfcrral agrecments w ~ t h  

the Coinpniiy’s Directors 
__ 

1 3  \\’licrc:is, tlic Coiiipany adopted 1111s writkii icstatenicnt of the Plan effective as of lanuary 1. 2007 i i i  order to cIariii/ the rights and 
obligations tinder the Plan of the Company and i t \  Diicciors 

2. PIIRPOSE 

2 1  Purposc.Tlic purpose of tlie Plan is to pelmit tlie Coiiipany’s non-eniploycc Dircctois to dcfcr all or a portion 0 1  tlieir annual rchincrs 
mid iiicciing fccs i n  tlic form o l  Stock Units (as defined below), tlicreby aligning tlic intercsis of Ihc Dircctors with the intcrcsts of llic 
Company‘s sliaiclioldcrs 

22 Ihiitations Distributions required or contcmplnted by this Plan or actions requircd to be taken under this Plan sl~dl not be construed 
as cleating a trust or any kind or a fiduciary ielntionsliip bct\vecn tlie Company and any Director, any Director’s dcsignatcd beneficiary, or 
any other pcrsoii 

2 3  C;odc Section 409A This I’lon is iiiteiided to coinply with tlic rcquiieiiients of Section 409A of the Internal Rcvcnue Code and the 
iegiilations and otlier guidance issued tlicreuiider, as i n  elTcct froin time to time (“Section 409A”) l o  the extent a provision of tlic Plan is 
contrary to or foils to address tlie ieqniremcnts of Section 309A. tlic I’lan sliall be construed and adniiiiistcred as necessary to coliiply with 
such requircnieiits unt i l  this Plnii is approprintcly anicndcd 



Case No. 2011-124 
Sfaff-DR-Ol-OO9 i nttachmcnt 

Page 391 ofJG1 
(Progrcss Enez-gv) 

3. DEFIN IT IONS 

The follo~viiig terms sliall liave the lollowiiig nieanings 111i1ess the contest in which they aic used clearly indicntes tliat sonic otlier nienning is intended: 

3 1  “Account“ means the bolil;eeping ~ C C O I I I I ~  riiointained for cacli Director \vIiicIi shall be credited with all Volrlntary Deferrals elected by 

a Directoi. all Automatic Deicirals and Matclii~ig Contributions made on belialf ofa Director. and all dividend credits with tespect to Stock 
Units in  Ilie Accoiint- and oilier adjustments thereto 

3 2  “Auroiiiatic Del‘ei 1.31’’ nieaiis the portion of a Director’s annual retainer that is automatically deferred under this Plan ptirstiant to Section 
6 1  

3 3  “Rencliciary” iiieans die beneficiar)’ o r  beneficiaries designated by a Diiector pu~suant to Section 1 I 7 lo receive the benefits, if all)‘, 

payable on behali of the Director tinder the Plan after the death of sucli Director, or, when there 113s been no such designotion or an invalid 
designation, tlie individunl or entit\,. or tlic individuals or entities, who will receive such aniount 

34 “Board“ iiieaiis tlic Board of D~rcctors oftlic Company 

3 5  “Chaiigc i n  Control” nienns “Change i n  Control,’‘ as defined in Section 2 5 I ol‘ tlic Progress Energy. Inc Manageoicnt Change in 
Coiitrol 1’l:in (Riiiended and Restated E,lTective ~aIill3Iy 1 ,  2007) 

3 6  “Code” iiieaiis tlie 1ntern:il Reveiiuc Code 01 1986, as anieiidcd 

3 7  “Comniittee” iiieaiis the 13oaid’s Coiiiniittce on Corporate Governance 

3 8  “Conillloll Stock“ lllcalls tl1e Colllllloll stock of ll lC conipany 

3 9  “Companv” iiicans Progress Energy. Inc , a North Carolina coiporation, includ~ng any successor entity 

3 10 “Co~~ipcnsation” ~iicaiis a Diiector‘s aiiiiual retainer fees, meeting fees and coinmittee fees otlicr\vise payable to s r d ~  Dilector during 

his or her ciirrent term as :i Ilircctor 

3 1 1  “Co~i~inuing Ilirectors” iiieaii tlic nienibers of the Board as of January I ,  2007; provided. however. that any person becoining a 
Director subseqtieiit to such date \vIiosc election or noniination for eleciion was supported by 75 percent 01 niole of the Directors who then 
coiiipiised tlie Continuing Ilirectors sIia11 be coiisideied to be a Continuing Director 



3 I2 

3 1 3  

3 14 

3 15 

3 16 

“Deferral Election” iiieaiis an aiiiiiial incvocable election. inode i n  accordaiice with Sectioii 6 i n  sttc11 form (electroiiic or otlienvise) US 

appioved a i d  provided by the Coiiiiiiittee. to dcfcr the receipt of a designated aniouiit of Compenslltioii 

“Defcrrals“ iiieaii Autoinntic 1)cfcrraIs and Vo1unl:tiy Deferrals 

“Dircctoi“ tiieaiis any person (otlicr tlian a pcrson who is aii empiowe of the Cornpany) who has been elected to scivc as a nieinber of 
the 13oard mid a i q ’  former iiiember oi  tlie Board for wliom 311 Account is maintained under this Plan 

”Effective Dale“ iiieans Jaiiuaiy 1. 2007 

”Fair Markct Vnlue” iiicaiis tlic :ivcrage of tlic liigliest and lowest selling prices of Coinmon Stock 011 the date a Director’s Account is 
ciedited (01 on the I ~ S I  piecedirig tinding date if  Comiiioii Stock is not traded on such date) if Conimo~i Stock is readily tradable on a 
national securities excliaiige or otliei maiket system If tlie Coinmon Stock is not readily tradable on a national securities exchange or other 
inar1;et system. nii aiiiount deteriiiiiied i n  good Faith by tlie Bonid as tlie fair niar1;et value of Corninon Stock on the dale of detemiiiiatioii 

3 17 “Matching Conti ibutioiis” iiicaii discietionaiy amounts tlic Company niay from tiiiic to t i n ~  contribiite to Directors’ Accounts based 
011 t l l C  Compan\.’5 achle\ cmelll ofcorpolatc lllccnllve goal5 

3 18 “Plan” iiicaiis Illis Propress 13ncrpv. Inc Non-Employee Director Dcfcrred Compensation Plan, as amended from lime lo time 

3 19 “Plan Year” iiieaiis 111e calendar year e n d i i i ~  011 each Deceniber 31 

3 20 “S1ock LJiiits’. iiieaii iiivestiiicnt units, each of which is deemed to be equivaleiit to one share of Common Stock 

3 21 “Volu~itary D c ~ ~ I T ~ ~ s ”  iiieaii tlic Coiiipeiisation tliat a Diiector elects to defer under this 1)lnii pursuant to Section 6 2 

4 1  Itcsponsibility 1-lie Coinlnittec shall liavc tlic rcsponsibility. i n  its sole discretion, to control, operate, maiiagc and adininister the Plan 
iii accordance with its twins 
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4 2 Authority of thr C'oiii~iiittee 1 lie Coiiiniittce sIia11 Iiave all !lie discre~ionary authority tliat may be necessary or lielpful to enable i t  to 
discharge its respoiisibilities \villi ~cspect to tlic Plan. including but not limited to the following: 

(a) to coirect a i y  dclecL suppl) any omission. and reconcile any  inco~isistciicy i n  tlic Plan iii  siich iiiaiiiier and to sl~cli  extent as it sliall 
dccni appropriate i i i  its solc discretion to caiiv h e  sanic into cll'ect: 

(b) to issue adiiiinistmti\e piidclines as  an aid to administer tlie Plan and make clianges i n  such guidelines as it Croin time to time deenis 
pmper. 

(c) t o  nial;e rules fnr  canyiiig out and adininistering tlie Plan and niake clia~igcs i n  such rules as it froiii time to tinie deems p r o p e ~  

(d) to !lie exlent pennitted utider tlie Plan, grant waivers of Plan lernis, conditions, restiictioiis and limitations; and 

(e) to take any and a11 otlier actions I! decins neces%m' 01 advisable 101 !lie pioper operation 01 adn~ t~ i i s t r a t~o~ i  ot !lie Plan 

4 3  Action by tlie C'omiiiittee Tlic Coiniii~tlec ma\' act onlv by a iiiajonty oC 11s nicnibeis Subjcct to applicnble law. anv determination of 
the Coniniitfc~ niay be niadc. witliout 3 iiiceting. b~ a writing 01 rvritings signed by nil o! the niemtxrs of tlic Comriirltcc In addition, !he 

Comm~ttee may a11111or1~c any one or more 01 11s n ~ e n i l ~ e r ~  to e\cci~te and deliver doc~~mcnl s  on belialf ot the Coinniit~ee 

4 4  Delegation of Autholily Sul$xt to applicable law. tlie Coniniittee inay delegate lo one or niore of its members, or lo one or more 
agents, sucli duties, respoiisibilit\~ and autlioritv with respect to this Plaii as it may deem advisable I n  addition, the Committee, or any 
person to wlioiii i t  113s delegated duties. iesponsibilily and ai1111oritv as aforesaid may employ one or niore persons to iender advice with 
respect to any iespoiisibility !lie Coiiiiiiittec or siicli pcrson niay liave undei tlie Plan Tlic Coniriiitlee niay employ such legal or otlier 
coiinscl. consultants and agents OS i t  iiiay deciii desirable fix thc adniinistralion oi the Plan and may rely upon any opinion or conipiitolion 
ceceivcd f~oni any  such counsel. consullaiit 01 agent IJxpciises incurred by !lie Comniiltce in the engagcmenl oi s11cli counscl~ coiisiillnnl or 
agent sliall be paid by the Coiiipanv or the Subsidion, \\~liose einployces liave beiietitcd from the Plan, as determined by !lie Corninittee 

4 5  Detei ~ninations ontl Intrrpretations by the C'oiiiniittee All dctenninations and interpIetations made by the Coniniiticc sliall be 
binding and coiicl~isi.rc 011 a11 Ilireclors and tlieit lieits. st~cccsso~s. and legal repicsenlatives 



5 1  Eligiliility and 1’articipation.All Diiwtors ore nutoiiiatically eligible and sliall participate iii tlie I’lan 

6 DEFERRALS 

6 1  ?-\utom;itic I)eferl-;ils A ~iortion oi  e:icli Director’s aiiiiiinl retainer. i n  an amoiint established from linic to t i m e  by the Board, shall 
:iutomatically be deferred under this Plan. \vliicIi :iinoirnt lbr purposes of the Plali sl1:ill be referred to as ai L’hutonratic Deferral ” Unless 
and iiiitil changed by tlie I3oard, the annual :iniount o i  tlie Autoinntic L>efeital shall be % I  5.000 

6 2  Voluntary Deferrals I n  addition to Automatic Deferrals. a LXrector may elect to defer all o i  any poi~ion, expressed as a wliole 
percentage, of liis o r  her reniaining Coinpelisation by filing [lie appropriate Deferial Election with tlie Cominittce’s designee Defei rals 
inider this Section 6 2 shall be known as “Voluntary Del‘eirals ” 

an individual who wa\ a Dircctoi ini inediatcly befixe xicli clcctioii or noniination) \liall have tlie light at any t ime before the end of tlie 
thirty (30) day peiiod ~rnnicd ia te l~  follo\\ing tlic cll‘ectivc date 01 1115 oi llci clcct~on as a Driecto~ to elect to dcl‘ei the payment of all or any 
portion ol his or lier fiifriie Compensabon iw liling the :ippropriate Deferral Electton with tlic Coniniittce’s designee 

6 4  Annual Deferral Elections Before tlie beginning oi  each calendar year. a Director shall have llie riglit to elect 10 defer tlie payinent o l  
his or lier Compensation wliicli is atlributable to services rendeied as a Director during such calendar year by liling the appi-opriate Deferral 
E.lection with tlie Coiiiiiiittee’s designee Any Deferral I!,lection wliicli is made and \vhicli is not revoked before tlie beginning of such 
calendar year sholl becotiic irievocable on tlie lirst d:iy 01 siicli calcndar yeai and shall reniain irrevocable tliroiigli the end o i  such calendar 
year 

6 5  Autosintic Renewol of I~cfw,.::l I’,lections I i  a Director niakes a L)eielral Election under eitlier Section 6 3 01 Section 6 4 for any 
calendar year and does riot revoke such Delen:~I  Electtoti befoie the beginning of any subsequent calendar year. such l>cfcrml Election 
sliall reinain iii effect for each such sitbscquent caleiidai w a r  and sliall be ii revocable tlirough the end of each sobsequent calendar year 
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6 6  Account CIedits The Coinpensation wliicli a Iliicctor dereis nndei this Section shall be credited to his or l o  liei Acconnt elTectivc as 

of the business day on which such Coinpeiiwtioii would othcrrvise have been paid to the Director 

7. MATCI I IN G CONTRl BU T I ONS 

7 1  The Company may ironi time to time i n  its sole discre~ioii make Matching Contribufions to Directors’ Accoiiiits which slinll be 
converted to Stock Units :IS specified in Section 8 

8. STOCK UNITS 

8 1  C‘onveision of DeferIals and hkitcliing C:ontributions to Stock Units.All Defcirds and Matcliiiig Contiibutions shall be converled lo 

Stock Units on the day such l>cfcrruls and Matching Contributions are credited to a Dircclor’s Account 1 he nuiiibcr o l  Stock Units to be 
credited shall be determined by dividing the dollai \ d u e  oi the Dcferrals and Matching Contributions credited to a Director’s Account by 
the Fair Market Value of one share oi Coriiiiion Stock as o l  the date on which the DeTerrals and Matching Contributions are converted to 
Stock Units. 

8 2  Conveision of Divitlenct Equivalents to Stock Units Uiicctois’ Acconnts \vi11 be credited wi th  addilionnl Inl ly  vestcd Stock Units  as 

of tlie payment date of any dividends declared on the Cornmon Stock 1 he number 01 addit~onal Stock Units crcdited to an Accotlnt shall be 
detemiined by dividing ( I )  the product oi tlie per-share cash dividend amount (or tlie value 01 any 11011-cash drvldcnd) tlnics the number of 
Stock Uiiits credited to the Account a5 01 tlie record dnte for such dividend. bv ( 1 1 )  the Fair Marlet Valne 01 one sliare 01 Coiiimon Stock as 
01 the dividend paynient date 

No Other Inveshiimt illleinatives Nothing contained i n  this Plan shall be construcd to g ~ v e  any Dircclor any power 01 control to 
make investment decisions w i t h  iespecl lo Defeiinls or Matchiiig Contributioii~ other than the con\ ei~ioii to Stock Units a5 provided in  thls 
Section 8 Nothing contained i n  tlie Plan shall be constrned to requite the Coinpony oi the Cominlttee to fund any Director’s Account 

8 3  

9. DISTRIBUTIONS 

9 1  Vesting. A Dircctoi shall be fdlv vested at all timcs i n  tlic Stock Uiiils cicditcd to his  or her Accottnt 



9 2  Tinting and Fotiii of DistIiliutions 
(a) Election Reeardine Distributions Ilirectors iiiust niake or Ilave i n  effect ail electioii for cacli I'lan Year regarding tlie tinling of 

distributioiis to be made under tlie Pliui as set foil11 in Section 9 2(b) below (a "Distribution Election-') 1 lie Distribution Election 
shall lime been or sliall be made pursuait to a "Metliod ol Payinent Agicciiicnt" or otherwise: pirsuaiit to a Ilircctor's Dclerral 
I~lection 

A Director iiiay only have one Distribiition Election in effect \villi respect to Delbrrals and Matching Contril~iitions made prior to 

January 1 ~ 2005 (the "409A Giniidfatltered Aiiiounts") A Director may change his or her Distributioii Election n6lli respect to 
409A Graiidfa~liered Aiiiounts by coniplctiiig and signing a i i e ~  Method of Paytiient Agreenictit provided by the Conipaiiy; 
provided. liouvever, that any sucli iiew Method of Payment Agreement sliall 1101 be effective for a peiiod of s i s  (6) nionllis from the 
day it is del ivei~d to the Conipany. 

With respect to Deferrals and Matching Coiitributioi~s iiiade after Januaiy I ,  2005. a Director iiiiirt inale or Iiave i n  elTect a Defetial 
Election with respect to mi upcoining Pimi Year 110 later tlian December 11 of the pieced~ng Plnii Y e a ,  wli~cli Dclciral Llectioii 
shall be irrevocablc for such Plan Ycai A Director may cliange 111s or her Distribut~on Elcct~on 111 cllcct To1 a ~ubscqucnt Plan Yeai 
by delivciiiig a iicw Method of Payiiicnt Agiccmcnt to tlic Coriipany oti or belore Dcccmbcr 31 of the picccdiiig Plaii Ycai A 
Defeend Election wi l l  rcniaiii i i i  cil'ect lor futuie Plan Year5 cciilcsr and rrritrl changed by flie Director's ltrriely dcliven, 01 a new 
Method of Payiiient Agreement w i t h  respect to a11 upcom~ng I'lan Year A Director may no! amend o r  change :I Il~stribut~on 
Election with respect to any prior Plan Year Notwitlistn~id~ng the foregoing. a Director may inalc a oiie-tiiiie change to 111s or lie] 

Disiributioii Electioii with respect to a11 Plan Years. ~ncluding the 2007 Plan Ycai, oil or befo~e December 31,  2007. slfb~ect lo tlic 
tran~itioti relielriiles tinder Code Section 409A and tlie iegiilations ~Iieieiiiidei 

(b) Titiiinq of Distributions. A director's Distribti1ion Election shall specify ~l ie t l ier  tlic Direcror sliall I-eceive dislnbutions ( i )  in 3 single 
Iuiiip sum payinent i n  cash as soon as practicable following the lirst business day o l  tlie caleiidai yeai fdlowing the year i i i  wliicli 
tlie Director's service as a niember of the Board terniinates for any reason or (ii) i n  a series o l  aniiual installnieiits (not to esceed 10) 
comniencing as soon as practicable following tlie first busiiiess day oi  the culeiidar year lbllowiiig the yea] i n  wliicli the Directoi's 
service as a member of the Boaid terminates for anv  icasoii I f  the Diiector has elected to rcccivc iti~tallnient paviiie~its. the aiiiount 
of each installment sliall be determined by dividing the number of Stock Units credited to tlic Ilirector's Account on tlic first 
business day preceding the date of payment by llic nuiiibcr of iristalliiients reiiiaining to be paid. and Ilicii converting the riuiiiber o i  
Stock Units deterniiiicd thereby into a cash payment as provided i i i  Section 9 2(c) below 



(c) Form 01 Distributions All distributions nndei this Plan shall be i n  cash I’rioi to any distribution. Stock Units shall be converted into the 

right to receive a cash payment eqiial to tlic ~iuiiiber of Stock Units being distributed multiplied by the Fail Market Value o f a  sliare 
of Comnion Stock oii tlie date of distribution 

(d) Not~vithstanding anything i n  this Plan to the contrary (and regardless 01 any distribiitioii eleclioii i i i  tlie Dircctor‘s Deferral 
Agreement Method of Payment Agreement or Deferral E,lectioii). tlie value of the Director’s entii-e Account shall be distributed in a 

single Iuiiip slim to the Directoi’s Beneficiary as soon as admiiiistratively feasible after the Dircctor‘s death 

9 1  Unforeseeable Emergency I’aj?ii‘”~ts.In the event a Director iiici~rs o liiiaiicial haidship as 3 rcsiilt 01 an “iroli>iesecable eiiieigeiicy” 
(as socli tenii is defined below), the Diiector may apply to the Commitlee for the dist~ibution 01 a11 oi a poitioii 01 the Directoi‘s Accouiit 
The applicntioii shall provide such infoiiiiation and be i i i  sucli form as the Coiiimittec sliall icqiiire Tlie Coininittee. in  the e\;eicise of its 
sole and absolute discretion, may approve or deny the request i n  wliole or i n  part The term “unloieseeable emergency” sliall iiienii a s e ~ e r e  
liiiniicinl hmdship to the Director iesulfing from aii illness or accident of the Directoi, the Directoi-s spouse, or a dependent (as defined i n  

Section 152(a) of [lie Code) of the Director, loss of ilie Dircctor‘s piopcrty due to casualty. or otlicr ciiiiilai cutraordiiiary and unforcwcable 
circumstances arising as a result o i  events beyond tlie control 01 the Director I n  no event iiiay tlie amounts distnbutcd witli iespect to a11 

unforeseeable emergency exceed Uic aiiiounts rneccss3iy to satinty SLIC~I cmeigcncy pius aiiioiuits necessary 
anticipated as a result of flie distribiitioii, alter tahng intn account tlie cuteiit to which such Iinrdshp is or map be relieved throirgli 
ieiiiiburseiiieiit, caiiccllation of Deferrals lor tlie reiiiaindcr of the PI:in Year, or compeiisatron by iiisiirntice or otli 

tlie Director’s assets (to %lie extent tlie Iiquida<ion of such assets would not iisell cause severe liiroircral Iiarddiip) I1 a Director receives a 
distiibutioii ofall or a poilion of the Director’s Account pursiiaiil to tliis Section 9 3, any Deferral Eleclloii i n  ellect for the Director sIia11 be 
cancelled, and tlie Directoi shall make no ndditionai Voluntaiy Deferials for tlie reniainder 01 the cuiieiit Plan Ycai I lie Directoi 1 1 1 3 ~  

iiialw Voluntaiy Defermls wit l i  respect to lutuie Plan Years by deliveiiiig a new Deferral Eleciion i i i  accordance \vitli Sectioii 6 -I 
Notwrthstniiding any piuvision iii {lie Plan to the contimy, any puyirient iiiode piirsuaiit to th is Section 9 3 slioll coniplv wi th  Section 
409A(n)(2)(A)(vi) 01 the Code and tlie regulations (or siinilar guidance) promulgated thereundei (or undei a i i ~  succewx  piovision.i) 



10. 

11. 

rICIZR1 OF PLAN; ARiIiNDRlENI' A N D  I ERRIINATION 

10 1 Tetni. llie Plaii shall be eKective as 01 the EKective Date The Flail sliall reiiiaiii in  effect unt i l  the Boaid tei~iiiiiates llie Plan 

1 0 2  'rei miniition or A~nentlinent of Plan The Board may amend. suspend or terminate tlie Plan at any time with oi witliout prior iioticc: 
provided, Iiowever, tliat no action authorized by this Section 10 2 sliall reduce the balance or adversely afkct the Account of a Director 

MISCELLANEOUS 

1 1  1 Adjushilents I f  llieie shall be any cliaiige i i i  Coiiiiiion Stock though merger, consolidation, reorganization: recapitalization. stock 
dividend. stock split reverse stock split, split up, spin-olt combination of shares, exchange of shares, dividend i n  kind or other like cliaiige 
i n  capital structure or distribution (otliei than normal cash dividends) to holders of Common Stock. the iiuiiiber of Stock Units and the 
Director's Account slioll be adjusted to equitably reflect such change or distiibution 

11 2 Gover riing Lari The Plan aiid all actions taken in connection herewith shall be governed by and constnied in  accoidaiice ~ i t h  the 
laws 01 the State oi  North Caioliiia widrout reference to prrriciples ol'conflict of Iaiv~. except as superscded by applicable ledeial law 

11 3 No Itiglit Title or Interest in Company Assets Directors shall have no right, title, or interest whatsoever i n  or to any investments 
rvliicli tlie Conipaiiy iiiay make to nid i t  iii nicetiiig iis obligations under the I'lan Nothing containcd i n  the Plan, and 110 action taken 
pursuant to its provisions, shall create or be construed to create a trust of any kind, or a fiduciary relationship between the Compaiiy aiid 
any Director, beneficiary, legal representative or any other person. To the ex~eiit that any person acquiies a riglit to receive payiiieiits irom 
tlie Co~iipaiy wider ilre Plan, siicli iiglit sliall be no greater than the riglit of an tinsecttied general creditor ofthe Coiiipaiiy All payiiients to 

be niade liereunder sliall be paid from the general l't~nds of the Conipaiiy and, except as provided i n  Section 11  10 below. no special or 

separate fiiiid shall be establislied aiid no segregation of assets shall be made to assure payiiient o i  such miouiits 



Case No. 2011-124 
Stafl-Dit-01 -OW! i atticliiiient 
(Progress E,nergy) 
Pege 399 oF4G.i 

1 1  4 No IUght to Continued Srrvice. The Diiector‘s rights. i f  any, to continue to serve tlie Company as a rrmiiber of the Bond sliall not 

be enlarged or otherwise affected by his or lier participation iii the Plan 

11.5 Other Rights The Plan sliall not affect 01 impair tlie rights or obligations of the Coiiipany or a Lhcctor under any otlicr written plan. 
contract. arrangenient or pciision. profit sharing or other coiiipensation plan 

11 6 Scver:ibility If any tcmi or condition of the Plan sliall be invalid or unenforccablc to any extent or i n  any application, then the 

remainder of the Plan. wit11 tlie esception of such invalid or unenforceable provision, slinll not be affected tliei-cby and sIia11 continue in 
effect and application to its fiillest e?cteiit If. liowever. the Coinniittee deteimines in  its sole discletion that any term or condition of tlie Plan 
uvliicli is invalid 01 iinenforceable is inaterial to the interests of tlie Company, tlie Coiiimittee may declare tlie P13n null and void i n  its 
entirety 

1 1  I Beneliciiry Designation. Every Director may file w i t h  the Company a designation i n  such form (electronic or otlierwise) as approved 
and piovided by tlie Coiiipany ot one or more person5 as tlie Beneficiary wlio sliall be entitled to receive the benefits, IIany, payable under 
the Plan aftcr tlic Director’s deatli A Director may from time to time rcvokc or change such Beneficiary deslgiiatioii w~thout tlic consent of 
any prior Beneficiary by filing a new designation with tlic Company l l ic  la71 such dcslgnatlon rccclvcd by tlie Coiiipany shall be 
controlling. provided, howevei, that no designation. or cliaiige or revocation tliercol. sliall be effective unless received by the Cornpony 
prior to tlie Dircctor’s death, and III no evcnf sliall rl IN: efl’cciive a s  of any date prior to such receipt All cfeclslons of the Cominitiee 
conccriiing the clfectivencss 01 any Beneficiary designation and tlie identity of any Beneficiary shall I-x: final If 3 Beneficiary shall dle after 
the death 01 tlie Director and piior to rcceiv~iig the payiiieiit(s) ti131 would have been made to s~ic11 l3eneficiary had such Beneficiary’s death 
not occuired, tlien for the purposes of the Plan the payment(s) that would have been ieceived by such 13encficiary shall be inade to tlie 

Beiieficiary’s estate 

11 8 T1.:inslerability of Rights. No Directoi or spiise of a Director sliall Iiave any riglit to encumber. transfer or ollienvise dispose of or 
alienate any present or future right or expectancy wliicli the Director or sucli spouse niay have at any time to receive puyiiients of benefits 
liereunder. which benefits and tlie riglit tliereto are expi essly declared to be nonassignable and nontransfeinble, except to tlie extent requiied 
by law Any aticnipt to transfer or assign a benelit, or any nglits planted heicundcr, by a Director or the spouse of a Director shall be null 
and void and \vitliout cfiect 
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1 1  9 Entire Docunieiit Tlie Plan. as set Iortli lieieiii. supersedes any and a11 prior practices, understandings, agreements. descriptions or 
other noli-written urraiigemeiits with respect to tlie subjcct niatter Iiereof 

1 1  10 Change in Control. In tlie case ol a Cliaiigc in  Control, tlie Company. subject to tlie restrictions iii this Section 11 10 and i n  Section 1 I 3. 
sliall incvocably set aside fiiiids i n  one or more grantor ti-tists i n  an amount that is suflicient to pay eacli Director the value o l t l ~ c  Director’s 
Account as o l  Ilie datc on which tlie Cliatige i n  Coilti-01 ~ C C I I I S ;  piovided. however, that the Company sliall establish no such triist if the 
assets thcrcol are includable i n  rlic income of Directors thereby piirsiimit to Section 409A(b) The obligations and responsibilities of the 
Coiiip:iny under this Plan shall be nssiimed by any successor or acquiring corporation, and all of the rights, privileges and benefits of the 
Directors lieretitidei slid1 continue Ibllowing tlie Change in Control 

IN WITNESS WIIEREOF, this Itistiiiinciit tias been executed this 13th dsy ot December. 2006 

PROGRESS ENERGY. INC 

By: id lbbert B. McGchec 
Itobert I3 McGchec 
Chief E,xccutive OCficcr 
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Exhibit 1Oc( 12) 
Anientletl ontl liestated 
Progress Enei gs, Inr. 

Restoi ation Retirenient PInn 

Carolina Power & L.ig1it Company establislied the Carolina Power & I. iglit Coiiipany Restontion Rctircincnt Plan (tlie “Plan”), effective as of 
Januaiy I .  1998 (“IllTective Date”). which was subseqiiently ainended and restated as of January 1. 1999, .January 1, 2000, July 10: 2002 and January 1: 2005 
Tlie Sponsor liereby aiiieiids and restates the Plan eflective 3s of Jaiiuaiy 1. 2007 The ternis of tlie amended and restated Plan sliall govern the payment of any 
benefits comniencing a i k i  Jannaiy 1. 2007 

ARVICLE I 

PURPOSE 

The purpose of the Plan is to provide a iiieais by which cerlain einployccs may be provided benefits wliicli otlierwise ivorrld be provided under Uie 

Rctirciiieiit PIm, i n  the absence 01 certain re.jtrichons impo\ed by npplicable law on beiielits tvliicli nixy be provided under tlie Retirenient Plan The Plan IS  

Plan benefits sliall be adininirteied it1 accoidance with Section J09A, rel:~ted regulations and otlier guidaiice (“Section 409A”), notwitlistanding any 
piovisions 01 tlie Plan to tlie contraiy 7 he Plan also I S  intended to constitute an unfunded ietireiiieiit plan for a select group 01 nianagement or li~glily 
compenrated employees within the nieaning of Title I o! the Eniployee Retirement Income Security Act 01 1974. as aiiiended 

~ - .  o 1 LOUe A C C . ~  . i l l 1  

ARTICLE I I  

DEFINITIONS 

Capitalized terms which arc not defincd lierein shall lime the meaning ascribed to Ihein i n  the Retiremcnl Plan 

2 1 “Actuarial Value” sliall mean 311 equivaleiit luriip sum value as of tlle Benefit Comnicnceinent Date using the average 30-year Treasuiy 
Rate ior the iiiontli o i  Augiist ininiediately preceding the calendar year the determillation is made and the GAR 94 mortality table (50% male, 50% female). 

2 2 “Affiliated Coiiipany” shall nieaii any corporation or otlier eiitity h a t  is required to be aggregated with the Slmiisor pursuant to Sections 
414(b), (c). (ni). or ( 0 )  of the Code, biit only to tlie exaxit so required 

2 3 “Benefit Comniciicemenl Date” sliall niean the first day of the month iolloiving the Terniinotion 01 the Participant Notwitlistanding the 
loregoing. payments with respect to a Participant who is n Kev Eniplowe sliall not begin earlier tliaii the date that is six iiiontlis after tlic date of- Teriniiiation 
of tlie Participant (or. i f  earlier. tlic date of denth) 
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2 4 “Board“ sliall iiie:iii the Boaid of Directors of tlie Sponsor 

2 5 ”Cliaiige i l l  Coiitiol” slid1 occur on tlie earliest of tlie iollowing dates. 

(a) tlie date any person oIgioup of persons (witliiii tlic nieaiiing oi Section 13(d) or I.l(d) of the Securities Exclioligc Act 
of 1934). cscluding cniployee bencfit plans of tlie Sponsor, bccomcs, directly or indircctly, tlic “bciieficial owner’’ (as defiiicd in Rule 13d-3 
proiiiiilgatcd under tlic Sccurities Act of 19.34) olsccurities oftlie Sponsor representing twenty-five percent (25%) or more of tlic coinbincd voting 
power o i  tlic Spoiisoi’s tlicii outstanding securities (excluding tlie acqnisition of securitics of the Sponsoi by an entity at lcasi eighty percent (8036) 
of tlic outstanding voting sccnritics of \vliicli are, directly or indirectly, beneficially owned by tlic Sponsor), or 

(b) tlie date oiconsuinniatioii of a tender oll’ei. for tlie ownership of iiiore tlian fifty percent (5036) o i  tlie Spoilsot’s then 
outstanding VOtiiig securities: oi 

( c )  tlie date of coi i~u~ii inat~on oca merger, sliare exchange oi coiisolidalioii of tlie Sponsor with any other corporation or 
entity regardless of wliicli entity i s  the survivor, otlier than a inergcr. share excliange oi consolidation wlncli would result in  tlie voting securities of 
tlie Sponsor out~tanding Iinniediately prior tliereto continuing to rcprescnt (eitliei by reniniiuiig outstanding or being convertcd into voting 
securiticu of tlic siiiviviiig oi acquirnig entity) iiiore than slxty percciit (60%) of tlic conibincd voting power of tlic voting sccuntlcs of tlic Sponsor 
o r  such surviving or acquiiiiig entitv outstanding immediately aftcr sucli merger or consolidahon, 01 

(d) tlic date, wlieii as a resiilt of 3 tender ofl‘cr or exchange oEer for tlie purchase of securities of tlie Sponsor (other than 
such aii o h  by tlie Sponsor f‘oi- its own securities), or as a result of a p r o q  contest. merger, share escl~ange, consolidation or sale ofassets. or as a 

result oi any coiiibinatioii of tlie foregoing, individuals wlio are Coiitinuing Directors cease for any reason to constitute at least two-thirds (213) of 
tlie iiienibers of tlie Board: or 

( e )  the date tlie shareholders o i  the Sponsoi approve a plan oicoiiiplete liquidation or winding-op oitlie Sponsor or an 
agicciiicnt ior the sale or disposition by tlie Sponsor of all or substantially a11 oil l ie Sponsor’s assets; or 

( f )  tlie date of any event whicli tlie Board deteriiiines should constitute a Cliangc ii i  Control 

A Cliange in Control shall not bc dceiiicd to Iiave occurred until a iiiajoiity o l  tlic nicnibers of tlic Board receive written ccrlilication from tlic Comiiiittee on 
Organization and Compensation oitlie I3onrd that such cvciit lias occuincd Any determination that such an event lias occurrcd shall, i f  inade in good faith on 
thc basis of inicmiiation available at tliat time. be conclusive and binding on the Board. tlie Sponsor, tlic Coinpany. tlle Participants and tlicir beneficiaries for 

pllrposes oitile rial1 

2 6 “Code“ sliall ineai i  tlie liitenial Revenue Code of 1986, as ainended 
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2 7 “Conimittee“ sholl nican a committee selected by the Plan Administr:itor t o  licnr claim disputes under Ailiclc IV of the Plan 

2 8 “ C o n i ~ ~ n y ”  slid1 iiieaii Progress Energy. Iiic. or any successor to it i n  die ownership of substantially all of its assets and encli AEfiliated 
Company tlint. with the coiiseiil or the Board. adopts tlie Plan and is iiicliided i n  Appendix A. as i n  effect from tinie to time Appendix A sliall set forth any 
liiiiitations imposed on eiiiplovees of Alfiliated Companies that adopt the Plan including any limrtutions on benefit accrunls, notwitlistanding nny provision i n  
tlic Plan to the contiarv 

2 9 “Compnsatioii and Bcnelit Limitations’. shall niean (a) tlie limitation on conipcnsation under the Iletirement Plan in accordance with 
Scction 401(a)( 17) o i  tlie Code and (1)) any limits on liciicfits p:iid under the Retirement P h i  that arc necessary for compliance with Section 415 ofthe Code 

2 10 ’~Coiitiiiuing Directors“ sliall m a n  the nienibers of the Board as of January 1. 2007: piovidcd, I~o\\’evcr. that any person bcconiing a 
directoi subsequent 10 siich date whose electioii or nomination for election was supported by 75 percent or niore oi the directors wlio tlieii compri.sed 
Con~inuiiig Direclois .slialI be coiisidered IO bc a Coiitini~ing Director. 

2 1 I “DC~CIICI~S” sliall iiieaii a Participant’s del‘errals of compensatinii under tlie MI>CP to the extent not utilized i n  calculating a Participnt’s 
Accrued Benelil undei the Retiieiiicnt 1’1:in 

__- 
2 12 “Eligible Emplovcc” rhall nieaii any meinbci oltlic Retirenieiit Plan who IS not a Paiticipant 111 the Sponsor’s Supplemental Senior 

I:\ccutive Reti ic i i ic i i t  Plan and who 1135 not retiicd 01 teriiiinated 111s or tier employnieiit w i t h  the Coinpariy prlor to tlie IKectrve Date 

2 13 “Key Eniployce” shall nie:iii n Participant who is a “key einployec” as delincd in Section 41 6(i) oi the Code. but determined without 
regard to paraginpli 5 tlie~eoior the 50 eniployee limit on the number o i  olXcers treated as key employees 

2 1J MDCl”” 4ial l  incan tlie Progress Fiicrgy, Iiic Aiiieiided and Restated Management Deferred Conipeiisation Plan 

2.1 5 “Participant” sliall niean an Eligible Employee who participates i n  the Plan pursuant to Ariicle 111 1\11 Eligible Employee sliall remain a 
I’articipant under the Plan until the earlier oi (a )  all amounts payable on his or lier behalI under the Plan have beeii paid. (b) the Eligible Employee no longer 
has a Restoration Accrued Beiiclil. (c) tlie Eligible Eniployee has a l~criiiiiintiori willlout a Vested Restoration Accrued Benefit. or (d) llie Eligible Employee 
beconics a Participant iii tlie Sponsor‘s Siipplemental Senior Executive Retirement Plan 

2 16 “Rcstoiotion Accriied Bcnclit“ shall niean. as of any detcnnination date. die excess of (a) a I’mticipliit‘s Accrued Benetit calculated 
under the Retirement Plan ( 1  ) assuining a Pnrticipnnt‘s Compensation under the Rctircnient Plan includes Deicrrals o i a  Participant and (ii) without regard to 
the Conipensatioii and Benefit I. iiiiitntioiis. over (b) a P~rt ic ipnt’s  Accrued Benefit calculated under the Retirement Plan For purposes of this Section 2 16. a 

Participant’s Accrued Benefit for purposes oi clauses (a) and (b) above sliall be calculated i n  the Tomi of a Single L.iie Annuity for a Participant who does not 
Iiave 3 Spouse and i n  tlie foiiii of a 509% Qualilied Joint and Survivot Annuity for a Pailicipiit wlio has a Spouse. with such calculation performed without 
regaid tu any otlicr ior~i i  of benclit elected by a Pal-licipanl tinder the Ileliietiieol P h i  
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2 17 “Rctircnient Plan“ shall iiican the Progress Eiiergy I’eiisioii I’lan, as i t  may be anieiided fiorii tinie to tinie, or any stlccessor plan 

2 18 “Spnnsoi” sliall nieaii Progress Eiieigy, Inc 

2 I9 “Spouse” slid1 mean tlie spouse o i  a Participant :is would be determined at the applicoble time under the definition of Spouse i n  the 
Retiicinciit Plan (or any st~cccssor provisioiis) 

2 20 “Terniination” shall iiieaii “sepiation fioni seivice.“ as dcliiied for purposes ol Section 40OA 

2 21 “Vested Restoration Acci-ued Reticlit” shall niem a Participant’s Ilestoration Accrued Benefit wlien the Participant becomes fully vested 
under tlie piovisions ofthe Retirement I’laii (or any siicccssoi provisions) oi as provided i n  Article VI ofthe Plan 

Unless tlie context cleaily indicates to the contrniy i n  interpreting the Plan. any i~eferences to tlie niasculine alone sliall include the feminine and the 
singular sliall include the plural 

AIlTICLL 111 

-- -.-.---- 
PARTICIPATION AND BENEFITS 

3 I 1’articiii:itioii An Eligible 1: niployce will participolc i n  the Plan when lie or slic has a Restoration Accrued Bene13 

3 2 Anioiint of Beiielil Pavable Subject to the forfeituie provisions oCScction 3 4 and luiiip sum payment provisions oi  Section 3 5 of the 
Plan. a I’aiticipant wlio becomes eligible for the pyiiient o i  a beiielit under tlie Retirement Plan, sliall be entitled to nionllily benelit payments conimencing as 
of l i s  Benefit C ~ i i i i i i e i i e ~ ~ i i e ~ i ~  Date or as sooii tlicreafter as practicable based on the l’articipant’s Restoration Accrued Benefit calculated inin~ediately prior to 
the Benefit Coiiinienceiiie~it Date and actitai-iallv adjusted as ii an annuit)) were being paid under the Retiiciiient I’lan as of tlie Benefit Coiiinieticenient Date 
The niontlily payiiient shall be i n  llie forni 01 a Single Life Auiiuity if  llie Participant has no Spouse and i n  tlie fomi of a 50% Joint and Survivor Annuity iEtlie 
Paiticipaiit lias a Spouse, with the Spouse deteiniined a1 tlie 13encfil Coiiime~icenient Date entitled to any slwivor benefit t~poii the death of tlie Participant 

3 3 I’rc-Retireiiicnt Dcatli Rciielit Subject to the provisioiis oTScction 3 5. i f  a surviving Spouse of 3 deceased Participant would have been 
eligible for a pre-ietircmciit dcatli benetit under the I?ctirciiieiit Plan ( i  e .  tlic Spouse being married to the Participant for a one-year period prior to the date of 
death). then upon sticli Participant‘s death. s i ic l i  Spouse shall Ix: entitled to a iiioiitliiy benelit payment under the Plan equal lo the amount, if my, by wliicli (a) 
exceeds (b) each niontli. where ( a )  is the Spouse‘s nionthly dcrith benelit that would be payable in accordance with llie provisions of the Retirement Plan 
detci-mined as ii ( i )  the Participant’s Coinpensation under the Retirement Plan included Dcl’errals a d  (ii) the Compensation and Benefit L.imitations did not 
apply, and (b) is tlie in~int l i ly  death benelit pavnble under the Retiienieiit Plan, and assuming for purposes of clauses (a) and (b) that the Spouse elected a 
iiiontlily annuity as a death benelit undei the Retireiiient I’laii cotiiineiicing on the same date as the pre-retitement death benefit is payable to the Spouse under 
tliis Plan. Tlie pre-ietireniciit death benefit under this Plan shall coiiiii~eiice as of the filst das of the rnonlli following tlie Participant’s death or as soon 
tl ie~eaner as pmcticable. and shall continue on !lie lirsl day oillic each niontli tlicreafter for the liie of llie Spouse 
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3 4 Other l~crniiiiatioii of Eiiiploviiient: 1-orlbitures Neither E,ligible Fiiiployees. Palticipants nor their Spuses or Beneficiaries are entitled to 
any beiielits under tlie Plan except as otliei wise pi-ovided iii this Ai tick 111 and uiidcr Article VI ol the Plan Any I'articipnt wlio terininatcs eiiiployiiient with 
tlic Sponsor and any d i t s  Alliliated Companies without being IOOD'o vested under the Retirenieiit Plan shall 1101 be eligible to receive any benefits under the 
Plan mid shall Corfeil his or licr Resloralioti Accrucd Bciicfit Any I'articipniit ceasing to be a11 Eligible Eniployee because lie or slic becoines a Participaiil in 
tlie Siippleinentnl Senior Eseculivc Iletiieniciil I'lan sliall lorleit Ius oi l ie i  Restoration Accrued Bene13 

Notwithstniiding any 0 t h  provision oi tlic I'laii. no bencfit slinll be peyablc under tlic Plan with respect to ail Eligible Eiiiployce whose 
cmployment with tlic Spoiisoi or any o i  its ANiliatcd Coiiiprtnics is tcrniiiiatcd for Cause As used liercin. the tcmi "Cause" sliall be limited to (a) action by 
ihe Eligiblc Employee involving willliil mali'casancc I1:wiiig n malerial a d ~ w s e  ei'i'ect oii the Spoiisor or any of its Al'filiated Conipnnics (b) strbslaitial ax! 
continuing willful rcfus:il by [lie Iligible Eiiiployce to perform tlie duties ordinal-ily perforined by an employee i n  the same position and Iiaving siniilar duties 
as the EJigiblc Employee. (c) the Eligible Eiiiployec being convicted of a felony. 01 (d) willftil failure to comply with tlic Sponsor or the applicable Affiliated 
Company's Code of Coiiduct or otliei Policy ot Procedure 

3 5 Luiiip Sum Pavnients The Comriiittce sliall provide for the payment under the Plan of a cash luinp stiiii ainoiiiit i i i  lieu oftlie annuity 
otlienvise payable under Sectioiis 3 2 or 3 3 ,  if the aiiiiuity a i i i ~ i i i i t  to be paid is less than $500 pel month For a Participant (or spouse) whose benefit under 
the Retireincnt Plan is based upoii the Participant's Cnsli Balance Account. tlie lump sum sliall be equal to wlint the Restoration Accrued Benefit would be il 
"Cash Balance Account" were substitulcd 101 "Accrued Benefit" in  Section 2 15 and Restoration Accnied Benefit rcfcircd to a dollar aiiiouiit For a 
Participant (or spou~c)  wliose bene13 undei tlic Rctiicincnt Plan IS  boscd oii the Final Averagc Pay Formula Pension. the luinp sum shall be equal Lo the 
Actuarial Valuc of ihe annuity pyiiiciits that would othcnvisc be inadc to tlic Participaiit (or spouse) d e r  Scctioiis 3 2 or .3 3, as the case may be 
Notwiilistanding the foregoing. (io Ii~nip sl~iii 11aynient shdl IIC niade under the Plan uiiless ( i )  the payment accompanies the termination o l  the entirety of tlie 
Pmiicipant's interest i i i  the Plan. (ii) the pnynieiit is iiinde oil or before tlic later o f (A)  Deceinber 31 of thc c:ilendai- year in wliicli the Teiinination of the 
Participaiit occurs. or (B) the date that is '2 !4 inonths a l k r  the Teniiiti:ition o i  the I'articipaii1. and (iii) the payiiient is not greater t h i  $75,000 



3 6 Pavinents to Kev Eniplovees I n  tlie event tlie 13cnelit Coiiiiiieiiceiiieiit Date under this Plan o r a  I’articipailt who is a Key Eiiiployee shall 
be delayed for six months following tlie Teriiiiiiation o i  tlie Participant as provided iii Section 2 3. the Participant ( i f  tlien living) shall receive :I I L I I I I ~  st i i i i  

payment as o i  tlie lirst day o i  llie seventli inoiitli following tlie Teniiiiiation i n  an nnioinit cqiml to six tinies the iiionthly payiiient due to tlie I’articipaiit tinder 
this Plan, i n  addition to tlie iiionthly payiiieiit tlien due to the Pnrticipaiit I f  tlie I’articipaiit dies following 1 eriiiinatioii but p r w  to t l~e  coiiiiiienceiiient of 
payinents triidei this I’lan. the Participant‘s swviviiig Spouse. i t  any, sliall bc cntitled to receive the same death benefit pavablc i n  the event the I’articipant had 
coiiiinenced receiving beliefit paynieiits as of the liist day oi  the nioiit11 prior to h i s  death 

ARTICI F IV 

PIAN ADM IN1 S’I‘RATION 

4 1 Administration. The Plan sliall be administered by the Sponsol’s Vice Piesident. I-lunian Resources (the “Plan Administiator”) The Plan 
Admillistrator and tlie Committee shall have full autlioiity to adininister and interpret the Plan, deteiiiiine eligibility for. benefits. niake benefit pytnciits and 
iiiaintain records hereunder, a11 i n  their sole aiid absolute discretion. subject to tlie allocation oiresponsibilities set Ibilli below 

4 2 
as he 01 die deems piopei 

Deleeatcd Respon.sibrlitics The Plan Adininistiator sliall have the autlioiit) to delegate an) 01 Ills or liei rcsponsibllitles lo sue11 persons 

(a) Clainis Procedure If any Participant, Spouse or Beneficiary bas a claim foi beiielits which is not being paid, sucli 
claimant may file with the Plan Administrator a \VI itteii claini setting forth the aiiio1nit and iiatiii-e of the claim. supp~iling facis. and the claimant’s 
address The Plan Administrator shall notify each claimant oi i ts  decision i i i  wiling by registered or certified iiiail witliin sixty (60) days after its 
receipt o ra  claiiii or, under special ciiciiiiistaices. witliiii ninety (90) days aftei its receipt oca claini 113 claiin is denied. the writteii notice o l  
denial sliall set forth tlie reasons for siicli denial. refer to pertinent Plan provisions 011 wliicli t11e denial is based. describe any additional iiiaterial or 
information iiccessary for the clnimniit to realize tlie claim. and explain the claim teview procedure tinder tlie Plan 

(b) Claims Review Procedure A claimant \diose claini Iias bccii denied or such claini;uit‘s duly autliorized 
representative may file. within sixty (60) days after notice oi  such denial is received by the claiiiiaiit. a written request for review of such claim by 
tlie Committee I f  a request is so filed, tlic Coninlittee sliall review the claim and notify the clainiant i n  wriliiig ol i ts  dccision williin sixty (60) days 
after receipt of such reqnest I n  special circumslanccs. tlie Committee may extend for up to sixly (60) additional days the deadline for its decision 
The notice of llie final decision o t  tlie ComniiHee shall include tlie reasons for its decision 3nd specific refereitces to tlic Plan provisions 011 wliicli 
the decision is based The decision of the Coninlittee shall be final aiid binding on a11 parties 



MISCEILLANEOUS 

5.1 b n d n i e i i t  and ~Terininatioii Tlie Board may amend, n iod i f~  o r  terminate the P h i  at aiiv time, provided. however. that no such 
amcndnicnt or teriniiiation shall reduce any Paiticipant’s Vested Restoration Accrucd Bciicfit under tlic Plan as 01 the date olsucli  aincndnicnt oi terniination. 
unless at tlie time of such aniendnient or teriiiination, allected Participants and spouses becoinc entitled to an arnourit equal to the equivalent actuarial value. 
to be detennined in the sole discretion o i  tlic Committee, of such Vested Rcstoiation Accrued Bciicfit under another plan. progiam oi practice adopted by a 
Company I n  the event the Plan is terminated, tlie Sponsor shall pay the Vested Restoration Accriicd 13cnclits i i i  accordance with the terms of the Plan as in 
effect prior to such tenmination except as otlicrwise provided i n  Section 6 4 

5 2 Source of Paynieiits Each Coinpaiiy will pay with respect to its ow1 Eligible liniployees a11 benclits arising under the Plan and a11 costs. 
charges and expenses relating thereto out of its general assets 

5 3 Non-Assi~nabilitv of Benefits ept as otheiwise iequired by la\\), neltlier oily benefit payable Iieicundet 1101 tlie Ilglit to recelve any 
fiiture benefit under the Plan may be niiticipated, alienated, sold. transfened, assigned, pledged, enciimbeied, or sub~ected to any cliarge 01 legal process, and 
if any attempt IS made to do so, or a person eligiblc for any benefits under the Plan beconier baiikrupt. the lnteiest ilndcl the Plan 01 the peison aifcctcd may 
be terminated by the Plan Adinin~strator wliich. i n  Ius or hcl sole di.jcrction. inav cause the sonic to be held 01 applied f o ~  the bcnelit of one or inore ofthe 
dependents of such peisoii or make any other dispositioi~ of W C I I  bcnelit’i that i t  dcetns a p p ~ o p ~ ~ a t c  

___ 

5 3 Plan Unfunded Nothing in  the Plan shall be interpreted 01- construed to require a Coiiipany in ~ I I Y  ni:uiner to Iund any obligation to the 

Paiticipants, terminated ParticipntsI or beneficiaries Iiereiinder. Nothing contained i n  tlie Plali nor any action takeii hereunder shall create. or be construed to 
create, a t i us t  of any kjiid, or a fiduciary relationship between a Company and the Participaiits, tei~ninated Participants, beneficiaiies. oi any other persons 
Any funds which may Ix accumulated by a Company i n  order to meet any obligations under the PI311 shall for a11 purposes continue 10 be a part of the general 
assets o i  a Company A Company may establish a trust to hold funds intended to pinvide benelits Iiereundcr t o  tlic extent tlie asscts of such trust becon~e 
subject to the claiins of the general creditors of such Coinpawj i n  Uie event of bankruptcy o r  insolvency of such Coinpany; provided. liowevei, that a 
Company shall establish 110 such trust ii tlie assets tlteieof are iiicludable i n  tlie inconie of any I%rticipaiit tlieieby piirsii:iiit to Section 409A(b) To the extent 
that uny Participant, teiiiiinnted Participant, 01 beneliciary acquires a light to receive payments iIol11 a Conipny undei the Plan, such iiglits shall be no greater 

than the rights of any unsecured general creditoi of such Colnpanv 

5 5 Ap~licable Law All questions pertaining to tlie constnictioii, validitv and clfcct of ilic Plan shal l  be dctennincd i n  :~ccordmice with the 
laws of tlie State ofNorth Carolina to the extent not prcempted by Federal law and shall be construed i n  a iiiniiiier consistcnt witli the rcquireinents of Section 
409A 
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5 6 Liniitatioii o i  Rielits Tlie Plan is a voltiiitary uiidertaling 011 the pail of the Sponsor and each Companv Neither [lie establislinient of the 
Plan nor the payment of:~ny benefits I~ereuiidcr. nor any action o i  tlic Sponsor, a Coinpony 01 the Plan Adininistintor sliall be held or cniistrucd to be a 
contract of ciiiploymcnt between the Sponsor, a Company and any Eligible E,iiiployce or to confer upoii any person any legal riglit to k continued i n  the 
enriploy of tlie Sponsor or a Company The Sponsor and each Company cxpiessly reserve the right to discliargc, discipline 01 otlicnvise terminate tlie 
cniploynicnl of aiiy Eligiblc Employee at any tinic I'articipation in the Plan gives no riglit or claim to aiiy bciielils beyond those ivliicli are espicssly piovided 
Iicrein and all rights and claiiiis lieretinder arc limited as set iortli i n  thc Plan 

5 7 Severability 111 the event any p~ovision of tlic P h i  shall bc held illegal or invalid. or the inclusion of any I'articipritit would SCIVC to 
invalidate the I'lan a s  an nnliinded plan for a select group of iriianagcmcnt or highly coii~pcnsafed cmployccs under FRISA. tlien IIJC illegal or invalid provkion 
slid1 be deemed to be null- and void, and {lie Plan sliall be construcd as if it did not contaiii that provisioii :ind iii the c:isc o i  the ii~clusioii oi:iny such 
Participant1 a separate plan, tvitli tlic same piuvisions as tlic Plan. sliall be deemed to have been cstablislied for the Participant or I'articiponts ul tiiii:itely 
detcriniticd not to constitute a select group of nianagcment or IiiglJy compensated cniployees 

5 8 Hendines The lieadiiigs to tlic Articles and Sections o i  the Plan arc insei~ed for iefcrencc only. and arc 1101 to be taken as Iiiiiitiiig 01 

extending the provisions lieieof 

5 9 Incapacity I f  the Plan Administiator ~Iriall detcnn~iic that a Partlclpant, or any other person cntltlcd to a bcncfit u n d c ~  tlic Plan (the 
"Rccipicnt") 1 5  unable to care for his or her affaiis bccaure of ~llncss. accident, or nicntal or physical incapacity. or bccausc tlic Rcctpici~t 15 a minor. the Plan 
Admiiustratoi may diicct tliat any benefit payiiient due the Recipicnt be paid to his  or her duly appointcd lcgal rcpic.ientntivc. 01. 11 110 W C I I  ~eprcsentalivc IS  

appointcd. to the Recipient's spoiise. child. parent, or other blood rclahve, or to a person with whom the Rc~i l i ien t  reudcs or \vlio lrias incurred c\pense 011 

bclialf of the Recipicnt Any such payment so made sliall be a complete discliarge of the liabilities 01 tlic l'lan with rcrpcct to the Recipici~t 

5 " I O  Bindine Effect and Release Obligations incurred by the Sponsor or a Conipany pursuaiit to this Plan sliall be binding i~pon tlie Sponsor 
or a Company, its SLICCCSSO~S and assigns, and inure to the bciicfit of  tlic Participant or his Eligible Spouse All persons accepting bcnclits under the Plan shall 
be deemed to liave coiiseiited to tlie terms o i  the Plan Any payincnt or distribution to any person entitled to benefits under tlie Plan sliall Ix: i n  lull satisfaction 
of all claiiiis against tlie Plan. the Cotiiniittee. and the Sponsor and any Conipany arising by virtue ofthe Plan 

5 1 1  Acceleration of Payments Tlie acceleration of tlie time or sclicdulc of any payment due uiidei tlic I'laii is ploliibiled except as providcd 
in  icgulatioiis and administrative guidancc providcd under Scction 409A of the Codc I t  is not an acceleration of tlie time 01 schcdule 01 paJmmt ii tlic 
Conipany waives or accclcratcs the vcstiiig rcquireincnts applicable to a benefit under tlic Plan. 



ARTICLE VI 

CHANGE IN CONTROL 

IJpoii the occunence of a Cliaiige in Control, the followitig provisions siiall become effective imniediutely: 

6 I Vesting Tlierc sliall be full Vesting of eacli Participatit‘s Restoration Accrued Benefit, i-egardlcss of any tcrinination of cniploymciit prior 
to eligibility foi an Eaily Retirenicnt Pensioii under tlic Retirement Plan, if he or she is otlienvise vested undet the Rctiremciit Plan 

6 2 No Rediictioii Benelit No aiiiendinent or tcrniinntion of tlie I’lnn niay reduce any 1’articip:int’s Restor:~tio~i Accrued Benefit as of tlic dale 
of such aniendment or teriiiinatioii 

6.3  Contribiitions to Trust Tlie Sponsor sliall irrevocably set aside fiiiids iii one or more grantor trusts, si1bjec1 to  the piovisions oi  Sectioii 
5 4, in an aniount that is sufficient to pay each Participant (or Spouse) tlie benefits accitied under tlie Plan as of tlie date of the Change i n  Control Any such 
tnist sliall be subject to the clain~s of the general creditors of the Sponsor in the event of the banhuptcy or insolvency oftlie Spoiisoi. The Sponsor shall 
establish no sucli trust if the assets tlieieof are includable in tlie income of Participants thereby pursuniit to Sectioii 409A(b) 

6 4 Tei mitiation of Plan The Plan niay be teniiinated and benefits disiribuled to Farticipnts w t l i l n  twelve niontli’i 013 “chanpc i n  coiifrol 
cvcnt” as defined for purposes of Section 409A of tlie Code 

IN WITNESS WIJEREOF, t11i.r iiistiument has been executed this 15th day of Decembet. 2006 

PROGRESS ENERGY, MC 

By: i s /  Robeit B. McGeliee 
Robert B McGeliec 

C h i d  Executive 
Ofiicer 
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AI’I‘ENDIX A 

Progress Energy Flonda, Inc (noi~-bargarniiig eniplo~ws)  solely with respect io accnied benefits on or alter lanumy I ,  2002 so that no Resioraiio~~ 
Accrued Bcnelit IS calculated tuidcr the Plan wtth respect to employlnent prlor to lanuan I ,  2002 

Progress Fuels Corporation (corporate employees) solcly w i t h  respect to accrued benefits on or afiei January 1. 2002 so that no Restorailon 
Accrued Belielit IS  calculated undcr ihe Flail w ~ t h  respect to employment prior io J.muary 1, 2002 

Progress E.nergy Carolinas, Inc 

Progress Energy Service Coinpany, L LC 

Progress Energy Veiitiircs. lnc 
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PROGRESS ENERGY. INC 

__ -~ 
Ell’ecttve January 1, 198-1 

(As last amcndcd clfeciive January 1, 2007) 
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ARTICLE I 
STATEMENT OF PURPOSE 

I h 5  Plan 1 5  deslgned and iiiiplcnientcd lor the purpose 01 enliaiicing the carnlngs and growth of P ~ o g ~ c  neigp, Inc (tile “Spoiisor“) by pro\’ldiiig 

to tlie limited group ot senior inianageiiierit eiiiployees laigcly responsible fool such earnings and long-term growill dekerrcd compensation 111 tile forin of 
supplcniciital retirement income bcncfits, tliercb! incrcaslng the incciitive of wcli key senior inaiiagenient ciiiployces to niahe the Sponsor and Its Atfillated 
Companies more piofitable rlic bciiclits ale iioiiiially payable to Pmticipanls upon rctiiciiicnt or death Tlic leiins of the benefit5 operatc 111 coiijwctlon with 
the Participant’s benefits payable uiidcr tlic I’rogrcs, Encigy Pension Plan and arc designed to sopplcincnt rucli pension plan benefits and provide tlic 
l’articipnnt witli additiond financial security upon rchrement or death 

The I’lan is  intended to constitute n iionqualified defei red compensation plan h t  complies wttli tlic provisions of Section 409A of the Internal 
Revenue Code of 1986. 3’5 amended (the “Code”) Accordingly, tlie Plan sliall be construed i n  accoldance with Section 409A 01 t l~e  Code, regulalions 
proinidgated tliereiinder and related guidance (“Section 409A.)). not- witlistanding any piovision of the Plan to the contrary The Plan I S  l i i i  tlicr intended to be 

an unliiiided retrremcnt plan for a select group 01 iiiaiiagenicnt or Iiiglily coiiipcnsated eniployees \vithln the n~eanrng of Title I or Ilie Employee Retiminent 
Income Secuitly Act of 1974. a5 ainended 

The Sponsor lieieby restates and amends tlie Plan effective January 1, 2007 rlie teniis ok tlie milended and restated Plan slia11 govern the payiiierrt 

of any beiielits colnnienciiig nitel January I ,  2007 
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ARTICLIS I1 
IIEFINI I IONS 

2 01 tJiiless otlicnvise clearly required by the contest. tlic tcnns used lierein shall have the l’ollowiiig meaning Capitalized teniis that arc not delined 
below sliall liave tlic incaning ascribed to tlicni in  tlic Rctirenicnt J’laii 

2 02 Al1ili:ited Coninanv Sliall ~iic;tn any corpoiatioii 01 ollici ciititv that is rcquircd to be agg~cgated with l l~c Sponsor p~rsuant to Section 414(b). (e) .  (m). 
or ( o j  oftlie Code. but o n l ~  to the estcni required 

2 03 Assuiiicd Del’cned Vested I’ensioii Bciiclit Sliall iiieaii the riiontlily benefit of ilie deferred vested Pension to commence 011 liis Normal Retirement Date 
payable i n  the foim of an a~iiiuity lo which a separated Pai-ticipont would be entitled under the Retirenieiit Plan. calcnlatcd with the following 
assumptions based 011 such Pai~icipani’s niarital status at tlic time benefits hcicundcr coninicncc: 

(a) I n  the case of a I’ailicipniit with an E.ligiblc Spouse. i n  the fonii 01 a 509b Qualified Joint and Survivor Aiinuitl: as provided iii  the Reiiieiiiciit Plan 
(b) I n  tlie case o i  a I’articipit witliout :in Eligible Spouse. i i i  tlic I b r i n  o i  :I Single Life Aiinuiiy as provided i n  tlie Retirement Plan 
(c) Witliout regard to n n v  otlier benclil paymetit option wider the Rctirenicnt Plan 
2 04 Assuiiicd 1,arlv Rctiiernent I’ciisioii I h e l i t  Sliall mean the ~noiitlily belielit of the nonnal i-etiremciit Pension payable in the fonii of an annuity to which 

a Pariicipant would be cntitlcd under tlie Retirement Plan at his Nornial Retirement Date, based upon his projected yeas  of Service 31 his Normal 
Retircnient Date and calculated with the followiiig assuniptions based upon his marital s ta tw at the time benefits Iicrcunder coiiiiiience: 

(a) I n  tlie case o f a  I’a~ticipant with ai i  liligiblc Spouse, i n  the l’onii o l a  50% Qualilied Joint and Suntivor Annitit), as piovided i n  tlic Retirement Plan. 
(b) 111 the case o i a  I’aiticipaiit witliout :iii Eligible Spouse. iii the form o f 3  Single Life Annuity as provided in the Retirement Plan 
(c) Witliout regard to any ntliei bciicfit }’3yiiieiil option tinder the Retirenient I’lan 
d d ,  -.--, I I. ________--- - .  $3 

whicli a Participaiit would lx entitlcd iiiidcr the Retirement I’laii if lie retiled at his Normal I~et i rc~nent  Date. calculated with the following a s s ~ ~ ~ n p t i o n s  
bused 0 1 1  his marital status :it tlie tinic bciielits Iici-cunder co~ii~iicnce: 

(a) I n  the case o f a  I’ai~icipniit with a11 liligible Spouse. i n  tlic fiinn o i a  50% Qualified Joint and Strrvivor Ainuity as provided iii  the Retiicincnt Plaii 
(b) 111 tlie case of a I’nrticipait witlioiit an Eligible Spi ise ,  iii tlie lorin of :I Single Liic Aiinuity as provided i n  the Rctirenient Plan 
( e )  Without regard to anv otlicr bcncfit pavineiit option wider the Rctircmcnt Plan 
2 06 Bonid Sliall incan the I3oard or Directois of Spoiisor 
2 07 Cliange i n  Control Shall occiir OH tlic cniliest of the hllowing dates: 
(a) the date any person or group o l  persons (witlnn tlic incaning of Section 13(tl) or 14(d) of tlie Seciiiities Eschange Act o i  1934). excluding einployee 

bcnclit plans of the Sponsor. becomes. directly or indirectly. tlic “beneficial o\vncr” (as defined i n  Riilc 13d-3 promulgated under !he Securities Act of 
I934 j ol‘ sccuiitics of tlic Sponsor repiesentiiig tweiity-live peiccnt (25%) or niore of the combined voting power of the Sponsor’s tlien outstendiiig 
sccuritics (excludiiig tlic ncqtiisitiori oi scctiritics of tlic Sponsor by nii entity at least eighty percent (80Y0) of the outstanding voting securities of wliicli 
aic. directly or indirecilv. bene1ici:iIl~ o\vncd bv the Spoiisor): 0 1  

(b) the date ofc~ii~ii i i i~iiaiioii  of :I tciidcr offer h r  the oi\’ncrsliip of niorc than lifty percent (5044) of the Sponsor’s then outstanding voting securities; or 
(c)  tlic date of co~isi~ni~iiatioii oi a merger. sliare escliange or consolidation of tlic Sponsoi with any otlicr corporation or entity regardless of wliich entity is 

tlic survivor. otlicr tlinii a merger. sliaie escliangc oi consolidation wliicli would result i n  ilie voting sccwilies of the Sponsor outstanding immedintely 
piioi thereto continiiing to iepreserit (citlier by rciiiaiiiing outstanding 01 bcing converted into voting sccuritics o i  the suwiviiig or acquiring entity) marc 
tliaii sistv percent (60%) of tlic conibincd voting power 01 [lie votiiig seciiiitics of tlie Sponsor or such surviving or acquiring entity outsianding 
inimediaicly after such nierger o r  coiisolidotion: or 

(d) [lie date. wlieii as a resuli of a tendci ollcr o r  crcliange ollkr lor the purcliase of securities o l  the Sponsor (otlier tlion such an offei by the Sponsor lor its 
own seciiiities). o r  as a resnlt 01 a p i o q  contest. nicigcr. sliare cscharigc. consolidation or sale of assets, or as a result of any conibinatioo of the 
foregoing. individuals wlio ai-e Continuing Directors cease for any rcasoii to constitute at least t\vo-tliiids (2/3) oftlie meinbers of the Board: or 

(e) the date tlic sharcholdcrs of ilie Spoiisor uppiove a plaii of complete liquidation or wiiiding-up oi the Sponsor or an agreement for the sale or disposition 
by the Sponsor of all or substantially a11 ofthc Spoiisor‘s assets, or 

(I) the dote of any event wliich tlie I3oard determines slioiild constitute a Change in Control 
A Cliaiigc i n  Conti.01 sIia11 not be deenied to have occtiiicd until a inajoritv of llic nicmbcrs of tlic Board reccive writteii cerlification froin tlic 
Coinniittcc tliai siicli cvcnt 113s occiined Any dctcrinination Ilia1 sttcli an event 113s occurred shall. if made i n  good faith 011 the basis of infoniiation 
available at that tinie. be conclusive and binding 011 tlic Coiiiiiiittee. the Sponsor. !lie Company, tlic Participoiits and their beneficiaries fol all 
piirposes of tlic P h i  

2 08 Committee Slioll ~iienii tlic Coinniiitcc 0 1 1  O~gniiizatioii and Coiiipeiisaiion of !lie Board 
2 09 Comi,onv Shall iiicaii Piogress Enetgy. Inc or :in\‘ s ~ ~ c c c s s o ~  to i t  i n  the owiieisliip of stibstantially a11 of its assets. and cach Affiliated Compmy !lint 

with tlie consent oi tlie Boaid adopts the Plan and is includcd iii Appeiidis A, as i n  effect fro111 tiiiie to time Appendix Asliall set foilli any limitations 
imposed on cniplovees 01 Afliliated Companies ilia1 :idopt the Plaii, iiicluding liniitations 011 “Sen4cc.” ~iotwitlistandiiig any provision or the Plan io tlie 
contran 

2 I0 Continuinz Dircc!or Sliall iiican the menibcrs ol t l ie I3oard :is of laniian~ 1, 2007. provided. Iiowever, ihat :my persoii becoming a Director sthseqnent 
io  such date whose electiiiii 0 1  nomiiiatioii io] election was suppoited by seventy-live percent (75%) or more of the Directors who then coinpriscd 
Coiitiniiiiig Ilirectors shall be coiisidcred io be a Coiiiinning Directcor 

2 11 I>csienatcd Bcnclician SliaII ineaii wie or n i o i e  l x i i e l i c i t t i i cs  as dcsignatcd by a Participant i n  irritiiig deli\wed to the Committee I n  the event no such 
written design:ition is ni:ide by :I P:u-ticip:int o r  il sticli lxiic1ici:in~ sliall not be living o r  i n  esistence at the time for c o ~ ~ i n i c ~ ~ c c ~ n e n i  of pavincnt to any 
Designated I3enclician uiider tlic Plan. (lie I’articipant slid1 bc deemed to liavc desigiiatcd his estate as such beneliciar)‘ 

2 12 Earlv Retireinent Date Sliall incan tlic date on wliicli a I’ailicip~iit wlio qualifies lor llie early retirement benefit of Section 4 02 hereof relires from the 
employ ol‘tlie Company and its afliliatcd eiiiitics 

2 13 Eligible Smruse Sliall iiic:iii tlic spouse 013 Participant \vIio. under tlic laws of the State wlierc the inarriagc was contracted. is dccnicd married io that 
Participant on the date on wliicli the pay~iiciits froni this Plan are to begin to the Participant. except that for purposes of Articles V and VI lierent 
Eligible Spouse sllilll nienii a persoii wlio is maimed to a Participant for a pcriod ofat least one yea  prio~ to his death 

2 14 Final Avernee Salan, Shall iiiean a Participani’s average monthly Salary (as dctincd i n  Section 2 20 hereof) during ilic 36 coinpleted calendar nionths of 
highest coiiipeiisatioii witliin tlie 120-nioritli pc1 iod iiiinicdiatcly preceding tlic e31 liest to occur of tlie Participant‘s death, Separation from Service, Early 
Retireiiiciit IMc. or Noiinal Rctircnient Date. wliicliever is applicable Providcd. however. i f  a Participant becomes entitled to a beliefit hereunder while 
wider a period 01 long-teiiii disabilih. tindei tlic S p i s o r ” s  Giuup Iiisuiancc Plan. Filial Avci-agc Salarv sliall be dctcrmincd for the 12 calendar inoiillis 
ininiediatclv preceding the c o ~ i ~ ~ ~ ~ c ~ i c c n ~ c ~ i t  nl  such pcritrri of long-tcnn disabilit?r Provided. further. i n  detcniiiiiing average moiitlily Salary ( i j  annual 
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incciiti\~es aiid other similar pavnients shall 1x deemed received i n  twelve ( I  2 )  equal payments beginning with tlic cleventli preceding niontli and ending 
with the nioiitli i n  which aciual pa!mieiit is iiiade. aiid ( i i )  aniouiits of coiiipensatioii deferred uiidei aiijr defeired compensation plan or aiiangement shall 
be deemed received i n  the inontlis such paynieiiis would liave been ieceivcd assuming n o  deferral had occurred For years oi Service granted under the 
ternis of a written eniployiiieiit agreeiiient as provided under Section 2 22, Salon, during each such moiitli is deeiiied to be zero dollars ($0 00) for 
piirposes of calciilating 1:iii:iI Average Salon. 

2 15 Noimal Retirenient Date Sliall iiiean the lirst day of the calcndm month coinciding with or l i e s  following the Participant’s 65th birthday 
2 16 Participant Sliall niean an ciiiployee of tile Company wlio is eligible aiid is participating i n  this I’lan in accordance with Article 111 hereof. 
2 17 l‘cnsioii Sliall iiicaii a level iiioiithly annuity ~vhicli is pavablc under tlic Rctireiiicnt Plan as o i  the Benefit Coinmencenient Date i f  Uie I’orticipant 

elected aii annuity form o i  bcnclit 
2 18 Sliall iiiean tlie “Suppleiiiental Senior Executive Retirenient Plan o i  Progress Energy, Iiic ” as contained herein and as it may be amended from 

tinie to time hereafter 
2 19 Retirement Plan Sliall iiicaii tlic “Progress I3iei.gy Pension Plaii” (as ameiided effective lanoary 1. 2002) as i t  niay be anicnded fioni tiinc to time 

tliereaftcr 
2 20  
( I  ) ?lie aiinual base coiiipcnsation paid bv the Coinpuny to a Participant, and 
(2) annual cash :i\vaids iiiadc iiiidci incentive coiiipeiisation piogi-anis excluding. liowcvci. any payment niade under the Sponsor’s Long-Term Compensation 

Prograni or the Sponsor‘s I997 and 2002 Equity Incentive l’laiis, and 
(3) aiiiouiits of annual coiiipeiisatioii defened under any dcfeiied compensation plan or anangenient (including, without limitation, the “Executive Deferred 

Compensation Plan,.’ the “Deferred Conipeiisatiori Plan for Key Management Employees of Progress Energy. hie.,” tlie “Progress Energy, Inc 
Managetiieiit Defcrrcd Compens:ition Plan“ mid the “Progi-ess Eiicrgy 40l(k)  Saviiigs and Stock Owncrsliip Plan“) and wliich, but for ilie deferral: would 
liave been rellected i n  Intenial Revenue Service 1:oiiii W-2 

Sl1all 133e313 il1e S l I I l l  01.: 

- -. 
L.L, L: I -- 

death. a period o i  long-tciiii disabilitv under the Conipaiiy‘s lorig-teini disability plan. or retireiiient at either his Early Retirement Date or upon or alter 
his Normal I?etirenicnt Date Sep:ir:%tion from Service inider this Section 2 2 I must :ilso be ”separation h i l i  service,” as defined for purposes of Section 
409A 

2 22 Sen.ice SIiall liave the same iiieaning as “Eligibilitv Service,” dctciiiiined as provided i n  Sections 2 02 and 3 01 oi the Retirement Plan, plus any 
additioiial years oi service 11131 niay be granted to tile Participant i n  coniicction with this Plan iriider the ternis of a writteii employment agreement (or 
any aniciidnient thereto) entered into betweeii the Conipiiy and the I’articipaiit 

2 23 Social Secuiitv Beiielii Means the monthly aiiiouiit o i  benefit wliich a Participant is oi would be entitled to receive at age 65 as a primary insurance 
amount uiidei tlie fedeial Sociul Seciiritv Act. as ameiided, wlietlier 01- iiol lie applies for siicli bcnelit, and even Iliough lie may lose pait 01 all of siicli 
benclit throiigh delay ii i  applying for it. by m:iking :ipplica~ioii prior to age 65 for a reduced benefit, by entering into covered cinployiiient, or for miy 
oilier reason The aiiioiuit of sucli Social Security Beneiit to tvhicli tlie I’articipaiit is o r  would be entitled sIia11 be estiniated by the Coniiiiittee for the 
puiposes of this Plan as o i  the .Jaiiiiaiy 1 o i ihe  year iii wliicli his Sepaiatioii from Service oi retirenient occurs on the following basis: 

(a) For a Parttc~paiit eiititlcd to a iioriiid reliicincnt benefit. oii tlic basis oi tlic federal Social Sccui-it); Act as i n  effcct on the January 1 coincident with or next 
preceding his Normal I?eiirenient Date (rcg:irdless of any ictlnactivc cli:inges made b y  1egisl:ition enacted alier said January 1 ); 

(b) Foi a Participant eniitled io an ca i l y  retirement benefit. on ilie basis o i  the federal Social Security Act as in effect on  lie January 1 coincident with or next 
preceding his Eai 1). Retireiiient Lhtc (regardless of any retroactive cliange rnode by Icgislation enacted aRer said .January I ), asstlining tliat his 
employnicnt, and Salary in  eifcct at his Failv Rctircmeiil Date. coiitiiiiicd to age 65: or 

. 01 the federal Social Secuiity Act as iii effect on ihe lanua~y 1 coincidcni with or next 
preceding h i s  Scpaiatioii from Scivice (iegardless oi  any retroactive cliangc made by Icgislation enacted alier said .Jaii~iaiy I), assiiming that liis 
eiiiployiiient. and Salary iii  efrect u t  his Separation froin Service. continued to age 65 

For purposes o i  the ca1ciiIations required uiidei poragiaphs (a )  and (b) above. ii a Participant is disabled under a period of long-temi 
disability under llie Company’s Group Iiislirance Plan. said Social Security Beiielii shall be calciilated as ii his Salaiy in elrect at the 
COiiiiiieiiceiiieiit of such period oi long-terni disability continued to age 6 5  

2 24 Snouse’s Pension Sliall iiieaii the actual niontlily benclit payable to an Eligible Spotise under the I?etirenient Plan, assuiiiiiig the Eligible Spouse elected 

2 25 Tartlet lfarlv Retireiiicni 13cnefit Sliall iiieaii an aniount eqiial to a Participant’s Final Average Salary detennined at his Early Rctireiiient Date multiplied 

2 26 Tarrzet Norinal Iletiieiiient Benefit Sliall niea~i an anlourit equal to a Participaiit’s Final Average Salary determined at his Normal Retirement Date 

2 27 Tartlet Pic-Retiiciiient I h t l i  Benefit Sliall incan a11 amount equal to a deceased I’aiticipant’s Final Average Salaiy detcrinined at his death inultiplied 

2 28 Tartlet Severance 13eiiefit Sliall iiicaii an aniounl eqllal to a 1’:iiticipaiit’s Final Aveiage Salary determined at liis Sepaiotioii f rom Service inultiplied by 

( c )  For a Participant eiititled to a seveiaiice benelit. on llie b 

a 50Yi .Joint and Suwivor Annuity lbriii o l  beiielit 

by four percent (Jo,6) for each projected yeai- of Service at his Noriiial Rciireineni Date up io a maxiinurn of sixty-two percent (6256) 

multiplied by foul pcicent (4Ob) foi each projected year of Service ut his Normal Retirenient Date up to a iiiaxiniuiii oi sixty-two percent (62S’O) 

by four percent ( 4 O . b )  for cacli v e x  of Scrvicc :it liis dc:ith u p  to :I iii:ixinium of sixty-two percent (6290) 

foiir percent (4”0) [cor each year 0 1  Scnicc at his Separation Irom Service up to a iiiosiiiiiiiii ofsi\l;tv-two percent (62%) 

ARl ICLE 111 
EILIGIBILIl Y AND PAR IICIPATION 

3 01 Elieibil i t~ Anv executive eniployec of a Coinpany wlio has served on the Senior Managcmeiii Conimitlee o i  the Sponsor and wlio has been a Senior 
Vice President 01 above 161 a iiiiiiiiiiiiiii peiiod ol three ( 3 )  years and who lias at least Icii (10) yenis oi Service sliall be eligible to participate ii i  this Plan 

3 02 Date ot‘ Particinatioil Each cxcciitive who is cligiblc Io bcconie a I’articipmt under Section 3 01 sliall becoiiie a Participant on tlic first day oi  the month 
following the iiioiitli i n  \vliicli lie is first eligible to particip:itc 

3 03 Dwatioii of Participatioii Lacli execiitive who becomes a Participant shall coiitiiiue to be a I’ai1icipaiit until the tcriniriaiion of his eniploynient with the 
Companv or. if Inter. tlic date lie is rio longer entitled to benelits under this Plaii 

ARTICLE IV 
R L l  IRLMENI BENEFIl S 

4 01 Normal I(etirenieiit 13eiielit 
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Iletirenieiit Date and wliox 
tlie nonnal rctirenieiit bcncljt deicnbed 111 this Scctioii 1 01 

(b) 
Eligible Spouse and in tlic lorni of a 
cligible Paiticipant‘s iioiiiial retireiiicnt beiiclit h l l  be a iiiontlih 

Slllll 01 ( 1 ) 

( c )  
month ne\t follo\ving the retircmcnt 
installnicnts therealter ending \ v d i  a pa\weiit for tlie iiiontli i n  \vliicIi 
paid I I ~  the 
1 1  living, fool 111s 01 l ie i  life I f  at tlie time 01 

the niontlily beiielit paynients sliall be guaranteed foi cone liuiidred t\vcnty 

~eniainriig 31 sirch 

(4 
Sectioii J16(1) of the Code but 
officers treated as kes eiiiployccs) sliall iiot begin earliei than tlic date 
i f  cai Iier. the 
teniiination 01 the Paitrcipant as piovided in 

as of the lirst day ol  the \e\ enth month lollowing tlie ~enninatton 01 

to Il lC Participant iirider this Plan pl LIS the iiioiitlilv pi11 iiiei~t tlicn due to tlie Pa r t i cpn t  
teniiiiiation of eiiiployment but pi101 to the 
Spouse. i f  any. 01 Designated Beneficiaiy sliall be entitled to r e~c ive  tlie 
commenced receiving 

Clieibilitv A I’ait~cipaiit \\lime eniplo~~iiient wtli tlic Coiiipanv or an\ hliiliated Coiiipany teniiiiiates on or after l i i ~  Normal 
sliall be eligible for 

Single Life Annuity 11 tlie I’articipant lins no 
Spouse Tlie 

aiiioiint cqual to 111s 1 arget Noiiiial Rctirciiient Benefit reduced by tlic 

teni i i i iat io i i  I S  ”separation I i o i i i  scivicc.” as defined lor piii~ox!s 01 Section 409A. 

Atiiou~it and l.coriii The iiioiitlilv pa\niciit Iiereuiidei sliall be 111 tlie l o i m  01 a 
50”o Qunlilied loiiit and SUIVIVOI Annuity i f  the Participant has an Elig~ble 

liis Awiiiied Noriiial Retiieiiieiit Pension Benefit and (2) liir Social Secui i tv Bcnelit 
Coni~iicncenient arid Duiatioii Monthly noniial ~ctireniciit bcnclit payinents sliall c~iiiiiieiice as 01 the first day of tlie calendar 

monthly 
wcli eligible Parttcipant’~ death occur\, unless the benefit IS  being 

sliall be paid to the Eligible Spouse. 
Spouse 

( 120) nioiitlily pavnieiits with any sticli guaranteed payments 

I’aiticipanl who 15 a Ley employee (as defined 111 

nuiiiber of 

01 the Part~cii,oiit or a \  won tlicrealler :IS [iracti~able and sliall ~ontiniie i n  

lorn1 01 a Qualified Joint and Survi\~or Annuity. 111 wliich case the ~ I I I V I V O I  belielit 
co~ii~iieiiceiiic~it of payiiient siieli eligible I’aitici~s~nt does not liave a11 IIligible 

Paitrcrprit’s death payable to Iiir 1)esigiinted Beiielician 
Key Liiiolovees Notw~tlistand~tig the foregoing. paynicnt~ wi th  respect to a 

deteriiiiiied witliout legaid to paiagmpli 5 tlieieol 0 1  tlie 50 employee l i m i t  oii the 

date of death) I n  the cvciit payments to tlic P:iit~c~pait under this I’liiii .;liaIl be delayed for st\; nionths following tlie 
payment 

cniploynicnt in  an amount equal Io SI\ tiiiies the monthly paynient due 
I1 the Pa~ ic ipan t  dies following 

c~iiiiiienceiiieiit 01 pa\~menti under 1111s paragraph (d). the I’ai ticipant‘s sun~iviiig Eligible 
\anie death benefit payable 111 the event the Participant had 

1111s pJiagrapli (d). the I’ai.ticipaiit (11 tlien Iiviiig) sliall receive :I lump sum 

benefit payiiients as ol the lir\t day ol the niontli piioi to  h i s  death 
4 02 Earlv Retircmcnt Benelit 
(a) Elisibilitv. A Pal-ticipaiit wliose employnient with the Conipaiiv or any Affiliated Company tciiiiiiiates upon or after his attainiiient o i  age fifty-five ( 5 5 )  

\villi at least filleen ( I  5) years ol Seivice (except loi purposes o i  calciilnling benefits payable under Aiticle V and Article VI liereinbelotv, as applicable) 
but prior to his Nornial Retirenient Dale. sliall be eligible Cor tlic earlv retirenient l~ciicfit dcscnbed i n  this Section 4 02. provided that such termination of 
einployment is “sepamtioii f i n r i i  service.” ns defined for purposes o i  Section 409A 

(b) Amount and Forin The niontlily payment Iieieunder slioll be iii the form of a Single Lice Annuity ii tlie Panicipant lins no Eligible Spouse and in the fonii 
of n 5006 Qualified .Joint and Survivor Annuity if tlie Participant has a11 Eligible Spouse Ilie eligible Pnrticipnnt’s early retirement benefit shall be a 
monthly aniount equal to his Target Early Rctiieiiient 13cnefit teduccd by tlic suiii of (1) his Assunicd Early Retirement Pension Benefit and (2) his Social 
Security Benefit, piovided. however. such benefit will be reduced where applicable. by the following: 

(i) Tlie aiiiount o i 2  590 lot each year that sucli knelit is received piioi to liis NOni id  Retireriieiit Date. a i d  
(ii) If such eligible Pnrticipant‘s projected wars or  Seivice a t  h is  Normal Retirenient Date are less than fifteen ( I  5). his Target Earl], Retirenient Benefit and 

liis Assumed Eaily Retiiciiient I’eiisioii Benelit sliall be calculated based upon his actual yeai s of Service at liis Ea lv  Iletiremcnt Date ratlier than upon 
liis projected years o i  Service at his Normal Retiieiiient Date 

( e )  Comnience~iienl and Duiatioii Monthly early retiieiiient beiicfil payments shall c~iiiiiieiice as o i  the first day of tlie cnlendnr. iiionth next following tlie 
retirement of the Pailicipant or as soon Ilicreaftcr as practicable. and sliall coiitinue in  nioiitlils installments tlicreaftcr ending with a paynient for tlie 
month in wliicli sucli eligible I’aiticipaiit’s death occurs. ~tiiless the benelit is being paid i n  the lorin of a Qualified Joint and Survivor Annuity. in  wliicli 
case the survivor benefit sliall be paid to tlie Eligible Spotisc. ii living. for his 01 her life If  at the tiiiie ol‘ coiiiniencemeiit of payment such eligible 
Participant does not liave an Eligible Spouse. tlie montlily beiiclit pdymeiits sliall be guaranteed lor one liundred twenty (120) iiioiitlily payments with any 
such guaranteed paynicrits iemaiiiing at sucli Pnrticipaiit‘s death pavable to his Dcsigiiatcd Bciicliciar). 

(d) Key Emolovees Notwitlistanding tlie foregoing. payments witli respect to a Participant wlio is a key eiiiployec (as delincd i n  Section 416(i) of the Code 
but deteiiiiined witliiout regard to pangiapli 5 illereor or the 50 eiiiployee limit 011 the iiiimber o i  olliceis treated as liey employees) shall not begin earlier 
than llie date that is six motitlis alter the date ol teiiiiiiintion of llic Participant (or. ii earlier. the date 01 death) I n  the event paynients to the Participant 
under tliis Plan s1i:iIl be delayed lor six montlis following tlie termination o l  the l’wticipant as pioyidcd i n  this paragiapli (d). the Pruticipant ( i i  then 
living) sliall receive a lump s u m  payment as o i  the liist day o i  tlie seveiitli nioiilli following the ~erniinatioii o i  eiiiployiiient i n  an amount equal to six 
times the monthly payiiient due to the I’aiticipaiit under tliis Plan. plus tlic niontlily pavnieiit tlieii due to tlie Participant l i  tlie Participant dies followiiig 
teniiination of employnicnt bot prior to tlie co~i i~i ic~icc~i ic~i t  01 pal iiiciits under tliis paragiapli ((1). the Participant‘s surviving Eligible Spouse, if any, or 
Designated Benclician~ sliall be entitled to rcceive tlic same death benefit payable i n  the eyent thc Participant had coiiinienccd receiving knelit payliicnts 
as oftlie first day of’ ilie iiioiitli prior to liis deal11 

4 03 Surviving Snouse 13ciicfit Tlic surviving Eligible Sirnouse of a I’articipnnt wlio is entitled to receive a Qualified Joint and Survivor Benelit as CI nornial 
retircmcnt bcnelit or as an earlv rctireiiicnl beiicfit sliall be eligible Ibr tlie sutviving spoiise beiielit iipoti tlie deatli of the I’ai-ticipatit for the duration of 
the Eligible Spusc’s life 

4 04 Re-eniplovmeiit oi Retired I’artici~aiit A retired Participant receiving or eligible to receive tlic rctireiiieiit benelits described i n  Sectioiis J 01 and 4 02 
hereof who is reemployed b~ tlie Company sliall be iiieligible to a ~ a i i i  participate i n  this Plan 

ARTICLE V 
I’RC-RF.TIRI~,MLNl DLAi 11 BENEFII S 

5 01 Elitibility A Participant’s suiviviiig IZligible Spouse sliall Ix: eligible Ibr the pre- retirement deatli benefit as described i n  tliis Article V if such 

5 02 Amount Sucli siirviviiig Eligible Spouse sliall be entitled to a niontlilv pre-retiienieiit death benefit pavable i n  tlic foriii of a11 aniiuitv i n  a n  aiiioiiiit equal 
Participant dies while i n  the eniploy of tlie Company wit11 I O  or mire  )‘cars o i  Service 

to tlie dilference. i f  any. between (a) rorty percent (-LOa,,) of the 1 :irget Pic-Retireiiieiit I k a t l i  Beiielii and (b)  the Sponse‘s Peiisioii 
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5 07 Alteniative Renelit Ii greater than the iiionthly bcnelit 01 Section 5 02 Iiei-cof. tlie suntiving Eligible Spouse of a Participant who dies whilc in tlic 
employ of the Company aliei attaining age Gfty-live ( 5 5 )  with liftceii ( 15) \WIS 01 Seivice shall be entitled to a inontlily pic-retireiiient death benefit 
equal to fifty peiccnt (5Oo,’O) of the early ietirenient benefit (lie l’aiticipaiit would have been entitled to receive under Section 4 02 hereof (calculated 
using both reductions, where applicable, in  subsections 4 02(b)(i) aiid 4 02(b)(ii)) as il lie had retired tinniedialelv piioi lo his death with the 
recommcndation of the Chief E.xecutive OYfcer and approval o l  tlie Coininittee 

5 04 Coiiitiieiiceiiieiit aiid Ihiatioii l-lie surviving Eligible Spouse’s niontlily pi“-retireinen1 death benelit payniciits sliall coniiiieiice i n  the nioiitli following 
tlie l’articipaiit‘s death and shall be paid i n  monthly iiistallnieiils thereafter ending with a paynient for tlic nionth in which such surviving Eligible 
Spouse’s death occurs 

6 01 Elieibility Upon his Separaiion liotn Service Irom tlie Company or any Alliliatcd Company. a P:irticIpant wlio has completed ten (10) or niore years 01 
Senwe but I S  not eligible for a retirenient knefit under Aiticle 1V $ha11 be eligible l o r  oiic of tlie sevein~~cc lienelit5 descnbed 111 thrs Art~cle  VI 

6 02 Amount 
(a) I f  at Sepalation fioni Seivice such eligible Pnr~ieipant is not entitled to a deferied vested Pension pursuant to Section 5 03 ot the Retirement Plan or a11 

eaily iehiement Pension pursuant to Section 5 02 ol the Retiieiiient Plan, 111s seveiaiice benelit shall be a inoiithly aniouiit equal to liis 1 arget Severance 
Benefit reduced by 111s Social Security Benefit 

(b) I f  at Sepnration from Service well eligible Participant IS entitled to J defeired ve5tcd Peiisioii purriiant to Section 5 03 01 the Retiieiiient Plan, his 
severance benefit sliall be a iiionthly amount equal to his I arget Severance Benefit 
Beneiit and (2) his Social Sectinty 13eneiit 

(c) If  at his Sepatatioii from Service such eligible Participaiit is entitled to an eaily ietireinciit Pcii.;ion p i ~ r ~ t ~ a i i t  to Sectioii 5 02 of tlic Retirenient Plan. his 
severance beliefit shall be a inoiitlily amount equal to 111s Target Severance Benelit reduced by the stint ol ( I )  111s Assumed E a ~ l v  Retirement Pens~on 
Benefit and (2) his Social Security Benefit, piovided, Iiowevei, wcli Assunied Ea11y Retirement Pension Benefit \ha11 be calculatcd based upon h1.i actual 
years of Service at liis Separation from Service rather tho11 upon hi5 prolected wars  of Scivice at IiisNomial Iletireme~it Date 

-__ 

6 03 Comniencemciit and Duratroii 
(a) General Monthly seveiance benefit payments shall coiiinience as of tlie eligible l’art~cipant’s Nornial Retiren~ent Date and shall contiiitie 111 nioiitlily 

~nstallmeiits tlieieailer ending with a payment for the iiiontli i n  wliich \ucli eligible Poi ~ I C I ~ J I I I ’ ~  death occu~ s 
(b) Key Einplovees Notwitlistanding the toregoing, payiiients witli re5pcct to a Pnitieij)ant who 1s a hev eiiiplovee (as delined i n  Section -116(1) of the Code 

but deterinined wtliout regard to pangraph 5 thereof or rlie 50 emplo~ec l imit  011 the ri~iriibcr 01 olXccrs lreatcd as 1,ev cmploi ecs) shall iiot begin earlier 
than tlie date that is SI\ inontlis after the date of termination 01 tlic l’a~tic~pant (or. 11 eailier. tlie date ol dc:itIi) I11 tlie event pnymentr, to tlie Participant 
under this Plan 4iall be delayed foi SIX niontlis following the ternii~iation 01 tile Pattic~pant a5 piov~ded iii tlns paragiaph (b). the Pnrt~crpant (ii then 
living) shall receive a lump sum payment as ol the f i t  st day 01 tlic seveiitli nioiitli follo\viiig the terin~natioii ol e i i ip lo~~i ien t  i n  an anlount equal to ~ I Y  

times the montlily payrnent due to tlic Participant under this Plan, 111 additioii to the nioiitlily pa\ nient then due to tlrc P:iiticipa~it I1 tlic l’articipnnt dies 
following tenniiiation of einploynient but pnor to tlie coiiinieiiceiiien~ of payments uiider 1111s palagrap11 (b). tlie I’ait ie~pait’~ sui\ iving Fligible Spouse. if 
any, shall be eligible for the surviving spotw benelit piovided i n  Section G 04 

6 04 Survivine SDoiise Benefit 
(a) Elieibility The surviving E,ligible Spouse oi a Participaiit wlio is receiviiig or ivho dies dter  attaining age lifiy-five ( 5 5 )  entitled lo ieceive a severance 

benefit hereunder sliall be eligible for the sirrvivirig spouse beiiefrt described i n  this Seclioii 6 04 - - .  

(b) Benefit Amount. Such sun4ving Eligible Spouse shall be entitled to a ~iiontlily surviving spouse benefit i n  an a i i i ~ t ~ i i t  equal to lifty percent (50%) of the 
severance benefit which the deceased Participant was iecciviiig or entitled to lcceive at his Noiiiial Rctireincnt Date under either Section 6 02(a) or 
6 02(b) hereoloii tlie day before liis dentil 

(c) Cornmencement and Duration The monthly surviving spouse benefit payinelit shall coninieiice i n  tlie nioiitli following the Participant‘s death and shall be 
paid iti ~iiontlily installments thereafter ending with a payiiient foi tlic niontli in wli~ch such sun~iviiig Eligible Spouse‘s death occuis 

ARTICLE VI1 
ADMINISTRATION 

7 01 Corninittee. This Plan shall be administered by tlie Coininittee The Coininittee shall have all powers necessoi-\; to enable it to cariy out its duties i n  the 
admiiiistrotioii of the Plan Not in liniitation, but iii applicatioii of tlie Ioiegoing, tlie Coininittee shall have the d u t ~  and power lo deternline all qt~estions 
that may arise liereiiiider as to tlie status and rights ofPmticipaiits i n  tlie 1’1:1n 

7 02 Votinn The Committee shall act by a majority oitlie nuniber then coiistitudng tlie Conimittee. and such action may be taken either by vole a[ a i~ieetiiig 
or i n  writing, without 3 meetiiig 

7 03 Rccotds The Coniniittee shall keep a coinplete record 01 all its piocecdings and all data relating to the adiniilistration 01 the I’lon The Coininittee shall 
select one of its inembers as a Cliairnian The Conimitiee shall appoint a Secretaqt to keep niinute~ of its inicctings and tlic Secrct:lry mav or may iiot be 
a niember of tlie Coiiiiiiinee The Coiiiniittee shall make such rules aiid regulations for the coiiduct 0 1  its busine. 

7 04 Liability To tlie estent peiniitted by law. no member of the Cominiltee shall be liable to any person for m i ~ ’  action takeii or omitted i l l  connection with 
tlic interpretation and administi-ation of this Plan tinless attiibulable to his o w i  gross negllgciice o r  \v~Ilftd inisconduct The Sponsor shall iiidctiiiiifv the 
ii~einbers of tlic Coiiiniittec against any and a11 claims. Iosscs. d:iiiiages. crpeiises. i~ i c l i~d i~ ig  ~~ini isel  fces. incu~-red by tliem. mid anv liability. including 
any aiiioi~nts paid i i i  scttlcineni with their approval. arising rioin their actioii o r  iailure to act. except when tlie s3111e is judicially deteniiined to be 
nt<ributable to their gross negligence or willliil ~nisconduct 

7 05 Irncnses The cost of paynicnts from this I’lan and the expenses of administering tlie Plan shall bixrie by each Coinpaiiv with respect to its owii 

employees 

’ i t  sliall deem advisable 

A R  I ICLL VI11 
AMENDMEN1 AND IERMINAllON 
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Tlic Sponsor reserves the riglit. at any tiiiic oi from time to tiiiie, by action oi its I3oard. tn inodiUy OI ainciid i n  whole or in part any or a11 provisions 
of tlie Plan I n  addition. the Sponsor reseivcs the riglit by action of its 13nard to tciniinatc tlic Plan i n  wliolc o r  i i i  part: pinvided. Iiowcvei. that no such 
niodificatioii. ai~iendii~eiit or tcrniination sliall i n  oily way all’ect a Participant’s accrued benefit or tlic right to payiiieiit theieof uiidei the provisions of the I’lan 
as in effect iininedialcly prior io such aiiieiidmciit or tcrniinnlion Nolwitlistaiidiiig the loregoing. tlic Plan ilia)’ be Icrminatcd and bcnefits distributed to 
Pm-ticipants withiii twelvc niontlis o f  a “cliange in control eveiit” as defined for purposes 01 Section J09A 

ARTICLI IX 
MISCI~,I.I,ANEOUS 

9 01 Non-Alienation of Benefits No riglit or beiielit uiidei the Plan sliall be subject to anticipation. olicnatioii. sale. arsigiinieiit. pledge, eiicunibruiice 01 

charge. and aiir attempt to aiiticipate, alienate, sell. assign, pledge cncuiiibei. 01 cliaigc anv light oi benefit uiidci thc Plan sliall Lx: void N o  right oi 
benefit lieieunder sliall in any iiiaiiim be liable for or subject lo the debts. cont13cIs. liabilities or toits of the person entitled to sucli benefits I f  the 
Participant or Eligible Spouse shall bccoine bankrupt, or oltempt to aiiticipate. alienate. sell, a5srgn. pledge eiiciiniber or charge any i iglit Iiereinidei. 
ilieri such riglit or bcnelit ~Iiall, i n  the dr~cretion of tlie Coniniittee. cease and teiniiiiaie. a i d  11) sucli evciit, tlie Coniiiiittee niav hold or npplv the wiie  oi 
any part thereof lor die benefit ol tlie Participant or 111s spouse, children or other dependents or my 01 tliciil i n  wcli niainer a i d  i n  well amounts a id  
piopoi tiom as the Coniniittee may deem propel 

9 02 No Trust Created The obligntioiis 01 the Sponsor and each Company to make payiiients licreiiiidei sliall constitute a liability of the Spoiisoi and cadi 
Company, as the case may be, to a Paiticipant Such payments sliall be made fiom tlie gciicinl funds 01 tlic Sponsor or a Coiiipanv. and tlic Sponwr 01 a 

particular asset of the Sponsor or a Company by reason of its obligations hereuiidcr Notliiiig contoincd 111 tlic Plan sliall cieate o i  be construed as 
cicating a trust of aiiv kind or any other fiduciaiy relationship betwcen the Spoiiroi. a Conipaiiv and a I ’n~l~c~pai~t  or an\’ otlier person 

9 03 No Emplovnient Aareenicnt Neitliei the execution ol 1111s Plan nor any action taken by the Sponsor or a Conipaiiv purwaiit to this Plan shnll be Iicld oi 
construed to confer on a Pai t~c~pant  aiiy legal iiglit to be continued as a11 eiiiployee 01 the Spoiisoi or a Coinpanv iii a11 escculive pos1110n or iii any otliei 
capacity wlintsocver This Plan shall not be deemed to coiistitutc a contract 01 ei~iploynrc~il bcl\vceri the Spotisor or a Coiiipati\~ and a Paiticipant, nor 
shall any ~irovis~oii  lierein restnct the right oi any Pnr~icipant to terminate 111s cniploynient wtl i  t i le Sponsor or a Compa~iy 

9 04 Bindine ECfect Obligations ~~ici i i ied by tlie Sponsor or a Company pursuant to 11115 l’laii sliall be binding upon and muie tn the benefit ol the Spomor oi 
a Company, its successors and assigns. and tlie Participant or his Eligible Spouse 

9 05 No benefit s11a11 be pavablc under tlie Plan to a Pailicipaiit or Eligible Spouse wlicrc such Pniticipmt dies a \  a icsult of suicidc w~tliiii two (2) 
years of 111s c o t i i ~ ~ i ~ ~ i c e i i i e n ~  oipnrtictpation herein 

9 06 Claiiiis for Benefits Each Participant or Eligible Spouse must claim aiiy benefit to wliich lie 15 ciititlcd under 1111s I’laii by a wit tcn notification to the 
Conimittee l f a  claiiii I F  denied, I! must be denied within a reasonable penod of tiiiie and be contallied in a writteii notice statiiig the following 

A 
B 
C Descnp~ioii ol additional III~OJJJIZI~IOII  necessary for the cl:uma~it to present 111s cI.iiiti i f  :in\ :ind ai1 e\pl:iiiatioii 01 \liliv such niatenal 
is necesary 

1 he specilic reason for the denial 
Specific releieiice to tlie Plan piovision oii wlirch the deiiial 13 based 

D An explanation of the Plan’s claims review piocedure 

The claimant will have 60 days to request a review ortlie deiiiol by the Coniiiiitlce. wliicli will provide a full and fair revicw. The request 
for review iiitrst be i n  rvriiing delivered to !lie Coiiiniittee The clainiaiil niiw ievicw pcrtiiient docuinenls, and Iic niay subinit issues and 
coninients i n  writing 
Tlie decision by tlic Coiiiiiiittee with respect to the I W I C \ V  must be given within 60 d a w  after rcccipt of the icqucsl. unless special 
circunistaiices require an extension (such as for a hearing) 111 no evciit slid1 the dccision Ix: delavcd bevoiid 120 d a w  after icceipt of tlic 
rcqucst for review Tlic decision shall be written in a iiianiicr calculatcd to be understood bv the claiiii:iiit. and i t  shall include specific 
rensoiis and refer to specific Plan provisions as to its erfect 

9 07 Entire Plan This dociiiiieiit and any miiendnients contain all tlie ternis and piovisions 01 the Plan and sliall constitute tlic entire Plan, any otliei nllegcd 
terms or provisions being oi no eifcct 

9 08 Cliai i~e i n  Control I n  the event of a Change in Control, the Sponsor sliall irrevocably set aside funds i n  w e  or iiioic giantor trusts i n  mi aiiiount that is 
sufficient to pay each I’aiiicipaiit (or Designated Beneficiary) the oniount of bcnefits occiiied iindcr tlic Plan as o i  tlic date ol tlie Clinnge i n  Coiitrol Any 
such trust sliall be subject LO the claims of the general creditors of tlic Conipany i n  tlic event oltl ic bankruptcy 01 insolvencv oTtlic Conipanv 

9 09 Accelera~ion o i  Paviiieiit. The acceleration of the time or scliedule of any payment due under. the I’lan is proliibitcd except as prnvided i n  regularions and 
admiiiistmtive guidance provided under Section 409A I t  is no1 an accelcntion of the tinie or sclicdule of po\’nicnt ii tlie Conip:iny waives ni 
the vesting requirciiients applicable to a benefit under the Plan 

ARTICLL X 
CONSTRUCI ION 

10 01 Govetnine Law This Plan shall be construed and govenied in accordance with the Ia\vs of the State niNor1h Caiuliiia to tlie edeiit iiot pieenipted by 

10 02 Gelldcr l l i e  iiiasciiline pcndcr. wlierc appearing in  tlic Plan. sliall be dccmcd to include tlic lciiiiiiinc gender. aiid tlic siiigiilai inn) iiicliide tlic plurd, 

I0  03 Headings. etc l-he cover p g e  of tliis Plan. tlie Table of Coiilents and all lieadiiigs used i n  lliis Plan are I h r  coiiveiiicnce o i  rciercncc niilv and are i i o t  

10 04 & Any action under this Plan requiicd or permitted bv tlic Sponsor sliall bc by action 01 its I h i d  or its dulv aiitlioiizcd desigiicc 

Federal Law 

unless tlie coiitest clenrly indicates to the coiitnry 

part of the substance of this l’laii 

M WITNESS WIIEREOF, this iiistn~nicnt has been executed I h s  15111 day 01 Deceniber, 2006 
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APPENDIX A 

i\FFI LIATED COhlPAN 1 ES 

Progress Eiiergy Flonda. liic (non-bargaitiing einployees) (“PEF”), prov~ded that for all ptiiposes of tlle Plan. Seivlce for ai1 einployee of I’EF 011 

December 31, 2001 (35 defined in Sectioii 2 21) sliall include employnient only with 1’E.F (or aiiotliel adopting Company) on or aftel January I ,  2002. and 
fuilliei provided tlint the accnied beiiefit calcolated under Sections 2 03, 2 04 auld 2 05 sliall iiot include the “Acc~ued Benefit” under Supplement B. 
Paragraph B-2(a) of the Retiieiiient Plan, attnbutable to the FPC Plan 

Progress Fuels Corporatioil (corporate einployees) (“PFC”), provided that for all purposes of the Plan. Service Cor a n  eiiiployee of PFC oil 

December 31, 2001 (as defined in Section 2 21) sliall include employment oiily with PFC (01 nnotliei adoptiiig Company) on or after January 1, 2002. and 
furllier provided tliat the acciued bciiefit calculated under Sections 2 03, 2.04 a id  2 05 shall iiot Include the “Acclued Benefit” under Supplement B. 
Pxagrapli B-2(a) of tlic Retitciiient Plan. at~ributablc to the FPC Plan 

Progiers Energy Caioliiia.;, Iiic 
Progress Eliergy Senwe Coiiipaiy, L LC 
Progiess Eiiergy Vciiiures, Inc 
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Exhibit IOc(14) 

I'ROGRISSS ENliRCY, INC'. 
NON-EMPLOYEE DIRECTOR STOCK UNIT PLAN 

Amended and Restated Eiieclive January 1. 2007 

1 I\\"~errss, Carolina Power R: Light Company ("CPR:L") adopted the Carolina Power & Light Company Rctirenierit Plan for Outside Directors (the 
"Dircctors Ilctircnicnt Plan") in 1986, which providcd for a liscd-dollar rctilcmcnt bencfit for non-cmployce dircctors of CI%L following tlieir tciminatioii 
of senlice as a inember of tlic Board of I3rectors of CPSrL. 

1 2  \Irhcl-eas, effectivc January 1. 1998. C P C U  frozc tlic Directols Rctircnicnt I'lan so that no further benefits would ~ C C I I I C  under sucli plan. and 
adopted the Carolina Power R. L.ight Company Non-Employee Director Stock Unit Plan (tlie 'l'lan"). the purpose of wliicli w:ts to provide dcferred 
compensation io t l ie iion-eniployce dircctors of CPRCL. based on the value of CPRrL. coninion stock 

1 3  Whereas, sponsoiship of the Plan was timisferred t o  CPPtL Energy, liic effective August 1. 2000, and the name of the Plan was snbscqucntly 
c1i:inged to Progiess Energy. Inc Non-Employee Illrector Stock U n ~ t  Plan 

-- - - ~ -  
I IWhereas, the Coiiipany aniendcd and restated ~ l ie  Plan clfectivc kIlltl3rY 1, 2005 to iiicreasc the Annual Stock 1Jmt Grant and to comply w i t h  the 

requireinelits of Section 409A of ihe Intcnial Revenue Code of 1986. as aniendcd (the "Code"), regarding [he paynicnt of berielits from the Plari 

1 5\l'liercas, tlie Coinpcuiy aincndcd and rcslatcd the Plan elTcctivc January 1, 200G, Lor tlic purposcs of (i)  changing the datc of the allocation of the annual 
stock unit  grantto participants' accou~its from the datc of the Company's annual meeting of shnrcholdcrs to Uie lirst business day in January of each year; 
and (ii) to eliminate the requirement that to be eligible to receive an annual stock unit grant a pal-ticipnt must have served on the Board for one year 

1 6\VIiercos, the Coinpany desires to amend and restate tlic Plan elTective .January 1, 2007 lor the purpose of nioking certain clniifying and conloniiiiig 
changcs to die PI311 

1 7Now, tlicrcfoi e, effective .laiiunry 1,  2007. tlic Company adopts this amended and restated Progress Energy, Inc Non-Fniployec Director Stock Unit Plan  

2 0  P ti l i  1' 0 s E 

2 1  P u r p o s e . 'l'hc p~irposc of the Plan is to attract and retain highly qualified individuals as non-employee directors of the 
Company. and to provide dcfcned compensation to the Company's non-einployee directors based on t l ie valiic of tlie Comparly's stock 
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The tollowiiig terms slinll Iiave the followiiig meanings unless the contest indicates otlierwise: 

.3 1 

3 2  

",4miiin/Siock Unii Grniir"s11aIl mean a gnnt to Stock Units as described i n  Sectioii 5 2 below 

~~onrA'slialI m a n  tlie Board 01' Directors o i  tIie Company 

3 3  "Clmrige i i i  CoJt/lal" sliall iiieati tlie carliest of the tollowing dates: 

( I )  the date any pcrson or gioup of persons (within the nicatiii~g of Sectioi~ 13(d) or l4(d) of the Securities Escliange Act o i  1934), cscluditig employee 
benefit plans of !lie Company, becoiiies, directly o r  indirectly, tlic "beneficial o\viier" (as defined in  Rule 13d-3 promulgated under the Securities Act of 
1934) of securities of the Company icpreseiiting twenty-five percent (2504) or more of  tlic combincdvoting powcr of tlic Company's then outstanding 
securities (escludiiig the acquisition of securities of tlie Conipany by an entity at least eighty pcirent (809'O)of the outstanding voting securities of wliich 
are, direclly or indirectly. beneficially owiied by !lie Company): or 

(2)tlie date of consunitnation of a tender offci for tlie ownership of more than fifty percent (50%) of the Company's tlicil outstanding voting sccuritics; or 

( 3 )  the date 01 cotisuiiiiiiatioii of a merger. slime exchange or consolidallon ot the Compotiy wit11 any otlier corporatlon ot entity regardless of 
wliicii entily i s  the sumlvor, other tliari a nierger, share excliange o r  conso11datioii wllrcll tvouid resiiiliit Ille voting 5~c111111eb o i i k  
Company outstanding irnmcdiatelv pi io1 theicto continuing to repicsent (eithei by iematnrng outstanding or being converted Into voting 
securities of the surviving or acquiring entity) nioie hati  sixty petcent (60%) 01 tlie combllied votlng power of the votlng securities oftlie 
Company or such stin'iving or acquiring entity outstanding immediately alter such merger or consolldatlon. or 

~ 

(4)tlic dale, wlieii as a result of a tender oflei or eschaiige offer for the purchase of securities of tlie Coiiipany (other than such an oKcr by tlic Company for 
its own securities). or as a tesult of a prosy contest. nierger, share eschaiige. consolidationor sale of assets, or as a result of any combination of tlie 
foregoing, individuals wlio are Continuing Directors cease for any reason to constitute a1 least two-thirds (213) of Ilie inembers of the Board of Directors; 
os 

( 5 )  the date tlic shareholders of the Company approve a plan of complete liquidation or winding-up oi thc Company or an agrecnient for the sale or 
disposition by the Conipany of a11 or substailtially a11 of tlie Company's assets; 01 
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(6)tIic date 01 any cvciit wliicli tlie Board of Director\ detcmiinc~ .jliotild coii~titiite aCliange in Coiitrol 

A Change in  Control shall iiot be deenied to linve occurred unt i l  n majority of the members of the Board of Directors receive writlen certification 
from tlic Coiiiinitlce tliat one of tlic events set forth i n  this Scction 3 3 lias occiirred Any deteliiiination that an evciit desciibcd in this Scction 3 3 
lias occurred shall, if made i n  good faith on tlie basis of inforiiiation available at tlial tinic. be conclusive and binding on the Board of Directors, the 
Company. tlic Paiticiparits and llieii belieficiarics for all purposes o i  tlic Flail. 

3.1 "Coiimii//eef'sliall iiiwii the Bo:ird's Coiiimittee on Corporate Goveniance 

3 5  "Cotntiroii S/oc/i"sliall nieaii tlie coniiiioii stock of the Company 

.3 6 "Coiirpoitv" shall iiieaii Progress Energy. liic , a North Carolina corporation, iiicliiding ally siiccessnr eiiiity 

3 7"Con/itiuing Direc/ols"sliall nieaii tlie iiieiiibers of the Board as of lanuaiy 1, 2007; provided, howeiw. that any person beconiing a director sobsequent to 
such date wliose election or noniination for election was stippoi ted by 75 percent or iiioie of tlie directors who then coinprised Coiitiiiiiiiig Directors shall 
be considcrcd to be a Continiiing Dircctor 

3 8'~~ls/~thrr/rorrDnte"sliall iiiean tlie later 01 (I)  the date a I'articipant IS 110 longer a member ol tlie Board and otlierwise "sepJrates from service" with tlie 
Company, as defined for puiposes of Section 409A oftlie Code. or ( 1 1 )  the date such I'aiticipaiit attains age 6) 

3 9  'Eflec/iia Dote" sliall mean lai i t iar~ I ,  1998 Tlic Plan 113s been subsequently aniendcd and iestatcd effective July 10. 2002, Janriary 1, 

2005, Ianuary I. 2006 and Ianiiary I ,  2007 

3 10 "Coiiiriroit Slack 1,'olrre ''shall iiieaii: 

( 1  )the average o i  tlie liighest a id  l o ~ e s t  sclliiig prices of Coiiinioii Stock on the relevant date (or on the last preceding trading date if Coiiinion Stock was not 
t i d e d  cui tlie rele\~aiit date) ii Coniiiioii Siock is readily tradable on a iia~ional securities exchange or other market system; or 

(2) aii aniount deteriiiiiied i i i  good faith by tlie Bnaid as the fait market value of Coiiinioii Stock on tlie date of detemiination if 
Common Stock is not readily tradable on a national securities exchange or other niarket systein 

3 11 '%ii/jdS/ock Unil G ~ ~ ~ ~ / " s l ~ a l l  iiiean a grant 01 Stock Units tis describcd in  Section 5 I below 
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3 12 ’~’trnici/~tai/“sliall mean a member oit l ie Board wlio is not an employee o i  tlie Coiiipany or any ol‘ its Subsidiaries 

3 13 ‘‘S/CJC/< U17i/”sliall nicaii a unit inaiiitaincd by the Co~npany for bookkeeping purposes. equal i n  valiie to oiic (1)  sliare of Comn~on Stock 

3 14 “S!ock U t i /  ilccuiail” sliall iiicaii a bookkeeping accoiint established and iiiaintained (or caiised to be established and iiiaintaiiicd) by the Company for the 
l’nrlicipnnt wliicli shnll record the nitiiibcr of Stock Units granted to the Participant under Section 5 below T h i s  accouiit sliall be estnblished (or caused to 
be establislied) bv tlic Coinpnny f o ~  bookkeeping purposes only, and no separate funds shall be segregated by the Company for the benefit of the 
l’articipatit 

3 I5 ‘F’/n17”shall inem the Progress h e r g y .  lric Non-Eiiiployec Director Stock Unit Plan 

3 16‘’St~Dsirlitny’’ sliall nicaii a corporation oi‘ \vliich the Company directly or indirectly owns more tliaii 50 percent 01 the Voting Stock (meaning the capital 
stock of any class or classes having general voting power under ordinary c i r c~~~~i s t anccs ,  in tlic absence of  conlingencics, to elect tlie directors of a 
corporation) or any other busincss entity i n  ~vhicli tlie Conipony dircctly or iiidiiectly has an owiiersliip interest of inore tlmi 50 percent 

4 0  ADRIINISTRATION 

4 I Responsibility. rlic Conimittcc shall ha\x tlic rc?poiistbility, i n  its rolc discretion, to control. operate. manage and administci the Plan i n  accordance wrlh 
- its tcnns. 

4 LAutttority of‘ the Committee The Coiiinii~tee 11ia11 Iiave all ilie discretioiiaiy autlionty tliat niay be necessary oi lielplul to enable 11 to discliarge its 
iesponsibilities w i t h  iespect to the Plan, including but not Ilniited to tlic follow~ng 

(3) to detemiine eligibility for participation i n  the Plan: 

i b )  
shall dccm appropriate i n  its sole 

discretion to carry the siliiic into cffcct: 

to correct aiiv defect, supply any oinission, or reconcile any inconsisleiicy in the I’laii i i i  siicli iiiariner aiid fo siicli exlent as it 

ic)  
deeins propcI. 

to issiic ndniinistr:itive gi~iclelines as :in aid to adniinistcr tlic l’lan and niake c h i g e s  i n  such guidelines :IS i t  from tinie to time 

id) 
proper, 

to make rilles Ibi canying out aiid adiniiiisteiing the Plan and nlalte cIia11ges in such rules as i t  from time to time deems 

( e )  to tlic extent pemiitted undei the HRII, grant waivers oi Plan terins. conditioiis restrictions. and limitations: 
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( i )  
vesting: and 

to niake reasonable determinations as to 3 Participmit’s eligibility for benefits urider the Plan. including determinatioiis 3s 10 

(g)to lalie any and a11 otlier actions i t  deems necessary or advisable for tlie proper operation or administration of tile I’lan 

4 3  Action by the C‘oinniittee The Corninittee rnay act orily by a majority of its riieinbers Any detennination of the Committee may be made, 
willioiit a meeting. by a writing or writings signed by a11 01 the menibcrs o l  the Committee In  addition, llie Cominiltee may authorize any one or 
inore o i  its meinbers to eseciitc and deliver docuiiients 0 1 1  behali of the Comniittee 

4 4Delegation of Autlioi ity Tlic Conimit<ce inay delegate to one or more of its nienibers. or to one or more agents, s u c l ~  administrative duties as i t  may deeni 
advisable: /woi>jded. /io)i~eiw. that any siicli delegation sliall be in writing In addition, the Commitkc, or any pei son to whom it  113s delegated duties as 
aforesaid. niay etnploy one or inoi-c persons to render advice with respect to any responsibility tlie Co~nrnit~ee or sucl~ person may liave under the Plan The 
Coininittee niay employ such legal or otlier counsel, consullants and agents as i t  may deem desirable for the adn~inistration 01 the Plan and niay rely upon 
any opinion 01 coinputation received from any sucli counsel. consultant 01 agent Expenses incur~ed by tlic Conimittce i n  the cngageincnt of such counsel. 
consultait or agent sliall be paid by tlie Coiiipany, or tlie Subsidiaiy wliose employees liave benefted froiii the Plan. as deteriiiiiied by t l ie Committee 

4 5  Drtcrniin;rtions ;mil Intei piet;ifions by the Committee A11 deferniinatioiis and ~nterprelations made by Ilie Comm~ttee shall be binding and 
conclusive 011 all Particip:intsand tlieir Iieirs, wccessois, and legd representatives 

4 6  Inforniation. The Coiiip:iny sliall luiiiisli to the Coininitlee i n  wrrting all ~iiforniation the Coniiiiittee niay deem apptopriate for tlie exercise or 

11s powerr and duties i n  the a d ~ n i ~ i i s t r a ~ o ~ i  of tlie Plan Sucli ~riforiiiatio~i may include, but slmll not be Iiiiiited to. the full nanie? of all Participants, 
tlicir earnirigr and tlierr dates 01 birtli. ernployriient. re~iiet~ieiit 01 death Sucli ~nlornialion sliall be cnncliisive for all purposes of the I’laii,andtl~e 
Coiiiniittee sliall be entilled to iely tlieieoii witliout any ~iivestigation tliereot 

4 7  Sclf-Interest. N o  niember 01 t l ie Conimiitee may ac t  vote or otlieiwise inlliience a decision of tlie Conin~ittee specilically relating to liis or Iier 
benclits, i f  any, under tlic I’lan 

5 1 Rollovcr ClML granted a11 Initial Stock Unit Giant to tlic Participants listed 011 Schedule A(wlio were participants i i i  tlie CP&L Rctireiiient Plan for 
Outride Directors) 1v11c) were elcctcd by Deceniber 3 I ,  1997. pursiia~u,t to nn election iiiade in writing io tlieCP&L VicePresident-I-Iti~nnn Resources to 
rollover llieir accrued beiielit under such plnii (the “Accrued Benefit”) into the Plan. The nuniber o i  sliares iiiiderlying each Initial Stock Unit Gnnt  was 
equal lo the piesent value of tlic I’ai?icipa~it’s Accrued Benefit as of Deceniber 31, 1997, divided bv the Coninion Stock Value of CPI‘L coninion stock 011 
thclast trading day of 1997 Any iractioiial Stock Unit greater Iliati 50 peicent was rounded up to one Stock Unit. and any fractional Stock IJnit equal to or 
less h i 1  50 percent was disiegarded Sucli nuniber of Stock Units underlying llie Initial Stock IJnit Grant was entered and iecorded in the Participnt’s 
Stock Unit Account. and Inter adjiisted to iellect the change i n  the capital structure of CP&L as a result of wliicli CP&L become a Subsidiary of the 
Colnpally 
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5 2ilnnual Grant Effective Iaiiiiarv I ,  2006. tlic Companv sliall grant to each Participant an Annual Stock Unit Grant equal to 1.200 Stock Units The 
Annita1 Stock I.lnit Grant sliall be made the lirst business day of Jaiiiiaiy Tlie Company sliall enter and record (or sliall cause to be enteied and iecorded) 
iii the Participant's Stock IJiiit Accoiint siich nuiiibci o i  Stock Units undcrlying tlie Aiinual Stock IJnit Grant 

5 3l)ivitlentl Stock llnits. On tlic d3k 11131 any holder of Coininon Stock icceivcs a dividend with rcspccl to Coinmoii Stock. the Conipaiiy shall grant to cacli 
Participant: and slinll enter and record (or sIia11 cause to be entered and recorded) i n  each such I'articipant's Stock Unit Account a number of Stock Units 
cqiial to tlie result of (s) the dollar aiiioinit ofsiicli dividend paid with respect to one slinre oi  Connnon Stock niiiltipiied by ( v )  tlic ii~niiber oi Stock Units 
i n  the Stoc1.r Unit Account as oi the date such dividciid is paid divided by (z) tlic Coininon Stock Value as of the date siicli dividend is paid Any fractional 
Stock Unit greater tliari 50 pcrceiit sliall be rounded up to one Stock Unit. and any fractioiinl Slock Unit cqtral to or less tliari 50 percent slia11 be 
disrcgardcd 

6 0  BEN 13 FIT 

6 I Vesting. A Director sliall be fully vested at a11 times in the Stock iJiiits credited to his or her Account 

6 2l'iniing of Brnrfit. I n  accordance with Scction 6 4 below. the Company sl~all pay or begin paying 3 Benefit to D vested Parljcipant dnring the 60-day 
period followiiig tlie Distribution Date I f  llic Participant 113s selected annual payments i i i  accordance wit11 Section 6 4(b) below, all payiiieiits other tlinn 
the first papiiient sliall be made on the applicable aiiniversnry oillie Distribution Date 

SRF 0 1  et 01 Stock Units in thc 
Participant'r Stock Unit A ~ c ~ ~ i i t  as 01 the Di.;tnbution D3tC or tlic applicable ann~vcisary 01 tlie Distnbucion Date multiplied by ( y )  the Common Stock 
Value on the Dtstiibiiktii LMe 01 the applicable aiinivei~ary of tlie Dittiibtition Date, in accordance wit11 Section 6 4 below 
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6 4Fonii of Benefit. Tlic Conipniiy sliall pw a 13cncfit to a vested Participant i n  one of tlic following four (4) loriiis. as elected by the I’articipaiit: 

(a)a lump sum pa~~iiicnt. witli sucli ix~yiiieiit equal to the value oi the I’articipant’s Stock Unit Account as of tile Distributioii L3ate: or 

(b) annual paynieiits over 5, I0 or I5 years. with each annual pavment equal to (s) the vnltte of tlie Participant’s Stock Unit 
applicable anniversary of‘ tlie Distribution Date divided by (y) tlie nunibcr of Accouiit as of tlie IXstributioii Date or tlie 

~ ~ a y i i e n t s  yet to be iiiade 

Participants ~ 1 1 0  are elected o n  or alter .lanuairy 1 .  2005. sIia11 elect rlie foiiii 01 paynieiil within 30 days after tlic dale tliey a n  elected, except that i f  
a Parlicipant is elected witliin 30 daysof the nest Annual Stock Unit Gr:iiit date. the Porticipant sliall elect l l i e  fonii of paynient no later tlian sncli 
Anniml Stock UriifGraril dote 

6 SChange of Foiiir of I h e l i t .  7 lie I’aitic~paiit niay cliange tlie forlii of payinent 01 all Stocl, Units credited to tlie Stock U n i t  Account 01 tlie Participant and 
vested prioi lo Jaiiuaiy 1. 2005. so long 8s llie cliange IS  niade at  east si\ ( 6 )  iiioiitlis piior to tlie Dlstnbulion Date With respect to Stoch Units ciedited to 
the Stocl, Unit Accouiit of tlic Participant or vcstiiig on or aftcr Januai~ I, 2005 tlic Participant iiiust mahc oi liave in effect an election as to tlie fomi of 
payment of Stock Uriits to be credited to tlie Stock Unit Account 01 the Pai1icip:int duiing the upcoming year no later tlian December 31 of tlic precedtng 
year. wliicli election sliall be irrevocable for MAI upcori~irig yea The Paartrciparit ma\’ cliange 1117 or lier electroii fora subsequelit year by delivei-tng a ncw 
electroii as to the lomi 01 paynicnt to tlie Coinpan) on or beioie December 21  01 tlie preceding year An election a i  to foim 01 paynient w ~ l l  ieniain 111 

v nf n iimv -1 as tn tlie -t W l t h  1esaect to a1 
upcoming Plan Year 1 lie I’ai%cipiiit m y  not aiiiend o r  cliange rucli an election with respect to any prior year No t~v~ t I i~ t a i id~ng  the foregoing, on or 
before I>ecember 31 2007 the Parlicipant nioy maLe a one-unie cliange to the I’aitlcipaiit’s election as to tlie Ibrm of paynient of Stock Units ciedlted lo 
liis or lie1 Stock Unit Account ar to all \‘car\ piior to and in~luding  2007 ar peimitied b s  tlie trnnsltion reliel rules undci Code Secl~oii 409A and tlie 
regiila~ions tlicreirnder 

6 6Death of P:irticip;int Prior to tlic Distribution Date. I f  the I’articipant’s death occurs prior to tlie Distribution Date, h e  Conipany s l~a l l  pay or begin 
paying a Benefit to a vested I’aiticipit’s beneficiary (as designated by tlie I’articipanl under Section 6 8 below) on the fiist day of tlie si?;tli monlli 
following tlie d31C o i  tlic Participant’s death. and i l  tlie Pailicipaiit 113s selected a I‘oirii of Deiicfit under Scction 6 4(b) above, tlic Company shall pay the 
reiiiaiiiing annual payiiieiits on the aiiniversary oltlie lit st p3yniciiI date as deteiinincd under this Section 6 6 

6 7De;ith of Participmt Following the Distribution Datc. I 1  IIieParticipaiit’s death occuis following tlie L3istribtttion Date. tlic Coiiipaiiy sliall continue to 
pay tlic Bcnclit to the I’aiticipaiit’s bciieficiaiv (as designated by the Participant undc~ Section 6 8 below) following the date of the Participant’s death i n  tile 
fomi of Denelit selected by tlie 1’:irticipaiit in  :iccordance wit11 Section 6 4 above 
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6 8 Designation of Bmcfi&ry. Within 30 days after beconiing a Participant a Participant sl~all designate a beiicliciary to receive the Bcticiit in tile event of 
tlie Participant's death 1 1  tlie PaIticip~iit does 1 1 0 1  designate a beiieliciaiv. tlie benefici:uv sliall be deemed to be tlie Participant's spouse o n  tlie date of t l~e  
PaIticipnt's death. and il tlie Particip:iiit does 1101 liave a spouse 011 the date of Iiis or Iiei death. tlieti tlic Participant's estate shall be deeined lo be the 
beiieliciury under this Section 6 

7 0  TAXES 

7 IWitliIioltling Tascs. The Company sliall be entitled to witliliold Ironi any and a11 piynieiits inade to a Participant under tlle Plan a11 federal, state, local 
and/or other taxes or imposts wliicli tlie Coiiipany determines are required to be so tvillilicld fioni siicli payinents 01 by reasoii of any otlier payments made 
to 01 011 behalf of tlie Participant or for liis oi Iier hiefi t  licreuiidcr 

7 2No Gualantce of'ras Consequences. No person conncctcd wit11 tlie Hall i i i  any capacity. including, btit not limited to, t l~e  Coiiipany and any Subsidiary 
and their directors. officers. agents atid employees makes any iepreseiitntioii. Conimitiiient. or guarantee tliat any tax treatiiient, including, but not limited 
to, federal, state and local income, estate and gift tas treatment, will be applicable with respect to amo~~i i t s  deieired under tlie Plnii. or pnid to or for the 
benefit of a Paiticipmit iiiidcr the Plan, or tliai such tax trcatmciit will appls to or be available to a Participant on account of paiiicipatioii i n  the Plan. 

8 0  TERM OF PIAN; AMENDMEN1 AND TERRillNriTION 

8 lTe1111 Hie PI311 shall be etrectlve as of tlie EtTecectlve Date 1 he Plan shall roiiiaiii 111 ell'ect iiiitil tlie Boaid teniiiiiates tlie Plaii 
__ 

8 2 Tri inination or rliiiciid~~ient of Plim. Tlic Boaid map si~spend or tcrniinate t l ie Plan at any tiiiic wtli or without ~ I I O I  notice and the Board may amend 
tlie Plan at :iny time w i t h  or witlioot pnor notice, po i l i~ /ed  /iowciw- 111:it 110 oction :iutlionzcd by this Sectioii 8 2 shall  educe the balance or adversely 
affect the vesting 01 tlie Stock Unit Accoiiiit of a Paiticipaiit oi caiise the acceletntioii ol the tiiiie 01 scliedule 01 any paynient iinder llie Plaii evcept as 
piovrded by regulattoiis iiiidet Seclion 409A ol the Code 

9 0  M I  SCELLAN EOII S 

9 IAtljusbiients. I 1  tliere shall be any cliaiige iii Coninioii Stock tli~ough Inerger, coiisolidatioii, ieorganization. recapitalization. stock dividend, stock split 
reverse stock split, split up, spin-ol'f. combination of sliares. esclioiige of sliares. dividend iii kind or otlier likc cliange in capital structure or distribution 
(other tliaii normal cash dividends) to holders 01 Coliinion Stock, llie number o l  Stock Units and the Porticipii 's  Stock Iliiit Account slinll be adjusted to 
eqiiitably reflect such cliangc or distribution 

9 2Govcrning Lorn. Tlie Plan and all actions taken i n  coniiection hcrervitli sliall be governed by and conslrued i n  occordaiice witli the laws o I  the State of 
North Carolina without reference to principles of conllict ol' laws. except as superseded bv applicable federal law 
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9 3  No Riglit l'itlc or Interest in Coiiipany Assets. Participants sliall liave no riglit. title, or interest wliatsocvcr i n  or to  any investments wliicli the 

Coiiipany may iiiake to aid it i n  niectiiig its obliga&~ns under the Plan Nothing contained i n  tlic Plan. arid no : d o n  takeii pursuant lo its 
provisions, sliall crcatc or be construed to cieate a trust 01 anv kind. or a fiduciary relationship between the Company and any Parlicipant 
bencliciary, legal icpiescntative or any othcr person T o  tlic extent tliat any pcrson ncquiies a iiglil to receive payniciits ironi tlie Coinpany 
under tlic I'luii, sucli riglit sliall be no greatei thaii tlie riglit of an unsecuied general creditoi of the Coiiipany All p:lymenls to be inade Iicreondei 
sliall be paid from the gcncral funds of tlic Coinpnny and no spccial or separate fund sliall be cstablislicd and no scgreg:ition of assets sliall bc iiiadc 
to assnrc paynieiit o l  such amonnts csccpt as esprcsslv set foiih in  tlic Plan 

9 4No Right to Continued Service. Tho Participnnt's rights, if any. to continttc to serve the Conipatiy as a nicniber oi  tlie Board shall not be ciilarged or 
otherwise affected by his or licr participation i n  tlic Plan 

9 5Other Rights. The Plan sIia11 not affect or impair tlie riglits or obligations o i  the Coiiipnny 01 a Participant inider any oilier written plan, contract 
ariangcinent, or pension, profit sharing or other compcnsation plan 

9 6Severability. I f  any tcim or condition of thc Plan shall be invalid 01 n ~ i c n f o ~ c c ~ b l c  to an) cvtciit or 111 any application. tlicn t l ~ c  reniaindcr 01 tlic Plan. with 
the exception of sucli invalid or irnenforceablc provision, sliall not be alfectctl tliereby and s1i:ill continue 111 c l l c ~ t  and applicat~on to its lullcst cytent If, 
liowever, tlie Coiiimittce detenntnes in  its sole diwel ion 11131 any tenii or condillon of tlic Plan wliicli IS Invalid or uneiiforceablc I S  inatend to t l ~ e  interests 
01 tlie Company, the Conimittce may declare the Plan nn11 and void in i t s  entiiety 

-~ _I 

9 7Incnpacity. I t  tlic Committee dctermincs that a Participant or a designated bcneficinry IS ~iiiablc to care lor Ins or licr ailairs I~ccnusc 01 illiicss or acc~dent 
or becausc lie or she IS a iiiiiior. any benefit due the Pariicipaiit oi desrgiiared berielicrary may be paid to tlie Participant's spoilSc o r  lo any ollier person 
deemed by tlie Conimitlee lo liave iiicuircd cvpeiise for wcli Paiticipaiit (includliig a duly appointed guardian. conim~ttee or other legal rcprcsentat~ve), 
and any such payment sliall be a coniplctc discharge of tlic Company's obligation hcrcuiidci 

9 8 Tlansfetxbility of Rights. No Participant oi sponse oi a Participanl sIia11 Iiave any riglit to encomber, trniisler or otlierwise dispose of or alienate any 
present or future riglit 01 expectancy wliicli the Participant or sncli spouse may I1ave at any tiii~e to I-eceivc paynients o i  bciiclits liereunder. \vliicIi benefits 
and the right tliereto arc expi essly declared to be nonassignable and noiitrans~erablc, csccpt to (lie estcnt reqiiired bv Inw Any atteinpt to transfer or assign 
n benetit, or any rights granted hereunder, by a Particiim11 or the spouse 010 Participanl sliall be nnll and void and withoiit cllccl 
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9 9EntiIe Docuiiicnt. Tlie Plan, as set fortli herein. supersedes any and all prior pncticcs. understandings. agrcciiients. descriptions or otlicr non-wiitlen 
aiimigements respectiiig severance, and written employment or severaiice coiitiacts signed by the Company 

9 IOClimge in Control. In the case o f a  Changc in Control. tlie Company. subject to the restrictions i n  this Section 9 10 and i n  Section 9 3 ,  sliall irrevocably 
set aside fonds i n  oneor nioil: grantor trusts in an aniouiit that is stiflicieiil to pay each Participant llic value oi the Participant's Stock Unit Accounl as of 
the date on which tlie Cliange in Control occurs The foregoing nolwitlistnndiiig. the Conipony sliall establish no such grantor trust il its assets shall 
beconie includable i n  the income oi Participants tliereby solely as a iesiilt o i  Section 409A oi  the Code. 'llie obligations aiid responsibilities of the 
Company under this Plan shall be nssumed by any siiccessor 01 acquiring corporation, and all of the rights, privileges and benefits 0 1  the Prtrticipants 
lieretinder sliall continue following tlie Change in  Control 

9 11 Section J09A.Not\vitlistniiding any provision in this Plan to the contrary, this Plan and all rights and benefits of Participants 
liereunder sliall comply with Section 409A o f  the Code, related regulations and otlicr guidaiice, :tiid be constrwd iii a c c ~ ~ d a n c c  tlicrcwitli 

IN WITNE,SS WI-IEREOF. this instrument has been esecuted this 13'"day o i  December, 2006 

PROGRESS ENERGY. INC 

Robei t B McGehee 

Chief Exccutive Officer 



SCHEDULE A 

w a n t s  Who Received liiitinl Stock Unit Grants 

1 Edwin D. Borden 
2 Richard I, Daugherly 
3 Robert L lones 
4 Felton J Capel 
5 Charles W Coker 
6 Esiell C. Lee 
7 Leslie M Baker, 1 1 .  
8 William 0 McCoy 
9 I Tyke  Wilson 
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Exhibit IOc(22) 

TI-IIS AGREEMENI is made this the n day of August. 1996. between CAROLINA POWER RC LIGI-IT COMPANY, a North Carolina corpomtioii 
(Itcreiiialler tlie “Conipny”), aiid CLAY1 ON S I-IINNAN1‘ a key nianagement employee of tlie Conipniiy (liereinafter called tlie “Participant”) 

WHEREAS. tlic Board of Dircctois of tlie Company lias approved a11 additional deferred conipeiisation program for tlie purpose of attracting and retaining 
outstatid~ng licy ~iiaiiagenieiit personriel as eniployecs of tlic Company: and 

WHEREAS, tlie Participant shall be eligible to receive additional defcrred compcnsalion if a11 conditions described i n  this Agreement are met 

NOW TI-IERE,FORE, i n  consideration of tlie mutual agreements l ic~ei~i  contaiiied, tlie Company and tlie l’articipant agree as follo~vs: 

7 ,  
-~ +--+tn 

receive any deferred coinpensation under tliis Agreement I1 tlie Participant reiiiainS employed with the Company until 01 beyond age sixty, the Participant 
will be entitled lo receive a deferred coinpensation award tliat shall become payable i n  accordance witli tlic table set forth i n  Exhibit A to tliis Agreenient, 
based 011 tlie age 01 the Pal Llcipant wliile tlie Pnrtictpnnt reniains cniployed witli tlie Company The aniount 01 any deferred coinpenration award as 
dctermined i n  accordance witli tins Section 1 I S  liereafter referred lo as the “Defcrml Award” Notwitlistanding tlie above, if tlie Participant terniinates 
cniploynient voIi11ita111y or involuntarily before age sixty. upon nianagcment’s iecomniendation the Personnel. Exccutive Dcvelopnicnt RC Cornpensatloti 
Conimittce of tlie Board of Directors (Iicrcinalter tlie “Conimittec”). in their sole discretion, may giruit tlic Paiticipant a defened compensation awaid i n  sonic 
smaller aniotinf as tlicv deem appropnate considei~ng tlic Participant’s pcifonnance 01 duties for fhc Company and othci factors regarding tlic best interest oi 
the Company 

2 Pavnient Any Deferral Award tliat the Participanl is entitled 10 receive will be paid after the Participant leaves tlic eiiiployriierit of the 
Conipany for any reason If tlie Defenal Award is paid before tlie Participant 113s met tlic requirements for normal oi early retirement under tlic Company’s 
Supplemental Rctiieiiient Plan (liereinafter ”Rctirenient”), tlie Deferral Award sliall be paid i n  a single lump slim within thirty days aftcr tlie Participant leaves 
tlie employment of the Conipany If tlie L>elerml Award is paid 3Aer tlie Participant’s Retiren~ent, the Deferral Award sliall be paid i n  sixty eqiial Inoiitlily 

iiistallnicnts os specified i n  Exliibit A. or i f  a tiniely election is made, the Participant sliall be paid in a single lump sun, Tlic Participant must exercise tlie 

option to receive paynient of tlie Deferral Award after retirement in  a single lump sim by completing atid signing tlie form atlaclied to this A, ~~reenient as 
Exhibit 13. and subiiiit7ing i t  to tlic Conipaiiy‘s scrljor vice president respoiisJble for I-litinan Resources before tlie Participant’s fifty-eiglitli birthday Oiicc 
elected. the option to receive paynient of tlic Defcrral Award aftcr retireniciit in a single lump stun can be revokcd by written iioticc to the Conipany’s senior 
vice picsident responsible [or I-lunian Resources at any time before t l ie Participant’s filly-eighth birthday Tlic option to receive payment of tlie Deferral 
Award i n  a single liiinp sum payinen1 after rdirement cannot be elected or revoked after tlic Participant’s fifty-eighth birthday 
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3 la?;es All FICA taxes shall be paid by the Conipaiiy in accordance with app1ic:ible laws. rules and iegulations l i  any Deferral Award is paid to 

tlie Participant. tlic Coinpany shall withhold any other federal and state income aiid payroll taxes as required by law 

4 Death of l’ailicivaiit I n  tlie event that the Participant dies after the Participaiit‘s sixtieth birthday: but before tlie Deferral Award is fully 
paid, aiiy unpaid amounts in the Participaiif’s account will be paid i n  a lump sum to any beneficiary or beneficiaries that are designated by the Participant (tlie 
“Designated Bcnelician”) T11e form attached to this Agreemeiit as Exhibit C sliall be compleicd. signed, aiid sent to Coiiipaiiy’s senior vice president 
responsible Cor I-Iuiiian Resources within thirty days from the date oi this Agrcement The I’articipant itiay change tlic Designated Beneficiary at any time by 
subiiiitting a new beiicliciary designation fonn If at any time tlic Participant has not designated a beiicficiant, or if the beneficiaiy predeceases the Participant 
payiiient oi any vest Deferral Award will be made to the Participant’s estate 

5 Deferral Award AccouiitiiiS A ledger account shall be establislied by the Company to track tlie balance of tlie Partlclpant’s Deferral 
Award The acco~iiit will be charged with any payments niade to the Pailicipant or the Paticipaiit‘s Designated 13eiieficiary The actual Deferral Award 
payable to tlie Participant, 11 any. will be detemiined as of the date that tlie Deferral Award becomes payable Any L>eferral Award that becoiiies payable shall 
be paid from tlie genela1 asset? of tlie Company No special fund or trust has been established for paying h e  Deferral Award Neither the Participant noi the 
Designated Beneficiary shall have oily intere\t in any specific assets 01 the Company, but sliall only be entitled to receive tlie benefits described 111 th is 

Agreement 

6 Noii-Alienation of Bcncfits Tlic Pailicipant‘s right to rcceive the benefitr dcsciibed in t1ii.i Agrecnictit shall not be sllbJCCt to anticipation. 
alienation. $ale, assigniiicnt. pledge ciiciini braiicc, or chaigc, and any attempt to anticipate. alienate. rcll. asagn, plcdgc. enctinibcr, or chaigc any nglit or 
bcneGls hereiiiidcr sliall be void 

I Reseivalion oiRiehts Nolhing i n  this Agreement shall iii any way limit the right oi tlie Company to terminate tlie Participant’s employment at 
any time. tvitli or without cause. or at will 

a Noli-Conipetitioii Iliiiirig the period of live yeais following tlie teriniiiation of tlie employinent of the Paiticipant if tlie Participant is entitled to 
a L>efcrral A!vard, the Participant will not. without the Committee’s prior written conseiil, directly or indirectly engage as an employee, consultant, or in any 
other capacity i n  any business activities: (a) which compete with the Company or any of it’s subsidiaries business; (b) which relate to tlie production or 
deliveiy of electricity i n  the Company’s service area or any irmiiediote siirroundiiig area: or (e)  for niip wholesale ciistorner or any general service retail 
custoincr for wliom the Coinpanv has produced or delivered electricity or to whoin i t  iiiay present a proposal 01 othenvisc ricgoliate to provide such seiviccs. 
Participant shall submit any request for siicli consent to the Company’s senioi vice president responsible for I-Iuman Resources 
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9 Applicable Lnn This Agreetiient sliall be interpreted aiid coiistnted i n  accordance will1 the laws of the Stale oiNolth Ca~olina. \vitliout regard 
to any contlicts ollaws provisions tliat iiiiglit require the application o i  the laws of any other state or iuiisdictioii 

I O  Entire Aer,eeiiieiit This Agreeiiwit contains the entire agreement and understanding by and betwcen the Company and the I’articipant wit11 respect 
to the subject iiiallcr liereof. arid 110 represeiitations, promises, ugreenients, or uiiderstnndiiigs witli iegaid lo the pnyiiieiit of Deferral Award, wliellier written 
or olal. iiol contaiiicd lierein shall be of any rorce or effect. 

IN WITNESS WHEREOF. tlic patties liavc executed his Agreement as of the day and year first above written 

CAROILINA POWER & LIGHT COMPANY PARTICI PAN1 

Title 
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SLLECTED ESECUTIVES SUI'PLERIEN TAL DEFERRED CORIPENSA'TION 
PROGRAhl AGREER4ENT 

As provided iii iny Selected Esecu/iiw Sizppleirzen/nI Deferrd Corr~pertsr~!io~~ Progrnni .~lgreerrzerzf\vitli Carol ilia Power & Light Company dated 
August ~, 1996. in the event Illat a Deferral Awnid is paid to me after my retirement from Carolina Power & Light Compaiiy: 1 liereby exercise my option 
to receive payment of the Deferral Award in a single lump st1111. 

DATE 
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SELECTED EXECUTIVES SUPPLEhiENTrlL DEFERRED COhiPENSATlON 
PR0GRAR.I AGREEMENT 

DEFERRAL AWARD T.M31.,1~ 

Target Deiicfit: $750,000 

I i  the Participant conliiioes h is  eniploynient with llic Company until or beyond age sixty, Ilie Participant's Dcierral Award pursuant to thc Apreemeiit shall be 
as follo1rs: 

Annu;il Aniounts 
Ages Deferral A w a ~  d (payablc For 5 years) - 

51-59 $0 

60 42 1,000 97,000 

61 473,000 109,000 

62 53 1,000 122,000 

61 595,000 137.000 

64 668,000 154,000 

65 750,000 173,000 

The aiiioiint 01 !lie Dcrcinl Award sIia11 be equal to the aniot~nt specified above on tlic Participant's birthday for the ages specified above Tile Deferral 
Award aniount sliall not be proiatcd bctwecn birthdays Tile amount of the Deferral hwaid sliall not illcrease after the Participant's sixty-fifth birthday 
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DESICNA‘I‘ION OF BLNEFIC~lARY 
SEI,lSCTEI) EXECUTIVES SUPl’I,ERiENTAI~ DEFEKIIED C‘OR~fI’ENSATION 

I’ROGRtlR.1 AGREEMENT 
II’IT1.I 

CAROLINA I’OIVER & I,lGIIT COMPANY 

As provided i n  my Sdec/ed E.wciifii*es Supp/enzen/ol Deferred Conipeitsrrfion Progroin .4greenzen/ with Caroli na Power & Light Company dated 
August ~, 1996, I IicIeby designate h e  followiiig person(s) as my ”Designa1ed Benelici:iry”. with respect to :illy Defen-al Award that becomes payable 

PIIIbIAR\’ BENEFIC‘IARY: 

CONTINGENT BENEFICIARY 

Any and all prior desigiiotions ol one or iiiore beneficiaries undcr my Se/ed~‘d Exeattivcr Siipplerrien/nl Deferred Cortzperiscrtion Progrrirtt Agreerizerzt 
with Caioliiia Power I. iglit Company are Iicreby revoked and supeiseded by h i s  designation. I i de r s t and  that die Designated Beneficiary named above 
may be cliangcd or revoked by nie at m y  Lime by riling LI new designnlion i n  writing w i h  the Comp:iny’~ senior vice president responsible for I-Iuma~i 
Resoiirces 

Tlie l’arl~cipaiit iiamcd above eseculed this dociinient in  IIIY presence 
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Exhibit lOc(2.3) 

EYEC'IITII'E I'ERR~JANEN'I LIFE INSURANCE AGREEMENT 

TI-IIS AGREEMENI is ni:ide this between CAROLINA 1'OWE.R & ILIGI-ITCOMPANY ("Coriipany") and 
("Employee" ) 

WI-IIREAS, tlie Company 113s iiistilutcd mi Ikxut ive l'cniiaiieiit L ilk Insurance Prograiii i n  older to assist selected key employees i n  providing dcnth benefits 
for their beneficiaries; and 

WHEREAS. the Conipariy desires to providc siicli bcncfits ill tlic Executive Permaiiciit Lifelnsuraiice Prograiii to thc cstcnt piovidcd licrcin: 

NOW, 1 IIEREFORE. i t  I S  niiitually agreed Ilia1 
- 

1 iii~uiancc Policy I n  hthciaiicc 01 tlic piiiposc ol tlie Executive Permanent LiCc Insurmcc Program, tlie Company and Employee have ~ o ~ n t l y  applied for 
and purcliased life iiisiiiaiice lioiii Nortliivesteiii Mutual Life Iiisiiraiice Coiiipaiiy ("liisiiicd") riisunng tlie hie of ~ an einployee of 
tlie Conipaiiy flit policy iiumbei IS  and tlie oiigiiial face amount IS ("Policy") 

2 Policy Ovvnersliip Tlie Company and the Einploycc agree Ihat tlie Policy sliall be divided into two scpnrale and distinct policy inteiests RS provided ill 

1)aiagrapli 4 During tlic term oftliis Agreemeiil. tlic parties sliall Iiove !lie Collowiiig ownership riglits with respect to siicli policy interests 

a )  ColnDanv 

i )  Tlic contingent liiiiited right to obt:iin om or niore loans or advmrccs on tlic Policy wliicli slid1 be limited to tlic extent of tlic 

Conipany's Policy liitcrcst. as dclined i n  Paingrapli 4 below, and to pledge o r  assign tlie I'olicy ior sucli loans or ndvniices Any sucli 
loan, advance. pledge or nssigniiient by tlic Coiiipaiiy sliall be siibject to tlie written consent of tlie E.mployce. I i  siicli loans are for tlie 
purpose d paying prcniiuiiis or ollicnvise to puicliase or carry tlie Policy, tlie Company agrees to adhere to the ieqiiiretnent of Section 
264 of the llitcriial Rcvciitie code oi 1'986. as amended froin time 10 time, so that tlie interest paid on sucli loans, or some portion 
tliercoi, may be deductible for fedeial iiicome tax purposes: 

i i )  Owiiersliip of Policy cas11 i d u c  equal to [lie sun1 of all "Coiiipanp premiuiiis" as defined i n  Paiograpli 3(a) Iiereol: a id  

i i i )  7lie limitcd right to receive death proceeds of tlic Policy to tlie cxtciit of tlic Company's I'olicv liltcrest in tlie cvciit of tlie Einployec's 
death duriiig tlic tciiii ollliis Agreei~icnt 
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b) Employee Except as provided i n  I’aragrapli 2(a) above aiid otherwisc i n  this Agreeinelit. the Employee sliall have a11 reriiaiiiiiig ownersliip rights 
in  the Policy. including but not limited to. the following: 

i)  The contingent limited riglit to oblaiii one or niore loans o r  advances on [lie Policy which sliall be liniited to the extent of the 
Eiiiployce’s Policy lntclest, as dciiiicd in Paragraph 4 below, and to plcdge or assign the Policy for such loans or advances Any socli 
loan. advance. pledge or assigniiieiit by tlic Lniployec shall be sihiect to tliewrittcn consent of tlic Comp3ny: 

ii) The riglit to designatc bencliciarics of the Employee’s Policy Interest including selection olsettlement options. 

iii) The right to assign any  part or all oi [lie E.iiiployee’s oiviiersliip riglits ii i  tlic I’olicv to any person. entity or trust by exectition of 
appropriate documents: 

iv) The riglit !o stinendel- the Policy subject to the Company’s Policy Inteiest: and 

v)  Oivtiership 01 all Poll ash value not owned bv Uie Company 

3 Pavnlellt of PIcllilllnl5 

i )  Siibject to I’aragrapli 3(b) below, pyiiieiit or tlic Policy’s annual pieniiinn sliall be split between tlie Company and tlie Employee. The 

the annual preiniuni equal to the ”econoniic beiiel~t” as defined i n  Revenue I?.uliiigs 64-325 and 66- I 10 The v:iliie of tlie economic benefit 

the lower of the P S 58 intes or the Insurer’s term rates Tlic Coiiipany sliall pay the reiiiainder o l  tlie premium (liereatlei refei’rcd to as 

Employee sliall pay that portion o i  

sliall be cdcnlated by tisiiig 

“Company preiiii iim(s)”) 

i i )  Notwithstanding the foregoing, during the teriii of this Agrcenient. the Company sliall pa!’ its poilion of the annual prcminm for ten 
(10) years coniniencing with the premium lor the initial policy year beginning l u l s  1. 1998. aiid including the premium doc on the July 
1, 2007 policy aniiiveisary: provided. Iiowever. tlmt the Cotiipany iiiay agrcc to pay sncli additional picniiunis as it and the Employee 
may agree In the event the Compiiiy is not obligated to pay a p r t ion  o i  tlic premium on the policy fbr any policy year during the temi 
of this Agrcenient the E,inployee slid1 pay such premium either in cash or by the application 01 policy dividends and/or valiies 

iii) By niiitiial consent oi the parties hereto and h i  administrative coii\wiience. the Conipany may pay tlie entire pieiniinii as it becomes 
due. whereupon the E,niployeesliall reitiibnise the Company I‘oi the 6mplovee’s share o i  the preiniuni ill sncli niaiiiier as the Company 
and the Eniployee niay iiiutuallv agree 
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b) If either a standaid disability waiver of pieiiiiuiii benefit or accidental deatli benefit is added as 3 rider to tlie Policy. the Fnlplosee agrees to pas 
tlic annual cost oi sircli riders 

4 Policy Interests 

a )  
reason of papnicnt o i  

Subject to Paragraph 4(b) below. during tlic term of this Agreeinent and prior to or upon tlie death of the Employee. tlie Company. by 

of Coinpany prciiii~~ins paid reduced preiniuiiis pursuant to Paragraph 3 above, sliall Iiave a11 interest i l l  the Policy equal to the sum 
by any Policy indebtcdncss 

by reason of paynient 
wltich is incurred by tlie Conip:iny and uqxiid interest on siicli Policy iiidcbtcdness (“Conilxiny’s Policy Interest”) Tlie Eiiiployee, 

of pieiniunis pursuant to Paragi 3pb 3 above, s11a11 1iave all the reiiiaiiiing interest i n  the Policy i n  escess of llic Con1 pany’s 
Policy lnteres~ (“Employee’s Policy Interest”) 

b)ln the event oftlie death of the Employee durlng tlie tenii of t h s  Agieeiiient tlic pioceeds 01 llie I’ol~cy sliall be p:ivable as follows 

I) The Company sliall be cnhlled to reccive an aiiioiint of tlie I’olicy death pioceeds equal to tlic pinccedr 01 the I’olicy reduced by the 
death benefit payable 10 the l?mploycc’s beneficial>, puisnant to Paragiapli 4(b)(ii) below ICFF atiy I-’ol~cy Iridehtednes5 wlncli I S  

incurred by tlie Company and unpa~d ~ntcrest on wcli I’olicyindcbtedness 

i i )  Tlie E.iiiployee’s beneficiary sIia11 be entitled to receive an aiiio1Int of tlie I’olicy death pioceeds as follo\vs plus death proceeds, ii any, 

froin an accidental death benefit rider: 

Year Amount 

I 
2 
3 
4 
5 
6 
7 
8 

9 
10 
11 
12 

705.000 
74 7,300 
792,138 
839,666 
890.046 
943,449 

1,000.056 
1.060.059 
1.123,663 
1,191,083 
1.262,548 
1.338.300 
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5 Dividcnds I~ur i i ig tlic tcriii oi the Agrcemciit. the Company and Eniploycc agiec that anv dividends attiibiitable to the Policy sIia11 be used to purcliase 
paid-up additional life insuranceon the Einployee's lilc unless mutually agreed otlictwisc Notwitlistandiiig the loi-egoing. i n  the event a preniium on tlie 
Policy becomes due during the tcnn o i  this Agreenient and tlic Company i s  not obligated to p3y any poi tion oi  such prciniuni, tlie Employce may elect to 
liave Policy dividends first olfset siicli pieniiurii due with any remaining divtdeiids used to puicliasc paid-up additional life insiirance 

6 Beiicficiaw Dcsienatioii. Tlic Company and Employce agicc that tlic bcnclicialv designation Tor tlic payncnt of dcatli procccds ill the Policy 
Applicatioii sliall be complctcd so that the Company will be entitled to rcceivc procccds eqiial to the Company's Policy lntcrcst and the 
Einployee's bcneliciay will be cntitlcd to receive proceeds equal to the Eiiiployee's Policy Interest l ' l~c Employee may change his designated 
beneficiary at any time upon notilieation to the Insurcr and completion o i  tlie proper betielicia~y designatioii loriiis 

7 Teriiiiiiatioii This Agreement shall terminate upon tlie Iiappcning o l  aiiy oitlie I'ollowiiig: 

a)  The .July 1, 2008 policy nniiivers3ry (wliich is tlie policy anniversary next Li~llowiiig tlie Einployee's attaiiinicnt o i  age 65); 

b)Failure o i  the Employee to either pap his shale of a preniiiitn or to reimburse tlie Company i o r  the Employee sliare of a preiiiiuiii putstiant to I'aragrapli 3; 

__ c)Surierider of the l'olicy by the Ciiiployee, 

d)Terininatioii for cause ol  tlic Employee's cinploymcnt with the Company For purposes Iicreol, termination lix came sliall iiican the tci inination of the 
Employee's employment with the Company for any one or inore of the hllowing reasons: (a) embczzleiiicnt o r  tlieit froiii tlic Company. oi- otlier acts oi 
dishonest 01 disloyalty iiijurious to tlie Company; (b) use by tlie Eniploycc of alcohol. di-ugs. narcotics. or otlici controlled siibstances to sucli ai extent that 
tlic Eniployce's ability to perform his duties as an cmployec of tlie Compmiy is niatciially impaired; (c)  disclosing without aiitlionzation proprietary or 
confidential infonnafion of the Conipany; (d) comniitting any act o i  gross negligence or gross molkasoncc. or ( e )  conviction of a crime amounting io a 
I'elony under tlie laws of the United States o i  Aiiierica or aiiy or the seveinl states. lHic deterininntioil o i  wlietlicr or not tlierc 113s bccii a tcrininalion 
for cause shall be made by tlic Board of Diiectors of the Coiiipany provided that, ii the Employee or the teriiiiiiatedEiiiplo~,ee is a meiiibci of the Board ol 
Diiectors, lie shall not participate in tlic detemiination 



e)Tcrmiiiation of tlie Employee's eniployinent with tlie Company prior to attainiiient of age 62 for :iny reason other than due to tltc Eiiiployee's disability or 
following a cliange i n  control: piovided. Iiowever, that i n  its sole and absolute discretion tlie Chief Executive Ofliccr o l  the Company may elect to continue 
tliis Agreeiiiciit For purposes Iiereof: 

i)  Disability sliall have tlie same nieaiiiiig as "total disability" in tlie Company's Long-Term Disability Iiisui ancc Plaii: provided. Iiowever, 
that irat  the time of deteriiiination of disability tlie Company does not sponsor tlic Long-Term ~isnbilit,'lnsurniice Plan. disability slid1 
mean the complete inability to perfonii tlie noiinal duties or occupation during tlic lirst I 8  months nliei coniiiic~~cciiient of disability; 
tliercaRcr, disability iiicaiis tlic inability to engage in any gainful occupation for wliicli tlic Eiiiploycc i s  reasonably lilted bv cducation, 
training or cxpcrience 

1 1 )  Change i n  control shall mean a change in control ot the Coinpany ofa  iiatiirc that \voiild be required to bc reported i i i  r e s~~onse  to Item 
](a) of the Current R e p r t  on form 8-K, as 111 ellect on the date liereol, pursuant to Scctlon 13 or I5  (d) 01 tlie Securltlcs rxchange Act 
ol 1934 (tlie "Fucharige Act"), provided. that witliout limitation, sucli a cliangc in control shall be deeined to have occuned at sue11 
tlnie as3 "person" (as used in  Section I-l(d) of tlie Eucliange Act) IS or becomes tlie "beltelicial owner" (as defined 111 R d c  13d-3 under 

pixver ol tlie Coiiipanv'a outstandinn ~eciirities 
ordinarily liaving the iiglit to vote in elections of directors, or (b) individuals who const~tute tlie Board ol Ihicctois of tlie Conipany 011 

the date lieieof (tlie "Incunibciit Board") cense for any reason to constittite at Iea'J a malority theleof. piovided that any person 
becoming n director rubsequent to tlie date liereol wliose election, 01 rioniiiiation for election by the C o n i p u i i ~ ' ~  ~Iiaicliolders. \ v a ~  

approved by a vote of at least three quarters of tlie directois coinprising tlie Incumbent Board 51ia11 be. lor pt~iposes ol tiits srlbsectlon 
(b), considercd a\ though such pcrsoii wcie a member 01 the Incuiiibcnt Board Notw~thstaiiding tlic lorcgoing dcfinltlon, no cliange 111 

control shall be deemed to have occurrcd iiiiless and until tlieEniployce or the Eniploycc 1135 a ~ t u a l  biiouledgc I~om one 01 tlic 
followiiig soiirces a report tiled with the Sccurities and Euchange C ~ I I I I ~ I I ~ S I O I I  a public statement i\siicd by thc Company 01 a 
periodicnl 01 general circulation. including but not 111nitcd to The New York Tiiiiesor The Wall Street lourncil 

8 Ilinlits Upon Temiinatioii 

a )  Upon tlie terniiiiatioii of this Agreement porsoaiit to Paragrapli 7 above if the Einployee's interest i n  I'olicy cash value (prior to ieductioii for 
Policy indebtedness) is zero. the Eniployee sliall surrender his interest in tlie Policy to tlie Company and tlic Coinpaiiy sliall becolne the sole 
owner of tlie Policy I n  such event the Employee slinll ioimediately execute any doctiinelits necessaiy to assign mid rcleasc nll oi  h i s  interest 
i n  the Policy to the Coiiipniiy 
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b) Upon tlie terniinatioii of this Agreemeiit piirsuaiit to I'aragrapli 7 ~ I X W C  if tlie Eniplovce's interest in Policy cash value (prior to red~iction for 
Policy indebtedness) is greater than zerol tlie Policy sIta11 be divided into a separate policy owned solely by tlie Coiiipony mid a separate 
policy owned solely by the Employee Ilie values of each separate policy shall be detennined by dividing the total value o i  the Policy prior 
to such division i n  proportion to each parly's ownership interest in Policy cash value deterniiiied prior to reduction for Policy indebtedness 
I n  tlie event there are oiitstaiidiitg policy loans, tlie sepnrate policy received shall be subject to either the Company's or Employee's 
oiitstanding policy loan, as tlie case iiiay be Tlie Company arid the Employee shall in~inediately execute any docunicnts neccss3is to cause 
the Policy to be divided into siicliscparatc policies 

9 Snccial Provisions The following provisions are part of this Agrecmciit and the Execittive Permanent Life Insnrance Program and are intended to 
meet tlie requirenients of tlie Fmployee Retirement Income Secuiity Act of 1974: 

a )  Tlie named fiduciary: 7he Company 

b) Tlie funding policy under h i s  Agreement is that tlie Coinpany a i d  the Employee remit all piemiurns on the Policy wlieii due 

c )  Direct paynient by the Insiirer IS the basis of paynient 01 benelits wider th is Agreement, with those benefits i n  turn being based on the 

paynient 01 piemtunis by tlie 
Company andtlie Eniployec 

d )  For c h i n s  procedure piirposcs, the "Claims Manager" shall be the Secretary of the h i i i pany  

i) If for any re3soii a claim for benefits urider this Agreement is denied by the Conipany,the Secietary t deliver to tlie claiiiiant a written 
explanation setling forth the specific reasons for tlie denial, pertinent references to tlie section of the Agreement on which the denial is based. 
such other data as may be pertinent and inforniation on tlieproceduies to be follo\ved by the claimant in obtaining a review of his claiiii, a11 
written in a nia~iner calcitlated to be iiiiderstood by the claimant. For this piiipose: 

(1) The cloimant's clniiii shall be deeoied tiled when presented ornlly or i n  writing to the Secretary 

( 2 )  The Secictary's explaiiation shall be i n  writing delivered to the claiiiiant within iiiiiety (90) days oftl ie date the clniiii is 
filed 
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i i )  

iii) 

The claiinant shall have sixty (60 )  days following his receipt of the denial of the claim to file with the Secretary a wiitlen reqnest for 
review o i  the denial For suchreview, the claiinant or his representative niay submit pertinent docunlents and written issues and 
comments 

Tlic Sccrctary shall dccidc tlic issue on review and liiriiish tllc claimant with a copy within sih?y (60 )  days of receipt of the claimant's request 
h i -  review 01 his claiin The decision oii review shall be i n  wiiting arid shall iiiclude spccilic reasons for the decision written i n  a nianner 
calculated to be undcrstood by the claimant, as well as specific references to tlie pertinent provisions o i  the Agreement 011 which the decisionis 
based If a copy ofthe decision is not so furnished to tlie clainiant within sucli sixty (60 )  days, tlie claim shall be dcemecl denied on review 

10 Aiiiendinent and Assieiiment of Aeieenient.This Agieeiiicnt may be altered. 

addition, either party may assign its rights, interests and obligations 
terms 

amended. or modified by wiittcn Agreenient signed by tlie 

this Agreeiiient, provided,liowvever, that any assignment 
Conipany and tlie Employee. I n  

shall be made subject io the 
o i  tlus Agreement 

Linder 

1 1  
taken by I t  1s 

statcrncnt by tlie 

deterniination oftlie Company's I'olicy Interest and tlie 
deemed to have notice 01 

of this Agrecnient 

Liabilitv of Insurer The Insurer shall bc bound only by the provinions of and cndorscmcnts 011 the Policy, and any paynicnts made 01 action 
accoidance tlicrewith 

Company as to the 
shall Liilly discharge i t  from all claims, suits and demands oia11 persons wliaisocvcr Thc Insurer shall be entitled to rely exclusively on a 

Employee's Policy Interest The Insurer shall 111 no way be bound by or be 
ihe provirions 

12 

ieni i 11 i ne 'I 11 e Ag I ee ni en1 

shall govern this 

Misccll:ineous.Wl~ere appiopriate i n  this Agreenient. words used i n  the singular shall include tlie plural, and words used i n  masculine shall include tlie 

shall bind tlie Coinpany and its siiccessors and its assigns, and tlie Employee and its S L I C C ~ S S O I S  and its assigns. The laws oi  the State of North Carolina 

Agrccnient 
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IN WITNESS WIIEREOF, Ilie pcu-ties have esccuted this Agreenient iiiider seal as of the dayand year Iirst above writteii 

CAROLINA POWER a LIGI-IT COMPANY 

BY: 

Tide 

(CORPORA1 E SEAL) 

__ 

ATI‘ES T 

EMPL.OYEE: 



I’ROGRESS IJNIIRGY, INC’. 
Coinputatioii or  Ratio of Earnings to Fixed Charges 

F o r  the Years Ended Deceiiiber 31 

(dollnis i n  inillioris) 2006 2005 200.1 2003 2002 

Other interest 21 43 27 71 
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F\Iiibit No. 12 (h) 

CAR0 LIN A I’OJVIi It 6i LIGI-I ?’ C’OR.1 PAN Y’ 
d/b/a PROCRISSS ENERGY CAROIJNr\S, INC. 

Coiiiputalion o l  Ratio of Earnings lo  Fixed Charges and 

Ratio o l  Earnings to Fixed Charges and Pi-eferred I>ividends Conibincd 
For the Years L.iidcd Dccembcr 3 1 

(doIla1s il l  1111111011s) 2006 2005 200-1 2003 2002 

Ilarnines as defincd 
e b  nciples 

S 912 $ 932 $ 896 $ 943 S 854 

Total Gscd chwgcs and prcfcircd dividends conibined 

Income lax eqlellsc 
Included in AFUDC - de 

Ratio 01 Emiings to Fixed Ch 



FLO It1 1) A lW\V Is l i  CO lU’OK/\Tl ON 
d/b/a PROGRESS ENE,RCI’ FLORID/\, 1NC 

Computation of Ralio o l  Eoi-iiings Lo Fixed Charges atid 
Ilatio of Iarninps to Fixed Charges and l’ieferred Dividends Coinbiiied 

Foi- the Years Elided December 3 I 

(dollois i i i  niillioiisl 2006 2005 2004 2003 2002 

t6 680 $ 519 t6 631 $ 547 $ 602 

Other interest 10 18 10 ( 6 )  10 

Total Iived cliaiger. as delilied 153 138 122 103 11-1 

- _ I _ . - - ~ - .  -- 
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Exhibit No. 21 

I’ROGRESS ENERGY, INC. 
List 01 Stibsidiaries 

The following is a list 01 ccrlain direct and indirect subsidiaries of Piogrcss Energy, Inc . and tlicir respective states of incorporation as o l  Deceinber 31. 2006 
All other snbsidiaiics. i f  considered in  tlic aggregate as a single subsidiary, would not constitulc a significant subsidiary 

Carolina Power & Light Company d/b/a Progress Energy Carolinas. Inc  North Carolina 
C:iroFinancinl. Inc North Carolinii 

Flottda I’rogiess Corporation Flonda 
bioi Ida Powei Coimration dWal Progiess Energy Florida. Iiic Flondo 
Progrec,s Capital Iloldtngc,. Inc Floiida 

Progres? Te lec~~~i~ t i i~~ i i cabo i i s  Coiporalion Flonda 
Piogrcsc, r i d s  C o ~ p o ~ a t ~ o n  Flonda 

Dcla\\,al c 

Ceicdo Sintiiel L I  C Delalvalc 

Solid Energ), L L C Delaware 
Flonda 
Delaware 

- EFC Syllluel LLC 

Kanawli:r River  1 e1111111315. Inc 
131acl; 11a\vk SynLiiel I I C 

PV Iloldings, Iiic North Carolina 
North Carolino 

I’rogrcss Gcnco Ventures. L LC North Carolina 
1’V SVlllUClS. I L C  North Carolina 

Progress Vcnttiies. liic d/b/a Progress Energy Veiittnes. I I I C  

Solid I%el. ILLC Dclaivare 
Sandv River Synliiel. ILLC Delaware 

Progress Enel gy Service Conipanv. LLC North Carolina 
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Exhibit No. 23(r) 

CONSENI’ OF INDEI’ENDISNI‘ REC;IS1‘EREI) I’UBI,IC‘ ACCOIIN TING FIRM 

We consent to the iiicorporation by reference in Registratio~l Statement No 33-33520 011 Form S-8, Post-Eflective Amendment I to Registration Statement 
No 33-38349 on Fonii S-3, Registration Slaicnient No 333-81278 on For111 S-3. Registration Statelncnt No 333-81278-01 on Forin S-3, Registration 
Statement No 333-81 278-02 on Form 5-3. Rcgistr:ition Statcnicnt No 333-81278-03 011 Forin S-3, Post-Efrcctivc Amendmcnt 1 to Registration 
Statcmciit No ,333-697.38 on Forin S-3. Registration Statcinciit No 33.3-70332 on Form 5-8. Registration Statcii~ent No 33.3-87274 011 Form 5-73. Post 
-EITecljve Amendment 1 io Registration Statement No 333-47910 on Form S-3. IZcgistr&xi Stalement No 333-52328 011 Forin S-8, Post-Effective 
Aniendnient I to Registration Shteirietit No 333-89685 on Form S-8, Registration Statenlent No 333-4816.l 011 Form 5-43, Registrntion Stateiiient No 
33.3-1 1.1237 011  Fomi S-3. Registration Statcmcnt No 333-304951 on Form S-8 and Registration Stntenieiit No. 333-304952 011 Form S-8 orour repoils dated 
Fcbruay 28. 2007 relating to the coiisolidatcd lina~~cial stnteiiieiits and coiisolidntcd financial stateiiieiit scliedulc of I’iogress Energy, Inc (which report on 
the consolidoled linancial statenients expresses an u~lqt~alilied opinion and includcs an explanatory paragr:~pli concerning the adoption of new accounting 
principles ill 2006 and 2005) and ~iianageiiient’s report on the effectiveness 0 1  iiileiiial control over Iinancial reporting, appearing intliis Annual Report on 
Form IO-K of Progress Emrgy. Inc. foi the ycar ended Deceinber 31,2006 

/d Dcloitlc R: louclic LLP 

R:deigli. North C:trolina 
Febromy 28,2007 
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Exhibit No. 23(b) 

We consenl to ilie ii~co~poralion by refcrence in Registration Siaiemeiit No 333-126966 OII Fonn S-3 oToiir reports dated February 28, 2007, relating to the 
consolidated fiiiancial statcn~cnts and consolidatcd fiiiancial slateincnt schcdule of Caroliiia I’oawer & Light Company d/b/a Progress Encrgy Carolinas, Inc. 
(PEC) (whicli rcpori on the consolidated financial siatcmcnis expresses an u~~q~ialilied opinioii and includes an esplanatorv palagraph conccrning the adoption 
of new accoiiniing piinciples i n  2006 and 2005). appearing i n  this Annual Rcpoii on Forni IO-K oi  I’EC for the war  ended Deceinbcr 31, 2006 

/d Deloitte & l~ouche L L  I’ 

Raleigh, North Carolina 
Febromy 28, 2007 



I, Robert I3 McGclice. ccrtify that: 

1 I liave reviewed this annual iepoii 011 Foini I 0-K of Progress Eiiergp, Inc ; 

2 Based on my hiowledge. this annual iepoit docs not contain any uiitruc statcmciit ol a iiiatcrial 1 x 1  or omit to state a niatcrial fact ncccssary to makc the 
s~atements made. i n  light of the c i r c ~ ~ ~ i ~ s t a n c e s  under wliich such statcnieiits were niadc. 1101 niislcadiiig with respect to tlie peiiod covered by this annual  
report; 

3 Based 011 my knowledge. tlie linancial statements, and ollier Iiria~icial irifonnation ~ncluded in Uiis annual rcport. fairly prese~il in all riialeiial respects the 
financial condition, results of operations and cash flows of the registrant as oi. and for. llic periods presented i n  this annual report. 

4 The registrant's other certif>ring offcer and I ale iespoiistble for establisliiiig and maintaiii~iig discloruic controls aiid procedures (as defined in Exchange 
Act Rules 13a-I5(e) and 15d-l5(e)) and iiiteninl control o\'er Iinaucial ieporliiig (as delined i n  Lwliaiige Act Rule5 17a-l5(f) and 15d-l5(t)) for tlie 

-- ~- ---___~I_____ 

a)  designed such disclosure co~itrols and procedures, or caused such disclosure controls and p~c~ccduics to be dcsigned under our supervision, to ensure that 
material information relatirig to the registrant, including its consolidated sol~sidiaiies. is made known to u s  by otliers witliin those entities, particulailp 
during tlic period In wliicli this aiiniial report is being prepared: 

b) designed such internal conlrol over finmicial reprtinp, or caused such interiial control over Iinwicid repoi-ling to be designed under our supervision. to 
provide reasonable assurance regarding the reliability or financinl icportiiig and tlie picp:iration of linancial statenieiits fi,r cxtcrnal purposes i n  accordance 
with genernlly accepted nccounting principles: 

c) evaluated tlic effectiveiiess of the registrant's disclosure contiols and p~oceduics arid prcscnkd i n  t h i s  annual report our co~iclusioiis about the e~fectiveness 
o i  the disclosure controls and procedures, as of tlie end of the period covered b s  this annual r epo~ t  based on such evaluatio~i; and 

d) disclosed in  this annual repori any cliange iii the registrant's intei nal control over linancial reporting tliat o c c u ~ ~ e d  during the registrant's   no st recent liscal 
quarter (the Iegistrant's foitrth fiscal quarter i i i  the case oftliis annual report) that has ~iiaterially aflected. 01 i s  rcasonabls likely to mate~ially affect, the 
registrant's internal conirol over financial reporting: and 

5 The registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of internal coiitiol over linancial ieporting. to tlic 
registrant's auditors and the audit cominittee of rcgistinnt's board oi directors: 

a) all significant deficiencies and material wcaknesses in flie design or operation o l  internal control over lin:~iicial reporting which are rcasonably likely to 

b) any fraud, wliether or not inateiinl, that involves ~iianagemeiit 01 otliei etiiplopees wlio liave a significant ~ o l c  iii the iegistrant's iiiternnl control over 
adversely affect tlie registrant's ability to record, process, suninia~ ize and report financial iiiioniiatioii: and 

finaiicial reporting 

Date: February 26, 2007 By id Robert B McGeliee 
Robcit B McGclicc 
Cl>airniaii and Clucf Euccutivc Olliccr 



1. Peter M Scott 111. certify that: 

1 I liave reviewed this annual repoit on Fomi IO-K of Progiess Energy. Inc , 

2 Based on my hiowledge. this annual report docs not contain aiiy iinti-ue statcmcnt oi  a inaterial fact or omit to state a inaterial fact nccessaw to make the 
statements made. in light of tlic circuiiistanccs under which such statements were ninde. not niisleading \villi respect to the period covered by this annu:11 
lepolt; 

3 Based on my knowledge. tlie financial statements, and other financial infoniiation included in lliis aiiiiiial report, fairly present in all mateiial respects the 
finmicial condition, results of operations and cash flows oftlie registrant as oi, and for. tlie periods presented in this :innunl report. 

4 The registiant's otlier certifying officer and I ale responsible for establisliiiig and maintaining disclosure controls and procedures (as defined 111 El;cllange 
Act Rules I3a-l5(e) aiid 15d-l5(e)) and iiiternal control over financial ieportiiig (as deiiiied i n  Exchange Act Rule5 17a-l5(1] and 15d-15(1)) for tlie 
reel- aiid -- ___ \VC have: - 

a)desigiied such disclosure controls and procedures. or caused such disclosure controls and pioccdures to be designed under our supen~ision, to elislire that 
inaterial information relating to the registrant, including its consolidated subsidiaries. is iiiadc known to 11s by otlicrs within those entities. particularly 
during tlie period in wliicli this annual report is being prepared; 

b)designed sucli internal control over financial reporting, or caused such interii:il coilti-01 over fin:uici:il reporting to bc designed under our supervision: to 
provide reasonable assnraiice regarding tlie reliability of financial reporting aiid the preparation of financial statements for exlertial purposes i n  accordance 
with generally accepted accoiititing principles; 

c)cvaluatcd tlie etkctiveness of tlie registrant's disclosure controls and proccduies and picscntcd i n  this aiiiiual icport our conclusions about the efl'ectiveiiess 
oftlie disclosure controls and procedures, as of tlie end of tlie period covered by this annual repoit based on such evaluation: and 

d)disclosed i n  this annual report any change i n  tlie registiant's internal contiol over financial reporting that occurred during tlie iegistiant's most recent fiscal 
quarter (the registrant's fourth fiscal quarter i n  the case oftliis annual repoit) that lias iiiuterinlly ullkcted, or is re:isonably likely to iiiaterially nfrect, tlie 
registrant's internal control over linaicial reporting; and 

5 The registrant's other certifying officer and I have disclosed, based on our most recent evaluation oi iii~eiiial contiol over financial ieporting. to the 
registrant's auditors and tlie audit committee of registrant's board o l  directors: 

a)all signilicant deficiencies and inaterial weahiesscs in tlic design or operation o i  internal control over financial reporting which are reasonably likely to 

b)any fraud, whether or not material, that involves management or other eniployees wlio have a signilicant role i n  tlie registrant's internal control over 
adversely affect the registrmit's ability to record, process, suniiiiarize and repoit financial infomiation, and 

financial repoiling 

Date: Februaiy 26.2007 By: /SI Peter M. Scott 111 
Peter M. Scott 111 
Executive Vice President and Chief Financial Ofliccr 



1. Fled N Day IV, certify that: 

1 I have reviewed this annual report on Fotni IO-K of Carolina Power & Light Company: 

2 Based on my Icnowledgc. this annual report does not contain any untrue statement of a inaterial fact or omit to state a inaterial fact necessary lo make the 
stateiiieiits made, i n  light ol the circumstances under which such statetiieiits were made, not niisleading with respect to the period covered by this annual 
report: 

3 Based on my knowledge, tlle financial statements. and other financial infonnation included in tliis a n n ~ ~ a l  report, fairly present in a11 material respects the 
finmicial condition, results oloperations and cash flows olthe registrant as of, a id  for. the periods  resented i n  this annual rcport: 

4 The registrant's otlwi certifying offcer  and 1 318 ierponsible for e s t ab l~s l~~ng  and mmntatning dlsclosute controls and piocedures (as deliiied 111 El;cliange 
Act Rules 1 % - I  5(e) and 15d-l5(e)) lor tlie iegislrant and we liave 

_I_ -~ 
a)designed such disclosure controls and procednres, or caused such disclosure controls and procedures to be designed under our siipen~is~on, lo e n w e  that 

iiiaterral inforniatton relating to the iegistiant, including i ts consolidated subsidiarm, is made know~i to its by others ~v~tl i tn  thore entct~er, particulatly 
duiiiig the period in wliicli th is  annual ieport i s  belng prepared, 

b)evaluated the effectiveness of the iegistrant's disclosure controls and proccduies and picncnted in thls annual icpoi-i otii conclusionr about tlic cf~ecl~vencss  
oftlie disclosure controls and procedures. as of tlie end of the penod covered by tliis annual ieport based 011 such ev:lluation. and 

c)discloxd 111 this annual repoi t any cliange 111 the reg~strant's internal control over financial report~ng that occurred during the registrant's most lecent fiscal 
quartel (the ~egisliatit's lourth fiscal quarter ti1 the case of this annual repoit) tliat has niateiially alfected. or 15 reasonably l~licly to ~iiatertallv ollect. the 
registrant's internal control over financial rcpoi ting, and 

5 'The registrant's other certilyiiig officer and I have disclosed, based 011 our most recent c v a l ~ ~ a t i o ~ i  of internal control over finnncial Ieporting. to the 
registrant's auditors and the audit coniniittec of registrant's board of directors: 

a)all significant deficiencies and material weaknesses in tlie design or opelation ol internal control over Iinniicial repotting which a1 e reasonably likely to 

b)any fraud. wlictlier or not material, that involves managenient or other employees who have :i signi1ic:int role i n  the rcgistrant's internal control over 
adversely aft'cct the registrant's ability to iccord. process, sninmarizc and ieport financial infoonnation; and 

financial repor~ing 

llate: Febniary 26,2007 I s /  Fred N. Day IV 
Fred N Day 1V 
President and Chief Executive Officer 



Uase No. 2011-12J 
Skiff-DR-01-003 i attlrhmcnt 
(Progress 15ncrgy) 
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Esliibit 31(d) 

1. Pcter M Scott 111, certify that: 

I I have reviewed this annual report on Fomi IO-K of Carolina Power R: Light Coinpany: 

2 Based on niv knowledge, this annual rcport does not contain any t~ntiuc statement of a niatcrial fact or oniit to state a material fact nccessan' to n d c  the 
~tatenici i t~ niade. i n  light of tlic c i r c~~n i s t ance~  under which sucli stateinenls were niade, not niisleadiiig wit11 rcspect to the period covered by this annual 
report: 

3 Based on my knowledge, the financial statements, and other financial infomiation included i n  this annual report, fairly present i n  all inatciial respects tlie 
linmicial condition, results o r  operations and cash flows of the registrant as of, and for, the periods presented in this annual report, 

4 The registrant's other certifying oflicer and I ale responsible for establisliing and niaintaining disclosure controls and procedures (as delincd i n  E?;cllange 
Act Rules 13a-l5(e) and 15d-I5(e)) for the registrant and we have: 

a)designcd such disclosure controls and procedures. or caused such disclosure controls and procedurcs to be designed under our supervision, to ensure that 
material information relating to the registrant, including its consolidated subsidiaries, is made known to LIS by otllers witlliii those entities, particularly 
dining tlie period i n  which this annual report is being prepared; 

b)cvaluatcd tlic effcctivencss of the registrant's disclosure controls and procedures and presented i n  this a~inual report o w  conclusions about the efrcctivcncss 
oftlie disclosure controls and procedures, as of the end of the period covered by this annual report based on such evaluation; and 

c)disclosed in this annual teport any change i n  tlie registrant's internal control over financial reporting that occurred during the registrant's niost recent fiscal 
quarter (tlie iegistrant's fourth fiscal quaiter i n  the case of this annual report) that has niaterinlly affected. or is reasonably liliely to iiiateriallp affect, the 
registrant's internal control o v a  fiiiaiiciai repoi-ting: and 

5 The registrant's otliei certifying officer and I h a w  disclosed, based on our niost recent evaluation of internal conti01 over linancial reporting. to the 
registrant's auditors and the audit comniitree of iegistranl's board of directors: 

a)all significant dclicicncics and niaterial wcalnesscs iii tlie dcsign or operation o l  internal control ovcr financial reporting which are reasonably likely to 

byany i'mud, whether or not material, that involves niaiiagenient or other employees who have a significant role in the registraiit's inteinal control over 
adversely affect tlie registrant's ability to record, pmcess, sumniarize and report financial information; and 

financial reporting 

Dale: February 26, 2007 /s/ Peter M. Scott 111 
Peler M. Scott I11 
Executive Vice President and 
Chief Financial OIficer 



C'nse No. 2011-124 
Sl:1IT-DR-01-009 i :ittncliineiit 
(Pi-ogrrss E I I C I . ~ ~ )  
1':ige 457 of464 

Fdilblt 3l(e)  

I. IcKrcv I Lyash. certif) that 

I I liave reviewed this annual report on Fonii IO-K of Florida Power Corporation: 

2 Based on niv knowledge. this annual rcpoit docs not contain any untrue statcmcnt of a matcriai fact or omit to state a inaterial fact ncccssaq to makc the 
stateiiieiits niade, i n  liglit of tlie circunistances under wliich such statements were made, not niisleading with respect to the pci iod covered by this aniiual 
report: 

3 Based on my knoivlcdge, the iinancial statements, and otlier financial infonnation included i n  this annual repoi t, fairly present i i i  all inaterial respects the 
financial condition, results of o~ierations and cash llo\vs of the registrant as of, a id  for. the periods presented in this annual report; 

J The registrant's otlier certifying ollicer and I ale responsible for establish~ng and n i a ~ ~ i t a ~ ~ i ~ ~ i g  disclosure controls and piocedures (as defined in Exchange 
Act Rules 13u-I5(e)and I jd- l j (e))  for the iegistrant and we liave 

__ ~- 
a)designed siicli dirclosiirc controls and procedures or caused wch disclosure controls and proccdurcs to be designed under our supcrv~s~on, to ensure that 

iiiateiiai inlormatron relating to the iegistiaot. including its corisolidatcd subsidiaries, I S  made 1;rio~vii to us by otliers rvitliin tliose entities, partrcula~ly 
diiniig tlie period 111 wliicli t l i is annual report IS being piepaled, 

b)evaluatcd the cffectivcncss of tlic lepistrant's disclosure controls and proccdurcs and picwited i n  this annual ieport o1i1 conclusioiis about the effcctivencss 
ofthe disclosure control.; and procedures. as 01 tlic end of the pcnod covered by t h~s  a~inual report based on soclt cvaluabon. :und 

c)disclosed i n  tlirs annual iepoi t any cllange i n  the registrant's internal control over financial reporting that occurred durmg the registrant's most recent fiscal 
quaiter (the legistiant's lourtli liscal quaitel i n  the case of this aiintial repoit) that lias materially alfected, or IS reasonably I t l d y  to materially allect, the 
icgistrant's intcriial control over financial iepoiting. and 

5 The registrant's other ccr t i l~ing officer and I liave disclosed, based on ow most recent evaluation of internal control o w  financial reporting, to the 
re gist ran^'^ auditors and h e  audit coinniittee o i  regislrnnl's board o i  directors: 

a)all significant dcficiencics and inaterial weaknesses i n  tlic design or opcratioii o l  iiiternal control over financial reporting which are reasonably likely to 

b)any fizlud, whether or not inaterial, that i i i v o l ~ e ~  niaiiagenient or otlier employees who liave 3 significant role in the registrant's iiiteinal control over 
adversely atrect tlie registrmit's ability to record, p~ocess. sumniarizc and report iinancial infonilation; and 

financial repoi-ting 

Date: Febniary 26. 2007 / s i  Jeffrey J. Lvasli 
.Iellrcy J Lyasli 
President and Chief Executive Officer 



C'ase No 2011-124 
Sl:'afT-I-I)II-OI-009 i :itt:irlinieiit 
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Ediibit  31(l) 

I, Pctcr M Scott Ill, ccilify that: 

1 I have reviewed tliis aiinual iepoil on Form 10-K 01 Florida Power Corpnration: 

2 Based on my hiowledge, tliis annual report docs not contain any uiitruc statcmcnt of a inatcrial fact or omit to state a material fact ~icccssary to make the 
stateiiieiits niade, in light of tlie circomstaiices under which such statements were made. not niisleadiiig with respect to tlie pel iod covered by this aruitial 
report; 

3 Based on iiiy knowledge, tlie financial statemeiits. and otlicr filmncinl inroniiation included in tliis aiiiiiial report, fairly present i n  all iiinteiial respects the 
finmicial condition, results of opcrations and cash flows oitlie registrant as of, a id  for. the periods presented i n  this annual report: 

4 The registrant's otlicr ccrtilying officer and I ale iesponsible for establisliirig and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rulcs 1 3 - 1  5 ( e )  and I jd-I5(e)) for tlie registrant and we Iiavc: 

a)dcsigned such disclosiirc controls and procedures. or caused sr~ch disclosure controls and procedures to be designed under our supervision, to ensure that 
iiiaterial information relating to tlie registrant, incloding its consolidated subsidiaries, is made known to us  by others \vithin those entities, particularly 
duiing tlie period i n  wliicli this niitiual report is being prepared; 

b)cvaluatcd the effcctivcncss of tlie registrant's disclosure conlrols and procedures aiid picscntcd i n  this aiinual report our conclusions about tlic cffcctivencss 
of the disclosure controls mid procedures, 3s of the end of the peiiod covered by this annual report based on such evdluation: and 

c)disclosed in tliis annual report any change i n  tlie registrant's intei nal control over financial reporting that occorred during tlie iegistraiit's niost recent fiscal 
quarter (tlie registmiit's fourth fiscal quarter i n  tlie case of tliis aiiriilal I eport) tliat has niatcrially affected. or is reasonably likely to materially affect, tlie 
rcgistrant's iiitcrnal control ovei financial reporting: aiid 

5 The registrant's other certifying officer and I Iiave disclosed, based on ow most recent cvaluation of internal contiol over financial reporting, to the 
registiant's aiiditors and tlie audit committee of regist! ant's board oi  directors: 

a)all sigiiificant dcficicncics and material wcahiesscs iii tlic design or opcratioii o i  iiitcrnal control over' financial reporting wliich arc reasonably likely to 

b)aiiy f i u d .  whether or iiot iiiaterial, that involves inaiiagenieiit or other eiiiployces who have a significant role in tlie registrant's interiial control over 
adversely all'cct the registrant's ability to record, pincess. siuiimarize and report liiiancial information; and 

financial reporting 

Dale: Febniaiy 26. 2007 i s /  Petcr M. Scott 111 
I%ter M Scott I11 
Executive Vice President niid 

Cliicl Financial Officer 



Casc No. 2011-124 
St:aff-DI1-OI-O(M i attnchnaent 
(Progress Eacr$g) 
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Fsliibit 32(a) 

18 U.S.C. SISC‘I’ION 1350, 

AS I-\I)OPIED PURSUANT TO 

I n  coiiiiectioii with the Annual Report on Fonii IO-K of Progress E.nergp, Inc. (the “Coinpany”) for the yeai ended December .3 1, 2006 as filed with the 
Securilies a id  Escliange Commissioii on tlie date hereof (the “Report”), 1. R o h r t  B McGehee, Cliiel Executive Officer o i  the Coinpony, certify, pursuant to 
I8 IJ S C Scctioii 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,tliat: 

( 1 )  the Report fully coinplies w i t h  the requirements of Section 13(a) or 15(d), as applicable. of [lie Securities E~change Act of 1931. as aiiiended, and 

-~ 
(2) the iiiforiiiatioii contained 111 the Report fairly present\. i n  all niatenal iespects. tlie finaiiciol condition and iesult of operations of tlie Company 

Id Robert I3 McGeliee 
Robeit B McGehee 
Cliniriiian and ChieT Euecu~ive Officer 
Februairy 26, 2007 

l l i s  certilicotioii is being fiiriiislied and sliall not be deemed filed by the Coiiipany lor purposes ol Section 18 of tlie Securities Esclioiige Act of 1934, as 
amended. or incorporated by reference i i i  any filing under tile Securities Exchange Act or  1934, as amended. or the Securities Act of 1933, as amended. 



rase NO 2011-124 
Sl:ilT-I)R-OI -009 i ;ittnclinient 
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Exhibit 32(b) 

C‘ISRTIFIC‘ATION FURNISIIED PURSUANT TO 

18 I.I.S.C. SECTION 1350, 

AS ADOPTED PURSUANTTO 

SECTION 906 OF TIIF, SARBANES-OSLEY ACT OF 2002 

111 coiiiiection with ;lie Anniial Report on Fonii 10-K of Piogress Incrgy, Inc (the “Company”) for tlic year ended I>eceiiiber 3 I .  2006 as filed with the 
Securities and Excliange Commission on tlie date hereof (the “Report”), I, Peter M. Scot1 111, Executive Vice President and Chief Fiiiancial Oficer ofthe 
Company. certifJ!. piirstiant to 18 U S C Section 1350, as adopted pt~rsuant to Section 906 of the Sarbanes-Oxley Act of 2002, that: 

( 1 )  tlie Report fully complies with [lie requirements of Section 1 ?(a) or lj(d), as applicable, of the Securities Exchange Act of 1934. as amended. and 

___- 
( 2 )  the infoiiiiation containcd i n  tlic Report raiily presentr. i n  all niatcnal icspccts. tlie financial condition and result of operations 01 the Coinpany 

/si Peter M. Scott 111 
Peter M Scott 111 
IIseciitivc Vice I’resident and 
Cliier Financial Officer 
Febriiay 26. 2007 

This certificatioii is being fiirnislied and shall not be deemed filed by tlic Company for purposes of Section 18 of thc Securilies Excliange Act ol 1934, as 
amciidcd. 01 incorporated by refeicncc i n  aiiy filing under the Securities Excliange Act o l  1934, as anicnded, or tlic Securities Act of 1933, as amended 



Gisc No 2011-124 
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Exhibit 32(c) 

18 1J.S.C‘. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OFTIIE SARUANES-OSLEY ACT OF 2002 

I n  coiiiicctio~i with the Anntlal Report on I;omi IO-K of Caroliiia Power Rr Light Conipatiy (the ‘*Coiiipany’’) for the year ended L>ecember 31. 2006 as iiled 
witli the Securities atid Excliangc Cotiiniissioii on the date liereoi (tlic “Report”), I, Fred N Day ]VI President and Chief Executive Oflicer of the Conipany, 
ccitify. piirsiinnt to 18 U S C Section 1.350. as adopted piiisuant to Section 906 of tlic Saibanes-Oxley Act 012002, tliat: 

( 1 )  tlic Rcpoi-1 frilly con i~~ l i e s  with the rcq~~ircinents of Section 13(a) oI l j (d) ,  as npplicablc, of thc Sccuritics Escliangc Act of 1934. as aniendcd; and 

( 2 )  tlic information contained i n  tlic Itepoit fairly prcsents, i n  all iiiatcijal rcspccts. tlic fiiiancial condition and lcsult of opcrations of the Cotnpa~iy 

/s/ Fred N.  DOV IV 
Ficd N Day 1V 
13 esident and Chic1 ISxccutive Oificcr 
Febrii~iv 26. 2007 

I‘liis ccrtificatioii is being 111rnislicd and shall not bc dccn~cd filed by tlic Conipan\~ for pu rpscs  of Section 18 of the Securities Escliange Act of 1934, as 
aniendcd. c)r incorpwatcd by rcferencc i n  any filing undcr tlic Sccuritics Escliangc Act of 1934, as amcnded. or thc Securities Act of 1933, as a~ncnded 



C‘;ise No. 2011-124 
S1:ilT-DIZ-O1 -OW> i :ittacliiii~iit 
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Esliibit 32(d) 

C‘ISRTIlX ATION ITIRNISIIED PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF TIIE SARBANES-OXLEY ACT OF 2002 

111 cotiiiectioii with the Annual Report o n  Fonii IO-K o i  Carolina Ponw Rr L-iglit Company (the “Coiiipany”) for tlie year ended Deceiiiber 31. 2006 as filed 
witli tlie Securities and Escliaiige Commission on tlie date liereoi (the “Report”), I. Petei M Scott I l l .  Ixeciitive Vice President and Cliief Financial Ofiicer of 
tlie Company. certify, puisuant to 18 IJ S C Section 1350. as adopted pursuant to Section 906 oftlie Sarbanes-Oxley Act of2002.11iat: 

(1)  tlie Repoil fully complies with tlie ieqiiiremciits of  Sectioii l.i(a) or l j (d) ,  as applicable, of tlie Securities Excliange Act of 19311, as amended: and 

(2) opcratioiis of the Coiiipaiiy 

/d Peter M.  Scott 111 
Peter M Scott 111 
EsecAve Vicc President and 
Cliief Financial Officer 
Febriiniy 26, 2007 

This ccrtilicatioii is beiiig fiiriiislied and shall not be decmcd Glcd by tlie Coiiipanv for purposes of Section 18 of the Securities Excliaiigc Act of 1934, as 
anieiided. or incorporated by reference in  aiiy liliiig ondcr tlie Securities Escliaiige Act of 1934. as amended. or the Sectiritics Act of 19.3.3, as aniended 
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Exhibit 32(e) 

CERl  IFIC'ATION IWllNISI1EI) PURSUANT TO 

18 U.S.C. SISCTION 1350, 

AS ADOP'I'EI) PURSlJriNT TO 

SECTION 906 OF THE SARBANES-OSLEI' ACT OF 2002 

I n  coiiiiectioii with tlic Aiiiiual Report on Fonn IO-K o i  Florida Power Corporation (the "Company") for tlie year ended I>ecember 3 I ,  2006 as filed wit11 the 
Securities atid Escliange Conimissioii on the date Iiereoi (i l ie "Repoi I"), I. .leifrey I Lyasli, President and Cliief Executive Otlicer ofilie Company, certif)). 
piiisuai~t to 18 l J  S C Sectioii 1350,as adopted p i~~s i io~ i t  to Section 906 o i  t l ie Sarbaiies-Oxley Acl oT 2002, that: 

( 1 )  tlic Report hilly coinplies with tlie requiremciils of Seclioii I3(a) or 1 j (d),  as applicable. of tlic Securities E,xchaiige Act of 193, as amended: and 

(2 )  the information contaiiied i n  the Report Ioirlv p~cscnis. iii all iiiatcrial respects. ilic liiiaiicial condition and iesult of opcrations of tlie Coiiipaiiy 

/s/ Jeffrev J.  Lvasli 
leffrey J Lyasli 
President and Cliiel Executive Officer 
Februay 26,2007 

This ccrlificatioii is bciiig liirnislicd and shall not be dcciiicd f i led by llie Coiiipaiiv lor porpses  of Seclion 18 of the Sccuritics Excllangc Act of 1934, as 
aniended. or incorporated by refcrence in  niiy filing under the Securities Escliangc Act o l  193-1. as anieiided. or the Securities Act of 19.33, as aiiicndcd 



18 t1.S.C. SECTION 1350, 

SECTION 906 OF TIIF SARI3 \NES-OYI,EY ACT OF 2002 

In connection with the Annual Report on Fonii IO-K o i  Florid:i Power Corpoiatioii (the “Company”) for tlie year ended December 3 I ,  2006 as filed with the 
Securities and Excliangc Commission on tlic date liereof (the “Rcpoit”), I. I’etei M Scott 111, Executive Vice President aiid Chief Fiiiancial Onicer of the 
Conipany, certify, pursuant to I8 IJ S C Section 1350, as adopted pursuant to Scction 906 of the Sarbaiies-Oxley Act of 2002. that: 

( 1 )  the Report fiilly complies with the requireiiieiits of Section 13(a) or 15(d), as applicable. of the Securities Exchange Act of 1934, as aiiiended; and 

__ 
(2) llic inlormatioii contained i n  tlic Report Ihirly prcsciits. 111 all niatcnal respects. tlic financial condillon and lesult 01 operattons 01 the Conipany 

/d Peter M. Scott 111 
Peter M Scott 111 
Executive Vice I’resideiit and 
Chief Financial Officer 
Fcbrua~y 26, 2007 

This certification is being fiirnishcd and sliall not be deciiied filed by tlic Coriipanv for purposcs of Section 18 of the Securities Excliaiigc Act of 1934, as 
aniendcd, or incorporated by ieference i n  any filing under the Securities Excliangc Act ol  1934. as aniendcd. or the Securities Act o i  1933. as amendcd. 
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IJNITED STATES 
SECURIIIES AND EXCf-IANGE COMMISSION 

Wasliiiigton, D C 20549 

FORM 10-IC 

@f:u IC One) 

I S 1 ANNUAL REPORT PURSUANT T O  SECTION 13 OR 15(d) OF TIIE SEC'URITIES 
ESCI-IANGE AC'7 OF 1934 

For tlic Gscal year cndcd Dcccniber 31. 2007 

OR 

TRANSITION REI'ORT PURSUAN'I' T O  SECTION 13 OR 15(d) OF' TIIE SEC'URI'I'IES ESC'IIANGE 
AC'I OF 19% 

I 1  

Exact iiaiiie of registrants as specified in  their charleis, 
Coiniiiissioii state of incorporation, addrcss o[ pi-incipal esccutive Ideiitificatioii 
File Number offices, and telephone nunibcr Number 

c PlwmlEnNnl 

I R S Einployer 

1 - 15929 Progress Energy, Inc. 56-2 I5548 1 

410 Soutli Wiliiiington Street 
Raleigh, North Carolina 27601-1748 

Telepliolie: (919) 546-61 1 1  
State of Ii~corporation: North Caroliiia 

1-3 382 

1-3274 

Carolina Power- & Light Company 
d/b/a Progress Energy Carolinas, Inc. 

41 0 Soutli Wilmington Street 
Raleigh, North Carolina 27601-1748 

Telephone: (919) 546-61 1 I 
State of 111corporatioii: North Carolina 

Florida Power Corporation 
d/b/a Progress Energy Florida, Inc. 

299 First Avenue Norfli 
St Petersburg, Florida 33701 
Teleplione (727) 820-5 I5 1 

State 01 Incorporation Flonda 

56-0 I 6 546 5 

59-0247770 

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF TI-IE ACT: 
Title of cadi class 

Progrcss Energy, Inc.: 
Name 01 each eschmige on wliicli registcied 

Coinmoii Stock (Without Par Voluc) New Yolk Stock Escliarige 
Carolina Power & L.iglit Compaiiy. None 
Florida Power Corporation: None 

SECURITIES REGISTERED PIJRSUANT TO SECTION 12(g) OF THE ACT: 
Progress Energy. Iiic : None 
Carolina Power & Light Company: 

Florida Power Corporatioo: None 

$5 Preferred Stock, No Par Value 
Serial Preferred Stock, No Par Value 
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Indicate by cliecli iiiarl; wlietlier each iegistraiit is a well-known seasoned issuer, as defined i n  Rule 405 of tlie Act. 

Progiess Energy. Inc (Progress Energy) 
Carolina Power & Light Company (PEC) 
Florida Power Corporation (PEF) 

Indicate by cliecl; iiiark whether each registiant is not required to file repoiis pursuant to Section 13 or Section l j ( d )  of the Act. 

Progiess Energy 
PPC 
PEF 

indicate by check niark wlicthcr each registiant ( 1 )  has filed all iepoi-ts rcquircd to be filed by Section 13 or 15(d) oftlie Secuiitics Exchange Act of 1934 
during tlie preceding 12 iiioiitlis (or for such shorter period that the registrants were iequired to file such reports), and (2) has been subject to such filing 
rcquireniciits for the past 90 d a y  

Indicate by clieck inark if disclosure of deliiiqiient filers pursuant to Item 405 of Regulation S-K is not contained herein, aiid will not be coiitaiiied. to the best 
of each registi mit’s hiowledge. in definitive prohy or iiifoi ination stateiiients incorporated by reference i n  PART 111 of this Form 10-K or any anieiidmeiit to 
this Fonii 10-K 

Progress Energy 
PEC 
I’EF 

Indicate by cliecl; inark wliellier each registrant is a large accelerated filer. an accelerated filer, a noti-accelerated filer, or a smaller reporting compaiiy See 
delinitions of “large accelerated filer,” “accelerated filer” and “sinallor repoi tiiig conipny” i n  Rule 12b-2 of the Escliaiige Act: 

Progless Energy 

PEC 

PEF 

Large accelerated kilcr 
Non-accelerated Gler 

Large accelerated filer 
Non-accelerated f i ler 

Large accelerated filer 
Noii-acceleiated liler 

(X) Accelerated filer 
( ) Smaller repoiting company 

( ) Accelerated filer 
(X) Siiialler reporting company 

( ) Accelerated filer 
(X)  Smaller repoimg company 

0 
0 

0 
0 

0 
0 

Indicale by clicck inark whether each regislimit is a sliell company (3s defined i i i  Rule 12b-2 of tlie Act) 

Progress Energy 
PEC 
PET; 

As oT June 30. 2007. the aggrcgnk market value of the voting and iioiivotirig coiniiion equity of Progress Energy hcld by noiiaffiliatcs \vas $1 1,775.529.453 

As of Juiie 30. 2007, tlic aggregate market \ d u e  of the coiiiiiioii equity o l  PEC held by nonaffliatcs was $0 All of the coiiiiiion stock of PEC is owned by 

Progress Encrgv As of luiic 30. 2007. the aggregate niarket value of tlie coiiiiiioii equity of PEF held by iionafliliates was $0 All of the coiiiiiioii stock of 

PEF is indirectlv owned by Progress Eiieigy 

As 01 February 22.2008, each iegistraiit had the following sliaies of coiiiiiioii stock outstanding: 

Registrant Description Shares 
Progress Energy Cooinion Stock (Without Par Value) 260,100,680 
PIX Common Stock (Without Par Value) l59.608,055 
PE F Common Stock (Without Par Value) 100 
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DOCIJMENTS INCORPORATED BY REFERENCE 

Portions 01 tlie Progress Eiiergy and PEC definitive p r o q  stitenients Toi the 2008 Aiinual Meeting oi  Sitareholders are incorporated into PART 111, Itc~ns 10, 
I I .  12, I 3  and 14 liereof 

This combinrd Form 10-I< is filed srpar ately by thrre regish ants: Progress Energy, PEC‘ and PEF (collectively, the Progress Registrants). 
lnforntiition contained herein relating to any indi.ricluul registrant is filed by such rrgistriint solely on its own behalf. Each registrant nialccs no 
representation ns to inforiiiiition relating esclusivcly to the otlirr registrants. 

PEF meets thc conditions set forth in Gcnei:iI Instsuction I (1) (:I) and (b) of Form 10-K mil is theiefoir filing this Form 10-I( with the ietlimxl 

iliv~losuie fni m:it peiinitted by Grneral Inshuction I (2) to such Form I O - K  
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GLOSSARY OF TERhlS 

We use the words “Progress Energy,” “we,” “us” or ”our” with respect to cei-tain infoniiatioii to indicate that such inforination relates to Progress Energy3 Inc. 
and its subsidiaries on o consolidated basis When appropiiate, the parent holding coinpniiy or tlie subsidiaries of Progress Energy are specifically identified 
on an unconsolidated basis as we discuss their vaiious business activities 

The following abbreviations 01 acronyms are iised by the Progiess Registrants: 

40l(k) 
AFUDC 
AIII Affordable Iiousiiig investment 
ARO Asset retirement obligation 
Annual Avciage Price 
Asset Purchase Agieeinent 

Progress Energy JOl(k)  Savings & Stock Ownciship Plan 
Allowance for funds used during coiistruclion 

Avcragc wellliead price per bme l  Cor uiircgolated dotncstic crude oil foi the year 
Agreement by and among Global, Eartlico and certoln dfiliates, and tlie Progies? Atfil1ate5 

-- 
Audit Coiiiniittee 
BART 
Broad River 
Brutiswick 
n tu  
CAIR 
CAMR 
CAVR 
CCO 
CERCLA o r  Superftiiid 

Ceredo 
CIGFUR 
Clean Sniolxstaclts Act 
Coal Mining 
Coal and Synthetic Fuels 

h e  Code 

CO:! 

COI. 
Cololra 

Corporate and Otlicr 
C R3 
CR4 and CR5 
CUCA 
C VO 
D C Court of Appeals 
DeSoto 
DIG lssuc C20 

Dixie Fucls 
DOE 
DSM 
Eartlico 

ECCR 
ECRC 
EIA 
EIP 

Audit and Corporate Perfool-nimice Coininitkc of Progress E,riergy’s ba:ird of directors 
Best Available Rctrolit Technology 
Broad Rive! LLC‘s Broad River Facility 
PEC’s Bniiiswick Nuclenr Plant 
British tlieriiial nnit 
Clean Air Interstate Rule 
Clean Air Mercniy Rule 
Clean Air Visibility Rnle  
Conipctitivc Coinmercial Operations 
Compieheiisive Eiiviroiimentul Ilesponsc, Coinpensotion and Liability Act oi 1980, as 
ani ended 
Ceredo Synfuel LLC 
Carolina Industrial Group lor Fair Utility Rates II  
North Carolina Clean Smoltestaclts Ac t  enacted i n  .June 2002 
Two Progress Fuels subsidiaries engaged i n  tlie coal miiiiiig business 
Foniier business segnicnt that liad been prirnaiily engaged in tlle plodrlction and sales of 
coal-based solid synthetic litels, tlie operation of synthetic fuels facilities for third parties and 
coal terminal services 
lntenial Revenue Code 
Carbon dioxide 

Coni bi ned I icense 
Coloiin Synfuel Linlited Partnership. LLLP 
Corpoiate and Other segment includes Corporate as well as other iioiiregulatcd businesses 
PEF’s Crystal River IJiiit No 3 Nuclear Plant 
E F ’ s  Crystal River IJiiits No 4 and 5 coal-filed steam turbines 
Carolina Utility Customcrs Association 
Contingent valiie obligation 
7J S Court 0 1  Appeals Ibr tlie District of Colttinbin Circuit 
DeSoto County Geiieinting Co , 1.L.C 
FASB Derivatives Iiiipleniciitation Group Issue C20. “Interpretation of the Meaning of Not 
Clearly and Closely Related it1 Paragraph 10(b) regarding Contracts with a I’rice Adiustmerit 
Featwe“ 
Disic lTnels I imitcd 
United States Dcpartnient 01 Eiicrgy 
Demand-side maiiageineiit 
Four coal-bosed solid synthetic fuels limited liability conipanies of wliicli three are wholly 

Energy Consenation Cosi Recovery Clause 
Environmental Cost Recovery Clause 
E.nerpy Inforniation Agency 
Equitv Iiicciitivc Plan 

o\VIled 
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E PA 
EPAC I 
ERO 1:lectric rcliabilih organimlion 
ESOP 
FASB Financial Accounting Standards Board 
FERC 1-edcral Encrgv Regulatoiy Coniniission 
FDCA 
FG-r 
FIN 39 
FIN 45 

FIN 46R 

FIN 47 

FIN 48 
thr  Fl-1 nn,, 

United States t n v i i  ~~nniental I’rotectioii Agency 
rticrgv P o l q  Act 01 2005 

Fiiiployec Stocl, Ownei sliip Plan 

Florida Departnient of Conimunity Ailairs 
Florida Ga5 1 ran5niission Coiiipaiw 
FASU Inieiprclation No 39. “Ollietting 01 Aniourits Related lo Cerlain Contracts” 
FASB Iiiteipictntion No 45. “Guarantor‘s Accounting and Disclosure Rcqinicnicnts foi 
Cuaiantces, liicluding Indirect Guarantees of Indebtedness of Others” 
FASB Inteiprelalion No 4611. “Consolidatioii of Vanable Interest Entities -an Iiiteipretai~on 
o f A R B N o  51‘’ 
IASU Inlciprclalion No 47. “Accoiinliiig for Condit~onal Asset Retirenient Ob l~ga t~ons  - a11 
Interpietiitioii of FAS13 Statenient N o  143” 
FASB liiteipielation No 48, “Accounting foi Uncertainty 111 Income 1 am’’ 
1 I S r r lnhn l . ,C  v.  Prowess Enerov Inc et al 
Flonda Frogless Corpoiatioii Florida I’iogrcss 

FPSC 
FRCC 
FSP 
FSP FIN 19-1 

Fundiiig Corp 
GAAP 
Gas 
the Georgia Contracts 

Georgia Power 
Georgia Ope1 ations 

Global 
GridSouth 
Gull stream 
I la1 ris 
IBEW 
I RS 
kV 
kVA 
k\Vh 
Level 3 
I IBOR 
MDcYrA 

Medicare Act 
MGI’ 
hlW 
MwIl 

Mood\ ’I: 

NAAQS 
N C n W Q  
NClJC 
NEIL 
NERC 

Florida f’ublic Service Coniniissioii 
Floiida Reliability Coordinating Coiincil 
FASU S t d i  Positioii 
FASB S h f i  Position FIN No 30-1, “An Aniendnicnl of’FIN 39. Offsetting of Anioiints 
Related to Ceitaiii Co111r3cts” 
 florid:^ Progiess Fu~idiiig Corpc)r:ition. a wliolly owned subsidiary or Floiida Progress 
Accounting priiiciplcs gcncrallv acccptcd i n  the United States o l  Anicrica 
Natural gas diilliiig and production business 
~i111-reqiiiremetits contracts wi th  1 6 Georgia electric nienibersl~ip cooperatives formerly 
serviced by CCO 
Georgia Powei Coiiip;inv. a substdiaiy oi  Soutliern Company 
Fotiiier icporting unit consistinp o i  the Efiingliani. Monroe, Walton and Wnsliington 
nonregiilated geiicratioii plants i n  service and Uie Geoigia Contracts 
U S Global. LLC 
GridSoutli Transco. LLC 
Gull’stieam Gas System. 1. 1. C 
I’FC’s Sliearon I-lairis Nticlear Plant 
International Brotlicrliood of Electrical Workers 
Internal Reveniie Sewice 
Kilovolt 
Kilovolt-aiiipcrc 
Ki I o\va tt-how s 
Level 3 Coniniiiiiications. Inc 
London Inter Bank OiI’eiing Rate 
Managcnicnt’s Disciissioii and Analysis o i  Financial Condition and Rcsults of Operations 
contained in I’ai-t 11. Iteni 7 of this 1:onii IO-K 
Medicare I’rescripticiii Drug, lniprovenient and Modernization Act 01 2003 
Manuhctured gas plant 
Mcgawatts 
Megawatt-lioiirs 
Moody’s Invcstois Service. Inc 
National Ambient Air Qualilv Slantlards 
North Carolina Di~is ion 01 Watcr Quality 
North Carolina 1Jlilities Coniniission 
Nucleat Electric Insiirance I.,iniited 
N o d i  Aniciic:in Electric Iieliability Coipoiation 

North C:iroliiin Global Case Progress Ssnhiel I-loldiiigs. lnc el al v U S Global. L1.C 
the Notes Guarantee Florida Frogless’ full and ~11~0nditiona1 guarantee o i  the Subordinated Notes 
NOS Nit I ogen Osi des 
NO?; SIP Call EPA 1 iile \vliicli rcquircs 22 states including N o d i  Carolina. Soiitli Caiolina and Georgia (but 

excluding Florida) to lurtlicr reduce emissions oi  nitrogen oxides 
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NSR 
NRC 
Nuclcar Wa5tc Act 
NYMEX New York Mcrcaiitilc Cwl~arigc 
ORr M 
OATT 
OCI Otlicr coinprelierirn c iiiconie 
OPC 
OPEB 
the Parent 
PEC 
PEF 
PESC 
the Pliase-out Piice 

P M 2 5  
PM 2 5-10 
npp4 :v“ 

Ncw SoiiiLe Rmiew icquireiiiciit\ by tlic 1 PA 
United State? Nuclear Regulatoi-, Coiiiiiiirsioii 

Nuclcai Warte Polics Act of 1982 

Opei atioii aiid iii:iiiiteiiance eupensc 
Open Access 1 imsiiiisrioii l a i i l l  

rlonda’s Oflicc of Public Coiiiircl 
Postietireiiieiii beiiclits otlier than pensions 
I’rogiers L iie~gy. Inc holding conipnii\ on an uiicoiisolidatcd basir 
Carolina Power Rr Light Comp:inv d/b/a l’rogre\s Energy Carolinas Inc 
rlonda Power Coi poratioii d/b/a I’rogierr Lriergv I lorido, Inc 
P iog res  Energy Seivicc Coiiipniiy. LLC 
Price per bancl of uiircgulated donicstic ciiide oil at wliicli tlie value 01 Section 2914% tax 
crcditr arc lul lv  eliiiiinatcd 
EPA staiidard tor particulate iiiottei less llian 2 5 iiiicroiis 111 diniiieter 
EPA staiidaid lor pai-ticiilate iii:ittci betwecii 2 5 and 10 niicioiis iii dtnnietcr 
c I> f r T  

Power Agency 
Prcfened Sccuiities 

Prcfcrred Securities 
Giiaioiitce 

Progress Atriliates 
Progress Energy 
Progicss Registiants 

Progress Fuels 
Progress Rail 
PRP 
PSSP 
PT LLC 
FIJI-ICA 1935 
PIJI-ICA 2005 
PURPA 
PVI 
PWC 
QF 
RCA 
REPS 
Rcagcnts 
Rockport 
Robinson 
ROE 
Rowan 
RSA 
RSlJ 
RTO 
SCPSC 
SEC 
Section 29 
Scctioii 29145K 

Section 316(b) 
Seclion 45K 
(SCC Notcis “#”) 

SERC 
SESI-I 
SRrP 

N o d i  Caroliiia Eastern Municipal I’owci Ageiicv 
7 10?/6 Ciiiiiul:iti\~e Quartcily Iiiconie I’rcfciied Securities due 2019, Seiies A issued by the 
TI l ist  
Florida Progress’ gn:~rantee 0 1  all distributions related to llic Prcfcrrcd Sccuritics 

Five aililiated coal-based solid syntlietic luels facilities 
iiergy. Inc and siibsidiarics oi l  a consolidated basis 
i i ig I-egistiants witliiii tlic Progress E i i e ig~  consolidated group Collcctivcly. 

Progress Energy, Inc . I’CC and I’EI; 
Progress 17iiels Corpoiatii~i. fornierlv Electiic Fuels Corporation 
I’rogress Rail Senjices Coipor:ition 
l’oteiitially rcspoiisiblc pait?. a s  delined i n  CERCI A 
Pel foniinnce Sliare Sub-Plnii 
Progress Telecoiii. LLC 
Public Utilitv Holding Coinpaiiv Act of 1935. :IS amended 
Public Utility I-loldiiig Coiiipnnv Act ol2005 

itics Regulatory Policies Act o i  1978 
iiergv Veiitures. Inc . iornierly referred to as I’rogiess Ventures, Inc 

I’ublic Works Coiiiniission ol tlic Citv oll~ayettci.illc. Nortli Coioliiia 
Qunlil’ying facility 
Revolving credit agreeiiieiit 
Nortli Caroliii:~ Reiietv:tble Eiiei-gv mid Energy F iliciency Poilfolio Standard 
Coniniodities sucli as aiiiiiionia and limestone used i n  eiiiissioiis coiitiol tccliiiologics 
lndiana Michigan I’owcr Conipaiiy.~ Rockport tinit No 2 
I’EC’s Robiiisori Nuclear I’laiit 
Return on equity 
Rowan Coiiiity Powei. I 1. C 
Rcstiicted stock anaids  progroiii 
Restricted stock unit 
Regional tiaiisinission oiganizntioii 
I’ublic Service Coniiiiission 01 South Cnroliiia 
United States Seciiritics and Ilscliaiige Coiiiinissioii 
Sectiori 29 of ilie Code 
Geiicial business 13s ci-edits earned a h  l>ccciiibcr 3 I I 2005 l o r  synthetic hcls  production i n  
accordance with Scctioii 29 
Section !16(b) of ilic Clean Water Act 
Sectioii 45K 01 the Code 
For all sections. lliis is a cioss-rctcrciice to the Conibiiicd Notes to the Fiiiaiicial Slotcrnents 
coiitaiiied in PAIll- 11. Iteni 8 oi this F o i i i i  IO-K 
S E RC R el i a bi I i tv C o  qxmti (1 ii  

Standard tt 1’001‘s Rating Senices  
Soullleast sllpplv I-lender. L L C 

-I 
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SFAS 
SFASNo 5 
SFASNo 71 

SFASNo 87 
SFAS No 115 

Statement of Fiiiaiic~al Accounting Standaids 
Statemcnt ofFin:incial Accomting Standards No 5 “Accounting for Conhngencics” 
Statenient of Fiiiancial Accoutitiiig Standard\ No 71, “Accounting for the EfTects of Certain 
Types of Regulation” 
Statement of I~iiiancial Accounting Standaids No 87. “Eniployers’ Account~iig foi Pensions” 
Statement of Financial Accoiiiiting Standaids No 1 15. “Accouiitiiig 101 Certain Irivcstinents - 
111 UL-llG> 

SFASNo 123R 
SFASNo 133 

SFASNo 141R 
SFASNo 142 

SFASNo 143 

SFASNo 144 

SFASNo 157 
SFASNo 158 

SFAS No I59 

SFASNo 160 

SNG 

SO? 

Subordinated Notes 
Tax Agreemciit 

Terminals 

the Thresliold Price 

the Trust 
the Utilities 
Winchester Production 
Winter Park 

Statement of Fiiiaticial Accociiitiiig Standards No 123% “Sliaie-Based Payinent” 
Statenleiit of Fiiiaiicial Accoiiiiliiig Stmdards No 133, “Accouiiting fit- Deiivative and 
Hedging Activities“ 
Stateiiieiit of Fiiiaiicinl Accou~ili~ig Standards No I41R “Busiiiess Combinations” 
Statement of Fiiiancial Accounting Standaids No 142. “Goodwill and Other Intangible 
Assets” 
Stateniciit of l~iiiancinl Accoitnti~ig Standards No 143, “Accounting for Assct Rct i~c~ncnt  
Obligations” 
Statemeill of Fiiiaiicial A c c o ~ ~ ~ i t i ~ i g  Standards No 144. “Accou~iting Cot the Inipnirinent o r  
Disposal o l  Long-Lived Assets“ 
Statement of Fiiiancial Accouiitiiig Staiidards N o  157. “Fair Value Measurements” 
Statement of Fiiiancial Accounting Standatds No 158. “Eiiiployers’ Accounting for Defined 
Beitelit Pension and Otlier Postretii eiiient Plans” 
Statement of Fi~iaricial Accottiitiiig Siandards No 159. “The Fair Value Option for Financial 
Assets and Fiiiancial l..iubililies - Including an ameiidnient o l  FASB Statement No 1 1  5” 
Statement of Finaiicial Accounting Standaids No 160. “Noncontrolling lnteiests in 
Coiisolidatcd Financial Statements, no amendmcnt of ARB No 51” 
Soulliern Natural Gas Coin p o w  
Sulfiir dioxide 

7 10?,6 Junioi Sutwrdinatcd Defcrrablc Interest Notes due 2039 issued bv Funding C o ~ p  
Iiiterconipaiiy Inconic Tax Allocation Agrcement 

Coal tcmiiiiols and docks in West Virgiiiia aiid Keiituclq 
Pricc per barrel of tinregulated donicslic crude oil at which the val~ie oiSectioii 29i45K Ins 

credits begin to be reduced 
FPC Capitol I 
Collcctivcly, PFC and PEI: 
Wincliester Production Coiiip:iiiy. Ltd 
City o i  Winter Park. Fla 
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In this combined report. wcli 01 tlie Piogress Registiants iiiakcs luinard-looling stntciiieiits within the iiieanirig 01 the safc liaibor piovisions 01 the Private 
Secunhcs Litigahoii Reform Act 01 1995 1 he matters discussed througlioiit th is  comblncd I orni IO-K thal arc not liistoncal lacts are forward looking and. 
accordingly, involve estimates, piojections, goals, foiecasts. asstiniptions. risks and uiicei laintier 11iat could cause actual results or outcomes to ditler 
mateiidly from those expressed in  the foiward-looking stateiiieiits Any lorwaid-looking stateiiieiit I S  based on infomiation cuiient as of tlie date 01 th i s  report 
and speaks only as of tlie date on which such stateiiieiit i s  iiiade, and the Progress Registrants uiideitale no obligation to update atiy foi \vard-lookrng statenieiit 
or statements to reflect events o r  circiiiiistaiices aAei the date on which such statement 15 made 

In addition, examples of forwaid-looliliig statements discussed i n  th is  Foiiii 10-K include, biit ale not limited lo 1) statements made 1x1 PART I, Item 1 A, 
“Risk Factors” and 2) PART 11, Item 7. “Management’s Discussion and Analysis 01 I~iiiancial Condition and Results of Operations“ (MDBA) including. but 
not limited to, statements under the follotviiig headings a )  “Sti atcgy” about ow lutuic strategy aiid goals. b) “Rcsitlts 01 Opciatioiir” about tiends and 
uncertainties, c)  “Liquidity arid Capital Resoinces” oboiit opcrafinp cash flow\ cstunotcd cap~tal  rcqtiiiciiienls lhlougli the year 2010 and tuture financing 
phis ,  mid d) “Other Mntters” about our syiitlictic fuels t iedits tlic eli‘ects 01 new ciiviioiiiiiciit:iI rcgul:itions i1ucle:ir dccoriiiiiissioiiirig corts :ind changes 
in tlie regulatory eiivironiiieiit 

Examples of factors that you should consider with respcct to any i‘oiwwd-lookiilg siateiiieiils wade throughout this docunient inclttde. but are 1101 limited to, 
the following: the impact of fluid and complex laws and I egulatioiis. including those relating to the environnvmt and the Energy Policy Act o i  2005 (EPACT); 
the anticipated future need for additional baseload generation and associated 1r:insiiiission facilities ii i  our regtilatcd service territories and thc accoiiipnnying 
regulatory mid financial risks; the financial resources and capital needed to coiiiply with eiivirooiiicntal laws and renewable etieigy portfolio standards and our 
ability to recover related eligible costs under cost-rccovew claiiscs 01 base rates; our ability to iiicct cuneiii and future rciicwable ciiergy requirements; the 
inherent risks associated with the operation of iiucleor fac the impact on oui facilities 
and businesses from a terrorist attack; weather and drought conditions 11131 dircctlv inllucnce the production. delivery and deinand for electricity: recurring 
seasonal fluctuations in demand for electricity; the ability to recover iii a tiinely iii:iiiiier, if 31 all. costs associated with futuie significait weathcr events 
through the regulatory process; economic fluctuations and the corresponding impact on our  custoniei s. including do\vii~urns in the housing and coiisuiiier 
credit markets; fluctuations in  the price o i  energy commodities and purcliased pon.er aiid our ability to recowl such COSIS ~liroupli  he regulatoiy process; ihe 
Progress Registrants‘ ability to control costs, iiicludiiig operations and iiiaiiiteiiance (O&M) a d  laige construction projects: the ability of ow subsidiaries to 
pay upstream dividends or distributions to the Parent; the ability to successiully access capital iiiarl;ets oii favorable teniis: the impact that increases in 
leverage may have on each of the Progress Registrants: the Progress Registrants‘ abil ih to ninintain their currenl credit ratings and the impact on the Progt ess 

Registrants’ finaiicial condition and ability to meet their cash and otliei linaiicial obligatiolis i n  the event their credit ratings ale dowrigradcd; our ability to 
fiilly utilize tax credits generated from the previous production and sale oT qualii1,ing svntlictic fuels under Internal Revenue Code Section 29iJ5K (Section 
29145K). the investment pcrfonnaiice of ow nucleai dccomiiiissioiiiiig tnist lurids aiid assets oi p i s i o n  and benefit plaiis; tlic outcome of any ongoing or 
future litigation or similar disputes and the impact o i  any siicli outcome or ielatcd scttlenients. :ind uiiaiitici~itcd ch:ingcs i n  operating expciises and capital 
espenditures Many of these risks similarly impact our iionieporting subsidiaries 

es. iiicludiiig eii~ironincn~al,  liealth. regulatoi 

These and other risk factors ale detailed rroni time to time i n  Ilie I’rogress I?egistrants’ lilings \villi the United Slates Securities and Excliaiigc Coiiiiiiissioii 
(SEC) Many, but not all, of the factors that may in ipc t  actual results arc discussed iii  Iteiii IA. ”Risk 1:actors.” which yoii slioilld caieliilly read All such 
factors are difficult to predict, contain uncertainties tlial iiioy inatcrially 01Yect actual resillis aiid ilia). be beyond o i i r  control New factors emerge from time 
to time. atid it is not possible ibr managenient to predict ail such I:ictors. nor can i t  assess tlic effect 01 each siicli factor on (lie Progress Registrnrrts 



ITEM 1 RLJSINESS 

GENERAL 

ORGANIZATION 

Progres.; Energy, Inc , headquartered 111 Raleigh, N C . wi th  its regulated and iioiiregi~lated subsidianes. IS an iirtegiated electiic ut i l i ty .  pnmaiily engaged i n  

the iegiilated utility business In tliis report, Progress Energy (wliich iiicludcs Piugress Energy. Inc ‘s Iioldiii~ company opeiatioiis (the Parent) and its 

substdinries 011 a consolidated basis), IS at times refcried to as “we,” “oiit” or “us ” When discussing Piogiess Energv‘\ financial ~nloniiotton, i t  iiccessaiilv 
includes the results of PEC and PEF (collectively, the LJtililies) The tenii “Progress Registiants” leferr to wcli 01 the three separate iegi\trants Progress 

Progres.; Eiieigy otlier tlian itscll 

Tlie Parent was incorporated on August 19, 1999 initially as CP&L. E.ncrgy, lnc and bec:inie the liolding company for PEC oil lune 19. 2000 All shares of 
coninioii stock of PIX were exchanged for an equal number ol‘ sliares oi CP&L. Eiiergy. 1nc coninion stock On No~~ember 30. 2000. we coniplcted our 
acquisition o i  Florida Progiess Corporation (Florida Progress), a diversified. exempt electric utility liolding cotnpaiiv wliose piiniaiv subsidiaiies were PEF 
and Progress Fuels Corporation (Piogress Fuels) In the $5 4 billion purchase transaction, we paid cash consideration of apptoxiniately la”? 5 billioii and issued 
46 5 inillion shares o i  coninion stock valued at approsinlately 91 9 billion 111 addition. we issued 98.6 iiiillioii contingent value obligatioiis (CVOs) valued at 
approximately E49 niillion As a iegistered holding company, we are subject to reguiatioii by the Federal Energit Regulatoiy Conimissioti (FERC) under the 
Public Utility Holding Compaiiy Act of 2005 (PUI-ICA 2005) as discussed below 

Our wholly owned regulated subsidiaries. PEC and PEF, each a business segment ale piiinaiily engaged i n  thc generation. transniission. distribiition and sole 
of electricity in  portions ofNorth Carolina. Soutli C:irolina and Florida The Utilities have inore tlian 21,000 tneg:iwatts (MW) oi regiilated electric generation 
capacity atid serve approsiinately 3 I million retail electric ciistoniers as well as otlier load-serving entities The Utilities operate i n  retail sei-vice territories 
that are anticipated to have population growth higher than the 1J S average. I n  addition, PEC‘s greater proportion o i  comniercial and industrial custoiiier~, 
combined wiih PEF’s greater proportion of residential ciistomers, creates a balanced customer base We are dedicated to meeting tlie growth needs of our 
service territories and delivering reliable, competitively priced energy front a diverse portfolio of power plants 

Our former Cod and Syiitlietic Fuels segment was previously involved in noiiregulated activities. including the pi oduction and sale or coal-based solid 
synthetic fiiels as defincd under the Internal Revenue Code (the Codc), the operation of synthetic fuels facilities for third paltics as well as coal temiinal 
services Our terniinal operations suppoi ted our synthetic fuels businesses for the procuiing and pioccssing ol  coal and tlie transloading and niarketiiig o i  
synthetic fuels On Septernkr 14, 2007, we idled production of synthetic l i ie ls at our ma,jority-owncd synthetic fiiels hcilities The decisioii to idle production 
was based on the high level of oil prices and the resuinption of syiitlietic fuels production was dependent upon a nuiiiber of factors. including a reduction i n  oil 
prices On October 12. 2007, based upon the continued high level of oil prices, unlavorable oil price projections tliiougli the end of 2007, and the expiration of 
the syirtlietic fuels tax credit progmm at the end of 2007, we periiianently ceased production 01 syri~lietic J~iiels a1 our iiiqjority-owiicd lacilitjes The operation 
o i  synthetic fi~els facilities on behalf of third parties continued througli late L>ecember 2007 We Iiave ceased to we ow iiia.jorit~i-ov\,iied facilities. and i n  
accordance with the provisions of Stnteiiient of Financial Accoriiiting Standaid (SFAS) N o  144, “Accounting for tlic I~npairment or L>isposal ol L.ong-Lived 
Assets” (SFAS No 144). these assets are considered abandoned. Additionally. our otlicr syiitlietic fuels opcrotions ceased as of December 31. 2007. and we 
have signed 011 agreenient to sell our coal tetiiiiiials. Consequently, we i.eclassilied the opcralions of our swtlielic l i ie ls businesscs and coal tenniiial senices 
as discontinucd operations i n  the fourth quarter of 2007 (See Note 313) 

The Corporate and Other segment primarily includes thc operations of the Parent and Progress Energy Service Conip:iny. LLC (PESC) I t  also includes 
iniscellaneous nonreguiated busiiiess areas h a t  do not separately nicet the quantitati\w disclosure reqiiirenieiits as a scparate business segnient I’IESC piovides 
centralized adniiiiisirative. 
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rii~iagetiicnt arid support services to our subsidiaries SCC Note 18 for additional iiiforiiiatioti about PFSC services provided and costs allocated to 

siibsidiarics 

As discussed in ”Significu~it Developments” below, iiiaiiy of our tionregulated busiiiess operations I~ave been divested 01 a n  i n  the process 01 being divested 
See Note I9 for inforination regarding the revenues, i~icoine and assets attnbutoble to our business segments 

For the year ended December 31, 2007, our consolidated ~ C V C I I I I C S  wete $9 2 billion aiid 0111 consolidated assets at year-ctid \ w e  $26 3 billion 

SJCNIFICANT DEVELOPMENTS 

As discussed more fully 111 Note 3 and under MD&A - “ l h s c o ~ i t ~ ~ i i ~ e d  Operattons,” we divested, or announced divestitures. 01 inult~ple noiiregulated 
busiiicsses dutiiig 2007 and 2006 i n  accoidance with our busincss .jtiategy to reduce our business I tsk from ~ioiircgulated opcratioiis. to focus on tlic core 

Operations (CCO), we abandoned our \yiitlietic fuels bumesses and entered into a11 agreetiient to sell oui  I emoining coal niiiie and coni tcirn1na1 services 

TIic Progress 1legistr:ints’ minual repofis on Fomi I 0-K, definitive prosy state~nents for our anniial sliareholder ineetings, quartcrly reports on Form IO-Q. 
ctrrtcnt reports 011 Form 8-K and a11 ameiidments to tliose tcpoits are available free of charge through the In~restors section of our Web site :it \v\\nv piogiess- 
energy coni ‘fliese reports are available as soon as reasonably practicable after such inaterial is electronically filed with. or furnislied to. the SEC Tile public 
niay read and copy any material we have filed with the SIX at tlic SEC’s Public Rcfereiice Rooni at 100 F Street, N.E . Washingion. D C 20349 Iiiforniation 
regarding h e  operations of the Public Refereiice Rooti1 tnay be obtained by calling the SEC at 1-800-SEC-0330 Alternatively; the SEC tnaiiitaiiis a Web site. 
\v\v\v sec gov, containing reports, prosy and infotination slnlenieiits and oilier itilonnation iegarding issuers that file electroiiically with the SEC 

The Investot s section of our Wcb site also includes our corporate governance guidclincs and code of ctliics as well as tlic charters of the lollowing coiiitiiittces 
o i  our boaid of directoi s: Esccutivc; Audit and Corporate Pcrforiiiaticc; Corporate Govemancc: Finance; Operations and Nuclcar O~wsigli t :  and Organization 
and Coinpensation This infomiation is available in print to any sliareholder who requests it Requests shoi~ld be directed to Sliarcliolder Rel:itions. Progress 
Energy, hie,  410 S Wilniington Street  Raleigh, NC 27601 

Infoiiiiatioii 011 o w  Web site is not incorporated herein and should not be deemed part ofthis Report 

C:OkiPETIlION 

RETAIL CORIPETJTJON 

T o  our knowlcdgc, there is currcntly no enacted or proposed lcgislation iii North Carolina, South Carolina ot Florida that wottld give the Utilities‘ retail 
custoiiiers the right to choose tlicir electricity provider or otlierwise restructure or deregulate the electric iridust~y However. tlic Utilities coiiipete witli 

suppliers oiother fonns of energy iti  cotiiicction with tlieir retail ct~sto~iiers 

Altliougli tlicrc i s  110 pciiditig legislatioii at this titiie. i f  the retail jurisdictioiis served by the Utilities become subject to dcrcgulation. the i-ccover~ oi “stranded 
costs” could become a signilicant cotisidemtion Stranded costs priinarily include the gcneratioii assets ol  utilities wliose value i i l  a coinpetitive niarkctplace 
rvoold be less than tlieir current book value, as well as above-mnrl;ct purcliased power coiiiniitoiciits to qualilied facilities (QFs) ‘I lius Iar. all states that Iiave 
passed rcsttiicturi~~g legislation liave provided for the opportutiity to IBCO\W a substantial portioii of stranded costs. Assessing the nnioui~t ol stranded costs fnr 
a utility requires various assumptions about futuie market coiiditions. including tlic future pncc of clcctricitJr 

Our largest stiandcd cost esposim i s  for PEF’s purchased power commitments with QFs, under wliich PEF has fiit~ite niiiiiiiium expected capacity paynieiits 

througli 2036 olS4 7 billioii (See Notes 22A atid 22B) PEF was 
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obligated to enter into these contracts under provisions o i  tlie Public Utilities Rcgulatoiy Policies Act of 1978 (PURPA) PE,F continues to seek ways to 
address the impact of escalating payriients under these contracts I-lowever, the Florida Public Service Coiiiniission (FPSC) allows for lull recoveiy of tlie 
retail portion of the cost of power purchased from QFs PEC does not have significant fiititie niiiiirnum expected capacity payments under their purchased 
powei cominitmcnts with QFs 

EPACT repealed the mandatory purchase and sales requirements of PURPA i i i  competitive markets as determined by the FERC The I:IW also requires the 
FERC 10 revise the criteria for new QFs arid rcnioves tlie owiiersliip liniitatioris on QFs On October 20, 2006. the IXRC issued a final rule to iniplement a 
provision from E,l’ACT that provides for termination of an electric utility‘s obligation to enter into new p w e r  purchase contracts with a QF if tlie FERC 
iiiakes specific findings about the QF’s access to competitive markets The order establishes a rebuttable presuniption that any utility located i n  areas covered 
by certain regional tiansiiiissioii organizations (R7 Os) (iiertlier I’EC nor PEF are wlthin Uiese specified areas) w~l l  be relieved Irom Uie must-buy requirenient 
with respect to QFs larger than 20 MW With respect to othei markets, and with iespect to all (Ips 20 M W  or sriialler, lhe utility beais ttie biiiuen 01 biio\ving 
that i t  qualifies lor relief from tlie musl-buy ieq~~ireiiient Aiiy electric tililitv seeltiiig relief iron1 tlie must-buy requirements, regardless o i  locution, must apply 
to the FERC for relief I1  the must-buy requirenient is terminated iii  an electric utility‘s service territory, QFs, state agencies. or others may later petition lor 
reinstatement of the reqiiiremcnt if circumstances change. The final rule \vent into cltcct January 2. 2007. This new nile is not applicable to us at this time. but 
could beconic applicable if  PEC’s or P W s  seinice teiiitoi.ies arc covered by a RTO i n  the li~ture 

‘1 he Utilities compete with other utilities foi bulk powei sales and for d e s  to municipalities and coopeiatives 

Increased coinpetitioii i n  tlie wholesale electric utilitv iiidiistqj and the availability of transmission access could afiect the Utilities’ load forecasts. plans f o r  
power sipply and wholex~le energy sales and related ieveiiues Wholesale energy sales will be impacted by the extent to which additional geneintion is 
available to sell to tlie wholesale niai-ket arid tlie ability ol  the Utilities to retain currcnt wholesale customers who have existing contlacts with PEC or I’EF 

EPACT contains key provisions aKecling the electric power industry, including competition among generators of electricity The FERC has iniplenienkd and 
is considering a number of related regulations to inipleiiieiit EPACT that may impact, among other things, requireinents for reliabilitv, QFs. trmisniission 
inl‘oniiation availability, tmiisiiiission congestion. security constmined dispatch. energy market transparency, energy market manipulation and beliavioral 
rules In addition to E,PACT, other policies and orders issued by tlie FERC have supported increased competition \vithin the electric generation industiv 
EPACT clarified and expanded the FERC’s authority to assure that markets operate fairly without imposing new, inandatoty intrusion on state authorities 

I n  Febniary 2007, the FERC issued Order No 890 adopting a final nile designed to 1) strengthen the pro forma open access transmission torili (OAIT)  to 
eiistire that i t  achieves its original purpose of remedying undue discrimination. 2) provide greater specificity in  the pro forma OATT to ieduce opportunitics 
for the exercise of undue discrimination, make undue discrimination easier to detect, and facilitate Uic FERC’s enforcement and 3) increase traiisparciicy in  
the rules applicable to planning and use of tlie transmission systcni One of the most signilicant revisions to the pro forma OATT relates to the devclopment of 
consistent nietliodologies for c:ilculating avai1:ible transfer c:ipability, ~vliicli detennines ~vliether tr311smission customers call acces  oltcniative power 
siipplies Other significant revisions include: changes to the transinission planning process; reform of energy and generator imhlance penalties: adoption of a 
“conditional iinii“ coiiipoiient to long-term pint-to-point traiisniissioii service and reform of esistirig requireinents for tlic provision of iedispatcli seivice: 
reform of tollover rights policy: claiitkation o i  tariiianibiguities: and incieased transparency and custoiiier access to infoiiiiation 

As a traiisniission provider with an OATT 0 1 1  rile with the FERC. PEC and PEF are required to comply with tlie reqnircnients of the new rule A iiinjoi 

requirenieiit of tlic new nile \\cas to file a revised pi0 f o r m  OATT on luly 13. 2007. PEC arid PEF each niade the required FERC filing and aic currently 
operating under the new tal iff  On Dcccmbcr 28, 2007, the FERC issued Older N o  890-A granting requests for rchearing and niaking clarilications to Ordcl 
N o  890 All transmission providers with an OAT1 on file with FERC arc required to comply with the Older 
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No 890 requirements as aflimied and clarified i n  Ordei No 890-A a id  iiiiist make a conipliancc OAT7 filing by March 17, 2008 PEC and PE,F anticipate 
filing tlic required OATT filing witliin the deadline 

Certain details related to tlie rule. such as the precise mctliodology Ilia1 will be used to calculnte available transfcr capability. reinnin to be determined. and 
thus it is diiliciilt lo md;e a deterinination of the overall el‘fect of this new rtile on the Utilities’ transniission operations or wliolesale n1arl;eling function 
I-Iowcver, on a preliminaw basis, the rule is not anticipated to liave a signilicanl impact on the IJtililies’ financial r e s~~ l t s .  Nonetheless, the f i n d  iiile includes a 
wide iaiige of provisions addressing traasniissioa services. arid as the new tariff is iinplcoicnlcd tlierc is likely to be a sigriificnnt impact on the Utilities. 
transmission operations, planning and wholesalc niarketiog ftinctioiis 

proposal to FERC for a new regioiial grid planning piocess designed to meet FERC directnres inidcr Order N o  890 applicable to planning and 11’58 01 tlic 
transmission systetn The pioposed grid planning process IS rubject to public coiiiiiieiil We cannot predict the outcome of this niattcr 

In April 2004, Uie FERC issued two oiders concerning utilities’ ability to sell wliolesale clectiicity at morlcet-based rates In the lirst order, the FERC adoptcd 
two n e w  interim screens foi assessing potential generation niarkct power of applicants for wliolesale market-based rates, and described additional aiialyses 
and mitigation nieasurcs that  could bc presented if a11 applicant does not pass o w  of these interim screens In July 2004. the FERC isstied a second ordcr that 
re-aliirnicd its Api i l  ordcr and initiated a iulemnking to coiisidcr whctiiel {lie FERC’s ciiiieiit ~ncthodology fbr dcterniining wliethcr a public utility sllorrld be 
allowed to sell wholesale electricity at market-based rates should be modified i n  any  way The Utilities do not have market-based rate authority for wliolcsalc 
sales in peninsular Florida Given tlic difficulty PE,C belicved i t  would experience i n  passing one of tlic interim scrcens, on September 6, 2005, PEC filcd 
revisions to its market-based rate tarill? restiicting 1’EC to sales outside of PEC’s control arc3 and peninsular Floiida. and filed a new cost-based tariff for 
sales witliin PEC’s coiitrol aiea The FERC 113s accepted these revised tarins 

On .lune 6. 2005. the Utilities sobinitled niarkct power studies to the FERC demonstrating thnt iieitlicr company possessed iiiarket powet outside o i  PEC’s 
control area and peninsular Florida Tlie FERC accepted the Utilities’ respective iiiarkct power studies and allowed PEC aiid PEF lo continue selliiig power at 
nixket-based rates i i i  arcas outside of PEC’s control area and peninsular Florida 

We do not anticipate that tlie operations of the Utilities \vi11 be malcrially impacted by thcsc market-based rales decisions 

REGIONAL TR\NSh,IISSION ORGANIZATIONS 

The FERC’s Order 2000 established national standards for RTOs and advocated tlic view that regulated, unbundled transniission would facilitate competition 
in bo11 wholesale and retail elcctricity markets 111 October 2000. as a icsult o i  FERC Order 2000, PEC, along with Duke Energy Corporation and South 
Carolina Electric ;Y: Gas Company. Gled an application wit11 the FERC for approval of GridSoutl~ Trnnsco, LLC (GridSouth) In July 2001, the FERC issued 
an ordei provisionally approving the GiidSoutIi RTO However, i n  luly 2001, the FERC issued ordcis recommending that companies in tlic Soiitlicast engage 
in mediation to dcvclop a plan for a siiiglc R?O ior tlie Soutlicast PEC participated in the mediation; no c o ~ i s e n s ~ ~ s  was rcaclicd on creating 3 soutlieastceni 
RTO On August 1 1 .  2005. Uic GridSouth p:irticipants notified tlic FERC that tlicy had temiinated the GridSouth project By ordcr issucd Octobcr 20. 2005. 
the FERC terniinakd the GridSouth procccdiiig On November 16, 2007. I’EC pctitioncd the North Carolina Utilities Commission (NCUC) to alli>w it to 
cstablisli 3 regulatory asset accoinit for PE.C’s development costs foi- GridSouth In 2007, the NCUC issiicd an order for one of the other GridSouth partners 
aiid ruled Ilia1 the titi1ity.s GridSouth devclopiiient costs sliould be amortized and recovered over a 10-year pel iod beginning June 2002 Until the NCUC rules 
upon PEC’s petition. PEC will apply the same accouiitiiig trcatiiiciit to its GridSouth de~elopnient costs Conseqi~ently, PEC reduced its iiivestiiient iil 

GridSouth i n  2007 by recording aii $I 1 million charge to ainortization expensc. \vliicIi represents aniortization o i  the Nordl Carolina portion of 
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developnieiit costs since .lune 2002 PEC’s recorded investment i n  GridSouth totaled $22 inillion at December 31, 2007 We cannot predict the outconie of 

this iiiatler 

PEF participated in tlie GridFlorida RTO for peniiisulnr Florida A cost-benefit study perfornied by a11 independent consulting timi concluded that the 
GridFlorida RTO was not benclicial to juiisdictional custoniers Subseqiiently. during 2006 tlie GridFlorida docketed proceedings were closed by both the 
FPSC and Ilie FERC. and GridFlorida was dissolved PEF fully recovered its developnieiit costs in GiidFlorida froin retail ratepayers tlirough b s e  rates 

FRANC‘IIISE RlAlTIlRS 

PLC lias none~clusive fraiicliises witli  vaiying e\piratron dates i n  iiiost 01 the ~nunicipalities 111 North Carolina and South Carolina 111 wh~cl i  i t  distributes 
electrictt~ I n  North Carolina, Iranclnses geiieinllv continue for 60 w a i s  I n  South Cniolina, iiancliises contiiiue in perpetuity unless terniiiinted according to 
ceiloiii statutory iiictliods Tlic gencral cflect of tlicse froiichscs i s  to provide for tlic iiiaiiiicr i n  wliicli PEC occupies iigl~ts-of-way 111 incorporated areas 01 

111 nt i l i c r :  7.W f r b .  the 

majority covers 60-year periods from the date enacted a id  45 liave no specific e\piratloii dates Of tlie franchise agrceinents with e ~ p r r a i ~ o n  dates, 23 elpire 
dunng tlie penod 2008 tlirough 2012, and the re~naining agrceinents e ~ p n e  between 2013 and 2061 PEC also provides service within a number 01 

iiiunicipalities and in  all of tlie unincorporated areas without francliise agieeinents tvit l i in i ts  seivice area 

PEF 113s iioiicxcIusive Li.ancliises wit11 varying expiration dates ii i  11 I of tlie Florida municipalities i n  wliicli it distributes electricity. PET; also provides service 
to 10 otliei iiiuiiicipalities and i n  a11 o i  the uniiicorpoi~ted areas without froiicliise agreements witliiii its service area The general elTect oi these franchises is  
to provide for tlie iiiaiiiier i n  wliicli PEF occupies rights-ol’way i n  incorpolotcd meas of inoiiicipalities for the purpose of constri~cting, operating and 
iiiniiitaiiiiiig an energy transmission and disti-ibutiori system I h e  froiicliise agieements cover periods ranging finin 10 to 30 years with the iiiajority covering 
30-year periods lroai tlie date enacted. O f  tlie 1 1 1  lrancliise agreements, 32 expire between 2008 and 2012, and tlie remaining agreements expire between 
2013 aiid 2037 

REGULATORY RL4I’TEIIS 

IIOLDING CORIPANY REGULATION 

Effective February 8, 2006, EPACT provisions enacted PUI-ICA 2005 Progress Energy is a registered public utility holding co~ i~pany  subject to regulation by 
tlic FERC under PUHCA 2005. including provisions relating to tlic issuance and sale of’ securities, tlie eslublislinient of intercompany extensions of credit, 
sales, acquisitions of scciii ities and utility assets, and sen~iccs  performed by PESC IJiidcr I’UI-lCA 2005, tlie FERC also has authority over accounting and 
record retention and cost allocation jinisdiction at tlie election of the Iiolding co~npaiiy systeiii 01 tlic state utility commissions with jurisdiction over its utility 
subsidiaries 

UTILITY REGULATION 

Other EI’ACT provisions inclodcd tax clianges for the utili(, industry incentives for eiiiissioiis reductions: federal insurance and incentives to build new 
nuclear power plaiits: and ceitain protectioii for natiw retail load ciistomers of load-seiving entities E.PACT gave tlie FE.RC “backstop” transmission siting 
autliority whicli provides for federal intervention, sthiect lo limilatioiis, when states are unable or un\villing to resolve transmission issues EPACT also 
provided incentives and funding for clean coal teclinolopies provided initiatives to voluntarily reduce greenliouse gases aiid redesignated tlie Internal 
Revenue Code’s (tlic Code‘s) Section 29 (Sectioii 29) tax credit as a general biisiiiess credit under the Code’s Section 4 X  (Section 45K). whicli removed 
limits 011 syntlietic fuels production and changed h e  carry f o r ~ a i d  peiiod oi tlie t:ix credits geiiemted I11 addition, the law requires both the FERC and tlie 
U S Departiiicnt o i  Energy (DOE) to study Iiow utilities dispatch he i r  I ~ S O I ~ I C C S  IO nieet tlie needs of tlieir c i i~toi i ier~ The results of tliese studies or any 

related actions taken by tlie DOE could impact tlie Utilities’ sqsteni operations 

Tlic FERC has adopted final riiles implenientiiig niucli of its broadcr autliority under EPACT Tlicse rules require tlie FERC’s approval prior to any merger 
involving a public utility: require tlic FERC’s approval prior to the 
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disposition of any utility asset with a marl;et value in  excess of SI0  million; prohibit inarket participants from intentionally or recklessly maldng any 
Irauduleiit or ~iiisleading stateiiieiits with regard to traiisactions subject to tlie IXRC's jurisdiction; and provide the procedures atid rilles for the establishnient 
of an electiic reliability organizatioii (ERO) that will propose and enfoice inandotory reliability standards for tlie bulk power clcctiic system 

On July 20. 2006. tlie FERC certified the North Aiiieiican Electric Reliability Corporation (NERC) as the ERO Included in this certification \vas a provision 
foi the ERO to delegate authority Tor the purpose of pioposiiig aiid cnrorcing reliability standards i n  particular regions of tlie c o t i i i l ~ ~  by entering into 
delegation agicenieiits with regional entities. 1.11~ SERC Reliability Corporation (SERC) aiid the Florida lkliability Coordinating Couiicil (FRCC) are the 
icgional entities for PEC and PEF. respectively 

I n  Order 693. the FERC coiiiplcled part of 11.i El'ACT implementation plan by approving 83 reliability st:indaitls developed by tlie NERC and set aside 24 
11 the R 7  I T R r  1 .  ._ >nl for all w t e r e d  

useis. owtieis and opeintois of the bulk power systeni, including PFC and I'EF On Decembei 20, 2007. the FERC approved three additional planiiing and 
operating ieliability standards Additionally, on January 1 7. 2008. the FERC approved eight mandatory critical intrastructure protection ieliabtlity standards to 
protect the biilk power system against potential disruptions from cyber secunty bieaclies Prior to the FI:IIC actions, electric utility indurtry coiiipliance w i t h  

the NERC standards had been voluntaiy 

__ 

Based on FEI1C's directive to revise 56 of tlic adopted standards. we expect standards to niigrate to more definitive arid cnrorceable requireinents over time. 
We are coiiimittcd to iiicciiiig tliose standards The financial impact o l  riiaiidatoiy coiiipliance cannot curreiiily be dctcrniiiicd. Failiirc to coinply with the 
ieliabilily standards could resirll i n  the imposition of lines and civil pendiies l i  we ale trnnble to mcet the reliability standards for the bulk power system in 
the future. i t  could Iiave a material adverse effect on our linaiicial conditioii, results of operations and cash flows 

Prior to tlie effective date of mandatory coiiipliance with tlie reliability standards. PEC self-rcported two ~ionconipliaiices to SERC and PEF self-reported 
three no~icompliances to FRCC The FRCC, SERC and NERC liave proposed tliat entities that self-reported noncompliance prior to the effective date and 
pursue aggressive initigatiori plans will iiot be assessed fines Siibseqtient lo tlie eil'ective date. PEC self-reporled to ilie SERC flir ee noiicoi~ipliaiices with 
vo1tintm-y standards and PEF self-reported to tlie IXCC one iioiicompliance witli voluntary standards aiid oiie noiicoiiipliance wit11 a iiiaiidatory standard PEC 
aiid PEF Iia\,e subinitled mitigation plans 10 SERC and FRCC, respectively, to addiess tlie sell-reported nonconiplinnce Neither the noncompliaiices noted 
above nor tlie costs of executing the mitigation plans are expected to liavc a significaiii impact on our oveiall conipliaiice elToitts. results of operations or 
liqiiiditv 

l l i e  t.Jti1ities ale also subject to regulation by otlier fedeial regulatory ageiicics. iiicludiiip tlie United States Nuclear Regulatory Commission (NRC) and tlie 
13iviroiinieiital Protectioii Agency (!?.PA). The Utilities' iiuclear geiierating units are regulated by the NRC under the Atomic E.iicrgy Act of 1954 aiid tlie 
Energy Reorganization Act of 1974 The NIZC is responsible for granting licenses for the construction. operation and retireiiieiit of iiuclear power plaiits and 
subjects these plants to continuing review mid regulation In the event of o ion compliance, tlie NRC has the authority to impose fines, set license conditions, 
sliiit dowi a nuclear u n i t  or take sonic combiiiation of' these actions, depending upon its nssessiiieiit of tlie severity of the situation. unt i l  coiiipliance is 
acliievcd 

1"EC is subject to regulntioii in  North Carolina by tlie NCUC. and i n  South Corolina by the Public Senrice Coirimission of' South C:irolina (SCPSC) PEF is 
sirl~ject to regiilntioii i n  Florida by tlie FPSC. The Utilities are regulated by theii respective regidaton! bodies with respect to. among otlier things, rates and 
sewice foi electricity sold at retail; retail cost recoveiy oi unusual or unexpected expeiises. such as severe storm costs; and issiiaiices of securities Ilie 
undeilyiiig coiiccpt of utility rateiiiaking is to set rates at a level that a11ou~s tlie utility to collect revciiues equal to its cost oi providing service plus earn a 
reasonable late of i-cturn oii its invested capital. including equity 
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Each of the Utilities’ state utility commissions authorize retail “base rates“ that are designed to provide tlie respective utility with the opportunity to eain a 
reasonable rate o i  return on its “rate base,” or investment i n  utility plant These totes are intended to cover all reasonable and pnident expenses of 
constructing. opeiating aiid inaintaiiiiiig the utility system. except those covered by spccilic cost-recover)‘ clauses 

I n  PLC’s inost recent inte cases i n  1988, the NCIJC and tlie SCPSC each authorized a letwm on equitv of 12 75 percent The Clean Sn1okestacks Act enacted 
in Notlli Carolma i n  2002 (Clcan Smokestacks Act) liore PEC’s retail base rates i n  North Carolina thlougli December 31, 2007, ulilcss PEC experienced 
e\haordinaiy events bcvond tlic control 01 PEC, in  which case PEC could Iiavc petitioned foi a late increasc Subsequcnt to 2007, PEC’r current North 
Carolina IXISC rates arc continiiing subject to traditional cost-based rate regiihtion 

Ihni ig  2005. tlie FPSC appioved a four-year base late agreement w i t h  1’EF The new base rates took ellect the firs? btlllng cycle of Taiioaly 2006 and wdl 
ieiiiaiii i n  elfect through llie last billing cycle 01 Deceniber 2009 with PEF Iia~wig the sole option to extend the agreeiiient tlirough the last billing cycle of lune 
2010 Pursuant to the baw late agieciiient and as modilied by a stipulation and settlenient agrceiiient appioved by the FPSC on October 23. 2007, base rates 
weie  adjusted i n  lanuary 2008 duc to specified geneintion facilities placed 111 service i n  2007 1’EF’s base r ~ t e  agreement also piovides for ievenue shoring 
between PliF and i t 5  ratepayers Foi 2007, PEF agreed to icfiiod two-tliiids 01 retail base revenues between the $1 537 bllllon thiesliold and the $1 588 bllllon 
cap and 100 petcent 01 re\eiiues above the $1 588 billion cap llowevei. PEF‘s 2007 retail base rates dld not exceed the thresliold and no revenues were 
subject to the reiwiiic .ilia ing proviwns Both the thresliold and cap arc adjusted annudlp for rolling average l0-ycar rctall Idlowatt-hour (lcwli) sales 
growth addition all^ in  2008 the tlircshold and cap w i l l  be adlusted to add the icveiiue requirements of the geiiciation lac e? discussed above For 2008. 
tlic ihrc.;lioltl for revcniie bring w i l l  be $1 664 billiiin :ind tlie cap w i l l  be $1 71 6 billion 

- ~ - _ _ _ _  ~ 

Each of tlic IJtilities‘ state utility commissions allows recover)‘ of certain costs through various cost-iecovery clauses. lo [lie esTent the respective coniniission 
deteriniiies i n  ai1 annual Iieaiing that such costs are prudent Each state utility coiiiiiiission’s determination rcsdts in  the addition of a clause to a utility’s base 
~ a i e s  to reflect the approval of tliese costs aiid to reflect any past ovei- or under-recovery o i  costs The Utilities do not earn a return on the recovery of eligible 
operating expenses under sticli clauses: however, iii certain jurisdictions. the Utilities may eain interest on under-recovered costs. Additionally, the 
coiiimissioiis may outliorize a ietuni for specified capital investnients for energy el‘ficieiicy a i d  conservation, capacity costs, environnlental compliance and 
ut i l i ty  plant Fuel, lucl-rclatcd costs and ccrlaiii purcliascd power costs arc cligiblc lor recovery by tllc Utilities lhe lltilities use coal, oil, liydroelectric (I’EC 
only). natuial gas and nuclear power to generate electricity thereby iiiaintaiiiing a diverse file1 mix that helps mitigate t l ic impact of cost iiicreases i n  any one 
lircl Due to the regulatory trcatinent oi tliese costs and the method allowed for recovery. changes i n  fuel costs from year to year have no material impact on 

opei-atiiig results of the Utilities iinless a coiiiniission linds a ~m11ioii of such costs to liave been inipnidently incurred I-Iowever. delays between the 
expenditure for rue1 costs and recoveiy from ratepayeis can adversely impact the timing of cash Ilow of the Utilities See M I M A  - “Regulatory Matters and 
Recoveiy oi Costs“ for additional discussion regarding cost-i ecovciy clauses 

Costs recowed by the Utilities through cost-iccovery clauses. by ietail juiisdictioii. were as follows: 

iVort/i Ctrroliiit7 Rrtnil - luel costs. the !tiel and otlier porlions of piircliased powe~ [capacity costs lor purchases froni dispatchable Qr‘s are also 
recoverable). costs oi new deniorid-side niariogcnieiit (DSM) and energy-cfliciericy proginins and costs o i  reagents (cninniodilies such as aminonin 
and liinestone used i n  eiiiissioiis control technologies): 

e So7t/lr  Coro/i,/cr Rzttril - Iiicl costs. cciiain piircliascd powei costs. costs of ieagcnts. sulfur diosidc (SO?) and nitrogcli osidcs (NOs) eniission 
allowaiice expenses: and 

* I~k~ritJtr Rettril -- liiel costs. purchased power costs. capacifv costs. cnergy conseivation expense arid specified environnienlal costs, iiicluding SOz 
eniissioii allowance expense and NOs compliance 
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As discussed iiiore fully i n  MD&A - “Other Matters - Regulatoiy Enviroiimeiit,” eligible renewable energy costs and certain componei~ts of purcliased power 
not previously recoveiable tlirougli the fuel clatisc DIC recoverable in  the North Camlina iebil jurisdiction beginning in 2008. 

I n  :~ccordance wit11 its base rate agrcenient. 1’E.F accrues $6  nill lion annually iii base rates to a stonii daniage reserve arid is allowed to defer losses in  excess 01 
the accuiiiulated reserve for major storms lliider tlie order, the storiii resewe is charged with ORtM cxpiises related to storiii restoration and with capital 
expenditures related to storm I estoration tliat are i i i  excess of expendituies assuming normal operating conditions 

On luly 14, 2005. !lie FPSC issued an order authorizing PET; to re~ovei $272 million over 3 two-year peitod, ~iicluding inleicst. of Its ~iicui-red stonn 
icstoratioii costs a.isociatcd w i t h  the loui Iiurricanes iii 200-1 The initial ainount appioved for iecovery was bawd on PEf’5 cstimate of costs and i t s  ~mpacl 
\\’as ~ncluded i n  custoiiicr bills bcginiiiiig August 1. 2005. cls a storin surcharge On Septenibei 12, 2005. PCF filed a true-up of an additional $19 inillion 111 

co5tn. pirtinlly ollset bv S6 inillioii 01 adjii~tiiieiits resulting froni cli:uiges 111 alloc:it~on to the wliolesale jurisdiction and refining Ute FPSC’s adjustments The 
FI’SC adiiiiiiislmtively appiovcd llie true-up aniouiil. subject to aitdit by the FPSC stafl I lie iiet ti-ue-up effect \vas included in cuslonier bills beg~nning 

Januaiy 1. 2006 These c o ~ t s  were lullv recoveicd at Decembei 31. 2007 

During 2006. PEP entered into. and the Fl’SC approved, a settlement agreement with ceilain inlen~enors ill its stoi ni cost-reco~wy docket Tlie settlenieiit 
agreeiiiciit. as amended. allows I’EF to extend its tlien-ciirieiit two-year stonn surcharge for ail additional 12-monlli period. 1-11~ el;tension. which began i n  
August 2007, is expected to ieplenisli tlie existing storm resei-ve by an estimated $126 niillioii Tlirougli December 31, 2007, PEF had recorded nn additional 
$55 iiiillioii of stonii reseiw Iroin the cxteiisioii oT tlie storni surcliarge The aiiiciided scttlcnient agreement provides that iii tlic event future storms cause the 
resene to be depicted. PEF \\~ould be able t o  petition the FI’SC for iinpleiiieiitation ai an inter im surcliai~e of at least 80 percent and up to 100 percent ol the 
claimed delicicncv oi  i ts stoim rcsen’c Ilic iiitcn~eiiois agreed riot to oppose tlie iiitciim recoveiy o i  80 percent o i  the future claimed deficiency but reserved 
the riglit to clialleiige the inteiini surcliaigc recovery of the reinaiiiing 20 percent ?’lie FI’SC has tlic right to review PEF’s stomi costs for prudence 

I’EC does 1101 iiiaiiitaiii a storm daniage reserve accouiit and does not l io\e an ongoing regulatoiy incclianisni, such as a surcliarge, to recover storm costs I n  
lhe past, PEC has sought and received pcriiiission lioiii the SCPSC and NCUC to defer and amortize cerlain storni recovery costs 

Sce Note 7 Ibt fiirLliei discussion of iegulatoiy iiiattcrs 

G EN ERA L 

I‘lie nucIeaI power indirstry I>ces iiiicc11aint~cs witlr respect lo tlie cost and long-tenii avai1:ibility o l  disposal sites for spent nuclear fuel and other radioactive 
\vaste. coiiipliance with clianging regulatory ieqiiireiiients, nuclear plant operations. capital outlays for modifications. the teclinological and fiiiancial aspects 
ofdecoiiiiiiissioiiiiig plants at the elid of heir licensed lives and iequiiemeiits relating to iiuclear iiisuiaiice 

PF:C OIVIIS and opeiates fo i i i  nuclear geiicinting units. l3runswick Nuclear Plant (Brunswick) Unit No I and Unit No. 2, Shearoii Harris Nuclear Plant 
(Hairis). arid Robirisoii Nuclear Plant (I<obiiisoii) NRC opcratiiig licenses for 13ruris~vick No 1 and No. 2. I-larris and Robinmi currently expire i n  September 
2036. I)eccnibcr 2034, October 2026 and luly 2030. respectively On No~cniber 14. 2006. I’EC subiiiittcd an application to the NRC requesting a 20-year 
cxtension ol the Hariis operating licciisc 7% liccilsc renewal application fix l-lairis is co~rcntly uiidei ieview by llie NRC with a decision expected in  2008 

I’IT oiviis and operates one I I U C I C J ~  generating unit .  Crystal Rivet llnit No 3 (CR 3 )  The NRC operating license for CR3 cuneiitly expires i n  December 2016 
PEF expects to subinit an applicatiwi requesting a 20-yeor estensioi~ o i  the operating license i n  the first quarler of 2009 



Cnse No. 2011-12J 
St:ifF-DR-Ol-009 ii :itt:irlinieiit 
(Progrcss Energy) 
Pegr 20 of 314 

Siiice 2001. PEC and PEF have made vaiious modifications to increase the output of tlieir nuclear lhcilities I n  Ianuars 2007. tlie FPSC approved I'EF's 
petition to uprate CR3's gross output by approsimatcly 180 MW The multi-stage uprate is espected to increase CR3's gross output by appioxiniately 180 

MW by 2012 PEF received NRC approval lor a license aiiieiidment and iniplemeiited the first stage's design niodilication on Januaiy 31, 2008, and will 
apply for the rcquircd license oinendiiient lor  tlie third stagc's design niodilication (See Note 7C) 

Nuclear units are pcriodicallv reniowd lioiii scivicc to acconiniodatc iioniial refueling and mainteiiancc outages. repairs and certain other niodilications 

The NRC iieriodically issties bulletins mid orders addressing industry issues of interest or concern t h t  necessitate a rcsponse from the industry I t  is our intent 
to coiiiply with and to coiiiplete required responses i n  a tiniely and accurate imiiiier Any potential impact to company operations will vary and will be 
dependent upoii [lie iiatiiie OT tlie requireriiciil(s) 

We previously annouiiced that we are pili suing developiiiciit of coiiibined license (COIL) applications to potentially conslnict iiew nuclear plants in  North 
Carolina and Florida (See Item IA "Risk Factors") Filing 01 a COI, is not a comniitmciit to build a nuclear plant but is a iiccessary step to lccep open the 
option of building a plant or plants 1 lie NRC estimates that i t  will take approximately thee to foui years to itview and process the COL applications 

On January 23. 2006. we aiiiiouiiccd t l i a t  I Z C  selected a site at I-Iarris to evaluate for possible future nucle3r expansion We liave selected tlie Westinghouse 
Electric APl000 reactor desigii as tlie tcclinology upnii wliicli to base PEC's application submission On February 19. 2008, PEC filed its COL. application 
with the NRC ior two additional reactors at Hariis l i  we ieceive approval fioni the NRC and applicable state agencies, and if the decision to build is made. a 
new plant would not be online unt i l  at least 201 8 

On Dccenibei- 12, 2006, we aniiouiiced that I'EF selected a site i n  Levy County, Fla . to evaluate lor possible future nuclear espnnsion We have selected the 
Wcstingliousc Electric AI"I000 rcactor design as the tecliiiology upon whicli to base PEF's application subinission PEF expects to file tlic application for the 
COL i n  2008 If we icccivc ~pprnva1  Iron1 tlie NRC aiid applicable state :igencies. aiid if the decision to build is made. safety-related coiistruction activities 
could begin as early as 2012. a n d  a new plant coiild be online i n  2016 I n  2007. IW completed the piircliase o l  approxiniately 5,000 acres for the Levy 
County site whicli includes 1.845 a x e s  nvail:ible for l'utiire development and associated site specific transmission needs PEF anticipates filing a 
Determination oiNeed petition with the FPSC i n  2008 

SE,C'URITI 

Tlie NRC 113s issued various orders since Septeiiibcr 2001 with regard to security at nuclear plants Tliese ordeis include additional restrictions 011 access. 
incieased secuiity iiieasuies at i iucleai hil i t ies  and closer coordinntioii \villi our partners ill iiitelligence, militaiy, law enforcernent and emergency response 
at Uie fcdeial, state aiid local levels We coiiipleted the requirements as outlined i i i  the ordeis by the coiiiiiiitlcd dates As the NRC, other govcmmental entities 
and the iiidustrv coiitinuc to consider scciirit\, issues. i t  is possible that more estensive secuiity plans could be rcquired 

Tlie Nucleai Waste Policy Act of I982 (Nuclear Waste Act) provides the liariiewoik for development by the federal government o i  inteiim stoiage and 
pcnnaneiit disposal ljcilities h r  liigli-level radioactive rvastc iiiaterials The Nuclear Waste Act pioniotcs increased usage of iiitcrim storage of spent nuclear 
ilIel at existing nuclear plants We will continue to niasimize tlie use oispciit iuel storage capability within our own facilities for as long as feasible 

With certain niodilications and additional apprnvals b\ llic NRC. iiicluding the installation ol on-site diy cask storage lacilities at Robinson, Bitinswick and 
CR3. tlic 1Jlilitics' spcril nuclcai l i d  storage facilities \vi\l be sufficieiit lo piovidc storage space for spent fucl generated 011 their iespcctive sjlslenis through 
the expiration of the operating licenscs. including any liceiise csteiisions. for their iiucleai geneiating units Harris lias sufficient storage capacity i n  its spent 
I'uel pool tlirougli the expiration of its operating liceiise. iiicluding its pending liceiise e?ttensioii 
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See Note 22D foi a discussiori of the Utilities' con!racts willi the DOE. foor spent nuclear fucl 

In the Iltilities' retail jurisdictions. provisions for nuclear decotiliiiissioniiig costs are approvcd by the NCUC. the SCl'SC and the FPSC and arc based on site- 
specilic estimates that include the costs ioi I eiiioval of all radioactive and other sti uctures at the site I n  the wliolcsale jurisdiction, the provisions for nuclear 
deconi~iiissioning costs are approved by the FERC A condition of the opeiating license for each unit requires an appioved plan for decontamination and 
decomiiiissioiiing See Note 5D I b i  a disctission 01 the Utilities' nuclear deconiniissioliiiig costs 

ENVIRONMENTAL 

We are subject to regulatloli by various tcderal. 5tatc md loc:~l autliolltles 111 the :mas of a ~ r  quallty. water qirnllty, control of towc substances and liazardous 
U / P  IwIwui- i1-e with tilose en\mmiiental ieeulations curreiitls applicable 

to our business and opa l ions  aiid believe we Iiavc a11 necessary pcrniits to conduct such operations Envllonniental laws and iegulations frequently change 
and the ultimate costs ol conipliance cannot aI\vays bc piccisely estimatcd 7 lie ctIneitt estlniated cap~tal costs associated with compliance \vltli pollutloti 
control laws and regulation.; that we expect to inciii are included w i t h l n  MDPrA - "I Iquldlty and Cap~tal Resources - Cap~tal Expenditures" and wlthln 
MD&A - "Otlier Mattcis - Eiiviionnienld Matteis .' 

The provisions ol the Comprehensive Enviionlnental Response. Compensation and 1iabiIit-j Act of 1980, as ainended (CERCLA), authorize the EPA to 
iequire the clcanup of hazardous waste sites This statute iniposcs rcllooctivc joint and seve~al liabilities Some states. including North Carolina, South 
Carolina and Floiida. liavc siniilar typcs oi legislation We ai(: peiiodically notilied b y  rcgulalois, including tlie EPA and various state agencies, of our 
involvement or potential iiivolvciiient i n  sites that inay require investigation and/or renicdiation 

Tlieie are prcseiitly several sitcs. including I O  iiiantifactured gas plant (MGP) sitcs. with respect to wliicll w e  Iiavc bcen notified by the EPA. the State of 
North Carolina or the State o i  Florida n i  our potential liability, as a potentially responsible party (PRP) We liave accrued costs for the sites to the extent our 
liability is probable arid the costs can be renmnably estinialcd. These costs are eligible for regulatoiy recoveiy through either buse rates or cost-recovery 
clauses (See Notes 7 nnd 21) Both I'EC and PEF evaluate potential clainis against other PfZPs and iiisumnce carriers aiid plan to submit claims for cos1 

recoveiy wheie appropriate The outconic of these potential claims cannot be pledicted No material clainis are cwrently pending While we accrue lor 
probable costs that caii be rwsonably estjnialcd. based upon llic current status of sonic sites. not all costs can be reasonably estiniatcd or accrued and actual 
costs niay materially exceed our accruals Matciial costs i n  excess of our accruals could liave an adve~se impact on our financial condition and results oi 
operations 

See Notc 21 and MDLA - "Other Matters - l~.i~viroiiiiient:iI Matters" Ior additional discussion of our environniental iiioltcrs, wliicli identifies specific 
environniental issues, the status o i  the issucs. acci~ials associated with issue resolutions and our associated exposures 

EMPLOYEES 

As o i  February 15. 2008. we eniplosed appioltimatel\~ I 1.000 lull-lime eniployees 01 this total, approsiniately 2,000 cniplosees at PEF are represented by 
the Inteinational Biotlicrhood of Elcctiical Workcis (II3EW) The tlirec-ycoc labor contract with the IBEW cxpiies i n  Dcceniber 2008 Contract negotiations 
are expected to begin i i i  Septcniber 2008 Tlic outcome oi contracl ncpotiations cannot be dctermincd We consider our relationship with employees. 
including those covered by collective bargaiiiinp agrecnlents. to bc good 

We Iiave a noiicontribtitory delincd bciielit ietireiiient (pension) plan for substaiitially a11 Inll-tiiiie eniplovees and an employee stock ownersliip plan among 

other employee benelits We also pio\:idc contributor\, piistretircnient bciiefits. including ceitaiii Iicaltli care :ind life insurance benelits. for substantially a11 

rctired employees 

As o l  Februaiy 15. 2008, PEL and PEF eniplowd approsinialely 5.000 and 4,000 full-time eniployees, rcspcctively 
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Case No 201 1-12.t 
Stnfl-DR-01-009 ii attarhniriit 

I’ngr 22 ol 314 
(Progress Eiiergy) 

ELECTRIC - PEC 

GENERAL 

PEC is a regulated public utility fo lmd under the laws of North Carolina iii 1926 atid is priiiiarily engaged i n  tlie geiicration, Irniismission. distribution and 
sale of elcctricity i n  poitioiis of Nortli and South C:iroliiia At Dcccniber 31. 2007. PEC Iiad a total suiiiiiici gcncratiilg capacity (includiiig jointly owned 
capacity) of 12,414 MW For additioiid iiiloimatioii about I’EC’s gciiciating plaits. see “lilectiic - PEC” in Item 2, “l’iopcilies ” I’FC‘s spsteni iionnally 
experiences its highest pcali demands during the summer. and the all-time system peak oi  12.656 megawatt-hours (MWli) \vas set 011 August 9, 2007 

PEC distributes and sells electricity in  Norrlt Carolin:, and nortlieastein South Caiolina The senwe territory coveis appiosiinately 34,000 square iii~les, 

including a substanlid portion of the coas~al plain 01 Noirli Caioliiia exrending I’roni tlie Piedmont to flie AtIati1tc c o a s ~  bctrveeii the P:iml~co River and the 
South Catolina border, the lower l’iediiioni section 01 North Caroliiia, an aiea i n  westerii North Carolina i i i  and atoiiiid the city of Arheville and aii area in  the 
nortlieostem portion of Soutli Caioliiia At December 31. 2007. P I E  w15 providing eleclitc services. ietail aiid uliolesale. to approsliiiatcly I 4 inillion 
ciistomeis Major wholesale poivei sales ciislomeis include Noitli Caroliiia Imteni Municipal I’o\ver Agei ic~  (Power Agencv), North Carolina Electric 
Membership Corporallon and Public Worhs Coniinissioti of tlic City of Facettcville. Noilli Caioliiia (I’WC) PEC IS  subject to llie rules aiid regulations of the 
FERC, tlie NCUC, the SCPSC and the NRC No siiiglc cu\toiner accounts Ibi more tliati 10 percent ol PIX‘? icvcnues 

PEC’s segment profit \vas $498 niillioii. $454 million a i d  $490 ni i l l io i i  for the years ended Dcceiiibei- 31, 2007. 2006 :iiicl 2005. respectively PFC‘s total 

assets were $ 1  1 962 billion and $12 020 billion as of December 31 .  2007 and 2006. iespecti\,ely 

BILLED ELECTRIC‘ REVITNUES 

PEC’s electric revenues billed by ciisloiiier class. for tlic last three vears, are sliowii as a percentage of total PEC eleclric ieveiiues i n  the table below: 

IIILLED ELECTRIC REVENUE I’ERCENTAGI~S 
2007 2006 2005 

liidtistiial 

Major industries i n  PEC’s service area iiiclude lehlilcs. clicinicals. iiietals. paper. hod .  nibbcr :ind plnstics. wood pniducts and electronic tnachinery and 

equipment 

FUEL AND PURCIIASED I’OIVER 

SOURCES OF GENERATION 

PEC’s consumption of various types of liicl depends oii several factors. tlic niost important 01 wliicli arc tltc dciiiaiid for clectricity bv PEC‘s custoincrs. the 

availability of various generating units. thc availability and  cost of litel and the rcquircinciits of federal and state rcgd:ltorv agencies 
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Case No. 201 1-121 
StafT-DR-01-009 ii :itticlinirnt 

I’iigr 23 of314 
(Plvgrcss ISllerg).) 

PEC’s total system generation (incliiding jointly o w e d  capacity) by primary energy sowce, along with puicliased power ior tlic last three years is presented 
in the following table: 

PEC I S  generally penlittied to pass the cosi of l’uel and cer1:iin purchased poner costs to 1Ls custnincr\ ihiougli luel ~djllstiiiellt clauses The Luture prices cor 
and availability of various fuels discussed in tlits report cannot be piedicted with colnplete c e r l a ~ ~ ~ t y  See “Coinmodity I’rice RISK’ under Item 7.4. 

“Quantitative And Qualitative Disclosuies About Market Risk‘. arid Item 1A. “ R i d  Fnctois ” IIowevei. PEC believes lliat i t s  fuel supply contiacts, as 
described below and 111 Note 22A, will be adequate to m e t  11s lite1 supply nccds 

PEC’s average tuel co9s per million British tlieimnl units (I3tu) lor the last t h e e  years \\‘ere a i  iollo\vs 

AVERAGE FUEL COST 
(per millioii Btu) 2007 2006 2005 

Changes in the unit price for coal, oil and gas are due to market conditions Because these costs arc prinmily recovered tliiongli rccoveiy clauses established 
by regulators, fluctuations do not inaterially aiiect net incoine 

Coal 

PEC anticiptes a reqiiirement of approximately 13 million tons ofcoal i n  2008 Almost a l l  of tlie coal will be supplied lrom Appalachian coal sources i n  the 

United States and will be primarily delivered by rail 

For 2008, PIX Iias short-term, intermediate and long-fern1 agreemenis Iron1 varioiis sonrccs ior approximately 94 perccnt o i  its estimated bririi requirenients 
of its coal units Tlie contracts have espiration dates ranging from nile to ten yews 1’EC will coiitinue to sign contracts o i  various lengths, tcrins and quality to 
meet its expected burn requirements 

Nirclem 

Nuclear fuel is processed tlirougli four distinct stages Stages I and II involve the iiiiiiiiig and milling of the natutal  uriuiiuni ore to produce u uianii~ni oside 
concentrate and tlie conversion of this coriceiitrate into uraniti~n liesalluoiide Stages 111 and 1V entail tlic eiiricliiticrit of tlie ~~raii iuni Iiesafluoride and the 

labrication ol tlic cnniclicd uraiiium hexafluoride into usable fbcl asseinblics 

PEC has sufiicient uraiiiiiiii. conversion enricl~ment and iabTjc:itioll coiitracts to meet iis niiclcar lucl reqt~irement needs [or the foreseeable fiittire I’EC‘s 
nuclear fuel contracts typically have ternis ranging lioin tliree io  teii ye:irs For a discussion o i  PEC‘s plans with respcd to spent it iel storage. see “Nuclear 
Matters.” 

Oil and Gns 

Oil and natural gas supply for PEC’s geiieratioii lleel is purcliased under term and spot coi1iracIs from seve~a l  supplieis I’EC 113s dtml-iuel generating 
conibustion turbines that caii operate with both oil and gas I lie cos1 of 



PEC's oil and gas is either at a fixed price or determined by inarltet prices as reported i n  certnin industry publications PE,C believes that i t  his access to an 

adequate supply oT oil and gas for tlie reasoiiably foreseeable fiitirre PEC's natiii al gas trampor tation for its hseload gas generation is purcliased under tenii 

firm transpoitation contracts with inteistate pipelines PEC also purcliases capacity under oher  contracts and utilizes intei ruptible transportation for its 
peaking load requirements. 

Hydroelectric 

PEC has three hydroelectric generating plants licensed by the FERC. Walters. Tillery and Blewett PCC also o\vn\ the Marrliall Plant. wliicli 113s a liccnse 
cscmption The total niasiniuni dependable capacity foi all four units is 225 MW PEC submitled ai appl~cation to ~eliccnse foi 50 yea15 115 Tillers and 
Blewett Plants and miticipates a decision by the FFRC in 2008 Tlie Walters Plant license will expire i n  2034 

P iiscltmed Power 

PEC purchased approxiniately 3 9 million MWh, 4 2 million MWh and 3 7 million MWli of its system eneigv requirenients during 2007, 2006 and 2005. 
respectively, undei purchase obligations and operating leases and had 1381 MW oi  firm purcliased capacity under cont lxt  duiing 2007 PEC may acquire 
additional purcliased power capacity i n  the future to accommodate a portion of its system load needs, and PEC believes that i t  can obtain enough purcliased 
power' to ineet tliese needs 1-lowever, during periods of high demand, the price and nvailability of purchased power may be signilicantly all'ected 

ELECTRIC - I'EF 

GENERAL 

PEF. incorporated i n  Floiida in 1899, is an opei-ating public utility engaged in the generation: transmission. distiibutioii and sale of electiicity i n  portions oi  
Florida At December 3 1, 2007, PEF had a total siininier generating capacity (including jointly owned capacity) of 9.362 M W For additional infornintion 
about PEF's generating plants, see "Elecrric - PEF" i n  Item 2, "Properties " PEF's systeni nornially experiences its higliest peak demands during the winter, 
and tlie all-time system peak of 10,131 MWh \vas set on January 23, 2003. PEF's system set a new suninier peak deniand of 9,671 MWli on August 20: 2007 

PEF's service terr itory covers npproxiniately 20,000 squnre miles i n  west central Floiida, and includes tlie densely populated U I C ~ S  around Orlando. as well as 
the cities of St Petersburg and Clearwater PEF is interconriected witli 22 niunicipal and 9 rural clectiic cooperative systenis At lhceiiiber 3 I. 2007. PEI: was 

providing electric services, retail and wholesale, to approxiiiiately 1 6 million customers Majoi wholesale powci' sales customcis include Seminole Electiic 
Cooperative: Inc , Reedy Creek Improvement District, Tampa Electric Company. and the cities of Bnrtow and Winter Park PEI: is subject to the rules and 
regulations of the FERC, tlie FPSC and the NRC No single custonier accounts for more than 10 percent of PE.F's revenues 

PEF's segment prolit was $315 million, $326 niillion and $258 niillioli for the years ended Deceniber 31, 2007. 2006 and 2005. respectively PEF's total 
assets were $10 004 billion and $8 593 billion as of Deceniber 31. 2007 and 2006, respectively 
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l3 I L LED E LE CTRI C 1IE \'E N U E S 

PEF's electric iwciiucs billed by custoiiier class. for tlie last three years, are sliown as a percentngc of total PEI; electric revcnues i n  thc table belo\\': 

BILLED ELECTRIC ItEVENUE PERCENTAGES 
2007 2006 2005 

R 

Industlial 7 Yn 

Maior industties in PEF's teiritoty include phosphate lock mining and processing, electronics design and nianufactuilng, and citrus and other food piocessing 
Other 1iia1or conimercial activities are tourism, health care, construction and agriculture 

FUEL AND P'CIRCIIASfiD POWER 

SOURCES OF GEhrERATION 

PEF's consuniption of various types o i  fiiel depends on several factors, the most important of whicli are ihc demand for electricity by PEF's ciisloiiiers. the 
availability of various generating units, the availability and cost 01 fucl and the requirements of federal mid state i-egiilalory :tgcncics 1"EF's total systeln 
gencra!ioii (including jointly o\vned capacity) by primary eiiergy soiirce, along with pirrchased power lor 11ie 13S1 three years is presented i n  tlie f'ololiowing 
table: 

ENERGY MIS I'ISRCEN TAGES 
2007 2006 2005 

Nuclear 14% 1596 13% 

PEF is generdly permitted to pass ilie cost of hiel and purchased power to its customers tlirough fuel ad,justnient clauses The future prices Tor and availability 
of various liicls discusscd iii  this report cannot be predicted with coniplctc certainty See "Commodity Piice Risk" under Itmi 7A. "Quantitative And 
Qualitative LXsclosures About Market Risk" and Item IA, "Risk Factols." However, PEF believes that its fucl supply contiacts, os dcscribcd below and i n  
Note 22A, will be adeqnatc to meet its fuel supply needs 

PEF's average fuel cos& per million Btu for tlie last three yeais were as follows: 

AVERAGB IWEL COST 
(per million Btii) 2007 2006 2005 

0 

Clianges in  the unit price for coal, oil and gas are due to market conditions Because these costs ale priniarily recovcrcd tlirougli rccovcrv clauscs cstablisllcd 
by regulators. iluctuations do not inatcrially aliect iict inconic 



PEF anticipates a requirenient of approximately 6 million tons of coal i n  2008 Approximately 70 percent of the coal is expected to be supplied from 
Appalacliiaii coal sources i n  the IJnited States and 30 percent supplied froin coal sources i n  South America. Approsimately 55 percent of tlie coal is expected 
to be delivered by rail and the remainder by water Prior to 2006, coal for PEF was supplied by Progress Fuels, a subsidiary of Progress Energy. ptirsuaiit to 
contracts between PBF mid Progress Fuels I n  2006, PEF began entering into coal contracts 011 its o w  behalf 

For 2008, PEF lias interiiiediute und long-tcrni contracts with various S O I I I C ~ S  for approsrniately 90 percent ot the esttinated burn iequiieiiients of i t s  coal 
units 3 hcse contracts have price adjuslinent provisions and have cspiration dates raiigtiig fiom one to ten wars  All the coal to be purchased for PEI IS 

Oil otidGns 

Oil and natural gas supply for 1’E.F’s generation fleet is purchased under term and spot contracts from several suppliers PEF 113s dual-fuel genernting facilities 
that can operate with both oil and gas Tlie cost of PEF’s oil and gas is either at a fixed price or deteriiiined by niarket prices as reported i n  certain industry 
publications PEF believes h a t  it Iias access to an adeqtiate supply of oil and gas for the reasonably foreseeable future. PEF’s natural gas transportation for its 
gas generation is purchased under term firm transportation contracts with interstate pipelines PEF purchases capacity on n seasonal basis fioiii nuiiierous 
shippers and inleistate pipelines and utilizes interruptible transporlation to sen’e its peaking load rcquircments 

Nuclear fuel is processed tlirougli four distinct stages Stages 1 and I1 involve the mining and milling of the naluial uraiiuni ore to produce a inanium oside 
concentrate and the conversion of this concentlate into uranium hexailuoiide. Stages 111 and IV entail the eiuiclinient of tlie iira~iiuiii hesalluoridc and tlie 
fabrication or the enriched uianiiiiii liexalluoride into iisable fuel assemblies 

PEF has sullicient uranium, coii\w-sion. enrichment and fabrication contracts to meet its nuclear fuel requirement needs. PEF’s nuclew fiiel contracts typically 
have terms ranging from thee  to ten years For a discussion of PEF’s plans with respect to spent fuel storage, see “Niiclear Mailers ” 

PE,F purchsed approximately 11 1 million MWIi, 10 4 million MWh and 9 9 million MWh of its system energy requirements during 2007, 2006 and 2005 
respectively. under purchase obligations, operating lwses and capital leases and had .3,229 MW of finii purchased capacity under contract during 2007. Tliese 
agreements include approsiniately 965 M W of capacity under contract with certain QFs I‘EF may acquire additional purcliased power capacity i n  the fiituir: 

to acconimodate a portion of ils system load needs. and PEF believes that i t  can obtain enough purcliased power to meet these needs 1-lowever. dui ing periods 
of high demand tlie price and availability of purchased power may be significantly nKected 

C,’ORI’ORATE AND OTIIER 

Corporate and Otlicr primalily includes the opciations of tlie Parent and PESC Tlie Parent’s unallocatcd interest cxpeiisc is included in Corporate and Otlicr 
PE.SC provides ccntnlizcd administrative. ~nanagenicnt and support services lo our subsidiaries Essentially all of the scgment’s re\wxics arc due to PESC‘s 
services provided to our subsidi:irics See Note 18 Cor addition:iI inforni:ition :ibout PESC services provided and costs :iIIocated to subsidiaries This segnient 
also includes miscellaneous noiiregulated business areas that do not separately nieet the quantitative disclosure requirements as a separate business segnient 



Case No. 201 1-124 
StnfLI)R-Ol-O09 ii att:irliiiieiit 
(I’rogress Energy) 
I’iige 27 of314 

The Cotporate and Other segtnerit’s loss was $120 inillion. $229 iii i l l ioii  and $225 millioli for tile years ended Deceiiiber 31, 2007, 2006 and 2005, 
respectively. Corporate and Other segiiieiit total assets w t e  $16 383 billion and $15 421 billion as o l  Deceniber 31, 2007 and 2006. respectively. \vhicli were 
priniariiy comprised of tlie I’arent’s investnienls in subsidiaries 



C w e  No 201 1-124 
S t :I W-1) 11-0 1 -009 ii :I tt achnioi t 
(I’rogress Energy) 
h g r  28 of 314 

ELEC TliIC UTILITY REGULATED OPERA1 ING STAl ISTICS - PIiOGlZESS ENERGY 

Yeais Ended Deceiiibei 3 1  

2007 2006 2005 2004 2003 

Eiiergy supply (niillions of kW11) 

Generated 

s t ea ill 51,1G3 48,770 52.306 50.782 51,501 

NiicIenr .30,.336 30.602 3 0 .  I 20 30.445 30.576 
1’: X 1 9  1 1  n v  I I 741) (1 61) j 7.819 

Hwlro 415 594 7.19 802 955 

I’tirchnsed 14,994 14.66 1 14.566 13:166 13.818 

110,227 106,487 109,090 105,190 104,699 

11 5,578 111,711 114,478 I 10.585 109,912 

All liiels s 3.17 s 2 86 % 2 8 3  S 221 $ 2 05 

Retail 

Coiiimercial 26,215 25,33 3 25.258 24.753 24,110 

ludus~rial 35,721 16,553 IG.856 17.105 16,749 

Other Retail 4,805 4.695 4,608 4.475 4,382 

Uiibilled 3.1 4-19 189 

Coiiipnny uses and losses 5,102 4,880 5.113 4.735 4,716 

‘1 utul ciieigy iequireiiienli 110,227 106.487 109.090 10j.190 101,609 

Elcctric ffiveii~~es (in millions) 

R ,672 7,429 G,066 

Wliolesale 1,188 1.0?9 1,103 84 3 914 

10131 electric revenues IF 9,133 E 8.724 $ 7.915 $ 7.153 % 6.741 

23 



Cnsr No. 201 1-124 
StnN-IN?-01-009 ii a t t~c l ia imt  

Piige 29 of314 
(I'ragress EIlergy) 

REGULATED OPERATING STATlSllCS - PEC 
Years Ended lleceinber 31 

Energy supply (millions ofkWli) 
..ttu'r"'", 

SIC3111 30,770 28.385 29,780 28,632 28.522 

I Iyilro 41 5 59-1 7-19 802 955 
I'UIC113SCd 3,901 4.229 -1.656 4.023 4.467 

Tola1 electric reventies S 4,384 S; 4085 !I 3.990 S; 3 6 2 8  S; 3.589 

f.1) Aiiiounts repeseiit joiiil ownel's s l im of tlie energy supplied from tlie four gcneratiiig facilities [lint arc jointly owired 



C:ise No. 2011-124 
Staff-DR-01-009 ii ittachinciit 

I'agc 30 or314 
(Progress Ellel& 

RI:GUL.ATEIl Ol'E,ILZTING STATISTICS - PEF 
Years Ended December .31 

2007 2006 2005 2004 2003 

Etieigy siipply (millions of kWh) 
Gciieraicd 

,7": ?? i l l .  q i  i c n  91 1170 
< , l r 5 r l r  

-IL .. v. J .- ' . ._ILL, --. L.," --,, ,I 

N i t  cl c:11 6,114 6,382 5.829 6.703 0.039 

I'urcliosed 1 l ,W3 10,435 0.0 I O  9.443 9.3n I 
' I  o i u l  eiierpy supply (Coiiipiiy slinrc) 47,969 46,353 47. I39 46,065 44.974 

Ioiiiil\, on lied sIi;irz ..I 551 575 531 GO I 5-13 

Combusiion ' I ~ i ib~~~cs 'Co~ i ib i i i cd  Cyclu 10,559 9.751 8.87-1 7.769 6.475 

1 otal syslcni energy supply 48,520 46.928 47.670 46.666 45.417 

l~~ossil S 5.80 S 5.09 S 4.88 6 3.86 16: 3.63 
N iiilcar Iucl S 0.48 S 0.50 S 0 51 S 0-19 S 0.50 
All I'iicls s 4.85 S 4.21 S 4.15 S 3.21 $, 3.07 

Rcrnil 

A w a g c  liicl iosi (pcr nii11101i lllu) 

hllClg\ s;IIcs ( I I l l l l l O l i S  0 1  kWh, 

Ilcs1dcllll:ll 19,912 20,021 19.894 19.347 19.429 

I n d i i ~ ~ r i a l  3,820 4, I60 4.140 4.069 4.000 

Wll0l~s:llc 5,930 4.533 5.464 5.101 4.323 
I!libillcd 88 (234) (205) 358 233 

I 0131 cllclg\ S 3 k S  45,300 43,731 44.436 43.653 42.5l.2 

'I'(II;II c i i c i p  rcqiiii~i~icii~s 47,969 46.353 47.1 39 46.065 .U.874 

Coinincrci:il 12,183 1 1,974 1 1.94 5 11,734 11.553 

Ot11cr Rctsil 3.361 3,276 3.108 3.044 2.974 

lllcciiic rcvciii~cv ( 1 1 1  niIllioiis) 
l < C i ; l l l  S 4,138 S .1,161 F 3:17.1 S 3.1 I3 S 2.796 
M'llolcsalc 434 319 34.4 268 227 

I'oisl elcciriz IC\ 'CIIIICS S 4,749 S 4.639 S 3.955 6 3.525 f 3.152 

I\llicel1311colIs IcYcllIlc 1 I1 I59 I37 I44 129 

Aniounts repiesent joint o ~ i i e i s '  shore oitlie encigy slipplied from the two generating fncilities tliat are jointly owned 



Case No. 201 1-124 
St:iff-DR-Ol-009 ii : i t t a c h ~ i ~ c ~ i t  
(I'ingress Eiicrgy) 
I'iigr 31 of314 

ITEM 1A IZlSK FACTORS 

Inverting i n  the sccuiitier 01 the I'rogicss Registrantr 11ivo1ves ii\ks, ~iicluding the risks described below. that could allect the Progress Regislrarils and tlieir 
busiiiesses. as \vel1 a \  the energ\i iiidiistrs 111 gcneml Most o l  the bus~ness 11ilori1iat1on as well 115 the linanc~nl and operational data contained 111 our risk 
lactois are updated penodicalls in  the reports the Piogress Registrants lile tvitli tlie SIX Altliough the Progiess Registrants Iiavc d~scussed cuneiit inaterial 
risks plea\c bc a w a e  that otlier iishr 1113) piove to bc iinportaiit 111 the future New risks may emerge at on\ t ln ie and the Piogress Reg~st~arits cannot predlct 
such i i r k r  01 estiriiatc the cstciit to tvliich they niay affcct tlicir fiiiaricial perfomiaace Befoie purcliaung secunt~cs 01 the Progicrs Registratit%  on should 
carcI'ull) conbider the follo\ving risks and the other tnforni:itioii in this coniblned Anni~al Report. as \vcll as the documents the Progress Registrants file \vitIi 
the SEC Iiciiii time to time Facli ot tlie r~gks desciibcd below could result in  a decrease i n  the value of the sectintics of the I'rogres Reg~sttnnts and your 
~nvestnient tliei ein 

-~ - 
Solely witli respect to this Itein 1A "Ri\k Factois," uiilesr the coiitehl ollierwse requlrcs 01 the discloruie otlierwise indicates, references to "\\'e." "us" or 
"our" a ie  to encli of the ~iidivrdual Piogres.; Registrants mid the iiiatteis d~rcussed uie generally applicable to each Progress Reglslralit 

We :ire subject to coiiipiclieiisivc regiilation bv multiple federal, skite and loc31 regulatory agencies, v~liicli sigtiilicaiitly influences our operating enviroiiiiient 
atid may affcct O U I  abilitv to iecover costs from iitility custoiiieis We are subject to regulatory oveisiglit with respect to, ainong otlier tliings. roles atid senlice 
for electiic energy sold at ictail. retail senlice territopr. siring and eonsti-tictioi~ of facilities. and issuaiices of securities In  addition, tlie Utilities are siibjcct to 
I'ederal rcgiilation with respect to t~a~ismissioii and sales of wholesale powei, accoiinting and certain otlier niatfers We are also required to liave iiiiiiieri~tis 
pi-iiiits. approvals and certificates fioni the :igencics that regulate our business We believe tlie necessary permits, appiovals and certificates l~ave  been 
obtained lor our existing opernlioiis atid t11at our busiiiess is conducted iii accordance with applicable laws Laws and regulations freqoentl~ cbange and the 
~iltiniatc costs of coiiipliancc catiiiot lx precisely e~tiniatcd Sucli changcs i n  rcgtilatioiis or the imposition of additional regulatioiis could lime an adverse 
inipact oii ow icstilts oi opci;itions 

Operating electric geiierating f:icilities and delivery system involves inany risks. including: 

. 
9 

operator crror and breakdown or failure of cquipnient oi processes: 
operational liinitatioiis imposed by eii~ironiiicntul or otlier I egulatoiy requirenients; 
iriadequatc or unreliable access to transniission and distribution assets: 
labor dispiites. 
iiiteniiptions to tlic supply of fuel and otliet- coiiiiiiodities used i n  generation: 
compliance with niandatoiy icliability standards. including any subsequent rcvisions. for the bulk power electric system; 
iiiability to recruit and rehin skilled tcclinical w~rl;ers. 
iiiadeqiiatc disposal capabilities for coal coinbustion bvproducts: and 
catastropliic eveiits sucli as Iiuiiicanes. Iloods, est1 eiiie drouglit. earthquakes. fires. explosions knor is i  attacks. panderiiic liealtlt everits such as 
avian in1luem:i or oiliei similar occi~rr~i iccs  

* 
' . 
1 . 

We depend on t i an~ i i i i~~ io t i  and distribution iacilitics. incliidiiig iliose operated by ~~nalliliated parties, to deliver tlie electricity that we sell to the retail and 

\\4iolesale iii31l;ets I t  ti-aiisiiii~~ioii is disrupted. 01 ii capacitv is iiiadcquate. our ability to sell and deliver products and satisI'\! our contractual obligations niay 
Ix: hindered Nthougli  the 1XRC 113s issued regulatioiis designed to cncourage conii~etition iii wholesale n~arket  transactions for eleciricity. there is the 
potential t l i : ~  iair : i d  equal access to t~ansniissioii systenis will iiot be available or that siiificient transniission capacity will not be available to tiaiisnlit 
electric powei as we desire We cannot predict !lie tiiniiip oi iiidustry clianges as a result of tliese initiatives or tlie adequacy oi traiismissioii facilities in 
speci lic iiiarliet s 
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In lune 2007. conipliance with initial FERC-nppioved reliability standaids bccanie ~naiidatory Additional standards w t e  approved in December 2007 and 
Tniinaiy 2008 (See Item I “Busiiiess - Utility Regulation - Fedeml Regulation) We anticipate that more standards will be approved and that the standards will 
inigiate to niore deliiiiti\;e and enlorcenble reqitiieiiients over time 1 he Iinaiicial iiiipuct of inandatow coinpliance cannot currently be deteniiiiied Failure lo  

coinply with the reliability slaiidards could result iii tlic iinpositioii o i  iiiics and  penalties If we are unable to ineet the reliability standards for tlic bulk power 
electric spstein i i i  the liiture. i t  could 1 1 3 ~  a niatcrial adverse cll‘cct 011 o w  Linaiicial condition. results of operations and cash flows 

Due to tlie prospects lbr construction oi a number ol new nuclear facilities across tlie country and an aging skilled workforce, there is increased conipcld~on 
withiit the eneigy sector for skilled techiiical vvoikcrs for both the construction and operation of nuclear Cacilitics Our ability to successfiilly operate our 
iiucleai facilities is dependent upon our contiiiued ability to reci i i i t  and retain skilled technical workers 

IRF,W 1 l ie f1-W.W - r  . .  -er 2008 The outcome 
ok contract iiegotiations cannot be tfeternirncd. hoivever, an unlavoinble outcoiiie could iiicren~e ow operating costs 

Oui cod plants produce c o d  coiiibiistion byproducts The inajoiity of our plants arc neaiing lull c apc i ty  Cor dispisal of coal combustion byproducts As a 
result. we ale developing new disposal plaiis io1 0111 coal plants. which will result ill additional c:ipitd expenditures Cor construction of on - i t e  disposal 
facilities and/or increascd O&M costs for olT-sitc disposal Addilionally, riileiiinkings at the state and iederal levels have increased ilie risks associated with 
suri:ice wastewater discharges and giaundwiter iiiipact~. which could result i n  Iiiglier environineiit:il compliance costs 

To operate our emission control equipnien~. we use significant quantities o i  aiiinioiiia and limestcine With niandated compliance deadlines Cor eniissioii 
 control^, deniond for these reagents may increase and resiilt i i i  supply shortages Decreased operational performance froin the Utilities’ generating facilities 
and deli \wy systems 0 1  incicased costs ofopeiating the iacililies could have nil adverse eiiecl on our business and results of operations 

Meeting the aiiticipaled giowtli witliiii the Utilities’ seivice territoiies will require 3 balanced approach The three main elen~ents of his balanced solution are: 
( 1  ) expanding our energy-efliciericy progiains; (2) investing iii the developineiit 01 alternative energy resources for the future; and ( 3 )  operating state-of-the- 
art plants tliet produce eneigy cleanly and ellicieiitly by inoderiiiziiig existing plants aiid p~isui i ig  options for building new plants and associated trnnsniissioii 
facilities 

Provisions for iccovcnt o l  certain prudent compliance and n e w  baseload generation co~istruction costs were included in energy legislation passed by the North 
Carolina and South Caroliim Icgislatiires and i n  rules issiicd by the FPSC diiring 2007 The costs eligible lor recovery could potentially be deenied to be 
inipnident by tlic respective stntes’ ut i l i iy  coiiiniission 

The iisks oi encli ol the elcineiits o i  our balanced solution include. but 31C not limited to. the following: 

We iiie actively pursuing expansion of out ciicrgv-efficiciicv and conseivaticin pnigriiiiis as energy cffciciicy is one of the most elfectivc \ V : I ~ S  to reduce 
energy costs. olfset tlic need for new pcwcr plants aiid protect tlic cnvironiiicnt Our cncrgy-efliciency plograiii provides ways ibr custonieis to reduce energy 
rise 
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We arc subject to the risk that our custoniers may not participate in our coiiservatioii programs or tlie forecasted results froin these programs niay be less than 
anticipated This could result i n  ow having to utilize greater levels of renewable cnergv resources to achieve the mandated REPS, discussed below, and 
rcquirc us to furtlici expand our bns~load generation or pu~cliasc additional power 

Wc  arc also subject to tlic iisk tliat custonicr paticipatioii i n  tlicsc proglanis iliay decrease our rcvcnues With respect to encigy cliicicncy and conservation. 
the FPSC tias iiiitiatcd :r series of public worlisliops to gather iiifornintiori 011 how cspansions to DSM progmins riiay affccl a utility's ability to recover 
adequate revenues Altliougli workshops have becn held to date. tlie FPSC lias not initiated any Ihmial ~~ileniaking process or policy changes regarding this 
issue, and it is uncertaiii ~ 1 i a t  regulatoiy action may take place i n  the liiture 

We are actively engaged iii a vanety 01 alternative energy piojects. including mhi. hydrogen, biolnass and landfill-gas tecliiiologies We are evaluat~ng the 
-- 

elficieiit 01 cost-ellectivc 

klotlernization ;ind Constructioii of Genrriiting Plants 

We are cuimitly evaluating our options for new geiicratiiig plants. including gas and ni~clcar technologies At Ihis time. no definitive decision 113s been ~ i ~ a d e  
regarding tlie coiistrirctioii o i  riuclcai plants There is no assiiraiice that we will be able to successfully and timely coniplete the projects to colistnict new 
generatioii facilities or to cspand or  modernize existing iacilities within oui projected budgets Tlicse prqjects are long-term and niay iiivolvc facility designs 
that have not been previously constructed or tliat liave not been finalized at tlic time that pmject is coinmeiiced Consequently, tile projects potentially would 
be subject to sigiiificant cost incrcases for labor. iiiateriols, scope changes and changcs i n  design Should niip such coiistruction, expansion or modernization 
clToits be iinsiicccssful. we could be subject to additioiiel co. ndior the write-oii o i  our investnicnt i n  tlie project or impiovcnicnt Furtliernioie. we have no 
n~~iirai icc  tliat costs incurred to coiistrucl. crpnnd or inodeniize geiieiation mid associated traiisiiiission iacilities will be recoverable through our base totes or 

other rccovcry nicclianisms 

The decision to build n new po\vcr plant will be based on sevcral factors incliiding 

projected system load growth: 
* pcrforniance oresistiiig generation tlect. 

availability nfcoiiipetitively iiriccd :ilter-~iative ciicrgv soi~rces: 
pic>jectioiis o i  fiicl piiccs. availabilih~ atid secuiity: 
the regulatory eiivirotinient: 
opcrational perforniaiice ol' tiew tecliiiologies: 

* tlie time required to permit and co~istruct; 
cnvironincntal impact, 
boil, public and policv~iiakcr support: 
siting and construction oi Imnsniission iacilities; 
cost and availability o l  coiistruction materials and labor: 
nticlcai dccoriimissioiii~ig costs, iiisurance. and costs of security: 
ability to obtain financing on favorable ternis: and 
availability of'adeqtmte water supplv 

l he  constructioii o i  a iiew power plmit and associated cspaiision oi ow transmission systeiii will require a sig~iificant aiiiount oi capital expenditures We 
cannot provide certaintv that adequate external linaiiciiig will be available to sup poi^ the coiistritction Additionally. borrowings incurred io finance 
coiistriictioii may adverscly inipact our Icveiage. wliicli could increase our cost o i  capital We may pursue joint ventures o r  siniilar arrangenieiits with third 
pallies i n  order to sliarc soiiie of the linniicing and operational ri ocinted with new bascload geneintion lacilities. but we cnniiot be ccitaiii we will be 
able to s~iccessli~lly negotiate any such wioiigeliient Furtl~eriiiore. joint \;entures 01- ioiiit o\\'nership arrangcnielits also present risks and uncertainties. 
including tliosc associated with sliariiig control over the constniction and operatio~i 01  a lacilit); and reliaiicc on the oilier party's financial or operational 
strciigtli 
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The demand for skilled constructioii labor is Iiigli acioss a11 iiidnstiy sectors. resulting i n  increased labor costs and labor sliortages I his impacts tlie ability to 
asstire adequate work forces to maintain sclicdules with high quality constnlction at picdictable costs 1-lrere is an inci-cased demand worldwide for tlie 
coniponcnts required f o r  the inanuiactuiing and construction oi power plants 1-his 1i:is led to increased cost and lead timcs lor niateiiols and equipment 
Additionally, tliere nray be opposition to the dcvelopincnt and construction of a powcr plant and/or the siting or associated transniission racilitics. whicli can 
lead to delays in developinent or the necessity to abandoii a ptefcncd sitc 

While we currently estimate tliat we \vi11 need to increase our baseload capacity our assuinptionb regarding luture growth and resulting power demand 111 our 
service territories may not be realized Portions 01 our senwe tenitories liavc h e n  impacted by tlie cui rent downturn in the co~isiiiiiei ciedit and housing 
makeis The timing and extent 01 tlie iecovery ol tlie constinier credit and housing niarlets cannot be piedicted Additionally. our cii~to~iierb niay undertale 
individual energy co~iscrvatio~i nicasi~~es, whicli could decrease tlie deiiiand foi elcctiicity I t  anticipated growth levels ale no1 realized. we may increase ow 

ttv This . * ,, I,??\, , exaxlh I ieseive i i ia i~ins  estnblished bv tlie NCUC. SCPSC and FPSC to iiieet oiii 

obligelion to serve retail custoniers and, a result, may not be recoveiable 111 bale rates 

In addition to the risks discussed above, the successfiil construction of a n e w  niiclear power plant requires tile satislaction o l  a number of conditions The 
conditions include, but :ire not limited to: tlie continued operation of the industry's existing nucle~ir llect i n  cr safe, reliable. and cost-efiective n~:~nner~ an 

efticient and sticcessfiil licensing process, continued public and policyniakcr support. and a viable pi-ogram for niaiiaging spent nuclcar he1 We cannot 
provide certainty tliat tliese conditions will exist. 

We previously aniiouiiced tliat we are pursuing developinent o i  COL applications Filing o i  a COI, is not a coniinitmcnt to build a iiucleai plant. It is a 
necessary step to keep open the option of building a potential plant or plants We h3W selected a silc in  North Cnrolina and a site i n  Florida to evalrrnle for 
possible future constniction of two additioiial nuclear units at each site. On Febiuary 19. 2008, PEC lilcd its COL applicatioti with tlie NliC for two additional 
reactors at Iiarris We cui-rently espcct to file a n  application for tlic COL lor I'EF's site i l l  2008 For PEC. i f  we receivc approval from the NRC and 
applicable state agencies, and if thc decisions to build are made. a new plant would not be online until at least 2018 For PEF. i f  we receive approval from the 
NRC and applicable state :igencies, and if tlie decisions to build are made. constr~iction iictivities coiild begin as e:ri-ly as 2012. and n new plant could be online 
in 2016 Tlie NRC estimates that it will take approximately tliree to foui years to ieview and process the COIL applications 

EPACT provides fool a11 annual tax credit of I 8 ceiitskW1i for nuclear facilities fool, tlie fiist eight \'eai's o i  operation I-lowever, tlie credit is limited to the lirst 
6,000 MW of new nuclear generation in tlie United States that have met tlie pennitling. construction and placed-in-service milestones specilied by EPACT 
and lias an annual cap of $125 ~nillion per 1.000 MW of rralioiial MW capacity liniitation allocated to tlie w i t  Tlie credit allocotioii process among new 
nuclear plants lias not been detemiined Other utilities have announced plans to pursue new nuclear plants Iheie  is no gualaritee that any nuclear plant 
constructed by LIS would qualify for these additional incentives 

I n  addition, other COL. applicants would be pursuing regulatorv approval, permit~ing arid consirrtction at roughly the s:mc time as W C  would Conseqrrcntly. 
there may be shortages of qualified individuals to design. construct and operate tlicse pioposed ne\v nilclear facilitics 

I n  addition io Ilie risks discussed above. the siiccessliil coiislnictioii of n gas-lired planl requires access to an adequate supply LA naluinl gas -1 lie gas pipeline 
infrastructure iii eastern and westem North Carolina is liniited New pipclines niav need to lx extended to the ncw plant locations. wliicli introduces risks 
associated with a construction project not undcr our diicci control Natuial gas suppl~,  Iinniatioiis lead to the constructioii of p o w r  plants capable of operating 
011 both natural gas and fiiel oil as a back-up fuel Dotli of tlicse fuels arc fossil lucls and em11 grcciiliousc gases. wliicli niav bc subject to fiilure rcgulation 
The equipiiicnt needed foi ilie construction of a riatui d 
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gas power plant i s  i i i  demand worldwide. which is negatively iiiipnctiiig the capability of tlie suppliers to deliver. Ieadiiig to iiicreased cost and longer lead 
times for the equipment 

Coni 

In addition to the risks disciissed above, the siiccesshl ii~odcrnization of a coal-fired power plant requires tlie satisi:iction o i  a number o i  conditions As 

discussed further below, these iiiclude, but are not liinited to, consideration o i  eiiiissioiis o i  c:irbon dioxide (COz), NOS SO2 and inerc~iry: :In eflilicieiit 

licensing piocess; and disposal of coal coinbtistion byproducts such 3s slag and tly ash Enlission control eqiiipnient requires the use o i  significant amounts of 
reagents, which may be i n  higli demand with mandated conipliance deadlines for eiiiissioti controls 

During 2007, tlie North Carolina legislatuie passed compreliciisive energy legislation. which bccame law oil August 20. 2007. Tlic l a w  cstablislies mininiuiii 
REPS foi tile use of energy from specified renewable ciierpy resources or implementation of ~ ~ ~ e r g y - ~ i f i ~ i ~ ~ i c y  iiie:isures by tlic statc's electric utilities 
txginning with a 3 percent requirement in 2012 and increasing to 12 5 percent in 2021 for regulated public utilities, including PEC The prcniium to be paid 
by electric utilities to cotiiply with the requirements above the cost they would have otherwise iiicuried to nieet coilsiiiiier deiimid is to be recovered tlirougli 
an aniiual claiise The annual anioiiiit that can be recoveled through the REPS clause i s  capped and imce a ittilitv 110s expended nioiiics equal lo the cap, the 
utility is deemed to have iiiet its obligations wider the REPS, icgardless of the actual renewables genciatcd o r  purchased Tlic 1 3 ~  grants tlie NCUC aotliority 
to niodil? or alter the REPS requireiiieiits if tlie NCIJC deteniiiiies i t  i s  in tlie public interest to do so 

The law allows tlie utility to meet a poilion of die REPS with energy reductions achieved Ilirotigli cneigv-ellieleiicy prngranis Eiicrgv-ellicicncv prograins 
include any program or activity inipleiiicnted after January 1, 2007, that rcsiilts i n  less eiicrgv bciiig used to perform the sainc iitnction Through tlie year 

2020. a utility can use energy- efficiency programs to satisfy up to 25 percent of the REPS: beginning in 2021. these piograins may constitute up to 40 percent 
of the requireinenis On October 26. 2007. the NCUC issued proposed rules for implcinentation of the I:IW PEC expects linal nilcs to be issued bv the elid o i  
the first quarter oi2008 

On duly 13, 2007. the governor o i  Florida issued executive ordeis to address ieduction of greenhouse gas eiiiissions The executive orders call for the first 
Southeastern state capand-trade prograiii and include adoption o i  a i~iaxiiiiiiiii allow~able emissioiis level o i  greenhouse gases for Floiida utilities Tlie 
standard will require. at a iiiiniiiioiii, the following t h e  reduction milestones: by 201 7: emissions not greater than Year 2000 utility sector emissions; by 
2025, emissions not greater than Year 1990 utility sector emissions; mid by 2050, emissions not gieater tlian 20 percent oT Yenr 1990 i i t i l ih ,  sector emissions 

Among otlicr things, the executive orders also requested that the FPSC initiate a ruleniaking bv Septcnibcr I .  2007 that would ( I )  requiie Florida utilities to 
produce at least 20 peicent of their electricity froin renewable so~irccs; (2) reduce the cost of coririccfiiig solar and otliei- rei~c~vable cnergv tccliriologies to 

Florida's power grid by adopting tiniforiii statewide inierconiiectioii standards for all utilities. and ( 3 )  atitliorize a uiiil'oriii. st:itewide mctliod to enable 
residential and comniercial ciistoiiiers who generate electricity froin on-site renewable technologies of tip to 1 MW i n  capcity to o l 'h t  their consuniptioii 
over a billing period by allowing their electric meters to tiini backwards when they generate electricity (net iiiekxing) The ITSC 113s held meetings regarding 
the rciiewable portfolio standard but no actions have been taken or riiles issued Tlie Eiieigy and Cliniate Action 'l-eam appointed by the governor submitted its 
initial recoiii~iiciidntioiis for implemeiitatioii of the governor's executive orders on November I .  2007 The recoininendatioiis cncoiiragc tlie developmeiit and 
iniplementation o i  energy-efficiency and conservation measuies. implcnientatioii of a cliiiiate registiy. and consideration oi a cap-and-trade approach to 

reducing the state's greenhouse gas emissions Additional developincnt sild disciission ol the recoiiiinciidatioiis will occur throiigli 0 stakelioldet p~ocess i n  
2008 The Florida Departniciit of Eiiviroiiii~cntal Piotectioii licld its first woi ksliop 011 the grcelilio~isc gas emissions cap on August 22. 2007, and a second 
workshop on December 5. 2007 We anticipate dralts of  the ride will be issued in 2008 



In  addition, the Florida Eneigy Comniission. which was establislied by the Legislature in 2006, published its cncrgy policy and cliniate cliaiige 
reconinieiidutions on Dcceniber 3 I ,  2007 The report includes proposed legislative language tliat would inipleriiciit energy-efficiency and coiisen~alion 
programs, participation i n  the multi-state Cliniate Itegistiy, and einissions reduction targets that are siinilar to those contained i n  the governor's excciitive 
orders Additional devclopmcnt and discussion of llie rcconimeiidations will occur through a stctkclioldcr process i n  2008 

In  Febnwy. 2008 the FPSC votcd to approve a net metenrig and interconneclion rule Ilia1 will allow custoincrs to interconnect rcncw:ible energ) de\ ICCS 

witli utility ~iiliartiucture i n  order to allo\v sucli customers to defray sonic 01 all of tlieir electric cneigy coiisunipiion 1 Iic nile IS applicable to rene\vable 
generation devices that ale two MW or sniallcr 1 Jnder the new rule, ciistoniers using sucli devices me givcn full retail credit against tlieir conruiiiption for 
power that they gcnciate Any excess power tliat custonieis import onto the utility's systeiii IS credited to tlie custoiiiei's nccoiuit on a nioiitlily basis and, i i  not 
used, IS paid out at the end oftlie calendar year at the utility's cost ot generation late 1 his final nile IS expected to be 111 elfcct by the second quartel 01 2008 
PEF's exiatiiig iiieters do not have net meteiing capabilitv and will need to be replaccd lor ci~stoiiieis who r~iteiconnect rcnewbie energy device5 

Additional proposals at tlie state arid fedeial levels for renewable energy standards could icquiic tlie Utilities lo pioduce oi bus a liigliei portion of tlieii 
cnergy fioni rencwablc energy sources Mandated state and federal standaids could rcsiilt i n  tlic usc of rcncwablc lucls that arc not cost-effective ii i  order to 
comply with icquii cnicnts 

I n  response to legislative inilialives that became effective i n  2007, we are actively engaged i n  encrgy-ellicieiicy and conselvation progiaiiis and a variety of 
alteniative energy projects, including solar, hydrogen, biomass and landfill-gas teclinologies We are evaluating tlic fcasibilitv oi pr~diiciiig electricity i i  on1 

hog waste aiid otlier plant or aninial S D ~ I ~ C C S  and currenrly parlner with organizations througliout ow sei-vice tcnitoiies to siipporl hydrogen, solar aiid olliei 

foniis of renewablc and alternative energy We have invested in  research for alternative energy sources tlial niiglit subscqueiitly be deteniiiiied to not be cost- 
eticient or cost-en'ective, thus subjecting us to the iislts of fiiillicr expanding oui' geneiatioii or purcliosiiig additional power o n  the opcii iiiaiI;el at tlien- 

prevailing prices 

PEC (foul units: 3,485 MW) and PEF (one unit; 838 MW) own and operate five nuclear units tliat collectively represciitcd :tpproxiinately 4.123 MW. or 20 
percent, of our regulated generation capcity lor tlie year ended December 31, 2007 In addition. we are exploring the possibility of expanding our iiuclear 
generating capacity with two additional units at both PEC and PEF to meet fiiture expected baseload generation needs Our nuclear lacilities are subject to 
environnicntal~ health and linancial risks socli as the ability to dispose of spent nuclear fuel, the ability to niaiiitaiii adequate capital rcsen'es lo1 

dcconiriiissioning, liniitaiions on ~iiioiiiits and types of insurance avnilable, potential opeiational liabilities, and tlic costs o i  secuiing the Iacilities against 
possible terrorist atlacks We oiaintain dccomniissioniiig trusts and external insurance covcrage to iiiiiiiiiiize the financial cxposuic to thcsc risks I-Iowcvcr. 
damages fmni an accident or business inter1 uption at our nuclear units could cxceed the aiuount ol our insiiia~ice covci-age 

Tlie NRC has broad autfrority iindcr federal I:IW to iriipose licensing and safety-related requireiiients for tlic operation ol rinclear genciztinn l:lcilities In  tlic 

event of ~ioiicompliaiice. [lie NRC 113s the authority to iinpose fines? set license conditions, shut down a nuclear unit. or take some combination of tliese 
actions. depending upon its assessiiieiit oi tlie severity of tlie situation. initil compliance is achieved Revi.sed safety iequireiiieiits pr~~iiulgatcd bv the NRC 
could require 11s to inake substantial capital expenditures at our nuclear plants I n  addition. altliougli we Iiavc no reason to anticipate a seiious iiuclcar incident 
at our plants, i f  an incident did occur, it could materially and adversely affect our results oT operations or linancial condition A major iiicidecit at  a iiuclear 
iacility anywlieie i n  the world could cause the NRC to limit or prohibit the operation 01 licensing of any domestic nuclear unit 

Oui nuclear iacilities liavc operating licenses that need to be iciiewed pcriodically We anticipate succcsslul rcncwal of tlicsc licciises 1 lo\vcvcr, potciitictl 
terrorist tlircats and increased public scnrtiny of iitilities could result in an cstciidcd proccss with higlici liccnsi~ig or coinpliaiicc costs 
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We arc subjcLt lo ~ i i i n i e iou~  ciiviroiiincnta~ regulations allcclnig inany aspccts of our prewit  and tuturc operations ~ ~ i c ~ u d i i i g  a11 c n i i ~ s i o n ~ .  water q d W ,  
wastewatel discharges solid naste .ind I i c~~ l l tdo t i~  waste production Iiandling and disposal r h e ~  ldws and ~cgnlatlons can iestilt i n  increased Lapita1 

operating and otlier costs, p:irticiiI.irly with regard to enforcement el‘iorts focused on e~is t ing power plants and conipliance plans with regard to new and 
euisting power plants 1 hese laws and icgulations generally reqtiiie 115 to obtain and comply with a \vide vaiicty 01 eiivironmental licenses. peimiis. 
a t ~ t l ~ o ~ ~ z a t ~ o ~ i s  and other appiovals 130th public officials and pnvate ~ndividualr niay seek to e n h c e  applicable environineiital laws and regulations Failuie to 
coinply wi th  applicable iegi~latioiis mtglit result 111 tlie ~ i n p o s ~ t ~ o n  01 fines and penalttes by regulatoiy ai~tlionties We cannot prov~de assurance that eus111ig 

d or becoine aoolicable to Lis liiciensed compliance 
cobts or addrtional opeiating restrictions ironi revised or add~ t~ona l  regulohon could have a mate~ial adverse etlect 011 oui results 01 opcial~oas. parttcularly 11 

those costs ale not lully rccoveiablc Iioni our rntepayeis 

I n  addition, we may be deemed a resporisiblc party for c~iviio~iniental clean up at sites identified by a regulatoiy body or p~ivate  party We cannot p~edict  with 
certainty tlie amonnt or t h i n g  of fiitnrc expenditures related to environmental matlers because of tlic difiicnlty of estimating clcnn-lip costs There is also 
niiccrtointy in  qiiantil;iing liabilities tinder environmcnt:il laws that impose Joint and several liability on all I’RI‘s W e  have been identified as :I PRP at 10 

fomier MGP sites (eight at PEC and two at PEF) We are also currently in the process of assessing potential costs and espostires 31 ihe Ward Tiansforrner site. 
tlie Caroliiia Transfornier site and other sites Botli PEC and I’W evaliiate potential clainis against other PRl’s and iiistirance carriers and plau to subniit 
claims for cost recovery wliere appropriate No inaterial claims are cni reiitly pending While we acc~ue  for probable costs that can be I easonably estimated, 
not all costs can be reasonably estimated or accrued and actual cosls niay riiatcrinlly asceed our nccrtials Material costs i n  excess oi our accrlrals could liave 
:in adverse impact on our financial condition and results of operations 

l h x e  are proposals and ongoing studics at tlic statc (iiicl~idiiig North Carulina. Soi~tli Carolina and Floiida). I‘cdcral and intcniational Icvels to address global 
climate cliange that could restilt in the rcgiilation of C02 and other greenhouse gases Any futme regnlatory actions taken to address global climate change 
represent a business risk io  o w  operations Reductions i n  C02 einissions to the levels specified by some proposals could be niaterially adverse to our financial 
position or restrl t s  oi operations if associated cosis of control or limitation cannot be recovered frorii i-atepayers. The cost impact of legislation or iegiilation to 
address globd climate change wotild depend on the specific legislation or regtilation enacted and cannot be deterniincd at this time We Iiave articulated 
priociplcs that we believe should be incorporated into any global climate cliange policy In 2007, w e  issued a corporate responsibility sumniary report, \vIiich 
discusses our actions and i n  2006, we issued our report to sliareholders regarding our a ~ ~ e ~ ~ n i e i i t  of global climate change and air quality risks and 0111 

iiiitigating actions Wliile we participate i n  the devclopiiient of a national climatc change policy frameworl; we will contiiiiie to actively engage others i n  our 
region to develop consensiis-based solutions, as we did with the Clean Smokestocks Act 

Our conipliance with environnicntd icgnlations requires significant capital espendi t~~res  that impact our financial condition. Tlicse costs ale eligible for 
regulatory recovery tlirougli eiiher base rntcs or cost-recovery claiises Environmental conipliance regulations require rednciion of cniissions a i  NOs,  SO2 and 
mercury from coal-fired power p1:ints We expect llli:it future capital espenditures required to meet the emission lii~iits could be iii  escess of $700 inillioir at 
P I X  and i n  esccss of $ 1  9 billion at  1’F.F tliiougl~ 2018, which corresponds to the latest eiiiissioii reduction deadline Ilowevcr, tliese costs could be higher 
thmi currently expected and Iiavc an adwrse impact on our results of operations and financial condition 

The operatioti o i  emission control eqtiipnieiil to nieet the emission liniits will iiicrease 0111 operating costs. net o l  recoveiy of costs tlirough cost-recovery 
clauses, and reduce Uie generating capacit\r of onr coal-fired plants OBM expenses will significantly increase due lo the additional personnel. inaterials and 
gcncml maintcnance associated with tlic cqtiipincnt Operation of llic emission control cquipnicnt will rcquire the procurcnient of signiiicant qiiantitics of 
reagcnts. stich as limestonc and a~iiiiii~nia PEC’s reagent costs are eligible for recovery iinder Nottli 
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Carolina and South Carolina energy laws passed i n  2007 Fiiture increases in  denland for tliese itenis from other utility coinpanics operating similar equipment 
could iiiciease our costs associated with operating the equipment 

See Note 21 for additional discussion 01 environniental inatters 

Weather conditioiis i n  our sen~ice territories directly influence the demand for electricity and affect the price of energy commodities necessa~y to provide 
electricity to our customers As a iesult our future overall opiating results may fluctuate substantially on a seasonal h s i s  I n  addition. we have hisloncelly 
sold less power. and conscquently eniiied less incoiiie, when weather conditions were mild While we believe Uiat the Ut~l~t ies’  marl&s complement each 
other duiiiig riorriial seasonal ilirctuations, uni i . s i~a l l~~  mild weather coiild diniinish 0111 results of operations and harni our financial condition 

Sustained severe droiight conditions could impact operotions at our fossil and nuclear plants as thesc facilities use water for cooling purposes and i n  the 
opctation o i  enviionmcntal compliance cq~~ipment 1-lydroelectric genernting plants represent appioxirnatcly 2 pcrccni of PEC’s genc~atioii capacity and they 
have been impacted bv tlie drought in  tlie soutlieasterii United States Generation froiii tlicse plants has been reduced to conserVe lake water and niaintain 
adeqoate water Ilows downstream lj ,ni  tliese facilities Should drought conditions worsen, generation at PE.C’s hydioelectric facilities could be further 
reduced I’EF has no hydroelectric p e i a t i n g  plants. 

I;urtlierniore, destruction caused by severe weather cvents, such as hurricanes, tornadoes, sevcre thunderstorms, snow and ice stomis. can result i n  lost 
operating revenues due to outages; properly damage. including downed tmnsiiiission and distribution lines: and additional and unexpected expenses to 
mitigate storm daiiiage. 

We are subject to incurting significant costs resulting froni damage sustained during seve~e weatliei e\‘ents While the Utilities have historically been granted 
regulatoiy appioval to rccover 01 defer the nia~jority of significant stoiiii costs incurred. the Utilities’ stonn cost-recovery petitions may not always be granted 
or may not be granted iii  3 tiniely iiianiier I f  we cannot recover costs associated with future severe weather events i n  a timely nianner, or i n  an amount 
snfficieiit to cover our actttul costs. 0111 Iin~ncial conditions and results of operations could be nlateriolly and adversely impacted 

Under a regulatory order. I’EF mclintains a storm damage reserve account for major slorins. Dne to the significant costs incurred to recover from tlie damage 
sustained during the 2004 hurricane season. PEE’S storni damage reserve accolnits wcrc depleted at December 31, 2005 During 2006, the FPSC approved a 
modified settlement agrccment that  extended PEF’s existing two-year storm surcharge Cor retail ratepayers for a11 additional 12-month period ending i n  
August 2008 The extcnsion is expected to replenish PEF’s storni reserve by an estiniated $126 million In the event future storms cause the ~ C S C I V C  to bc 
depleted. the modified set~lenient agiecnieiil provides for 1’EF to petition the FPSC for implementation of an iiiteiio~ retail surcharge of at least 80 percenl and 
up to 100 percent of tlie clainied deiiciencv of  its storm reserve. The iiiteiveiiors to tlie set1len1ent agieenient agreed not to oppose recoveiy of 80 percent of a 
future claimed dcliciency but reserved tlie right to cliallenge tlie recoveiy of tlie ieniaining 20 percent The FPSC has (lie light to review PEP’S storm costs [or 
prudeiice Stomi reserve costs attiibulable to wholesale custoniers m y  be mortized consistent with recovery of such nnioiiiits i n  wholesale rates, albeit at a 
speciiied amount per year. which could result i n  an extended recovery period The wholesale tmnsniission portion of the s tom reserve will be recovered 
tlirougli the OATT taiill’tlint began in J a n u u i ~  2008 and will continue for approxiniotely five years 

PEC does not niaintain 3 storni damage reserve account and does not have ai ongoing regulatory mcchaiiisn~ to iccovcr storni costs PEC has previously 
sought and received permission from the NClJC and the SCPSC to defer storm expenses and amortize them over five-year priods 
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The Utilities arc inipactcd by tlic economic cvclcs of tlie custonicrs we seive. Fot tlic year ended Deceinbcr 31. 2007, residcritial customcis representcd 
approsimatcly 37 percent and 52 percent of PEC‘s and PEF’s billed electric revenues, respectivcly Consequently, as  o w  service territories experience 
economic downturns. residential customer consumption patterns may chatige and OUI- revenues tnay be ncg:itively iiiipacted Additionally, our customers 
could voluntarily reduce their consumption of  electricity in response to decreases in tlicir disposable income or individual energy consenlation efforts. 

For tlic year ended December 31, 2007. commercial and iiidustnal ciistoniers repiesented approwmately 43 percent and 32 percent 01 PEC’s and PETS billed 
electiic I evenues, tcspectively Consequently. 11 o w  cotiimeicial and industrial customers e-ipenence eco~ioinic downturns, their consuiiiption of electricity 

drop atid OLlr 1eVelllleS Call De Ileg~llVely I I l l ~ J a C l ~  
due to the current downturn i n  the iesidentiul housing and constniction mailcet 111 recent years, PEC s roles to nidustnnl curtomers have been aifected bv 
downturns i n  the tcvttlc and cliciiitcal iiidttstiier 

For fhe year ended Decembcr 31, 2007. 18 pcrceiit and 9 percent oi  PEC‘s and PEF’s billed electric revenues, respectively. were from wholesale sales 
Wholesale revenues Ilitctuate with regional deniand, firel prices and contracted capacity Our wliolesale profitability is dependent upon our ability to renew or 
replace expiring wliolesale contmcts on favorable ternis and niarket conditions 

I n  2004. the FERC issued orders concerning utilities’ ability to sell wliolesale electricity at market-based rates. including the adoption of two interim screens 
foI assessing an applicruit’s potential generation mailtet power for deterniining wliether tlie applicant should be allowed to sell wliolesale electricity at niarltet- 
based rates The Utilities do not liavc niat Icet-based rate aulliority lor wholesalc sales in petiinsulat Florida Given the difiicitlty PEC believed i t  would 
cspcrience in passing one of tlie iiiteriiii screens, PEC filed rcvisiotis to its market-based rate taiigs restricting PEC to sales outside of PEC’s control area and 
peiiinsitlar Florida. and filed a new cost-based taiiff for sales witliiii PEC’s control area The FERC lias accepted tlicse revised tariffs. We do not anticipate 
that tlic operations o i  the Utilities will be niatcrialls impacted by tliesc maiket-based rates decisions 

Zitcreased cottririodilj~ prices i i t f ly rrd~~erse/)~ affect wriotis a.specl,r of the Ulilities’ opernlioiis ILF weII fl.s the U1iIitie.s’ fiiiai~cicd cnrtdiiioiz, resiih o/ 
operiifiotis or cr~slt fluiia. 

We are esposed to the effects of niarket tluctuations in the price of natural gas, coal, fitel oil, electricity and otlier energy-related commodities as a result of 
our ownership of energy-related assets We Iiave hedging strategies in place to mitigate fluctuations i n  comniodity sitpply prices, but to the extent that we do 
not cover ow entire csposiire to coiiiiiiodity price fluctuations. or o w  Iiedgiiig proceduies do not work as planned there can be no assiirntices that our 
financial perforiiiancc will not be ncgativcly impacted by price fluctuations Additionally, we are exposed to risk that 0111 counterparties will not be able to 
perforni their obligations Slionld our couiiteiprtics Fail to perfoim, we might be forced to replace the utidci lying commitinetit at  then-ctirIent market prices 
In  such event, we might incur losses in  addition to the amounts, i f  any. already paid to the counterparties 

Volatility i n  iiiarket prices for Titel and power i iay icsnlt fioni. among other itenis: 

wealher condiliotis: 
seasonality. 
power usage: 
illiquid niarkets: 
transmission or transportation constraints or inefficiencies: 
availability of coinpetitively pticcd alternative energy sotirccs. 
demand for eiicigy commodities: 
natiiral gas. crude oil and relined products. and coal ptoduction lcvels; 
natural disasters. \vars. terrorism. embargoes and other catastrophic events: and 
federal, state and foreign cncrgy and cnvironinental regulation and legislation 
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In addition, we anticipate signilicant capital expenditures for enviionmeiital compliance and baseload generation Tlie completion of il~ese projects within 
establislied budgets is contingent upon  niany variables including tlic sectwing of labor and niaterials at estiiiiated costs Recently, ceitaiii construction 
commodities such as steel have espci icnccd significant pi ice increases due io worldwide demand Fuillierniore. liiglier worldwide denland f b ~  copper used in 
oiir iransmission and distribution lines has led to significant price increases W e  are sub,jcci io the risk that cost overages may not be recoverable from 
ratepayers and our financial condition, results of operations or cash 1 1 0 ~ ~ s  may be adversely impacted 

Prices for SO? eiiiissioii allowance credits tuidei the El’A’s emission trading pingram fluctuate Wliile SO? allowances are eligible foi annual recovery in 
PEF’s jurisdictions in  Florida and PEC’s in South Carolina, no sucli aiinual recovery exists in  Noit11 Carol~na for PEC Future incieases in tlie price of SO? 
allowaices could liave a srgriiticaiit adverse firiaricial iinpaci on us arid PEC and coriseqireriily. on our rewlts 01 operations and cas11 flows 

Tlie NCUC, the SCPSC and tlic FPSC each exercises rcgulaiory authority for revicw and approval of  !lie rctnil electric power rates cliarged within its 
respective slaie Tlie Utilities’ state iitiliiy commissions allow recoveiy of certain costs through various cost-recovciy clauses A poriion of tliese future costs 
could potentially be deemed impiudent by ilie IJtilities’ respective coiiiiiiissioiis There is also a delay betwecii the timing of wlien such costs are incurred arid 
wlieii tlie costs arc recoveied from the ratepayeis ‘Tliis lag can adversely impact tlie cadi llow oi the IJtilities and. consequently, our interest expense 

With the Utilities’ expected increased expenditures foi enviroiiiiienial compliance. baseload generatioii and liiglier commodity piices. we anticipate that the 
Utilities’ operaiions tvtll  be subject to an even Iiiglier level of scrutiny from tegulntors. polieyrnakers and ratepayers Slate regulators may not allow PEC and 
PEF to increase futuie retail rates i i i  the niaiiner o r  io the extent requested or may seek to reduce or li-ceze retail rates 

PEC’s five-year base rate freeze expired i n  Lkccinbcr 2007 13eginning in 2008, PEC’s current North Carolina base raies will coniiniie subject to traditional 
cost-based rate regulation PEF currently operates under a base rate Geeze, in which base rates can only be changed under certain circumstances The costs 
incurred by PEC and PE.F are not generally subject to being fixed or reduced by state regulators l l ie  Utilities’ results o i  operations could be negatively 
impacted if  ihe IJtilitics do not maiiage their costs effectively Our ability to maintoin our profit iiiargins depends upon siable demand for electricity and 
mmiageiiient of our costs 

The Parent is a Iioldiiig company and as sucli. lias 110 revenue-generating operations of its own The Panni‘s ability to meet i ts  linancial obligations associated 
with the debt service obligations on $2 6 billion of lioldirig company debt and to pay dividcnds on its eornnio~i stock i s  priniarily dependent on i l ~ e  earnings 
and cash llows of its operating subsidiaries. priiiiarily tlie Utilities, and tlie ability of its subsidiaries io pay iipstreaiii dividends or to repay funds due the 
Parent Piior to liinding !lie Paieiii. its subsidiaries have financial obligations that niust be satisfied. including aniong ntliers, their respective debt setvice. 
preferred dividends and obligations to trade creditors Sliould the Utiliiies not be able to pay dividends or iepay liinds due to the Parent, the Parent’s ability io 
pay interest and dividends would be restrictcd 
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Our cash rcquirc~iicnts arc driven bv the capital-intcnsivc nature of 0111 Utilities In addition to opcrating cash flows. we icly heavily on coiiiiiiercial paper and 
long-tcrni debt I i  access to tliesc sotiiccs of liquidity beconies constrained. oui ability to implenient oin business stiategp will be adversely aKected We 
bclieve tlmt ive will continue to linve sul'ficient :icccss to tlicse Giiancial marltets based upon our current credit ratings I-Iowcver, Inarket disruptions beyond 
our control or a dowiigmdc o i  our credit ratings could increase our cost of borrowing and niay adversely affect our ability io access the financial marltets 

Based on o w  ciirreiit planr, \vliich are sub~ect to periodic ~eview and cliange, we expect capital espend~tures 01 $8 4 brllron and debt maturilres 01 $1 7 b ~ l l ~ o n  
over the next three years 11 we cannot fund tlicse needs through nornial operations or by accessing capital markets. 0111 bus~ncss plans, iinanciol condltlon, 
iesults of operations or cash flows niay be adversely nnpacted 

-~ 

Wc issuc coinnicrcial papci to meet short-terni liquidity nccds. I n  the latter half of 2007. tlic sliort-tcriii cicdit niarkcts tightened, resulting i n  higher interest 
rate sprcads and slioilcr durations Cui~ently.  tlic ma~ke t  has improvcd liowcver, tlicrc has k e n  volatility on con~niercia1 papcr spreads, as the snpply of 
shori-teini com~ncicial papel 113s iiicreascd following iccciit actions by I l~c  Fcde1a1 Open Market Commitiee 11 liquidity conditions deteriorate and negatively 
impact tlie coii~iiiercial paper market. we will need to evaluate other opiions for iiiceting our short-tenn liquidity nccds. wliicli nlay include borrowing from 
our ie\dviiig credit agrccnieiits (RCAs), issniiig short-term lloating late notes. and/or issning long-tenii debt These alternative s o ~ ~ r c c s  o i  liquidity may not 
Iiave coiiipai:tblc ia\~oiablc ternis and thus. may impact adversely our business plans, financial condition, resulis or operations or cash llows 

As discussed abovc. we rclv lieavilv on o w  co~iiiiicrcial papcr and long-tcrin debt At Dcceiiibcr 31. 2007. coinnicrcial papcr and bank boirowings and long- 
tcrni debt balanccs were as follows (in niillions). 

Company Outstanding Coininercial Paper Total Long-Term Debt. Net 

(ibj 
@j 

llepiesenls solely the outstanding indebtedness o i  the Parent. 
Net ofcnrrent portion. wliicli :it Deceniber 31 .  2007. \vas 6877 inillion on a consolidated basis 

At Dcccnibcr 31. 2007. wc liad an aggicgate oi tlircc coininittcd RCAs that suppo~tcd our coinriiercial paper programs totaling $2 030 billion Our internal 
linancial policy prcclndcs us from issuing coiii~iicrci:~I paper i n  cxcess or onr revolving credit lines Ai Deccmlier 31, 2007. wc had S201 inillion reserved for 
outst:niding coiiiniercial paper Inlance and a total ainount oi  XI9 inillion of letters of credit issued. Ic:iving an addition:iI SI 810 billion available for future 
borrowing uiidcr 0111' revohing credit lines 

As described in  Note 12. ow ciedii agrceiiicnts coninin cerlain provisions ofid impose rsariocis l in~ilatioi~s l l~al  cotrld iiiipaci our liqtiidit\r. such as  cross-default 
provisions and dclined ni:~iniiini total deb! to total capital (leverage) iotios Under tliese revolving credit iacilities. indebtedness incliides certain lctteis of 
credit and guarantees wliicli nrc not iecorded on tlic Consolidated Balance Sheets 



As described in MI)BA -- “Strategy” and MDitA - “Futliie Liquidity and Capital Resources,” we arc anticipating cstcnsivc capital needs for new generation. 
transiiiissioii and distrilxition facilities, and environn~ental compliance expenditures Funding these capital needs could increase our leverage and present 
iiunieroiis risks iiicludiiip those addressed below 

In  the eveiit our leverage iricrcases such that we approach tlic peniiitled ratios, our access to capit31 and additional liquidity could decrease A limitation in our 
liqiiidity could Iiave a material adverse inipact oii our business strategy and our ongoing finaiicii~g needs Additionally, a significant iiiciease in our leverage 
could adversely affect LIS by: 

increasriig tlie cost 01 futuie debt ha i~c i i i g ,  
e iinpocting oiir a b i l i l ~  to pay di\~ideiids oil our coiiiiiio~i stoclc at ttie ciirrctit rate, 

ninhing i t  iiioie difiictilt lor l is  to sntisfy our euistitig liiinnc~al obligations, 
Iiiniting our ability to obtain additioiial fiiiaiiciiig, if needed, for woik~ng capital, acquisitions, debt s enwe  reqiiiiements or otlier purposes, 

e iiicreasitig our vulnerability to adveise ecoiioniic aiid iiidtistry cond~tioils, 
* rcqtiinng l is  to dedicate a si~bslantial portion of oiir cas11 llow from operatlons to debt repayment therelrt)~ reducing funds available for operations, 

1rin111ng our 17eurbrlity ii i  plaiiiii~ig for, or i cac t~~ ig  to, cl~nriges in our business and the rliduslry in  ~vlircli we conipele. 
requiiiiig the issiiaiice ofadditioi~al equity. 

D placing 11s at a coinpetitwe diudv:iiit:ige compared to competitors who have less debt. and 
causing a downgiadc 111 ow cicdit iotingr 

futiire busine5s oppoituiiltier or otlier purposc.i, 

Clianges 111 e c ~ ~ ~ ~ o i i i i c  coiiditioiir could iewlt in liigliei interest rates, which would iiicrease iiiteitst expeiiw oil our lloatiiig rate debt, and reduce f d r  
:ivailable to iir fot ow ciiircnt plans 

Wliile tlic long-teiin taigct credit iatiiigs foi tlic Pnrent and tlie Utilities are above the I I I ~ I I ~ I I I U I I I  iiivcslinent grade rating. we caiinot provide certaiiity that any 
of our cui-rent ~itiiigs will reiliaiii i n  cifect for :iny given period of tinie or that a rating will not be lowered or witlidmwii etitircly by a rating agency if, i n  its 
jiidgment ciicuiiistances i n  the fiiture s o  wairniit Our debt indeil t~rcs and credit agreements do not coiitain aiiy “ratiiigs triggers.” wliich would cause tlie 
acceleration 01 iiiterest and principal paynieilts i n  tlie event of a inrings downgrade. Any downgrade could i~icrease 0111’ borrowing costs and may adversely 
alTect o w  access to capital. wIiicI1 could riegatively i inpxt  our linaiicial results and business plaris We iiote that tlie ratings fi 0111 credit agencies are not 
iecommeridations to buy, sell o r  liold 0111 securities or those o i  PEC or PEF and that each agency’s rating sliould be evaluated iiidependeiitly of any otlier 
agency‘s ratiiig 

In accoidance with the provisions of Section ZWJSK, we have gctieratcd tax credits based 011 the conteiit and quaitity o i  sytithetic fuels produced aiid sold to 

unrelated parties ‘This tax credit prograiii expired at the eiid of 2007 We Iiave received favorable private letter niliiigs from t i le Internal Revenue Service 
(IRS) on all of mir svi~thetic fuels facilities Tlie timing oi the iitilimtioil of t l~e  lax credits is dependent tipon o u r  taxable iticoiiie. wliicli can be irnpacted by a 
number of iactors Additionally. ill tlie iionnal C O I I ~ S ~  o i  business. our tax returiis are audited by the IRS If our tax credits weie disallowed ill wliole or in part 
as a iesiilt o i  an 1RS audit, tlierc could be sigiiilicai~t additional tm liabilities and associated interest for previouslv recognized tax credits. \vhich could have a 
mntcrial adverse impact on ow carnings aiid cas11 Ilows Altliough we are t ~ i i a ~ a r e  oi any curreiitly proposed legislatioii or new IRS regulatioiis or 
interpretatioiis iiiipactiiig pieviously recoided svntl~etic iuels tax credits. [lie value of credits geiierated could be ~~iifavorably inipacted by such legislation or 
IRS regtilalions aiid ii~lerpictatioiis 
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M(irl;et yerforitiriiice ( i t id  d i e r  clieiriges i t iriy clecrectse the veilire eJiiirclerir rfecoiiini Lssioiiirig triist frrrid~ ciitd benefit piciii nssets, wlireli theti conld reqiiire 

s i g n  ifienitl orldi/ionol fwiclirtg 

pluiits and uiidcr oui defined beiielit pens~on and otlier postretiieinent beiiefit plans We liase s~pn~ficant  obligal~oiis i n  these areas and hold significant assets 
in lliese trusts These assets aic subject to ninihel I~uctuations and w i l l  yield unceiiain returns, which mny fall below our piojeccted rates 01 return A decline i n  

the niar1;et valtie 01 the assets niay I I I C I C ~ \ C  (lie ftindiiig ieqiiiiements of the obligations to decon i i i i~~s~on  the Utilities‘ nuclear plants and under our defined 
kncl i t  pension mid otlier postietiicniciil benefit plans Additionally. clianges i n  intciest rates affect the liabilities tinder these benclit plans. as interest iates 

es ~ncrease. polentiall\ rcqiiiring additional hinding Further, the funding requ~rcnients ol the obligattons related to tliesc hoefit plans 
tie to clinnges 111 governniciital regulations and pnrticipnnt deniogr.~pIiics, ~nclucling increased numbers of retireme~its ai changes i n  life 
mptioiis 11 w e  ale uiiable IO successltilly ~iianage the niiclc:ir deconimrs\ion~~ig trust iunds and beiielit plan assets. our iesults of operation and 

linancial po~i tmn could be iiegntively al‘lected 

We are esposcd to operational iisl; i-esultiiig irom our coal ~iiining and terminal operations Such conditions include unexpected maintenance problenis. key 
equipinent I’ailurcs and variations i i i  geologic condiiions l h e  states i n  which we operate coal niines have state programs for mine safety and liealth regulation 
and enforcement We actively inanage the ope~a t i~ i i a l  risks associated with these businesses Nonetlieless, adverse clianges i n  operational issues beyond our 
control niay rcsiilt i n  losses i n  our earnings or cash Ilo\vs and ndversely all’ect our balance sheet. 

As 01 Deceniber 31, 2007, ow ienininiiig cml ~iiiiling operat io~~s Iiavc been idled As discussed i n  Note 3G. on December 24, 2007, we signed 311 agreement 
to sell [lie ieniaining iiet assets oi tlie c o d  miniiig and tcnniilols opeiatioas btrsiiiesses 

I 1  EM I B UNRESOI VE 1) SI AFF COMMENTS 

None 

38 



Case N o  201 1-124 
S taff-DII-0 1 -MI9 ii :i I tach 111 e11 t 
(Progress Energ)) 
I’llgc 44 o f  314 

I 1  liM 2 PROPIX I IES 

We believe that our  physical properties and those 01 o u r  subsidiaries are adequate to carw 011 our and their busii1cs.se.s a s  ctrrrcntly conducted We niainlain 
property insurance against loss or damage by lire or ollici perils lo the csteiit tlmt sucli properly i s  usuallv insured 

ELECTRIC - PEC 

PEC’s 18 generatiiig plants repieseiit a Ile\ible nu\; ol I‘ossil. iiuclear. liydioclectric. coiiibu~tion tuibiiies 2nd comblned cycle rcsouices. wl1li a tola1 suninier 
gcncialing capacily of 12.414 MW 0 1  th i s  t o ~ d ,  Power Agency owis npprowinalely 700 MW On Deceniber ? I .  2007. PEC llad llie lollow~ng generating 
racllltles 

PEC Sumn1er Net  
Owneisliip Capnbility (n) No of 

Faclllty Locatron Unlls In-Senwe Date Fuel (Ill %) (I l l  MW) 

Rosboro Scmora. N C 4 1966-1 980 Coal 96 30(c) 2.443 01) 

COMBUSlION TURBINES 

Weatl1er spoon Lunibertoii. N C 4 1970-1 971 GasiOtl 100 132 - 
Tolal 41 

NUCLLAR 
Southport, N C 2 3975-1977 Uraiiiuiii 

IIams New 11111. N C 1 1987 u1a111uIll 83 87 900 fll) 

1 ora1 4 

Blcweti Llles\~lllc. N c 6 1912 Water 100 22 

Tillers Mount Gilead N C 4 1928-1960 Water 100 86 



Cos@ No 2011-124 
Stiff-DR-01-003 ii attlclinient 

I'iigr -15 01'31-1 
(1'rogl"ess Ellclgy) 

Watwvillc. N.C 3 1930 W;llcr IO0 112 - Waltcrs 
15 225 Total 

(8) Summer ratings reflect conipliance with NEIiC rcliabillty standards and are gross of joint owticrsliip interest 
(b) Facilities are jointly owiicd by PIX and Power. Agency Tlic capacities slio\vn include Poivel Agency-s sliare 
rc) PEC and Power Agency are joint owncis o i  Unit 4 at tlic Rosboro Plaiit PEC's o\vncrship iiitciest in this 698 MW tinit is 87 06 percent 
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At Dcceinber 31. 2007, including both the total generating capacity of 12.414 MW and thc total l i i n i  contracts fot purchased powcr 01 1.381 MW. PEC had 
total capacity rcsoiirces ofappro~iinately 13,795 MW 

Powei Agency has undivided o\vnersliip interests of 18.33 peiceiit iti Brutiswick Unit Nos 1 and 2. 12 94 petceiil in 12osboro IJiiit No 4. 3 77 percent in  
Rosbom Coninion facilities, and 16 17 percent in  I - h i s  and Mayo Unit N o  1 Othenvise. PEC has good and niarke~ablc title to its principal plants and tinits. 
subject to the lien of its mortgage and deed of tiust with ininor exceptioiis. icstrictions. and reservations i n  conveyances. as MQII as ininor defects of the 
nature ordinarily found in properties of siniifar character and rimgriit~ide I’EC also owns cerfaiii easements over private ptupei.l)T on ivhicli Iratismi.ssion and 
distribution lines are locnted 

At December .31. 2007, PEC had approsiinately 6.000 circuit miles of transmission lines including 300 inilcs ul500 hlovolt (kV) lines and 3.000 iniles of 230 
kV lines PEC also had approdniately 45,000 ciicuit miles oi overhead distribution conductor and 20.000 ciicuit iililes of iiiidetgioiiiid distiibution cable 
Distribution arid transmission substations in service had a transformer capacity oi  approziniately 12 5 million kilovolt-ampere (kVA) i l l  appmsiniatcly 2.400 
transformers Distribution line tnnsfonners numbered approximately 531.000 with :in oggreg:itc capacity oi approximately 23 million kVA 

40 



PEF’s I4 geiieratiiig plants represent a flexible iiiix of fbssil. iiuclcar. coiiibustioii turbine and coinbitied cycle I C S ~ I I I ~ C ~ .  with a total siiiiiiiier gcneraliiig 
capacity 01 9,362 MW Of this total. joiiit oiviicrs o w  approxiinatel). 1 I7 MW At December 31. 2007. I’EF Iiad the rollowing gclieraliiig iocilities: 

Suiiiiiicr Net 1’1-1 
No 01 O\\Iler\~ll l l  c~lpal”lltY (.I) 

F3CIIIIY Location Unit\ In-Service Date I.iicl (Ill “11)  (111 MW) 

STEAM I URBINES 

Bartow SI Pe te rhug ,  Fla 3 1958-1 963 Gas/Oil 100 4-14 

Suwaniiee River 1 ive Oak Fla 3953-1956 I00 I29 

Tiger Bav Fort Meade, Fla 1 I997 Gus 100 20-1 

COMBUSTION TURBINES 

1 otal 1 838 - 
’IOTA L 65 9,367 

( 0 )  Suninler ratings reflect coiiipliaiice with NERC reliability standards and are gross of joiiit ow~~ersh ip  interest 
(11) PFF and Georgia Power Company. a subsidiar)! of Southem Company (Geoigia Power) are joint owncis 0 1  :I 143 MW advanced coiiibustioii turbine 

located at PEF’s Intercession City sile Georgia l’owcr has t l ie excllisivc riglit to llic ciiilput oi this uni t  during tlic iiiontlis 0 1  lune througli Scptcnilxr 
I’EF has that riglit for tlic reniaindcr of tlic yeor 

(c) Facilities are jointly owned The capacities sliowi include joint owilers‘ s h e  

Duiing 2007, including both the told gcneraliiig capacity of9,362 MW and ihe tokil tirirl cocillacls Ibi. piircliascti ~ O W C I  o i  3.229 MW. I’FI: hod lolol cap;icily 
resources oi approxiiiiatcly 12.591 MW 

Several entities lime acquired undivided owicrship iiiteiests ill CR.3 ill the apgregate amount o l  8 22 percent llie joint owtlcisiiip pal-iicipaiits are: City oi 
Alacliua - 0 08  percciit, City o i  Bushnell - 0 04 percent, City of Gailiesville - 1 41 peicent, Kissiniiiice Ulilily Autliority -. 0 68 percent. City of Lecsburg - 
0 82 percent. Ulililies Conimissioii of the City of New S111yrna Beach - 0 56 percent Cilv 01 Ocala -- I 3 3  perceiit. Orlando Utilities Coiiiiiiission -- 1 60 
percent and Seriiitiole Electric Cooperative, lnc - 1 70 percent 1’EF and Geolgia Power are co-cxviiers 01 a 1-13 MW ad\.tuice conibustioii tuibiiic locetcd at 
PEF’s Iiitercessioii City Unit P1 I Georgia Power has the exclusive right to the output of th is  unit  during the i i iolitl is 01 Iwe through Scptcmber I’M has tliat 
right Ior tlie rciiiaiiider 01 tlie year Otlienvisc, 1’EF lias good and niarltetablc title to its priiicipal p la~ts  and wits. subjcct to the licn ol 11s iiiortgagc aiid deed 
of trust, with iiiiiior exccptioiis. restrictions and rcscrvatioiis i n  c o ~ ~ ~ c \ ‘ a ~ i c c s ,  as wcll as niiiior defects o l  thc iiaturc ordinarily found i n  propcriies oi siinilar 
character and iiiagiiittidc PEF also OIVIIS certain casements over private prolxrtv on which tr:irisiiiissioii aiid clistrihiim lines are locatctl 
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At Deceinber 31. 2007, PEF had approsii~intely 5,000 circuit miles of transmission Iiiies incloding 200 miles of 500 kV lines and about 1.500 miles of230 kV 
lirics PEF also liad approsiinately 18,000 circuit tniles ol oveil~cad distribution conductor and 13,000 cizuit iniles of underground distribiitioi~ cable 
Distribution and transmissioii 

4 1 
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substations i n  seivice liad a transfornier capacity 01 approuinatcly 16 iiiillioii kVA in approxmutcly 700 tionsforiiiers Distributioii l i ne  tianXoiiiieis 
nunibered appro.;iiiiately 387.000 with an aggiegate capacity of approximately 20 nilllioii IcVA 

OTIIER PROPERTIES 

As discussed i n  Notes 3B and 3G, we liave entered into ail agreement lo sell our reinainiiig coal mining business and cod tcrniinals that liistoiically had been 
reported within [lie foriiier Coal and Synthetic Fuels business segment The coal inines are located in southeastern Kentucky and soutliwestem Vilginia and 
liave coal reseives oi approximately 40 inillion tons of lligli quality, Central Appalachian coal. We ceased coal mining operations i n  the fourth quarter of 
2007 The coal terminals facilities include a river teiininal facilily and a truck-to-tmck facility i n  eastem Kentucky. a rail-to-barge facility on the Ohio River 
i n  West Virginia and tliree truclcto-barge facilities in  West Virginia We anhipate continuing to operate the coal terminal facilities until sold Tlicse assets 
were reclnssiiied to assets to be divested for financial reporting purposes 

The fonner Coal and Synthetic Fuels segment also historically repoiicd interests in synthetic fuels entitics located i n  West Viigiiiia and Kentucky. I n  2007. we 
permanently ceased production oi  syritlietic fuels at tlicse facilities With the exception of one synthetic fiiels facility that was located on leascd property. our 
synthetic fk l s  facilities were located oii property tliat will be inclnded in the sale of the coal tcrniinals 

ITEM 3 LEGAL PROCEEDMGS 

Legal proceedings are included in the discussion of our busincss in  PART I. Item 1 under “~iivironiiiciital.” and are incorporated by rcfeicnce herein See 
Note 22D for a discussion oi  certain otlier legal matters 
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ITEM 4 SUBMISSION OF MA1 IERS 7 0  A V07F OF SFCURITY IIOLDERS 

None 

The inl‘oiiiiation c;illeil for by Item 4 is oiiiittccl for PEF pursuant to Instruction 1(2)(c) to Foriii 10-I< (Ooiission of Infoolination by Certain Wholly 
Owned Su bsid i a ri cs). 

EXEClJTIVE OFFICERS OF T I E  REGISTRANIS 
AS OF FEBRIJARY 28.2008 

wame ”.96 

Williem D lohiison 53 Cliaiman, Prcsiclcnt arid Chief Executive Oflicer, Progress Encrgy, mil  Chief 
E\ccutivc Officer, Florida PI ogress, October 2007 to present. President and Chie l  
Operating Ofticcr, Piogress Eneigy. January 2005 io October 2007, Group 
Preqident, PEC. May 2004 io October 2007, Evxutive Vice President PEF, 
November 2000 io present, Ewcuttve Vice Prestdeni. Flonda Progress. Noveiiibei 
2000 io May 2004, Corporate Secretary. PEC. PEF, Progiess Energy Service 
Company, LLC and Ronda Progres? November 2000 10 December 2003 MI 
Jolinson has been with Progress Energy (formerly CPclrL) since 1992 and served as 
Gioup President. Energy Delivery, Piogress Energy. lanuary 2004 to Deceinber 
2004 Pnor to that, he \vas P~esideiit, CEO aiid Corpointe Secretary, Piogress 
Energy Service Company. LLC. October 2002 to Dccembei 2003 He alro served as 
Evmitivc V ~ c e  Picstdent - Coiporaie Relations & AdiniiiistIatIve Sei-\wes. General 
Coiinsel and Secretary of Progress Energy M r  Iolinsoii served as Vtcc President - 
Legal Depar!rnerit arid Corporate Secretary, CPk l  liom I997 to 1999 

Peter M Scott 111 

Before joiiiirig Progress Energy, Mr  Jolinson \vas 3 partnei wiih the Raleigh oftice 
oi I-Iuiiton & Williams, wlieie lie specialized i n  the representation o i  utilities 

Esccutivc Vice I’resident and Chief I;inancial Officer, Progress Energy, May 
2000 to December 2003: and May 2000 to L>eceinber 2003 and Noven~ber 2005 to 
preseni; President and Chief Executive Ollicer, Progress Eiiergy Service Company, 
LLC, January 2004 io present; Eseciilive Vice President. PEC and PEF, May 2000 
to present and CFO of PEC, PEF, FPC and Progiess Energy Service Company, 
LLC, 2000 io 2003. aiid November 2005 to present Mt- Scott lins been witli 
Progress Energy since May 2000 

57 

Before joining Progress Energy. Mr Scoti was tlic president of Scoit, Madden L% 
Associaies, Inc , a geneial ~nanagcnieni consulting i i i  ni Iieadquaricred iti Raleigh 
that he I‘oundcd i n  1983 ‘The firm served clients in 3 number of industries, including 
eiiergy and telecoiiiniunieatioils l’articiilar practice area specialties for M I  Scott 
included sti ategic planiiiiig and oper3tions nianageineni 
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Icffrey A Corbett 47 Senior Vice I’rmidmt, I’ISC, J:iiiu:iiy 1. 2008 to present Mr Corbctt oversees 
operations and scivices i n  the Caioliiias. including engiiieering. distribution, 
constructioii, mcteiiiig. power restoration. community relations, energy- efliciency, 
and alternative energy stintegies I-le previously served as Senior Vice President, 
PEF, June 15, 2006 lo Deceinber 2007. with the saine responsibilities i n  Florida as 
nieiitioncd nbove I-le seived as Vice Presidelit-Distribiition for PEC from Innuniy 

2005 to lune 2006 I-le also served PEC as Vice President-Eastern Region from 
September 2002 to January 2005. as well as Vice l’resideiit. PEF from April 2005 to 
June 2006 Mr Corbett joined Progress Eitcrgv in  1999 and 113s served Progrcss 
Energy i n  a uuinber of roles, including General Manager of the Eastern Region and 
director of Ilistribution I’owcr Quality and Reliability 

Before ioining Progress Energy. Mr Corbett spent 17 years with Viigiuia Powe~; 
serving i n  a variety of engineering and leadeisliip roles 

metering. power restora~~o~t, coriiiiiuiirty relations, energy- efficiency. and 
alternative ciiergy stiotegies Ile previously served a \  Vice Piestdent 01 Distnbution, 
PEF, froin November 2000 to December 2007 

*leffrey I Lpash 45 

lolin R MeArthur 51 

Presiclent nncl Chief Executive Oflicer, I’EF, lune I .  2006 to present Mr. Lyash 
oversees dl aspects of PEF’s delivery operations, including distribution and 
custoiiier scrvice. trarisrnission. and products and seiviccs He previously served as  
Senior Vice President o i  PEI’ from November 2003 tlirough May 2006 Piior to 
coming to P I3 ,  Mr Lyasli \vas Vice I’residcnl - Transmission in Energy Delivery iii 

the Carolin:is since 1ariu:ii-y 2002 

Mr L.vasli joined Progicss E.nergy in 1993 and spent his h s t  eight years at 
Brunswick i n  Soutliprt, N C His last position at Brunswick was as Director of site 
operations 

Senior Vice President, Gcnrrnl Counsel aritl Sccietary of I’roprss 15nerw, 
January 2004 to piesent Mr McArthur oversees the Audit Services. Corporate 
Corninunicntioiis, Legal, Regulatory and Corporate Relations - Florida. and State 
Public Affairs departincnts, and the Enviroiiniental and I-lealth and Safety sections 
Mr McArtliur is also Senioi Vice President of PEC and Floiida Progress, January 1,  
2004 to present, and Senior Vice President PET; and Progiess Energy Service 
Company. LLC. Dcccniber 2003 and December 2002. respectively, to present. I-le 
previously senzed as Corporate Secretary of FPC and PEC from Iaiiuary 1. 200-1 to 
November 2007, Prior to his current psitioil. he seiwd as Senior Vice l’iesident - 
Corporate Relations (Decernbcr 2002 to December 2003) and as Vice President - 
Public Affairs (December 2001 to December 2002) 

Befoie joining Progress Energy i n  December 2001, Mr McArthur was a nieriiber of 
Noilh Carolina Governor Mite Easley’s senior innnagemen1 teani. Iiandling major 
policy initiatives as well as media and legal an’airs I-le also directed Governor 
Easley‘s transition teaiii alter the clectioii of 2000 

Froin November of 1997 until Noveiiiber 01 2000. M r  McArlhur Iiandled state 
governinent affairs i n  10 soutliensteni states for General Electric Co Prior to joining 
General Electric Co . Mr McArthur senled as chief counsel i n  the North Carolina 
Attoriiev General’s ollice. wlicrc lie supervised utility. consunicr. Iicalth care, and 
environmental protection issues Before that. he \vas a partner at I-lunton ck 
Williams 
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Mark I; Mulliern 47 

James Scarola 51 

Senior Vice President, Progress Energv and Progress Energy Service 
Conip:iny, .Jtily 2007 to picsent Mr Mulhein oversees the straiegic planning. 
treasiny, iitility finaiicc and capital platiniiig and control areas i n  the Fiiiancial 
Services Group I-Ie is also Seiiioi Vice President o i  I’EC and PET-. from September 
2007 to present. as well as Presidcnt, Progress Energy Vciiturcs lnc and Piogress 
T-ucls Corpontion. March 2005 and April 2006, rcspcctively, to prcsent Mr 
Mullicrn senred Progress Energy Vcntiires. Inc as Senior Vice I’icsidcnt, 
Competitive Coniiiiercial Operations: froin Jaiiiiaq 2003 io March 2005 I-le served 
Progress Energy Seix1ice Company as Vice Presideiit. Strategic Planning froin 
Novemlxr 2000 to January 200.3 Mr M~ilherii also served as Vice President and 
Treasurer of PEC from June 1997 io Novenil~er 2000 

Senior Vice President and Chief Nuclear Oflicer, PEC ant1 PEF, January 2008 
~- IO pleselll IVI 

s e n d  as Vice President at IIanis from 1998 ii i i t i l  2005, wlieii lie inoved to lend 

Brunswicli until December 2007 

Paula I Siins 

Bcfore joining Progress Energy i n  1998, Mr Scaiola was plant general inaiiagcr of 
I lor ida Power RC Light Company’s St. Lucie Power Station 

Senior Vice President. PEC‘ and I’EF, April 2006 to present Ms Sims previoiislv 
served PEC and PEF as Vicc President-Fossil Generation Iiom 1rnittai-y 2006 to 
April 2006 Prior to thnl. she served PEC atid PFF as Vice Presidcni-Regulaied 
I7tiels froni December 2004 to Deceniber 2005. Ms Siins served Progccss Fuels 
Corporaiion as Chief Operaiiiig Oflicer from February 2002 to Deceniber 2004 and 
Vice Piesidetit-Business Operations and Strategic Planning from lune 2001 IO 

T-ebruaiy 2002 

45 

Piioi to joining Progress Eiiergv i n  1999, Ms Sinis worked at General Ekciric for 
15 years 

Jelli ey M Sione 46 CIiief Accounting Officer and Controller, Plogrrss Energy ant1 FPC, lune 2005 
to present: Chief Accoiinting Officer PEC and PEF. lune 2005 and Noveinber 2005, 
respectively. to present: Vice Piesidelit and Contiuller. Progress Energy Service 
Conipnny. I L L 3  Jnniiary 2005 and June 2005, rcspcctively to present Mr Stone 
previoiisly sewed as Controller of PEF and PEC from June 2005 to November 
2005 Since 1999, Mr Stone 113s served Progress Energy i n  a nuinber o i  roles in 
corporate support incltidiiig Vice President - Capiial Planning and Control; 
Executive Director - Financial Planning RC Regulatory Services, as well as i n  
\ w k n i s  ~iianagcment positions with Energy Supply and Audit Services 

Piiot- to ioiniiig Progicss Energy, Mr Stone worked as a11 auditor witli Deloitte R: 
Toiiclic in Charlotle, N C 

ILloyd M Yates 46 I’resident and C:liief‘ Ilsecutive Officer, PEC‘, luly 2007 io  preseni Mr Yates 
oversees a11 aspects o l  llie Catolinas delivery operations. iitcluding distrib~ition and 
ciistoiiier service, transinission, and prodncts and services He previously sened as 
Senior Vice President, PEC. .Innuary 2005 to luly 2007 Mr Yates \vas responsible 
ior niciiingiiig the four rcgioiial vice prcsidcnts iii tlic I’EC organizatioli He senred 
I’EC as Vice President - Transniission from Nownilxi 
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2003 to llecember 2004 Mr. Yates served as Vice President - Fossil Generation for 
I'EC li-oni Noveniber 1998 to November 2003 

I3cfoie joining Progress Energy iii  1998. Mr Yates \vas witli PECO Energy, tvliere 
lie Iiad senped i n  a number of engineeiing and managenient ioles over 16 years I-lis 
last position with PECO was as gencral nianager - Operations in tile p w e r  
opcratioiis gionp. 

MARICII'T FOR THE REGISTRAN-1-S' COMMON EQUITY. RELATED STOCICI-IOLDER MATTERS AND 
ISSUER I'URCI-lASES OF EQUITY SECURlTlES I1'EM 5 

I'R OGRES'S I?JVERG 1' 

I'iogrcss Eiiergv's Coninioii Stock is listed on the New Yolk Stock Exchange under tile symbol PGN The higli and low intn-day stock sales prices for each 
quarter for tlie past two )'cars. and tlie dividends declared per sliorc ,arc as follows: 

IIigh Low LXviclcnds Declord 

2007 

45.1 5 0.61 0 

Fourth OualZer 50.25 44.75 0.61 5 

2006 

1 litid Quarter 

The Ilccenibei 3 I closing price oioui Cointiion Stock was  $48 4.3 for 2007 and $49 08 for 2006 As of Febrimiy 22, 2008, we had 58,991 liolders of record of 
Colnlnoll Stock 

Neitlier Progicss Energy's Articles o i  Incorporation nor any o i  its debt obligations contain any iestrictio~is on the paynient of dividends. so long as no shares 
01 preferred stocl; are outstanding Our subsidiaries I i n w  provisions iestiictiiig dividends i n  certain limited ciicumstances ( S e e  Notes 10A and 12B) 

Inloniiatioii regarding scciirities aiillionzcd Tor issucince under our equity conipeiisation plans is iticluded i n  Progress Energy's definitive p i o ~  slatenient for 
its 2008 Annual Meeting ol Sliiirclioldcrs 
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Issuer ptttcliases oicquitv scciiiitics lot I‘ourtIi quartci 0i2007 me as follows: 

(a) 
( C )  Ivlasiniuin Nninbcr (or Approximate Dollar 

of ,SIi:ves Avetiqp Piice Paid Per 1 ~ t i l l  Number 01 Shares (or Units) Value) 01 Shares (or Units) that May Yet 
Be Purchased Under the Plans or Progmms ( o r  IJnit’;) I’nrchascd ( I )  Shale Pinchased as Pail ofl’iiblicly 

Period (2) (or Unit) Aiinoiniccd Plans oi Piograrns ( I )  (1) 

Novcniber 1 -November 
30 N /A NIA 

Since 2000. tlie Parent 11as o\vi~ccI :dl o i  I’LC‘s coninion stock and :IS a result tlicre is no established public trading market lor the stock PE.C has neither 
issned iior repurchased any cqiiiiv securiiies since becoming a wliolly owned siibsidiar)! of the Parent For the past Iliree years, PEC has paid qnarlerly 
dividciids to tlie Paieiil totaling the aiiioinits shown ill I’EC’s Statements o l  Common Eqiiity included in tlie financial statenients i n  PART 11, Item 8 PFC has 
provisions iestricting dividends i n  certain ciicnnistances (See Noics 1 OA and 12B) PEC does not have any equity compensation plans under wliich i ts  equity 
securities aie issued 

All shares oi PEF’s coninion stock are owned by Floiida Piogress, and as a iesult tlicie i s  no establislicd pnblic trading niarket foi the stock. PEF has neither 
issucd nor repurchased any equity securities since becoming an indirect subsidi:n>t of the Parent During 2006. PE,F paid quarterly dividends to Florida 
Progress totaling 111e aniiiniils shown in  l’I?F‘s Sintenienk of Coininon Equitv included i n  the fiiiancial statcinents i n  PART 11. Item 8 During 2007 and 2005, 
PEF paid no dividends to lylor-ida Progress I‘LF has provisions rcstn’cting dividends i n  cerlaiii circunislarices (See Notes 1 OA and 121)) I ’ J 3  does not liave 
any equity conipensatioii phiis iiiidei whicli its cqiiit-,i sccriiities are issued 
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ITliM 6 SIZLECI-ED 1-INANCIAI, DATA 

Tl~e  selected 1iii:incial d a b  sllould be read i i i  conjuriction with tlie corisolidatcd iiiiancinl statenieiits and the notes tlicrcto included elsewliere i n  this report 

PROGRESS ENERGY 

Years elided December 31 

Basic eilrriirie~ 

Cunent poi tioii oi‘long-tern1 debt 

$ 2.45 $ 243 $ 2 3 8  $ 2 32 $ 226 Dividends declaicd per coiiiilloli share 

(a) Operatine rcsiilts and b:il:iiicc slicct data liavc bceii restated lor discoiitinued operntions 
0,) Iiicludcsjollg-tertn debt to afliliatcd Iiiist ol  $271 iii i l l ioii  31 Deccniber 31 ,  2007 atid 2006 arid $270 million at Dccclnber 31. 2005. 2004 and 2003 (See 

Note 23) 
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PAC 

Years Ended Dcceinbcr 31 
(in millions) 2007 2006 2005 2004 2003 

Operating results 

Net incoiiie 501 457 493 461 482 

Assets $11,962 X12.020 El  1.502 $10.787 $10.938 

Capital lease obligations 17 18 18 19 20 

(a) Includes notes payable to alliliated companies, related lo the moliey pool prograin. of $154 iiiillioii. $1 1 iilillion, $ 1  16 nlillion and $25 million at 
December 31, 2007. 2005, 2004. and 2003. respectively 

The inforiiiation called for by I t a a  6 is oniittcd for PEF pursuant to lnstruction I(2)(1) to Forrii 10-1.: (Oniission of 1nforrii:ttion by Certain Wholly 
Owned Subsidiaries). 

ilcl 
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MANAGEMEN15 DISCUSSION ANI) ANA1 YSlS 01 I INANCIA1 
CONDITION ANI) IiESULTS OF OPERATIONS ITEM 

1 lie following combined Managcmenl’s Discussion and Analysis 01 Financial Condition and Itesiilts 01 Operations (MDceiA) I S  scparntels filed b y  Progress 
Energy, Iiic (Progress Fiiergy). Caiolina I’owei & Light Compnny d/b/a Progress Eiieigy Carolinas liic (I’rC) and l7oritia I’o~vcr Corpoiatioii d b i a  Piogress 
Energy Floiida. Inc (PEF) Infonitation contained heieln relatlng to PFC and PEF ~ndtvidt~allv i s  filed by wch conipaiiy on 11s own bellall As ured In t i l l s  

ieport. Progiess Energy, which includes Frogless Energy. Inc holding conipony (the Parent) and 115 regulated and iio~iregulated subsidiaries on a consolidated 
basis, I S  at t imes ieferred to as “we.” “us” or ”oui ‘’ Wl~eii  discusstng Progress Energy’s linaiicial iiifoimation. i t  ncccssaiily includes the results of PEC and 
PEF (collectively. the Utilities) 1 lie term “Piogres.j Registrants“ relers to each of the tltiee sepainte iczishaiits Progiess Energy. I’FC and PET Inlormation 
contained tieiein relating to I’LL ana Y W  I n o l p  U I I  i h  &% 

intoinintion related solely to Progrcsy Energv or the subsidiaries of Piogres5 Lnergv other tlian i tsel l  

Tlie following MD&A contains forward-looking statcmciits tlial involve estiniatcs. projections. goals. I‘oiccasts. assuniptions. iisks and uncci tainties that 
could cause aclual results or outcomes to dilTer materially from those cs~ircsscd i n  the forwnrd-lool;ing statcmcnts I’leasc review “Safc Harbor for Forward- 
Lookjng Statements” and Item I A ,  “Risk Factors” for a discussion o i  the factors th31 m a y  iiiipact a n s  such foiward-looking st:IteiiieiIts made lierein 

MD&A should be read i n  conjunction witli the Piogress Enei gy Consolidated Financial Statcinents 

PROGRESS ENERGY 

INTRODUCTION 

Our reportable business segments and their primary operations include. 

PEC - piiniaiily engaged in tlie generation. transmission. distribution and sale of electricity i n  portions olNoi-111 Carolina and South Carolina; and 
PEF - primarily engaged i n  the generation, transmission, distributioii and sale of electricity in poi-tioiis o f  Florida 

The “Coipoiatc and Other” segment priiiiarily includes ihc opcratioiis of the Paieiit. Progrcss Eiiergy Service Co inp i s .  1LL.C (PESC) and otlici niisccllaneous 
nonregulated businesses that do not scpaiately mcet the qiimtitative iequiretnents as a sepalate business scpnicnt 

STRATEGY 

We arc ail integrated energy company primarily fociised oil tlie end-use electricity inarkets Ovci the last several yeais we have icduccd our business risk by 
exiting the majority of our nonregulated businesses Our two electric utilities operate ii i  regulated retail utility maikcts ill tlie soutlicastcni United Slates and 
hove access to robust wholesale morltets iii the easiein United States, which we bclievc positions LIS well lbr long-tcriii growth Plcase review ”Safe Harbor for 
Forward-Looking Statements” and Item 1 A, “Risk Factors” for II discussion 01 the factors that iiias impact ails siicli lonvai d-looking slatenicnts niade llerein 

We arc focuscd oii tile following key prlorities: 

consistently excelling in tlie daily fiindaiiientals ol our utility business. including salblv and reliably gencrating and delivering power to o u r  custoniers: 
siiccessfiillj~ inipleinenting our balmiced solution to respnsibly address deiiiand giowtli and clinlale c1i:ingc: 
maintaining constructive regulatois relations: and 
acliicving our fiiiancial objcctives year after ycar 
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The LJtilities opeiate i n  the soullienstein United States, one 01 the fastest-growing regions 01 the countq,  aiid had a net increase of approximately 51.000 
custonicrs over the past year Despite our anticipated customer giowtli, the Utilities subject to ecoiioiiiic lluctuations and the corresponding iiiipact on our 
custonieis, including dowiituiiis i n  the housing and coiisuiiiei credit mmkets. Under normal weather conditions, we anticipatc approsiniately 1 5 pcrcent to 2 0 
pcrccnt annual retail kilowatt-hour (kWh) sales growth at I’EC aiid appiuxiniately 2 0 petceiit to 2 5 percent annual retail kWh salcs growtli at PEF i n  2008. 
Tlic Utilities scek a inis o l  80 percent rctail aiid 20 pelcent wliolcsale The Utilities arc focused o n  maintaining thcii icgiilatcd wliolcsale business tlirough 
targctcd contract renewals :ind origination opportunities 

We arc inipieriienttng a compiehensrve plan to meet tlie anticipaled demand in the {Jtilities’ service territories by locusiiig oii encigy cfliciency, alternative 
energy and state-of-the-art power geiiciation First, we ale eiihancing our dcniaiid-side managenicnt (DSM). eneigy-ellicicncy and eiicigy conservation 
programs Recent legislation in  N o d i  Carolina and Florida piovides recovery for eligible costs ok t h e  piograms Second. we arc piirsuing ienewable and 
alternative eneigy to increase the piopoition of renewable oiid alteniative energy souices in  our gcrieralion portlblro i<cceriI legi4aIion in Norlli Carolina 
establislied a iiiiiiiiiiuiii renewable energy poi-tlolio stniidaid beginning i n  2012 Executive orders issued bv the goveinor 01 I*londa addrcss the reduction 01 

gieenliouse gas eiiiiss~o~is and may lead to renewable energy standards i n  Floirda Tlie Utilities Iiavc icqiiestcd pioposals lor alteniative ciieig\’ sources. aiid 
options being considered includc coiiversion of waste (such as wood, scrap tires and landfill gas) to ciicrgs. bioniass as \\cll as invcrtiiients i n  solar aiid fuel 
cell piograins Tliiid. we nre evaluating new gciieiatioii and f leet upglades as we esbiiiate that we w i l l  iequiie new baselo:id gcncratioii facilities at both I’EC 
and PEF toward the ciid 01 thc next decade We are evaluating the best available options for new generation includiiig :id\ onced de.jign nuclear technology. 
gas-filed combined cycle and coiiibustion turbines. and iiiodenirzatioii of existing coal plants to use clean coal tccliiiology 1 he considerations i ha t  w i l l  factor 
into this decision incliide, but arc not Iiinried to. corislructrori costs, fiiel diversity. t r ~ n ~ r n i ~ ~ ~ o ~ i  mid 51te availability. environiiicnt:il IiiipncL the rate impact to 
ciistoiiiers and om ability to obtaiii cost-elfective financing 

___ 

On Febiuary 19, 2008, PEC iiled its combined license (COL) application with the NRC for two additional reactois at Harris We anticipate liliiig a COL 
application in 2008 to potentially construct new nuclear plants i n  Florida Filing ofn COL is not a conimitniciit to build a iiuclear plant but is a iiecessary step 
to keep open the option of building a plant or plants If we decide to pursue nuclear expansion, lhvorable cliaiigcs iii the icgiilatoiy and constniction proccsses 
Iiave evolved i n  recent years. including standadizcd design. detailed design before construclion. COL to build and operate. strcaiiiliiicd icgiilatoiv approval 
process annual prudence reviews and cost-recovery mechaiusiiis for pre-construction and linaiicing costs State regulatory proccsscs are spccil’ic to each 

jurisdiction Also, nuclear generation Ii:is recently gained greater public support as a reliable energy source that does not eniit greenliouse gases See “Ollier 

Matters - Nuclear Matte1 s” for additional infomation 

We ore subject to signillcant air quality regiilatioiis passed in 2005 by the United States Environmental I’ioteciioii Agency (EPA) Uial allect our fossil fuel- 
fired generating facilities. the Clean Air Inteatate Rule (CAIR). the Clean Air Visibility Rule (CAVR) and me icun  iegulntioii (see “Otliei Matters - 
Environmental Matters” lor  discussion regarding Clean Air M C I T U ~ ~  Rule (CAMR)) Additionally, at I‘EC‘s coal-fired iacilities in  Not111 Carolina, we are 
subject to the North Carolina Clean Sniokestacks Act enacted i n  2002 (Clean Smokestacks Act). Including estimated costs for CAIR. CAVR mercury 
rcgulation and the Clean Sniokcstacks A c t  we currently estiiiiatc that total future capital expenditures  lo^ l l ~ c  Utilities to c o ~ n p l ~ !  \\.it11 currcnt environniciital 
la\vs and regulations addressing air and water quality. \vliich are eligible for regulatory recoven‘ tliiwigli citlici, base mtcs or pass-tlii ougli clauses. could Ix: i n  
excess of $700 millioii at PEC and $1 9 billion at I‘E.1: tlirough 2018. wliicli corresponds to the latest cnrission reduction dc:ldlinc In :idditioii, growing state. 
federal and international attention io global cliniaic cliange may iesult in the regulation of carbon dioxide (CO?) and otlicr gieeiihouse gases Reductions i n  
C02 emissions to tlie levels specified by some proposals could be niaterially adverse to ow financial position or results 14 opeiatioiis if associated costs oi 
control 01 limitation cannot be recovered from ratepayers The cost impact of legislation oi ivgiil:hon to addless global climate cliange would depend on the 
speciiic legislation or regulation enacted and cannot be detenniiied at this time 

The Utilities successfully resolved key stale regulatory issues in 2007, including retail luel iccovcr) filings i n  all jurisdictioiis 1’1: I; also received Fedcral 
Energy Regulatory Coiiiniissioii (FERC) approval of its rcviscd Open Access l’iaiisniission Tariff (OA-1-T). including a scttlcinciit agrceiiicnt wit11 major 
transinissioii customers 111 
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addition to Florida energy legislation enacted in  2006 that iiicluded cost-recovery meclionisnis supportive of nuclear expansion. Noiili Caiolina and South 
Carolina both eiiocted eneigy legislation i n  2007 North Carolina‘s cotnprehensive energy bill included piovisions for cxpandiiip the tiaditioiial iiiel clause, 
renewable energy portfolio standards, recovery o i  qualified L>SM/efliciciicy programs and cost recoven’ during baseload generatioil construction Key 
clcmciits of South Carolina’s ciicrgy la\\, included expansion 01 the annual fuel clause and recovcq ~iicclianisiiis and streainliiied 1-egulatoiy processes 
supportive of nuclear expansion As part of the Clean Smokestacks Act, PIX operated under a base rate ficeze i n  North Carolina tlirougli 2007 Subsequent to 
2007. PEC’s current North Carolina base rates ale continiring subject to traditional cost-based rate regulation As a result of its 2005 base r31c proceeding. 
PEF’s base rate setdement extends through 2009 See “0th Matters - Regulatory Environment” and Note 7 for further inlorniation 

We have several key linancial objeCtl\JeS, the ti151 of which IS to acliieve sustairinble earnings giowtli I n  addition, we ~ c e k  lo continue our track record of 
dividend growth, as we have inciea\ed our dividend for 20 coiisecutive )’cars, and ’12 of tlie Iwt 3 3  yeas  Wc plan to continue out cffoits to eiiliaiice balance 

2 . .  01 the end 01 2007. our debt 
to total capitalimtion ratio \\‘as 5 3  3 percent Our targeted debt to total capitalization ratio I S  55  percent 

Our ability to iiicct tlicsc financial objcctives is lai.gcly dcpcndcnt on ihe earnings arid cash Ilows o l  the Utilities Thc IJtilitics’ ealniiigs and operating cash 
flows are Iicavily influciiccd bv tvcather. the economy, demand for electricity related to customei giowtli. actions of regulaton‘ agencies. cost controls. and tile 

tiining of recovery of fiiel costs and storm damage The Utilities contributed $813 million of our segment profit and generated substantially a11 of our 
consolidated Cash llow froin operations in 2007 Partially olketting the 1Jtilities’ segment profit contiibution W C I ~  losses o i  $1 20 million recorded at 

Corporate and Otlier. primarily [elated to interest expense on holding company debt 

While the IJtilities expect revail sales growth i n  the future, they are facing, and expect to continue to iacc. iising costs i l ie  Utilities remain coniniitted to 
minimizing tlie expected growth in  operation and nininteiiance (O&M) expenses by effectively inanaging costs The Utilities are allowed to recover prudently 
incurred fuel costs through the fuel portion 01 oui rates. whicli are adjusted annunlly i n  each state We are focused on iiiitigating the inipact of rising luel 
piiccs as the uiider-reco\wy of Tucl costs impacts our cash flows, interest and leverage, and iising fuel costs and Iiiglicr rates also impact customer 
satisfaction Our cfforts to iiiitigate these high fuel costs include our diverse generation inis. staggered fiiel contracts and Iicdging. and suppliel and 
transportation diversity 

Wc expect total capital expenditures (iiicli~dirig expeiiditiiies for enviroiinieiita1 compliance) for 2008. 2009 and 2010 to be app~oxiiiialely $2 8 billion, $2 9 
billion and $2 8 billion, respectively Subject to iegulatow approval, applicable capital investments to support load g~owth  and coniply with environmental 
regulations increase the Utilities’ “rate base” o r  iiivestiiieiit in utility plant, upon which additional retuni can be realized. and create the basis for long-temi 
earnings growth i n  the Utilities 

We expect to iund our business plans and n e w  generation through operating cnsh flows and a combinntioii of long-teim debt, piefcrred stock and coiiiiiioii 
equity. a11 of whicli are dependent on our ability to siicccssfiilly access capital markets We may also pursue joint vcntules or similar arrangcments with thiid 
parties in order to sliare some of the financing and opeiational risks associated with iicw baseload geiicratiori 

OuI syntltetic fuels operations have histoiically provided significant net earnings driveii by tlie Section 29i45K tax crcdit progi-am. ivliicli expired at tlie end of 
2007 In accordance with our decision to pernianenlly cease production of synthetic fuels. w e  abandoned our maJority-o~\~ned I‘acilities in llic fourth quaiter of 
2007. TIie operations of our synthetic fuels businesses were reclassified to discontinued operations in  2007 I-lowever. the associated c:isli Ilo\v benefits from 
syntlietic fuels are expected to coiiie in  the future wlieii deferred Section 29145K tax credits gcneiated tlirougli L>eceniber 31. 2007. but not yet utilized. aic 
ultiiiiately utilized At December 31. 2007. the amount of these deferred tax credits carried forward was $830 iiiillioii See “Otlier Matters - Synthetic Fuels 
Tax Credits” below. Note 22D and Iteiii IA. “Risk Factors” foi additional infomiation on our syntlietic fuels tax credits and other nlotlers 

As discussed more id ly  i n  Note 3 and “Results of Opcrations - L>iscontinued Operations.“ i n  accoidance with our business strntcgy to reducc our business 
risk and to focm on the core opciations of the Utilities. the niajoiity of our 
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notiregolafed business opeintions have been divesled o r  are in the ptocess of being divested These operations have been classified as discontintied operations 
in the accompanying linancial statements. Consequentlv. the coiiiposition of other coii~iiiuing segments has been impacted by these divestitiires 

Tlie Piogress Regisbatits are subject to various risks For a discussioii of their current niaterial risks. see Item IA. “1Wi Factors “ 

In  this section, earnings and the factor? alTccttng earnings aic discussed The discu.;sion begins with a summarized ovc~vicw of our consolidated earning?. 
wlucli IS followed by a more detailed disciisstori a id  aialysis by business segnieot 

OVERV I E\!) 

For tlic year ended December 31. 2007, our net income was $504 million or $1 97 per sliare coiiipnied to $571 million or $2 28 per sliare foi llie saiiie period 
in 2006. For the year ended Deceniber 31, 2007, our incoiiie from cotitinuing operations was $693 niillion compared to $551 million for the same period i n  
2006 Tlie increasc i n  income froiii continuing opeiatioiis as compared to prior year was due primarily to: 

0 lower Clean Siiiokestncks Act amortization expense at PEC; 
lower interest expense nt the Parent due to reducing debt in  late 2006; 
tlie cost incurred to rcdccm debt at tlie I’arent i n  2006 
favorable weather at PEC; 
lower allocations of corporate overliead to continuiiig operations as a iesult of the 2006 divestitures; 

0 iinrealized losses recorded 011 contingent value obligations (CVOs) during 2006; 
favorable allowance for funds used during constniction (AFUDC) equity at thc Utilities; 
favorable growth and usage at tlic Utilities; and 
higher wholesale sales at PEF 

Partially oEsetting tliese i t e m  were’ 

higlier O&M expenses at tlie Utilities primarily due to liiglier outage and maintenance costs and higlier eiiiployee benefits; 
o additional dcprcciation expense associatcd with PEC‘s accelerated cost-recoveiy prognin for nuclear gcneratioii assets (See  Note 7B): 

higher interest expense at PEF; 
the impact of the 2006 gain 011 sale o f  Level 3 CoiiiiiiuniC~tions: hie (Level 3) stock acquired as part of the divestiture of Progress Teleconi, ILLC (PT 

* Iiiglicrotlier operating expcnses due to disallowed fuel costs at PE.F 
L.L.C); and 

For the year ended Llecember 31. 2006, our net inconic was $571 million or $2 28 per sliare coinpared to $697 million 01 $2 82 per share for tlie same peiiod 
i n  2005 For the year ended Deceniber 3 I .  2006, o w  income from continuing operations was $551 niillioii compared lo $523 millioii for tlie same period in  
2005 The iiicrase i n  iiicoiiie from continuing operations as compared to piior year \vas due primarily to: 

prior year postretirement and severance expenses related to tlic 2005 cost-iiianagenicnt initiative: 
increased retail growth and usage at the tltilitics: 
tlie gnin on sale of Level 3 stock acquired as p i t  of the divestiture of PT LLC: and 
the prioi year wiite-off of unrecovemble stonii costs at PEF 
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Partially ofketting these itenis were. 

unfa~~orable weather at the Utilities, 

iirircalized losses iccorded 011 CVOs: 
* the cost incurred to redeeni debt at tlie Parent; 

* iiicreased nuclear outage expenses at PEC; and 
tlie prior year gain 011 tlie sale o f P E F s  utility distribution assets serviiig the City of Winter Park, Fla (Winter I’ark) 

Our segmcnts contributed thc following piofit 01 loss from continuing opelatioils, 

(in niillions) 2007 Change 2006 Change 2005 

68 258 

Total xgiiiuiit protit a13 33 750 32 7-18 

] > I .  1. -_ 315 ( 1 1 )  226 

(4) (225) 109 (229) Corporate and Other (1 20) 

$504 $(67) $571 $(126) $697 Net i~iconie 

On I~cbniais 28. 2005. we approved a ivoi kl’oi-ce restructuring that resultcd i n  a reduction of appioxiniately 450 positions 111 addition to the workforce 
rcstructuring, the cost-inanagenient initiative included a voluntary enliaiiced relireiiient progrnin 111 connection with this initiative, we incurred approsimately 
$164 million oi pre-tas charges ior severance and postretireinent beliefits driiiiig the year ended Deceinber 3 I ,  2005, of which E5 iiiillio~i has been reclassified 
10 disconliniied operations We did 1101 iiicur siniilar chatges during 2007 or 2006 l l ie  severance and postretireinent charges are priinarily included i n  ORrM 
expense on the Consolidated Statements of lncoine aiid will be paid over time 

PROGRESS ENERGY CAROLINAS 

PEC coiitribuled scgnieiit piofits o i  $498 million, $454 niillion and $490 million i n  2007, 2006 and 2005, respectively. The i~icrease i n  profits for 2007 us 
conipared to 2006 is priiiiarily due to lower Clean Smokestacks Act aniortization, tlie favomble impact of weather and favorable retail customer growth and 
usage. pmtially otTset by Iiiglier O&M expenses related to plant outage and ~naintcnance costs and eiiiployee benefit costs aiid additional depreciation expense 
associated with PEC’s acceleiated cost-rccoveiy prograni for niiclear generating assets 

The decrease i n  prolits for 2006 as compared to 2005 is primarily due to the tiniavorable impact oi weather, lugher ORrM expense related to nuclear outngcs, 

the impact of siispendiiig the allocation of tlic I’arent‘s income tax benefit not rekited to acquisition iiitelesl expense nnd 2006 capiial project write-offs See 
Coi porate and Other below for additiotial iiifoiiiiatioii on the cliaiige i n  tlie tax benelit allocation i n  2006 Time were partially offset by postretireineiit and 
severance expenses incurred i n  2005 and favorable I etail c~isto~ncr growth and usage 

1 he revenue tables below present the total an i~ i in t  and percentage change of revenues excluding fuel. Revenues excluding fuel is defined as total electric 
re\w~ites less Ciiel revenues We aiid PEC consider re~eiiues escludiiig fuel a uselid nieasure to evaluate PEC’s electric operatioiis because fuel reveiiues 
primarily rcprescnt the iecovciy o l  fuel and a portion o i  purchased power cxpcnses through cost-recovcry clauses and. therefore. do not have a inaterial 
impct  on caniiiigs We and PFC l i ~ e  included tlie analvsis below as a coniplenient to the linaricial iriforination we provide i n  accordance with accounting 
principles generally accepted i n  tlic United States oi America ( G A M )  However. revenues excluding fuel is not defined under GAAP, and the presentation 
niay not be comparable to other coinpanies’ prescntatioii or inore iiseful than the G M P  inforniation provided elscrvhere iii this report 



REPENllLS 

PIX’S electric reiwilics arid the pcrceiitnge cliaiige by yeer and by ciisloiiier class were as follows: 

( I l l  nlllllons) 

Customer Class 2007 2006 40 Change 2005 

Coiiiiiiercial 

G ov e rniiie nt a 1 98 7 7  91 4 6  87 

3,534 8.1 3,268 4.3 3.133 
Wliolcsnle 754 4 7  720 759 

Misccllaiieous -47---- 
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PEC’s electric energy sales and the picentage change by year and by cwtoiiier class were as follo\vs: 

( i n  thousands ofMWli)  
Curtonier Class 2007 ?b Cliange 2006 ‘?b Cl1angc 2005 

14,032 
11,901 

Govcriiiiicntal 1,438 1 7  1,419 0 6  1,410 

Wl1olesal ,309 

Uiibilled (55) 
Total MWli sales 59.825 3 4  51.876 (2  8 )  59.541 

PIX’S revciliies, escluding fuel revenues o i$ l  524 billion and $1 314 billion for 2007 and 2006, respectively, increased $89 inillion ?lie iiiciease iii revenues 
\vas due priinarily to h e  $57 million favorable impact oi weatlier and a $22 inillion iavorable impact of rciail customer growth and usage Weather had a 
favorable impact os cooling degree days weie 20 percent higlier 111311 2006 Cooling dcgiee days were 16 percent higlier tlian noiinal Tlie favoiable retail 
custonier growtli and usage \vas driveii by an npprosiniate increase i n  the average ii~iinber of custoiners of 28,000 as 01 Deceiiiber 31. 2007. compared to 
Decciiiber 3 I ,  2006 

1ndiisiri;il electric energy sales decreased i n  2007 compared to 2006 pr imari ly due to coiitiniicd reduciion iii textile manufact~iring i n  the Carolinas as a result 
of glob~l  competition and doinestic coiisnlidation as wcll as a dowriturn i i i  the lumber aiid building inaterials segniciit as a iesult of declines iii residciitial 
coiistriiction The increase i n  iiidwtiial reventies lor 2007 coinpared to 2006 is dtie to an increase i i i  fiiel revenues as 3 result ni Iiiglier eiicigy costs aiid the 
recovei~ of prior year liiel costs 

PIX’S ic\’eniies. escludiiig liiel reventies of $ 1  311 billion and $ 1  186 billioii lor 2000 and 2005. tespectively, decreased $33 tiiillion I lie decrease in  
revenues was due priiiiarily to the $67 millioii unfavorable iiiipacl oi weather partially oiikt by a $24 iiiillioii lavorable impact oi ietail customer growth and 
usage Weather had an unlavorable impact as cooling degree days were 9 peicciit below 2005 mid lieating degree dnvs were 12 percent below 2005. The 
tncicase i n  retail custoiiier growth and usage \vas driveii by ai1 approsiiiicltc increase in  the average niliiiber of ciislonicrs o i  20.000 as of December 31. 2006. 
coinpared to December 31. 2005 Altliough the chaiige i n  ~vliolcsale rcvciioe less flicl did not lime a material impact on the cliange ill rcvcniies. wliolcsale 
electric energy sales were down 6 9 percent priinarily due to lower excess generation cilcs i i i  2006 compared to 2005. pirtially oll’set by an 
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iiicrcxe i n  coiitr:icted wliolesale capacity Tlic decrease i n  excess generation mlcs in  2006 compared to 2005 is due to favorable marl;et conditions during 

2005 that resulted i n  strong sales to the mid-Atlantic United States 

Iiidii~~riaI clcctric energy sales dccreased i n  2006 compared to 2005 piiiiiarily due to continued reduction in textile manufactuiing i n  the Carolinas as a result 
o i  global competition and domestic coiisolidation The increase i n  industiiol revenues for 2006 coiiipnied to 2005 is due lo an increase i n  fiiel reveiiues as a 
result oiliigllci eiieigy costs aiid the recoveiy of prior year fuel costs 

Fuel and piucliased power costs represent tlie costs 01 gcnerat~on, wliicli include fuel purchases lor generation, as well as energy puicliased 111 tlie market to 
iiicct custonicr load Fuel aiid a portion of pinchased power expenses are recoveicd ptitnanly througli cost-I ccovcry clauses, a i i d  as sucli. changes i n  these 
expenses do not liave a material  inp pact on earnings The difference bctwecn fuel aiid purcliased powei costs incuned and associated fuel ieveiiiies that are 
sublect to rccoi cry IS  deferred for future collection from or rclund to customers 

Fuel and purcliased power expenses were $1 683 billion for 2007: wliicli represents a $ 1  76 niillion increase compared to 2006 Fuel used in electric generation 
increased $208 million to  $1 381 billion coiiipaied to 2006 This increase is primalily due to a $156 niillion increase in file1 used in  generation and a $54 
millioii increase in deferred fuel expeiise Fuel used in  generation increased priinarily due to a change i n  generation mix as the percenlage of generation 
supplied by natural gas increased i n  response to plant outages and higher systeni requirenients diivcn by favorable weatlier Deferred iuel expense incieosed 
priniaiily due to !lie collection oi fuel costs from custonieis that had been previously under-recovered See "Electric - PEC - Fuel and Purchased Power" i n  
Item I .  "l3iisiness" for a summary of average fuel costs Purchased power expenses decreased $32 million to $302 millioii coiiipaied to prior yew. The 
dccrcase i n  purchased powci is due to Io\vci cogeneration as a rcsult of contract cli;inges with one of I'EC's co-generators 

Fuel and purc1i:ised power expenses were $1 507 billion for 2006, which represents 3 $1 17 million incrcnse compared to 2005 Fuel used i n  electric generation 
increnscd SI 37 million to $1 173 billion compared to 2005. This increase is due to a $141 million increase i n  deferred fuel expense partially offset by a $5 
iiiillioii decrease i n  fiiel used i n  geneintion Deferred fuel expense increased priniaiily due to the collection of rue1 costs from c ~ ~ t o n i e r s  ihat had been 
picviously under-recovered Fuel used in generation decreased primalily due to lower systein requircnieiits Purcliased power expenses decreased $20 million 
to $334 million compared to prior year The decrease in  purcliased power is due primarily to a cliange i n  tiolunie as a result of lower system requirements 

OBM espeiises \vert $1 024 billion for 2007, whicli represents a $94 million iiiciease conipaied to 2006 This increase is dtiven primarily by the $49 million 
higlici plant outage and iiiaintennnce costs (partially due to three nuclear outages in  the current year conipared to only two i n  the prior year) and $29 ~nillioii 
due to Iiiglicr cmplovee beiielit costs The higher employee benefit costs are priinarilv due to current year clianges i n  equitv cotitpensation plans and higher 
iclativc cniplovce iticciiti\ic goal acliievciiieiit i n  2007 coniparcd to 2006 We do not cxpect the increase related to changcs it1 cquity conipensation plans to 
continue i n  2008 

O&M cspcnses weie $930 iiiillion Cor 2006. wliicli repiesenis a11 $1 I million decrease coinpaid to 2005 This decrease is driven primarily by tlie $55 tnillion 
inipxt o i  postrctireincnt and severance expenses iiicuiied i n  2005 rel:ited to the cost-tiia~iagemc~it initiative partially ofl3et by $30 million of higher 2006 
oukigc cspeiiscs at nuclcar plaiils and capital project wiite-offs of $16 tnillioii i n  2006 

Depreciation and amoi%ization expense \vas $519 million foi 2007. wliicli represcnts a $52 million decrease compared to 2006 This decrease is primarily 
attributable to a $106 million decrease i n  the Clean Smol;estacl;s Act 
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amortization. priially olliet by $37 inillioii additional depreciation associated wit11 flie accelerated cost-recoveq( program for nuclcar generatjng asseis (See 

Note 7B). SI I iiiillioii cliargc to reduce PE,C's GridSouth Transco. I L C  (GridSouth) regional transtnissioii organization (RTO) deveiopiiient costs (See Note 
71)) aiid the $7 niillioii impact of depreciable asset base increases We recorded $34 inillio~~ of Cleaii Smokestacks Act aniortization during 2007 compared to 
$140 million i n  2006 (See Note 713) We recorded $37 million o i  additional depieciation associated with tlie accelerated cost-recoveiy program for nuclear 
pieratiiig assets duiing 2007 compared to none i n  2006 

Depreciation and oiiioitization expense \vas $571 inillion for 2006, n4iicIi rcprcsents a $10 inillion iiicrease compared to 2005 This increase is primarily 
otlributnblc to the $1 2 millioii iinpnct of depreciable asset base iiicicases and $ 3  ~iiilliori of deferred enviroiiiiiental cost ainortization pa~tially olfset by a $7 
iiiillioii dccrease i n  the Clean Sniokcstacks Act amortization We recorded $140 niillion o l  Clean Sniokestacks Act anioi-tization during 2006 compared to 
SI47 inillion i n  2005 

Tmer Ollier rlimi oil liicoi~a 

l a x a  otlier t han  on i~icoiiie were $192 millioii. $191 iiiillion and $178 iiiillioii for 2007, 2006 and 2005. respectively The $13 inillioii increase i i i  2006 
coniparcd io  2005 1 5  priinarily dire io a '$7 million iiicrease in property taxes and a 'F6 million increase i n  gross receiiits taxes related to higlicr reveiiiic Gross 
receipts t:LxeS :]IC collected frorn custoiiiers and iecorded as re\eiiiics and tlien remitted to ilie applicable taxing authority Therelore. iliese exes have no 
matciial iiiipact on ea1 niiigs 

Orlier operatirig expenses consisted of gaiiis ofX2 ixiillion and $10 inillion in  2007 and 2005, respectively, pniiiaiily due lo land sales Tliere were no gains 

froin land sules i n  2006 

Total otlier iiicoiiic (cspcnse) was $37 iiiillioii of iiicoine for 2007. wliich represents a $1 3 million decrease compared lo 2006 This decrease is primarily due 
to tlic 2006 rcclassilication of $16 iiiillioii of iiideiiiiiilicatioii liability cspeiises incurred i n  2005 for estimated capital costs associated with the Clean 
Siiiol;estacks Act expected to be iiicurred in  excess ol the niasiiiiuni billable costs to the joint o ~ i i e r  This expense was reclassified to Clem Sinokestacks Act 
ninortizatioii and 113d iio iiiipact on 2006 eaniings (See Note 21B) This decrease is par?ially offset by $6 iiiillion favorable APUDC equit>i related io costs 
associated with certain large construction projects 

Total o~liei iiicon~c (espeiise) \vas $50 niillioii o i  iiiconie for 2006, which represents a $57 inillion increase comprcd to 2005 This iiictease is priinarily due 
IO llic $32 ~nillioii inipact of ieclassi&ing $16 inillion of iiideiiinilicalion liability espcnses iiicuired i n  2005 for estimated capital costs associated with the 
Cleati Sinokestacks Act expected to be incurred iii excess of the mosiniuni billable costs to tlie joint owiier. Tliis expense wns reclassified to Clean 
Sniolmtacks Act amortizatioti and liad no iiiipaci on 2006 earnings (See  Note 2113) liitercst iiicoine increased $17 inillion for 2006 coinpared to 2005 
primatiis due to investiiiciit intciest and interest on undcr-recovered fuel costs 111 addition the cliaiige i n  otlier iiicoiiic (cspcnsc) includes a $4 iiiillion 
Ibvoralilc iiiip:ict rclatcd to recording a n  audit settlement \\dh the FERC iii 2005 

Total  intcrcst c1i:irges. net wcrc 5210 million Cor 2007. wliich represents a $5 niillioii decrease compared to 2006 Tliis decrease is priimrily due to the $5 
~nillioii iiiipact O i  LI decrease in a\w~nge long-tern1 debt and $3 niillioii iavorable AFlJDC debt related Lo costs associated with certain large consiruction 
pioiccts. partiall\: ollset by $2 inillion higlier interest related to liiglier vat iable rates on polliition control obli~atioos 

Total interest chaiges. net \\'ere $215 iiiillioii for 2006. whicli represents a $23 iiiillioii iiicrease compared to 2005 7 his increase is priinaiily due to the $20 
iiiillioii iiiipact d e  net increase i n  average long-temi debt 
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lnconie tax cxpiise was $295 inillion. $265 niillion and $239 Inillion in  2007. 2006 and 2005, respectively l h  $30 i nil lion inconic tax expense increase i n  
2007 compared to 2006 is priinarily due to the impact oi higher pre-tax inconie Tlie $26 million incoine tax espeiise increase i n  2006 compared to 2005 is 
prininrily due to tlie allocation of $23 million 01 the Paieiit’s tax beiiefit not related to ocquisilioii inleiest expense i n  2005 Illat \vas suspended i n  2006. See 
Coiporate and Other below for addilioiml information on  the change i n  the tax benefit allocation i n  2006 

I T F  contiibuted scgmciit profits 01 %315 inillion, $326 million aiid $258 million 111 2007. 2006 and 2005, respccl~vcly The decieasc in profits for 2007 as 
conip:ircd to 2006 I\ priinarily duc to higlicr OckM c\pcnscs related to plant outngc and ma~ntcnance costs and employee bcnelit costs, higher interest 
eupcnse. liiglier otliei operating evpcnses and Iiiglier depieciation and an101 t izati~ii  expense e-icluding recoverable s tom amortization, part~ally offset by 
fa- A M  v s .  . *  

The increase i n  prolits fiir 2006 as compared lo 2005 is pii~iia~ily due to the impact oi postreti~e~nent and severance costs incurred i n  2005, favorable retail 
custome~ g~owlli  and tisage. an increase i n  rental aiid otlier iiiiscellaneous seivice revenues and the impact of llie 2005 write-off o i  unrecoverable storm costs 
1 hese wcre partially oll-set by the 2005 gain on the sale of the utility distiibution assets serving Winter Park, the unfavorable impact of weatlier 011 teveiiites 
and the iiiipact of suspcnding the allocation of tlie Parent’s tax bcncfit not related to acquisition interest cspcnsc See Colporatc and Otlicr below for 
additional inloniiatioii 0 1 1  tlic cliangc i n  die tax beneiit allocation i n  2006 

Thc ~ C V C I I I I C  tables belo\\. prcsent the total  mount and percentagc change o i  ~ C V C I I L I ~ S  escl tiding fuel and other pass-tlirougl~ ~-evcnucs Revenues excloding 
iiicl 311d other pass411 ough icvenucs is deliiicd as total electric rcvenucs less fuel and <>tiler pass-througli revenues We and PE,F consider revenues excluding 
iiiel and other pass-tlirougli ic\~enues 3 iiscful iiieasiire to evaluate PEF’s electric operations because fuel a id  other pass-through revenues primarily represent 
the iccovery O i  luel. purcliased powci and otlier pass-through expenses tlirougli cost-iecovery clauses and, therefore. do not Iiave a material impact 011 

caniings We illid Pli F have included the analysis below as a coiiiplement to Ilie financial information we provide i n  accordance with GAAP I-lo\vever, 
icvenues excluding iucl and otlier pass-tliiougli revenucs is not delincd under G M P ,  and the presentation may not be coinparable to other companies’ 
p~csent:ttio~~ or iiiorc usc~iil tlian tlic GAAI’ ~nforiiiatic~n piovidcd clsewlierc i n  this rcport 

PFF‘s electric ievciiucs and the peicentage cliange by year atid by ciistoiiier class weie as Ibllo~s: 

( i n  niillioiis) 
Custoiner Class 2007 “6 Change 2005 

Coiiiiiiercial 1,153 0 1  1.152 21 5 948 

G o w  I niii en la I 30-1 1 0  30 1 24 4 242 
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PEF's elcchic enei-gy s:ilcs :uid tlic perceiitagc clt:inge bv year aiicl by custoiiier class ivei-e :is ~c)lloi\~s: 

( i n  tliousaiids oTMWh) 
Ciistonier Class 2007 96 Clianee 2006 ?/o Cliaiige 2005 

Rcsideiilinl 19,912 (0.5) 20.02 I 0.6 19,894 

Industrinl 3,820 (8.2) 4.160 0.5 4.140 
Gavel I1I11cIlt:lI 3,367 2 8  1.276 2 .I 7.19s 

39,282 (0.4) 39.432 0.7 39,177 

Collllllcrc 1:11 12,183 1 7  11.975 0 3 I 1.945 

.. 
10131 ic iai l  cncrp! d e s  

w II0IL'S:IIc 5,930 3 0  8 4.537 (170 )  5.464 
xx  (23.1) (305)  

PEF's reve~iiies. cxcludicig ltiel aiid oilier pass-through icvciiucs of 23 I09 billioii and $ 3  038 billioii for 2007 aiid 2006. respectively. iiicrcased $39 million 
l l i e  increase iii revenues is piiiiiaiily due to incieascd wliolesale icveniics. iavorable ietail ctistomer growth and usage and other niiscellancous service 
reventies Wliolesale reiiciiiies increased $29 inillion pririiarily due to i l ic  $21 million impact of increased capacity under contract with a niajor customer. The 
Favorable letail c~~stoiiiei grovdli and tisage impact of $7 inillion \\'as driven by an approxiinate average iiet increase i n  the number of customers 0123,000 as 
o l  Deceniber 31. 2007. compared to Deceinbei 31. 2006. pi tially oliset b s  Iotver a image wage per ctistoiiier Other iiiiscellaneous service reveiiiies 
incieascd piiiiiaiilv due to iiicreascd electi ic property rental reventies of $6 inillioii 

Industrial electric energy re\'eniics and sales decreascd i n  2007 coriiporad lo 2006 piiiimil). due to a cliange in [lie leniis of 311 agreement will1 a ninjor 
c iisto ni c I 

PEF's rcvciiiies. excluding lucl and othei pass-t1i1ougIi ievcnucs 01 $ 3  038 billion and E2 185 billion for 2006 and 2005. respectively. increased $31 million 
The iiicrease in reventies is due to :I Iilvorablc retail cristoincr growtli and I I S : I ~ C  impact of 525 million and a $21 million increase in rental and other 
miscellaneoiis service reveniies partiallv olfsei by a $1 3 million uii l ivoi able iiiipaci of \veailier The iovorablc retail custoiiier gro\vih and usage was driven by 
a11 approximate increase i n  !lie average nuniber o i  ciistonieis of 35.000 as 01 Ikceiiiber 31. 2006, compnred io Deceniber .31, 2005. TIie weather impact is 
piimarily due to a 16 peicent decrease i n  heating degree days cotiipaied to  2005 

Fuel and ptircliased power costs rcpresent tlic costs oi  gcneratioii. which include illel purcliascd for generation, as well as energy and capacity purchased i n  
tlic market to meet ciistoiiier load 1;ueI. pur-cli:ised power aiid c:~pacit~ expenses arc recovered priniarily tlirougli cost-recovery clauses. and. as such, changes 
in these expenses do iiot liave a iii:itcrial impact 011 eaiiiiiigs The diffciei~ce betweeil fuel :itid ptiicliascd power costs incurred aiid associated fuel revetiiies 
that are stil!ject to iecovery is defcried for liitiire collection fioin or iefiind io  cusionleis 

Fuel and purchased p o \ w  expenses were 52 646 billion i n  2007. which represenis a $15 million incicase coinpared to 2006 Purcliascd power expense 
incieased $1 16 niillioii lo $882 niillioii coinpared lo 2006 This increase is priinarily due to a $123 million increase i n  current year purchased power costs 

partially disc! bv :i $6 iiiillioii decrease i n  the recownp 01 defeired capac~iv cosis The increased curiciit year purchased power costs are n iesiilt of' higher 
intcicliange ptiicliases of $87 iiii11101i aiid Iiiglier capacity costs 01 U113 niillioii priiiiarily due to nc\v contracts Fuel used in clcctric geiieraiion decreascd $71 
iiiillioii to SI 754 billioii due to a $323 niillion decrease i n  dcl'erred fuel cxpciise pnrtiallv olixt by a $252 million iiicieasc i n  current year firel costs due 
printarily to an incrcxe i n  oil and natuml gas prices Deferred fiicl expenses were higher i n  2006 primarily due to the collection of i d  casts from custoincn 
that had been previously under-recovered See "Electric - I'EF - Fuel a i d  Pur-chased Power" i n  lteiii 1. 'T3usines.s" for a siii~iiiiary of average fuel costs 



Fuel and puicliasetj po \w expenses weie $2 601 billion i n  2006. wliich represents a $5fA niillion increase conipaied to 2005 Fuel used in electric generation 
increased $512 inillion due lo a $552 niillioii increase in dekrred rue1 expeiisc rest~lting lion1 a11 increase i n  the hiel recovery rates 011 lanitoiy 1, 2006. as a 
iesult o i  fiiel costs froin custoniers t h t  had been 1-71 eviously tinder-recovered 1-liis \\'as partially ofiset by a $4 I inillion decrease in corrent year fuel costs due 
priinarily to lower systciii rcqnircmcnts Puichased po\\w expense incicascd $72 niillion priiiiarih dne to a $48 niillioii increase i n  current year purcliascd 
power costs resulting ironi Iiiglicr niaikct piiccs and a $23 million inci~case i n  tlie recoveiy 01 delciied capacitv costs 

OBM expenses were $834 niillion i n  2007. whicli icprerentr a $150 ~i i i l l ion inciease coinpoicd to 2006 Tlic iiicreare I S  piininiily due to $46 ni1111o11 ielated to 
tn 

Iiiglier envnon1iienta1 cost rccovery (ECRC) and energy conservation cost recoveiy (ECCR) costs Additioi~ally tlie increase I S  due to $27 ~iiillion higher plant 
outage and niaintcnance costs and $12 niillion hglier employee benelit cost5 1 lie Iiiglier eniploycc beiielit costs are prnnanly due to current year changes 111 

equity coinpensation plans and liiglicr ielative employee incentive goal achievement 111 2007 compaied to 2006 We do not expect the increase related to 
clianger in equity compensation planr to continue i n  2008 The ECRC, ECCR and storni damage ~esen 'c  expenses at e recovered through cost-recovery 
clatrscs and. therelore, liavc no niotciial impact 011 earnings 

1111 1 

O&M expenses were $684 million i n  2006. wliicli represents a $168 niillion decrease coniixircd lo 2005 Tlie decrease is primarily duc to a $102 million 
inipact of postietiieiiieiit and severance costs i n  2005. $24 niillioii o f  Io\vei~ ECRC espeiises dne to a decrease i n  emission allowances and lower recoveiy 
rates. $17 niillion ielated to the 2005 write-ofi of irnrecovemble s l i ~ r i i i  restotalion costs (See Note 7C). a $9 iiiillion decrease i n  niiclear outage costs and the 
$6 million inipacl related to the 2005 write-off of GiidFloiida RTO staitup costs that \ \we  i i~cviousl\~ recovered in revenues 

Depreciation and anioitizatioii expense was $366  nill lion lbr 2007. \vliicli I-epi-escnts a deciecisc 01$38 millioii coniparcd to 2006. primarily due to $47 inillion 
lowel aiiiortization of storni testoration costs and $5 million lower software and liancliise anioitization. partiallv offset by tlie $1 3 niillion impact piiniarily 
related to depreciable asset hasc increnscs and a $7 million writc-oI'i o i  leosehold impro\~cn~cn~s.  primarily related to vacated ollice space Stonii restoration 
costs, which were ftillv ninoi-tized ii i  2007. were recoveled tllrougli tlie storm rccoven. siiicl~arpe and. tIicre1or.c. have no material impact on earnings (See 
Note 7C) 

Depreciation and anioili~atioii espeiise \vas $404 million roi 2006. which represents a11 iiic~case o i  $70 ~iiillion compared to 2005, priniarily due to a $72 
niillion inciease in tlie amortization of storni iestoration costs and a $48 million inciease i l l  utility plant depreciation pal-tially o l h t  by a $51 iiiillion decrease 
in expenses related to cost of renioval primarily due to rate changes iesulting from the 2005 depreciation studv ell'ective .lanuary 1, 2006 (See Note 5D) As 
noted above. storni restoi ation cost anioi-iization has no material impact on CBI nings 

Tmes  Other tlicnr o r  Irrcorire 

Taxes otliei tlian 011 inconie were $309 iiiillion ior 2007 and 2006. and 5279 inillion h i -  2005 1 lie $30 iiiillioii iiicrease i n  2006 compared to 2005 is priniarily 
due to $18 million of Iiiplicr gross receipts taxes nnd $14 niillion oi liiglier l?aricliise taxes. ielated to a11 increase i n  revenues, paitialh oiiset by lower payroll 
taxes. Gross ieceipts and liniicliise t:ws are collected lroni ~ n s t o n i e r ~  and iecoided as reveniics and tlieil ieiiiitled to tlie applicable taxing autliority 
Uierefore, these taxes Iia\,e no niateiicil impact on eaniings 
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Other operating erpcnses were $8 inillion i n  2007 compared to a gain of $2 lliilliori in 2006 The $10 million dillererice is piimarily due to the $12 million 
inipact o fa  Florida Public Seivice Comiiiission (FPSC) order requiring PE,F to reftind disallo\\~ed fuel costs to its ratepyers (See Note 7C) 

Othei operating expenses were a gain o iS2  inillion i n  2006 compared to a gain oi$26 inillion i n  2005 Tlie decrease i n  the gain for 2006 coi~iparcd to 2005 is 
piimarily due to the $24 million gain on the sale of the utility distributioii assets serving Winter Pail; recorded i n  2005 (See Note 7C) 

Total Otlrer I I ~ C O I ~ I C  

. *  Total othcr income was ~8 mitiioii lor LUO/ .  wiiicii icprcsciiis rt 2% 
favorablc AFUDC cquity related to costs associated with large constrii~tion proieck, parti:illy ollsct In, Y ; j  million loner interest liicoiiie oil unrecovered 
stoiin restoration costs We espect AFUDC equity to continue to increase in 2008. piini:irilv due to  iiicica~ed spending on eiivironiiiental initiatives and other 
laige construction piojects See “l~uture Liquidity and Capital Reso~ticcs - Capital El;pendituie.; .’ 

Total other iiicoiiie \vas $28 millioii for 2006, which reploserits a $20 inillion increase coiiipnred to 2005 ‘I his iiiciease is piiniaIily due to $8 inillion of 
increased invcstnieiit inkiest iiiconie and $6 million o i  interest on iiiirecovered storiii I-estoraiioii costs 

Total interest clialges, lie1 were $1 73 niillion i n  2007, wliicli represents an incieasc of $23 niillioii compared l o  2006 .The increase iii hteresi cliaiges is 
primarily due to the $10 inillion impact of an increase i n  average long-teiiii debt. tlie $7 inillion impact 0 1  interest on over-recovered fuel costs, $6 inillion 
increase i n  interest on income tax ielated items and $2 niillioii inciease related io ilie disnllo\ved fuel costs (See Note 7C) Tlicse iiicieases are partially offset 
by $7 million favoi-able AFUDC debt related to costs associnicd with large conslructioli projects 

Toiai interest cliarges. ne1 were $1 50 niillion i n  2006. which represents an iiiciease of $24 ~iiillion compared to 2005 I l ie  incIcase i n  iiiteiest cl~arges is 
priinarily due io  ilie $20 million impact of a net increase i n  :iverage long-term debt 

Inconie tax expense was $144 inillion. $193 million and $121 million i n  2007. 2006 and 2005. iespectively Ihe 9 9  million income tar expense decrease i n  
2007 compared to 2006 is priiiiarily doe to the $23 inillion inipact of lower pre-tar iiicoiiie co~iipaicd to Ilic prioi year, the $14 niillioti impact of tax 
ndjustiiients and the $9 million inipact of favorable AFIILX equity discussed above Tlx tar adjustnieiits are primalily related l o  tlie $1 I niillioii impact of 
changes in  iiiconie t o r  estiniates and the $3 million favorable iinpact related to tile closure or certain federal tax years and positions AFUDC equity is 
excluded froin the calculntion of income lay cspense The 672 inillion iiicoiiie tar expense iiicrcase ii i  2006 coinpared to 2005 is prinintilv due to changes iii  
pre-tax iiicoiiie I n  addition, 2005 iiicomc tas expense includcd the allocation 01 $13 iiiillioii of Ihc Paiciii’s tar bcilclit not rclntcd io  acquisiiion intcrcst 
expense that was suspcnded i n  2006 See Corporate and Otlicr bclow fool additional infb~~nation O I I  the cliangc i n  tl~c tax bciletit allocaiion i n  2006 

The Corporate and Otlicr segiiient prim:irily includes the operations o i  the I’aient. I’ESC :tiid otlicr niisccllaiieous noiircgulated businesses that do not 
separatcly iiicel llie quantitative disclosure requirenierits as a separate busiiicss segnieiit Corpomte and Other erpeiise is sunimarized bclow: 
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( in niilltons) 2007 c11:lllge 2006 Change 2005 

7 )  

Other inconic tax benefit 105 I19 19 100 

Corporate arid OLlier aftet-tax expense s (120) S 109 S (229) s (4) $ (225) 

Other intemt expeiisc. wliich includes chinination ciitiies, decreased $54 ~iiillion for 2007 compaicd to 2006 piitiianlv due to tlic $86 inillioii impact 01 the 
61 7 billion reduchon i n  debt at the I’arenl dunng 2006. parballp olfset by a $45 million decrc:i\e i n  tlic interest allocated to discontniucd operations l l ie  

111 I-pbL,>b Id 111 

2006 Inteiest expense allocated to discontinued operations was $1 3 million and $58 million foi 2007 and 2006. respectively 

Othei interest expense, which includes elimination entries, increased $2 inillion for 2006 coinpared to 2005 piimarilv due to a $ I  9 inillion decrease in  the 
intcrest allocated to discontinued operations and a decrease in the eliinination of iiiterconipany intclcst expense due to lower intercompany debt balances 
paiiially offset by lower interest cspense due to lower debt at the Parent The decrease i n  interest expense allocated to discontinued operations iesultcd lroiii 
the full year allocations of inteiest expensc i n  2005 conipated to prtial year allocatio~is ol interest i n  2006 Ibi opciatioos that were sold ill 2006 Interest 
expense allocated to discontinued operations was $58 million and $77 million for 2006 aiid 2005. icspcclivclv 

Progress Energy issued 98 6 million CVOs i n  connection with the acquisition o i  Florida Progress Corpomtion (Floiidn Progress) i n  2000 Each CVO 
represents the right of tlie liolder t o  receive contingent payments based on the perfoonnance of four syntlietic luels I’ncilities purch3sed by subsidiaries of 
Florida Prugress i n  October 1999 The paynients arc bnsed on tlie net aftel-tns cash Ilows the facilities geiierate At Deccniber 31.  2007. 2006 and 2005. the 
CVOs had a fair value of approximately $34 million, $32 million and $7 niillion. respcctively Progress Lnerpv lccoided unre:llized losses of $2 inillion and 
$25 niillioii for 2007 and 2006. respectively, and unrealized gains o f  $6 million for 2005. to record the cliangcs i n  fair value oi  !lie CVOs, which had average 
unit priccs of $0 35. $0 33 and $0 07 at December 31,2007, 2006 and 2005, respectively 

For tlic years cndcd December 31, 2007 and 2006, inconic tax cxpense \\‘as not increased by tlic allocation 01 tlic l’aieiit’s inconic tax benclils not related to 
acquisition intcrest expense to profitable subsidialics. I h e  to the repeal of tlic Public Utilitv 1-lolding Coinpilily Act o l  1935, as aiiiendcd (I’UI-ICA 1935). 
beginning in 2006 we no longer allocate the Parent income tax benelits not related to acquisition interest expense to profitahlc subsidiaries Since 2002, Parent 
income tax benefits not related to :icquisition interest expense were allocated to profitable subsidiaries, i n  acco1d:uice with :I PUI-ICA I935 order For the ye:u 
ended December 31: 2005, income tax expense was increased by $38 million due to the allocotioli of the Parent‘s income tax benefit 

Other income tax benefit decreased foi 2007 compared lo 2006 primaiily due lo decreased pretax expetisc at tlic I’areiil pritnarily as a result o i  the loss on 
early retirement of debt i n  2006. p d a l l y  offset by tlie $14 million impact related to tlie closuie 01 certain federal tax years and positions (Sce Note 14). tlie 
$1 8 million impact of taxes on interest allocated to discontinued opetations aiid the $5 niillion impact ielatcd io tlie deduction for domestic production 
activities Otlier income tm benclit increased for 2006 compared to 2005 piimorilv due to iiicieased pic-tax expense at the Parent and the $8 niillion impact of 
taxes on intcrest allocated to discontinucd operations 

For 2007. otlier expensc was $18 illillion compared to $64 million in 2006 llic $46 million dccrcasc is priiiiariI\, due to tlie $59 million prc-t:1s loss on 

redemptions oi debt at tlie I’areiit i n  2006 (See Note 12) and the $30 inillion deciense ii i  the allocatioll of corporate overliead as a result oi the divestitures 
completed during 2006 1-liese decreases are partially o l k t  by the SI7 million pie-tax pain. net of minority iiite~csl. on the sale oTL.evel 3 stock subsequent to 
the s d e  of PT I.LC in 2006 (See Note .3E) and the $14 million increase i n  intelest income on teinpoiaiy iiwestineiits due IO pioceeds from the sale of 
iionregulated businesses The $28 million increase iii other expense froin 2005 to 2006 \\‘as priniaiilv due to the S59 niillioii pretax loss on rcdcinptions oi 
debt at the Parent partially o f h t  by the $17 million pre-tax gain. net of minority inteiest on the sale ol Level 3 stock subsequcnt to 
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the sale oi 1)T LLC 111 addition. other expense changed due to a $14 million increase i n  interest income on temporary investments diic to ~iroceeds from the 

sale of DeSoto County Generating Co , L.LC (DeSoto), Rowan County Power. LLC (Rowan) and our natural gas drilling and production business (Gas) 

DISCONTINIIED OI'EIIATIONS 

Over the last sevcral years we liave ieduced our business risk by exiting the niajority o l  our noiiregiilated businesses to focus on the cole opeiations oi tlie 
Utilities. We divested, or aniiounced divestitures, of niolliple iionregiilaled businesses during 2007 and 2006 Coi~scque~itly, tlie composition of other 
continuing scgnients Iias been impacted by these divcstititrcs 

On March 9, 2007. our siibsidiary Progress Ventures, Iiic (PVI), entered into a series of transactions to sell o r  assign subslantially a11 01 irs Con~pelitive 
Commercial Operations (CCO) physical and commercial assets and liabilities. Assets divested include approximately 1.900 MW oi  gas-iired generalion assets 
i n  Georgia The sale of the generation assets closed on June 11, 2007, for a net sales price of$G15 inillion. We recorded an estimated loss 01 $226 million in  
December 2006 Based on the teiiiis oftlie final agreenicnt and post-closing adjiistiiients. during tlie year ended December 3 I ,  2007, we reversed $1 8 inillion 
after-tax of the inipairiiient recorded i n  200G (See Note 3A) 

Additionally, on lune 1. 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting of filll-requirements coiilracts with 16 
Georgia electric membership cooperatives for-merly serviced by CCO (the Georgia Contracts), fonvard gas and power contracts. gas transportltion, structured 
power and other contracts to a third pal-ty This repiesents substaritially all of our rionregulated energy marketing arid wading opeintioils As a result of the 
assignments, PVI iiiade a iiet cash payment of $347 million, which represenls the net cost to assign the Georgi:) Contracts and otlier related contracts I n  the 
year ended December 31. 2007, we recorded a cliarge assocjated with the costs to exit the Georgia Contracts. and other related contracts, o i  $3.19 niillion 
aller-tax We used the iiet proceeds from tliese tiaiisactioiis for general corporate purposes. 

CCO's operations genciatcd net losses liom discontinued operations of $283 million, $57 niillioii and $54 inillion i n  2007. 2006 and 2005, rcspcctivcly Net 
losses liom discontinued operations in  2007 priniarily repicsent the $349 million after-tax cliarge associated with exit costs. partially oiket by unrealized 
mark-to-market gains related to dedcsignated natmal gas hedges These hedges were dedesignatcd becaiise managemeiit determined tliat it \vas no longer 
probable that the forecasted ti-ansactions underlying certain derivative contracts covcring approximately 95 billion cubic feet of ixitural gas would be fidfillcd 
Tlierefore, cash flow hedge accouriting \vas discontinued 

The increase in loss for 2006 coiiipared to 2005 is primarily due to the $64 million pre-tax impairiiient loss ($42 niillion altei-tax) 011 goodwill recognized i n  
the first quarter of2006 (See Note 8) and on increase in realized mark-to-maiket losses oil gas hedges due to gas price volatility. This was partially oCfset by a 
liigliei gruss niaigiii related to serving the fixed price full requirements contracts that began i n  April 2005 and sewing an increased load on a pre-existing 
contract in  Geoi gia, and $66 million prc-tax of iiiuealized niarli-to-niarket gains related to the dedesignatcd nat~~ral gas hedges 

On May 2, 2006. our board of directors approved a plan to divest of two subsidiaries of PVI. DeSoto and I<o\vaii DeSoto owned a 320 MW dual-iiiel 
combustioit tui bine clcctiic generation facility in DeSoto County, Fla., and Rowan owned a 925 MW dual-fuel coiiibincd cycle a11d coriibustion turbine 
electric generation iaciliiy i n  Rowan County. N C. On May 8, 2006, we entered into definitive agreeinents to sell IIeSoto and Rowan. including certain 
existing power supply coiiIr:icts. to  Soutliem Power Company. a subsidiary of Southem Conipniiy. for a gross purchase price o i  appioxiniately $80 inillion 
and $325 million. respectively We nsed the proceeds from the sales to reduce debt and for other coiyoiate purposes (See Note 3D) 
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The sale of DcSoto closcd i n  tlic second quarter or2006 a id  the sale of Rowan closed during the third quarter of 2006 Based on tlic gross procceds associated 
with the sales. we recorded an alier-tax loss on disposal of $67 n~illioii dunrig the year ended Dcceinber 31. 2006 DeSoto and Rowan ojxrafons generated 
combined net eainiiips froin discontinued operations of $10 millioii and $.3 million for the years elided Decciiiber 31. 2006 a i d  2005, respectively 

On December 24. 2007. we signed an agieeiiient to sell coal terminals and docks i n  West Viigiiiia and Kentucky (Teniiirials) for $71 million in gross cash 
proceeds le111ilds was previously iepoited as a component of 0111 Tornier Coni eiid Synthetic Fuels operating segtnenl The teimiiials have a total annual 
capacity i n  excess of 40 niillion tons lor tmnslondiiig, blending and stoniig coal and other commodities Pioceeds liom the sale are expected to be used lor 
general corporate purposes (See Note 3B) 

I Iirtorically, we Ii:ive had substantial operations associated \vith the production 01 coal-based solid synthetic fuels as defined under Se~t ion  29 o l  Uie Internal 
Revenue Code rlie pi oductioii and sale 01 these products qiialified for federal iii~otiie tax credits tinder Section 29145K so long as certain rcquiremeiits ~ e i e  
satislied (See “Otlier Matters - Syntlictic Fuels Tau Credits”) On September 14, 2007, we idled production 01 syntlietic fuels at our majority-owned tuels 
facilities due to {lie high level of oil pnces On Oclobei 12, 2007, based upon the contiru~ed high level of oil prices, uiiikvorable oil price projecttons tliroiigli 
the end of 2007 and the eyiratioti 01 tlie syntlietic fuels tax credit program at the eiid of2007, we permaiiently ceased production of syrithet~c fuels at our 
iiiajority-owned facilities A\ e iesult 01 the e~piratiori of the tau credit piograiii. all of our syiitlietic tuels businesses were “abendoned” and all operations 
ceawd as of L>eceinber 71, 2007 In nccoidancc with the provisions of Stnteiiient of Finnncial Accoiiiitiiig Stand~ ids  (STAS) No 144. “Accouiiting foi 
Iriipainiient or Disposal 01 Long-Lived Assets,” a long-lived asset IS abandoned wlicii i t  ccascs to be used All pciiods liave been restatcd to reflect tlic 
abandoned operations 01 our syntlietic L\iels; businesses as discoiitt~iued opcrations 

__ 

l~crniinals and synthetic iuels biisinesses generated net earnings froin discontinued opcratioiis of $83 million and $198 iiiillioii Tor the years ended December 
31. 2007 and 2005, respectively Net losses from discontinued operations Tor Temiiiials and synthetic fuels businesses were $37 niillion for the year ended 
Decembci 31. 2006. 

Ylie cliange i n  net loss from disco~itinued operations of S.37 million for the year ended Deceniber 31, 2006, to net cainiiigs Iiom discontinued operations of 
$83 million for tlic year ended Deceniber 31, 2007, is primarily due to increased tax credits generated due to Iiiglier production of coal-based solid synthetic 
fuels. unrealized mark-to-ninrltet gain on derivative contracts in 2007 and the iiiipairment of synthetic fiiols assets recorded in  2006. These favorable items are 
parlially oTfSct by an iiicrcase i n  tlic tax credit reserve due to the increase iii production and the cliaiige in  tlic relative oil prices. wliich indicated a higher 
estiniated phase-out o i  tax credits. end lower margins due to the increase in  coal-based solid synthetic fuels productioii 

The cliange i n  net eaniiiigs lioiii disco~itiiiued operations of $1 98 milljoii for Ilie year ended December 31, 2005, to net loss from discontinued operations of 
$37 million for tlie yea  ended December 31: 2006, is priniarily due to lower synthetic fuels production as a result of high oil prices, whicli illcreased the 
potential phase-out o i  tax ciedits and the iinpairiiient of synthetic ftiels assets recorded i n  2006 

GAS OPER.4TIONS 

On October 2, 2006, wc sold Gas lo EXCO Resources, Inc. for approxitiiatcly $1 1 billion i n  net proceeds Gas included Winclieskr Production Company, 
Ltd (Winclicster Prodiiction). Wcstchcstei, Gas Company, Tesas Gas Gatheling and ‘Taleo Midstream Assets Ltd ; a11 were stibsidiaries o i  Progress Fuels 
Piocccds from the sale liave been used priniarilv to reduce holding conipany debt aid for other corpolate purposes (See Note i C )  

Based 0 1 1  tlie net pioceeds associated \villi the sale. w e  iecorded an after-tax net gain on disposal of $300 million during tlie year elided December 31.  2006 
We iecorded an after-tax loss of$2 million during the year ended l>ecember 31, 2007. primarily related to working capital adjustiiients 
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Gas opeiations geiieiated net caniings li.0111 discontinued operations of $4 million. $82 million and $48 niillion foi the years ended December 31. 2007, 2006 
and 2005. respectively The incrmse i n  net earnings from discontinued operations during 2006 is primarily due to incrcascd production. Iiiglier inarket prices 
:uid iiiai-k-to-market gains on gas hedges 

On March 20, 2006. we completed the sale of IT LLC to L.evel 3 We received gross proceeds coniprised of cash of$69 niillion and approximately 20 niillioii 
shares oi  Level 3 coniiiion stock valued at mi estimated $66 niillion on the dale of the sale. Our net p~oceeds froni the sale oI $70 million, after consideration 
of minority interest. were used to rcducc debt Prior to the sale, we liad a 51 percent interest i n  P 1  LLC (See Note 31:) See Note 20 for a discussion o l  the 
subsequeiit sale of tlie L.evel 3 stock i n  2006 

Based on the net piocccds associated with the sale arid after consideration of niinority iriteiest. we recorded a11 after-tax gain on dtsposal oT $28 mill~on during 
lilt,  y M' 1 C =we 9 Insf of $4 million for the 
years ended Deceniber 31, 2006 and 2005. respccti\~ely 

On March 1, 2006, we sold Progress Fiiels' 65 percent interest i n  Dixie Fuels Liniitcd (Dixie Fuels) to Kirby Corpomtion lor $16 inillion i n  cash Dixie Fuels 
operates a fleet of four ocean-going drybull.: baGe a1id tugboat units Disie Fuels primarily transports coal Irom the lower Mississippi River to Progress 
Encigy's Crystal River Facility We recorded a11 after-tax gain or62  inillioii on the sale of Dixie Fuels during the year ended December 31. 2006 During the 
year ended December 31, 2007. we recorded ail additional gain of62 million p~iniai-ily related to the expiintion o i  indcinnificatio~ls (See Note 3F) 

Net eatnings i10111 discoiitinued operations for Dixie Fuels and other fuels business were $7 million and $5 million lor the years ended December 31, 2006 
aiid 2005. respectively 

Progress Fuels owned live subsidinlies eiignged i n  tlie coal niining business Tliese businesses ~ e i e  previously iiicluded i n  our fornier Coal and Synthetic 
Fuels business segnient On May I .  2006. we sold certain net assets of three of our coal mining biisinesses to Nplia Natural Resources, LLC for gross 
proceeds of$23 ~iiillioii plus a $4 niillioii working capital adjustment As a result, during Uie year ended Dccenibcr 31. 2006, we iecorded an estimated after- 
tax loss o i  $1 0 million lbr the sale oltlicsc assets (See Note 3G) 

On December 24. 2007. we signed a11 agieenient to sell the remaining net assets o i  the coal miniiig business for gross cash proceeds of 623 million. Tliese 
assets include Powell Mountain Coal Co and Dulciiiier Land Co , ~vliicli consist of about 30,000 acies i n  Lee County, Va . and Harlan Coirnty. K y  The 
piopeity contains a11 estimated 40 niillion tom of high qudity coal reserves 

Net losses from discontiiiued operations tbi the cool mining business were $1 I million, $4 million and $1 1 million lor the years ended December 31, 2007, 
2006 and 2005. respectively 

PROGRESS RrUL 

011 March 24, 2005. \\re completed the sale of Piogress Rail Services Corporation (Progress Rail) to One Equity Partners L.L.C. a private equity firm un i t  of 
.I P Morgan Chase Ce: Co Cash proceeds froiii the sale were approxiniately $429 million. consisting of $405 million base proceeds plus a woikiiig capital 
:~djustiiieiit Duiing tlic yeais ended Deceinbet 31, 2006 aiid 2005, we recorded an estimated after-tax loss for the sale of these assets of$6 million and $25 
iiiillion, iespectively Proceeds froin the sale were used to reduce debt (See Note 31-1) 

Net cariiiiigs from discontiritred operalions ior Piogress Rdrl were $5 million for !lie year ended December 31, 2005. 
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AI'PLICATION OF CRITICAL ACCOUNTING POLIC'IES A N D  ESTIRIA TES 

We prepared o w  Consolidated Financial Statements in accordnce with GAAP 111 doing so7 we iiiade cerlaiii estimates tliat were critical in nature to tlie 
results of operations 1 lie following disciisses those significant estiinates that may liave a material impact on our linaiicial results and arc subject to the 
greatest amount of suk+xtivity We liave discrissed tlic developiiieiit aiid selection of tliese critical accouiiliiig policies with tlie Audit and Corporate 
Perforiiiance Commitlee (Audit Coniinitlec) of our board 01 directors 

UTILI'TY REGULATION 

As discussed in Note 7, our regulated ut i l i t ies  sepiiients are subject to regulation that sets the prices (rates) we are pernirtted to charge custoiiiers based on the 
costs 11131 reeulatory agencies determine we aie pel mitted to iecover At tiiiies, regulators permit the future recovery through rates of costs that would be 
cuirentlp charged to expense by a nonregulated company fhls rateiiiaLiiig process results i n  deferial ot expense recog~ul~on and the recording of regulatoiy 
assets bawd on anticipated tuture cash inflows A5 a result 01 the dllrelent rateniahng processes in each state i i i  wliicli we opeiate, a s~gniticant amount ok 
regulatory assets has been recorded We continually ieview tliese assets to a5sess tlieir ultimate recoverability w i t l i i i i  tlie approved regulatory guidelines 
Inipaim~ent risk assoc~nled witli tliese assets relates to potentially adveise legislative, judicial or regulatory actions i n  tlie future Addrtionallv, the slate 
regulatory agencies' rateniaklng processes often piovidc Ilcvibility i n  the ii~aiiiier and timing of the depreciation of propcrt?'. nuclear deconiniissioning costs 
and amoi-tiration oftlie iegulatory asrets See Note 7 for additional ~nfoimation related to tlie impact of utility regulaboii on oar operations 

__-- 

ASS ET I MI'A IRkIENTS 

As discussed i n  Note 9. we evaluate the cariying value of long-lived assets and intangible assets with definite lives for inipaimient wilenever impairment 
indicators exist Exaniples of these indicators include cuneiit period losses coiiibiiied with a Iiistoiy of losses, a projection of coiitinuing losses, a significaiit 
decrease i n  the market price of a loiig-liwd asset group. or the likelihood that an asset gioup will be disposed of significantly prior to tlie end of its useful life. 
IT  an iiiipairnient indicator exists, the asset groiip lield arid iised is tested for recoverability by comparing the carrying value to tlie sun1 of undiscounted 
expected iuture casli llo\vs directly attributable to the asset groiip I f  the asset group is not recoverable tlirougli undiscounted cas11 ilows or if the asset group is 
to be disposed of, an iiiipairiiieiit loss is recognized for llie difference between tlle carrying value and the fair value of Uic asset group Performing an 
i n i p i i  iiient test oil long-livcd assets involves maiiagcnient's judgment in areas sucli as idcnt ng ciicumstances indicating an impairment may exist. 
identifying and grouping affected assets at tlie appropriate level, and developing the undiscounted cas11 llows associated with tlie asset group Estimates of 
future casli llows coiiteiiiplate factors sucli a expected use of tlie assets, future production and sales levels, and expected fluctuations of prices of 
coiiiniodities sold and coiisuined Tlierefore. estiniates of future casli flows are. by nature, highly uncertain aiid may vaiy significantly fiom actual results. 

Tlie cariyiiig value of our total utility plant, net is $16 612 billion at December 31. 2007. Tlie cariyiiig value of our  total diversified business property, net is 
$6 million at Deceiiibei 31, 2007. I n  addition. we Iiave certain diversified business property wit11 a carrying value of $38 inillion at Deceniber 31, 2007, 
included iii  net assets to be divested (See Note 31) Our exposure to potential iinpairmeiit losses for utility plant, net is niitigated by tlie fact tlint our regulated 
mteiiiakiiig piocess generally allows lor recovery d o u r  iiivestnient i n  utility plant plus an allowed return on tlic iiivestnient. as long as the costs are prudently 
incurred 

Under tlie fiill-cost method o i  accounting for oil and gas properties. total capitalized costs are limited to :I ceiling based on Ilic present value of discounted (at 
1036) fiiture net revenues iising cuneiit prices, plus the lower of cost or fair market value of unproved properties. The ceiling test takes into consideration tlie 
prices of qualif>lirig casli Ilow hedges as of the balaiice slieet date If tlie ceiling (discounted ievenues) does not exceed total capitalized costs, we are required 
t o  write-down capitalized costs to the ceiling We perforined tliis ceiling lest calculation even' quarter prior to the sale of tlie Gas Opeiations (See Note 3C) 
No write-downs were required i n  2006 or 2005 

See discussion of sviillietic fuels asset inipninnerils in "Otlier Matters - Syntlietic Fuels Tax Credils" and in Notes 8 and 9 
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As discussed in Note 8. we accoiint for goodwill i n  accordancc with SFAS No 142, “Goodwill and Other Intangible Assets” (SFAS No 142). wlucli requires 
that goodwill be tested for impaimient at least annually aiid inore frequently when indicators o i  inipairiiient exist For our utility segnients. tlie goodwill 
inipniiineiit tcsts are perfornied at the utility operating segment level. We perrornied the uiiniial goodwill impnirnient test for both tlie P I X  aiid PEF segments 
in tlic second quaitcrs of 2007 and 2006, each or which indicated no impairiiicnt I f  tlic fair valucs foi the utility seginents were lower by I O  percent. there still 
would be no impact on tlie repoitcd value o l  thcir goodwill 

l l ie  canying amoiints oi goodwill at Deceniber 31. 2007 and 2006, for reportable segments PEC and PEF, were $1 922 billion and $1 733 billion, 
respectively The aiiiouiits assigned to PEC and PEF x e  recorded in our Corporate and Other business segineiit 

We calculated the fair value of our segineiits and repoiting units by considering various factors, iiicluding valuation studies based primarily on a discotinted 
cash flow iiiethodology and published iiidustiy valtiations and market data as supporting inforniotioii These calculations are dependent on subjective factors 
siich as manageinent’s estimate of future cash ilows and tlie selection of appropriate discount and giowtli rates Tliese underlying nss~riiiptio~is and estimates 
are iiiadc as o l  a point i n  tinic; subsequent changes. paflicularlv changes in managenici~t‘s estiniate of foturc cash flows aiid the discolint rates, growth rates or 
tlic tiniiiig of inarket equilibriuni. could result i n  a liiturc iinpairment charge to goodwill. 

SYNTIIETIC FUELS TAX CRRDII’S 

Oui former Coal and Synthetic Fuels segineiit \\)as pievioirsly involved in tlie production and sale of coal-based solid synthetic fuels as defined under the 
Intenial Revenue Code (See Note 3B) The production aid sale of tlie syiitlietic fuels froin these facilities qualified for tax credits under Section 29/45K if 
ceilaiii reqiiirciiicnts were satisfied, including a reqiiireinent that tlie synthetic fuels dilTer significantly i n  chemical composition from tlie coal used to produce 
such synthctic fuels and that the syntlietic fuels were produced froni a facility placed i n  service k l o r c  Ju ly  1. 1998 For 2005 and prior years, the amount of 
Section 29 credits tlial we were allowed to generate i n  any calendar year was limited by the amount oiour regular fedeial iiiconie tax liability. Section 29 tas 
ci-edit ainounts allowed but not utilized tliroiigh DecenilJer 31. 2005. are carried fonvard indefinitely as deferred alteiiiativc mini~iium tax credits on the 
Consolidated Balance Sheets For 2006 a id  2007. i n  accordance with fedcral Icgislation, the Section 29 tax cicdits have bccn redcsignated as a Section 45K 
gciicial business cicdit. which renioves the ~egiilai Federal iiicome tax liability limit 011 synthetic fiiels production a i d  subjects ilie credits to a 20-year carry 
I‘onvard period This provision allowed 11s to produce synthetic fuels at a higher level than we have liistorically produced. had w e  chosen to do so The 
synthetic ftiels tax credit prograiii espired at tlie end of 2007 

I n  addition, Section 29/45K piovided Ilia1 if the aveiage wellliead price per barrel for iinregiilated domestic ciiide oil I’or tlie year (the Annual Average Price) 
exceeded a cei-tnin tluesliold value (the l~liresliold Piice), the aiiioiint of tax credits was reduced for that year. Also, if tlie Annual Average Price increased high 
enough (tlie Phase-out Price), the Section 29145K tax credits tvere eliminated for that year The Tliiesliold Price and the Phase-out Price were adjusted 
aiirioallv lor inllotion We estiiiiate that the 2007 Aiinml Average Price will result i n  air approximate 70 percent phase-out ol’ the svnthetic lciels tax credits 
related to syntlietic fuels production in 2007 This estiniate is dcrivcd Goiii our estimates of tlie 2007 Threshold Price and Phase-out Price of $57 per barrel 
and $71 pel barrel, respectively. h s c d  oii an estimated iiillatioii adjushiicnt for 2007 For 2007 synthetic fuels pioductioii. tlic 2007 Annual Avenge Price is  
not known iinti l  a h  tlic end o i t h e  year We rccorded the 2007 tax credits based on our estimates 0 1  what we believe tlic Annual Average Price will be for 
2007 Any portion 01 the tax credits that were phased out kised on the projected 2007 Annual Avei-age Piice esceeding tlie Tii~-esliold Price was not recorded 

See lbrilier discussion i n  “Other Matters - Sy~itlictic Fuels Tax Credits” and Item Ih “Risk Factors ” 
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PENSION COSTS 

As discussed 111 Note l6A we iiiaiiitaiii qualified noncontributory defined benefit reiiienient (pen.;ioii) plans Our reported costs are dependent on iiiiiiierotis 

made to plaii provisions. actual plaii a ~ s e t  retiiriiv and key actuarial assiimpiions, such 3.; expected long-term rates 01 teiiiiii on plan asseis aiid discount rates 
used i n  determining benefit obligations aiid annoal costs 

Due to an iiiciease in the niniket interest rates for high-quality (AANAA) debt securities, which are used as the beiichninrk for setling the discount rote wed 
to present valiic future benefit payiiients, we increased the discount rate to approximately 6 20?& at December 31, 2007. from approximately 5 95% at 
Ileccinbcr 31. 2006, wliicli will decrease the 2008 beiiclit costs recognized, all otlier factors remaining constant Our discount iates are selected based on a 
plmi-by-plan stiidy. wliich matches our projected bcnefii payiiients to a high-quality corporate yield clinic ]’Ian assets perforined well in 2007. with returns of 
approxiiiiately 13% That positive asset perfoniiancc will iesult in decreased pension costs i n  2008. a11 otliei factors reiiiaining constant I n  addition, 
contributions to pension plan asseis in 2007 and 2008 will result iii decreased pension costs i n  2008 due to increased asset returns, all otlier factors remaining 
coiistaiit. Evaluations of the effects of these and other ljctors on our 2008 pension costs Iiave not been completed. but we estimate t l ia i  the total cost 
recognized for pciisions i n  2008 will be $10 iiiillioii to $20 niillion, compared with $31 million recognized in 2007 

We Iiave pension plaii assets with a foil \ .due of approximately $2 0 billion nt 13ecember 31, 2007. Our expected rate of return on pension plan assets is 9.0% 
We review this rate on a regular basis Under SFAS No 87, “Eniployer‘s Accounting for Pcnsioiis” (SFAS No 87). tlic expected rate of return used in 
pension cost iccognition is a long-term rate of return; tlicrefore, we do not adjust that rate of return freqiiently In 2005, we elected to lower our expected rate 
of retiirii from 9 25Oh to 9 0% Thc 9 09‘0 rate of return reprcsents tlic lower end of our future expected rctiirn rmige giveii our asset allocation policy A 0 25% 
cliange i n  tlie expected rate of rcturn for 2007 would Iiave changed 2007 pension costs by approsiniately $4 niillion 

Aiiotlier factoi afl‘ectiiig our pension costs, and seiisitivity of ilie costs to plaii asset perfoniiance. is the method selected to determine the market-related value 
ol assets, i e .  i l i e  asset value io wliicli the 9 090 expected long-term rate of return is applied. SFAS No 87 specifies that entities niay use either fair value or an 
averaging method that recognizes changes i n  fair value over a peiiod not to exceed five years. with the method selected applied on a consistent basis from 
year to yeni We have historically used a five-year averaging niethod Wlien we acquired Florido Progress in 2000. we retained the Florida Progress historical 
use of Fair value to determine market-related value for Florida Progiess pension assets Cliaoges i n  plan asset perrorinance are reflected in pension costs 
sooner under tlic fair value mctliod tliaii the five-year averaging inetliod. and. tlieiefore. pension costs tend to be more volatile using tlie fair valiie mctliod 
Approsimatcly 50 pcrcent d o u r  pension plan assets aic subject to eacli o l  tlie two iiietliods 
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Piogicss rmrgv. lnc i s  a Iiolding coinpaiiv and. as such. liar i io  rei ciiiic-gcncratiiig opcrations of its owii Our pnniary cash nccds at tlic Parciit level are our 
~oiiinioii stock dividend and interest aiid pt~iicipal paynicnts oil our $2 6 billion of seiiior unsccuied debt 0 1 1 1  a b ~ l ~ t y  to meet tlicse nccdr IS dcpendent on the 
C~IIIIII~S and c:isli Ilow\ of t h ~  Uhl~iics.  : I I I ~  ilie abil~ty 01 the Uthties to p:~y d~videiids 01 iepay funds to 115 As discussed uridcr “~uture  Liquidity and Capital 
Resources“ below. syiitlietic fuels tau ciedits piovidc an additional soiirce of liquidity as tliosc credits are realized Our other significant cash requirements 
a t i ~  piininiily froin the capita1-iiitensive iiatiiie of tlic IJtrlities’ operations, iiicluding crtpeiidihire~ for environnieiital compliance We icly upoii our operatiiig 
ca4i flow. priniarily generared by tlic Iltilities, coniinercial papcr and bank facilities, aiid our ability to acccss tlie long-teriii debt aiid equity capital niarkets 
foi m ~ r c e s  of Iiqiiidity 

1 he iiiaJorit\8 of our operating costs ale related to the Utilities Most of these costs ale recoveled fioni ratepayers 111 accordance w i t h  various late p h i s  We are 
allowed to iccovei certain lucl. purcliased p o \ w  and otlict costs ~ i i cu i~ed  by PEC and PEF tliroiigli tlicir icspccttvc rcco~~eiy clauscs Tlie types of costs 
iccove~ed tliiougli claiises IWS by luiisdictron Fucl price \ d a t i I i t y  can lead to ovcr- or undct-iccovcry 01 fuel costs. as changes 111 fuel prices arc not 
iniiiiediately ~cllcctcd i n  fuel surcliargcs due to rcgulatoiy lag i n  setting the suicliaiges As a result. fiicl price volatility can be both a sotiice of and a use of 
I t q u i c l i t ~  ~ C Y I I I I C ~ S .  depending on what pliase 01 the cycle of price volatility we are experiencing Changes i n  the Utilities‘ fuel and puicliased power costs may 
alTect the tiiiiiiig of cash llo\\,s. but not niatenally affcct iiet incoiiic 

Eifective Febiuory 8. 2006. the Energy Policy Act of 2005 (El’ACT) provisioiis enacted the Public Utility llolding Coinpany Act of 2005 (PUI-ICA 2005). 
Progiess Encrgy is a iegistercd public utility Iioldiiig conipany subject to regulation by the FERC wider PUl-ICA 2005, including provisioiis relating to the 
i~siiaiiee atid sale o i  securities aiid tlic estnblisliiiieiit o i  intcrcoinpaiiy csteiisioiis of credit (utility and ~ioiiiilility inoiiey pools) 1’EC and PEF participate i n  the 
ut i l i ty  money pool. wliicli allows the two utilities io lend to and borrow from each other A tionittility n i o n c ~  pool allows our non~egulated operations to lend 
to aiid borrow iroiii each otlici Tlie Parciit coli lend nioiicy to tlic utility and no11utilit-j nioiicy pools but cannot borrow funds Pursi~aiit to PIJHCA 2005, 
utility Iiolding conipanies aic allowed to continue to engage iii liiiaiicings autliorized by the SEC. pruvidcd tlic autliorization ordcrs Ilavc bccr~ filed with the 
I-ERC and the holding company continues to comply with such orders. tcrnis and condihons We have filed all S I I C ~  SEC orders with tlie FERC; therefore, we 

arc pemiitted to continue a11 such fiiianciiig tr:iiisactions 

Cash i~oiti operations: asset sales. shoi-t-teiiii and long-tertii debt and limited ongoing equity sales from our Investor Plus Stock Purcliase Plan and employee 
benclit and stock option plans arc expected to fiind capital expcndihiies and coninioii stock dividends for 2008 For the liscal year 2008: wc expect to realize 
a11 aggi’egatc aiiiount O i  approxiiiiately $100 million from the sale o i  stock through tliese plmis 

We belie\fc 0111 internal and csteriinl liqnidity resources will be sullicient to fiind our current business plans Risk Inctois associated with credit Cacilities and 
crcdit ratings arc discussed below and i i i  ltciii IA. “Risk Factors ’. 

The following discrission oioui  liqtiiditv and capital rcsoiirces is 011 a consolidated basis 

IIIS’I‘ORICAL FOR 2007 A S  C‘ORII’ARIJI) TO 2006 ANI) 2006 .AS COMPAIWD ‘1’0 2005 

C:ish from opcrations is tlic priinaw ~ ( I L I ~ C C  used to meet opcrntiiig requirements and c:ipit:iI ertpcnditures ‘The Utilities produced substantially all of our 

coiisolidaied cash finiii operations for the years ended Deceinber 31. 2007. 2006 and 2005 Net cash provided by operating activities for the three years ended 
Ileccniber 31. 2007. 2006 m d  2005. was%I 252 billioii. S2 001 billion. and $1 467 billioii. respectively 



Cash iroiii opemtiiig activities 101 2007 dccieesed wlieii compared with 2006 1 he $749 niillioii decrease i n  operating cadi l lo~v was priniarily due to $472 
inillion i n  iticonic tax iiiipacts. largely driven by inconic tax pavnients related to the sale of Gas; tlie $347 niillioii pavment made to exit tlie Georgia contracts 
(See  Note .3A): a $279 niillion dccrcase i n  tlic rccovciy of fuel co and $65 niillion i n  preiniuins paid foi derivative contncts i n  our syntlictic fi~els 
businesses 1-hcse impacts were partially olfsct by a $ 1  57 inillion decrease i n  inventory purcliases i i i  2007. primarily related to coal purchases at the Ut 
$106 iiiillioii o i  working capital changes related to the divestiture of CCO; and $47 inillion i n  net refunds of cash coll:ikml previously paid to counterparties 
on derivative contracts in the current year coiiipaicd to $47 niillioii i n  net cash paynients iii the prior yea at PEF The decrease i n  recoveiy of fuel costs is due 
to a $335 niillioii decrease at J’EF driven by the 2006 recoveiy oi previously under-recovered fuel costs, paitially oliset by a $56 niillion increase i n  the 
iecoveiy at P I C  dliven by tlie 2007 iecovery of previously under-ieco\wed fuel costs 

Cash lroni operating activities Toi 2006 iiicrcased wlien compared \\it11 2005 1 he $574 niillioii iiicrense i n  opelating cash flow was pnnianly due to a $711 

procccdr icccivcd froin the restructuring ol a long-tenn coil rupplv L o n t r a L t  at oui discoiitinucd teniiinals opeiations, and $72  nill lion ielatcd to recovery of 
stoim restoiation costs at PEF 1 licsc impacts weie partiall\ ollsct by $141 niillion related to a wholesale cu5toincr picpaynieiit i n  2005 at PEC, as discussed 
below. :i 6108 inillioii dec1e:ise Irom the cliange in accotints piyable and a $96 iiirllion net increase 111 tax payments in 2006 compared to 2005 The increase 
i n  recover)( 01 fuel costs ivai largely dnven by tlie recovery 01 previouslv under-recovered 2005 fuel costs The $248 niilliori change i n  accouiit~ receivable 
incliided $147 niillion at PTC. pniicipally dnveii by tlie tiniing 01 wliolerale sales. and $47 niillion at PEF. piiniarily related to tinling of receipts The $108 
inillioii decrease from lhc change 111 accou~its payable \ v a ~  priiiiariI\~ related to o i i r  discontinued and abandoned operatiom (See Note 3 )  

P M N n r o h  viatclv $103 inillion of ~- . .  

I n  Noienibcr 2005. PEC entered into a contract with the Public Woifs Coininissioii oi llie City of Fayetleville, Noith Carolina (PWC). i n  which the PWC 
prepaid $141 million iii eschonge lor Iuhi ie  capacity and energy po\\’cr sales r i le  prepavment covered npprosiniately two sears 01 electricity service and 
included a prepaynieiit discoinit ofapprosiiiiaicly $1 6 niillion 

In  2007 and 2006. tlic Utilities liled req~iests ivitli their rcspective state coniiiiissioiis seeking mte increases for fuel cost recovery, including mounts  for 
pieviolis tinder-recoveries Iri 2005, J’EF received approval l iw i i  tlie FPSC rliitli~riziiig PEF to recover $245 niillion over 3 two-year peliod. including interest, 
o i  the costs it iiicurred and previously deferred related to PEF’s icstoratioii nl power to customers associated with the four Iiuriicanes i n  2004 See “Fiiture 
L iquidit?) and Capital Rcsouices” and Note 7C for additional information 

Net cas11 (used) provided by iiivesling activities for tlie tliiee yeais ended Deceniber31. 2007. 2006 and 2005, was $(I 457) billion. $127 million and $(I 144) 
billion, respectively 

I‘ropeily additions at Ilic Utilities. iiicludiiig iiiiclcar iiiel. wcie $2 I99 billion and $ I  546 billion iii 2007 and 2006, respectively. 01 approxiinntely 100 percent 
o f  coiisolidatcd capital expcnditiircs Tor. continiiing opeiations iii both 2007 and 2006 Capit:11 espendihires 31 the Utilities are priniarily for capacity exparision 
and noniial construction activity :ind ongoing capikil expenditures related to environmental compliance programs 

Escludiiig proceeds from sales of discontinued operations and other assets. net oicasli divested of $675 million i i i  2007 and $ I  657 billion in  2006. cash used 
in investing activitics increased by $602 niillioii The iiicicase i i i  2007 was piiniarily due to a $539 niillion iiicrease i n  gross pioperty additions at die Utilities. 
priinaiily at PEF. and a $ 1  1 4  niillion iiicicase in nucleai iiicl :idditions. pailially ollset bv a decrease in  property additions at oui diversified businesses. most 
ol wliicli Iiave been discoiitiiiiicd or abandoned At I’EC. utility propcity additions priiiiarily rcl:ited to an increase i n  spending lor coiiiplioncc wit11 tlie Clean 
Stnokcstacks Act At 1 3 3 .  the iiicreasc i n  u l i l i h  piopct-t~ additions is priiiiarilv due to enviionnientnl conipliancc projects. repowering tlie Bartow plant to 
iiioic cllicient natural gas-btwiing tecliiiologv. \vliich will not be completed ti t i t i l  2009. and iiiiclex and transmission projects. partiallv omset by lower 
spending on energy system distribntion projects and at tlic Hiiics Unit  4 iacility 
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Eu~liidiiig pioceeda Iroiii sales 01 discontinued opciations and otlier aswts,  nct ol cadi di\estcd of$l  657 billion 111 2006 and $475 niillio~i i n  2005, cash used 
in investing activities decteased by $80 1ii1111on i n  2006 wlien coiiipaicd w i t h  2005 1 lie decicase 111 2006 was piimaiily due to a $319 inillion increase in net 
proceeds froin availnblc-lor-de sectinlies and other invc~tnicnl\  a $1 2 ~nilliori decrease in  nticlcar fuel additions and a $I  7 million decrease III otlier 
investing act~vities, largely ofi’set by a $333 titillion i~icrcay: i n  capital e\pendittnes for utility pioperly At PEC, tlie iiiciease 111 uttlity property was primarily 
due IO env~~oni i ien ta l  conipliance and niobile nieter leading project e\rpeiiditure\ AI PEF. the increase i n  utility properly was primanly due to repowering the 
Bartow plant to iiiore eEcrent natuial gas-burning tecliiiologv. iv1iic.h n i l 1  not be conipleted iiiitil 2000. v a r i o u ~  dirtnbution, transni~ss~o~i and steam 

piodirction projects, and higher spending at the Ilmes Uiiil 1 lacilily partially ollict by lower spending at the lliiies Unit 3 Lacility 1 lie i~tcreasc i n  iilrlity 
pioperty additions was pnitially olfset by an $84 ni1111o1i decrease ieloted to diversilied businesses, ivliicli have piiniaiily been discontinued or abandoned 
Available-for-sale seciiiities and otlier ~nvestiiients iiicl~~de n i w  l ~ t a b l e  debt and c q ~ t y  secur~t~es and ~nvestmcnts held in nucleai decomm~ss~onii~g and 
belielit ~iivcstnicnt trusts 

Dunng 2007 proceeds trom sales ot discontinued operalion\ and other ds\ets net 01 cash divested, 1~ninariIy incliided appro\~mately $61 5 mil l ion from the 
sale of PVl’s CCO geiieration assets ( S e e  Note 3A) worhiig ~:ipital :idj urt~neiits lor G:i\ :id the sale 01 pole? at Progress Telccoin~iiuii~catioiis Corpointron 

During 2006, proceeds ironi sales of discoiitiiiiied operations and otlier assets. net of cash divested, primarily included approximately $1 1 billion iron1 the 
sale o i  Gas (See Note 3 C ) ,  million fro~n tlie sale o i  DeSoto and Rowan ( S e e  Note 3L)). approximately $70 million from the sale of PI- LLC (See Note 
3E), appioxiniately $27 million froiii the sale of certain net assets of the coal mining b~isiiiess (See  Note 3G), and approximately $16 iiiillioii froni the sale of 
Dixie Fuels (See Note 31;) 

During 2005, proceeds from sales ofdiscnntir~ucd opciatioiis arid ctlicr assets. net 01 cas11 dircskd. ptiniarily included $405 iiiillion i n  pr.ocecds from the sale 
of Progrcss Rail in  March 2005 (See  Note 31-1) and $42 niillion i n  proceeds froni the sile ol Winter Park distribution assets i n  June 2005 (See Notes 3K and 

7C). 

Net cas11 provided (used) by finaiicing activities io1 the three years ended L>ecenikr ?I. 2007, 2006 and 2005, was $195 iiiillioii. %(2 468) billion and $227 
million, iespectively See Note 12 for details ol debt and credit facilities 

The I I I C I B ~ S ~  in net cash provided by Ijiiaiicing activities lor 2007 coinpared to 2006 priiiiarily related to the issl~aiice ot $750 ntillion i n  long-term debt at PEF 
and tlic $1 7 billion ieductioii i n  holding co~iipaiiy debt i n  2006, as discussed below 

For 2006, proceeds from sales of discontiniicd operations and otlier assets. net of cash divested. were used to reduce holding company debt by $1 7 billion 
TIic increase i n  cash used in financing act ivi~cs  for 2006 compared to 2005 was priniarily related to the retirement o i  long-tcmi debt in 2006, as discussed 

below. and a decrease i n  the proceeds froni issuances oi long-teroi debt 

2007 

On J u l y  2. 2007. PE,F paid :it matiirity $85 million of its 6 81 9 0  Mediuni-Term Notes witli :ivnilable cash 011 hand and conimercial paper borrowings 

On August 15. 2007. due to estrcine volatility in the co~ii~iicrcial paper ninrkct. Progress Energy hrrowcd $400 million under its $1 13 billion revolving 
credit apreenieiit (RCA) to iepey outstanding coninietcia1 paper 011 October 17.2007, Progrcss Energy used 6200 million ofconiniei~cial paper proceeds 
IO repay a portion of the antoiint borro\\wl untlcr the RCA On Deccniber 17. 2007. Progicss Eiiergy iised $200 iiiillioii of available cash 011 Iiand to 
repay the reniaiiiiiig aiiiount borrowed uiider the I?CA 

On Aupiist 15. 2007. due to extreiiic vol:itility in  l l i e  coiiinicrci:il p p e r  iiiarkct. I’EC boi~owed $300 niillion under i ts $450 iiiillioii RCA and paid at 
matiiiity $200 niillion oi i ts  6 809’0 Fitst Mortgage Bonds On 
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September 17, 2007, PEC used $150 million of available cash 011 Iiand to repov a portion oftlie aiiioiiiit lionowed under the RCA 011 October 17, 2007. 
PEC repnid the remaining $150 iiiillion of its RCA loa11 using avail:tblc ciisli 011 halid 

On September 18, 2007, PEF issued $500 iiiillion 01 First Moitgagc Bonds, 6 35?& Seiies due 2037 and $250 inillion of Fiisl Mortgage Bonds, 5 8006 
Series due 201 7 The proceeds were used to repay PEF‘s utility ~nonev pool bormwings and the rcniaindci was placed in tenipoiaiy invesllnents for 
general corporate use as needed 

On December 10. 2007. Progrew Capltal Iloldinps. Inc. one 01 0111 \vliolly o\vncd \ubsidiaiies, paid at niatiinty $35 millioii 01 its 6 7590 Medtuin-l‘eiiii 
Notes with available cash oil hand 

0 On December 13. 2007, PEF filed a slielfregistration statemelit with the SIX, wliich became effective witli the SEC 011 January 8, 2008 The registration 
statement will allow PEF to issue up to $4 billion in first mortgage b o d s .  debt securities and preferred stock in addition to $250 tiiillioii of pieviously 
registered but unsold seciirities 

0 Progress Energy issued approsiinately 3 4 million s h e s  o i  cotiiiiioii stock resulting i n  approxiinatelv $15 I tiiillion i n  proceeds froiii its Investor Plus 
Stock Purchase Plan and its stock option plan Included i n  these ninoiints were approximately I 0 million shares for proceeds of approximately $46 
millioii to meet the rcquircnicnt of the In\mtoI I’lus Stock Piticliase Plan For 2007. the dividc~ids paid 011 coi~ii~ioii stock were approxiinatcly $627 
iiiillioii, 

2006 

On Januai-\~ 13, 2006, I?.ogress Energy issued $300 inillion of 5,625u0 Senior Notes due 2016 and El00 inillioii of Seiies A Floatiiig Rate Senior Notes 
due 2010 ‘These senior notes ale unsecured. The net proceeds froin the sale o i  tliesc senior notes and a coiiibinatio~i o i  available cash and coniiiiercial 
paper proceeds were used to retire the $800 million aggregate principal aiiiot~iit of our 6 75?6 Senior Notes 011 March I.  2006. effectively te~minating our 
$800 inillion 364-day credit agreement os disciissed below 

On March 31, 2006, Progress Energy, as a well-linown seasoned issuer, liled a slielf registratioti statc~ncnt witli tlic SEC. wliich becalne en‘cctive tipon 
filing with tlie SEC Progress Eiieigy’s board of directors l ies nutliorized tlie issuance aiid sale by tlie Parent ol’ up to $ 1  679 billion aggregate priiicipal 
aiiiouiit of various securities (See  “Credit Facilities and Registration Staterneiits”) 

011 May 3.  2006, Progress Energy restructured its existing SI 1.3 billion five-yenr RCA with a ~sndicatioii o l  financial institutions 1-lie iiew RCA is 
sclicduled to espire on May 3, 201 1. niid replaced :iii csistiiig $1 13 billion five-ye:ir fkility. ivliicli was tennin:itcd elfeclive May 3. 2006 (See “Credit 
Facilities and Registration Statemeiits”) 

011 May 3. 2006, PEC’s five-year $450 inillioli RCA ivas ariicridcd l o  lake ad~a111agc 01 1ivorable iiiarkct coiiditions and reduce the pricing associated 
witli tlie I’acility (See “Credit Facilities and Ilegistration Stateiiieiits”) 

On May 3, 2006, PEF’s five-year $450 million RCA was ameiided to take ndvantage ol lavoiable niarket conditions and reduce the priciiig associated 
witli tlie facility (See “Credit Fac es and Registratioti Statciiiciits”) 

On July 3. 2006, P I 3  paid :it iiiaturity $45 iiiillioii of its 6 77% Mediuin-‘leriii Notes. Series B with nvailable c:isli on liand 

o On November I ,  2006, Progress Capital Holdings, Iiic . one of o u r  wliolly oivned snbsidiarics. paid at maturity $60 niillion of its 7 17% Mediiim-Tenn 
Notes with nvailnble cash 011 liand 
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e On November 27, 2006, Piogiess Energy redeemed the entire outstanding $350 million piincipal mount  ot its 6 05% Senior Notes duc Apiil 15. 2007, 
and the entirc outstanding $400 iiirllioii principal amount of its 5 8 5 O O  Senior Notes due October 30. 2008. at a make-whole redemption p i~ce  Tlie 6 05% 
SeniorNotes were acquired at 100 274 percent ofpor, or approsliiiately $351  nill lion, plus accrued interest. and the 5 85’0 Senioi Notes wcrc acquiied at 
101 610 percent of par, or approsiinately $406 million, plus accrued iiitere\t The redemptions were funded with available cash on hand and no 
additional debt was incurred in connection with tlic redemptions See Note 20 foi a discussion 01 losses on debt icdempttoiis 

On December 6, 2006, Progress Energy repurchascd. puisuanl to a tcndci ollci, $550 million. or 44 0 pcicciit. 01 tlic outstanding aggregatc pr~ncipal 
amount of its 7 10% Senior Notes due March 1, 201 1, at I08 361 percent of pal, or $596 million, plus acciued iiiteiest Hie  redetiiptlon was fuiided w i t h  
a~~ai lable  cash on hand, and no additional debt was iiicurred in connection with tlie redcmptions See Note 20 foi a dircussion of losses on debt 
redemptions 

e Progress Energy issued approximately 4 2 niillioii shares ol coiiiiiioii stock resulting i n  appro’;lniately 5185 million in proceeds froiii its Investor Plus 
Stock Pu~cliase Plaii and its employee benefit and stock optioii plans Incliided in these amounts ~ e i e  appiouniately 1 6 ~iitllioii shaies foi proceeds of 
approsiiiiately $70 million to meet the iequirements 01 the Progress Eneigy 401(1;) Savings Rr Stocl, Owiie~sliip Plmi (101 (I)) and the Investor Plus 
Stock Purchase Plan For 2006, the dividends paid on coninion stock were appro~imaiely $607 millioii 

2005 

e On Januaiy 31, 2005, Progress Energy entered into a new $600 millioii RCA. which was subsequently temiiiated on May 16. 2005 111 Marcli 2005. 
Progress Energy’s $1.1 billion five-year credit facility was amended to increase tlie niasiniuiii tot11 debt to 10131 capital ratio froin 65 percent to 68 
percent I n  addition to the ongoing ItCAs, Progress E,nergy entered into a ncw $800 million 364-dav credit agreement on November 21, 2005. which was 
restricted for the retircineiit of$800 million o f 6  7504 SeiiiorNotcs due Maicli I ,  2006 On March I .  2006, tlic $800 inillion o f 6  75?4 Scnior Notes \vas 
retired, thus effectively temiinating the 364-day credit agreement 

I’EC issued $300 iiiillion of First Mortgage Bonds, 5 15% Scries due 2015: $200 million of First Mortgage Bonds. 5 70?% Series duc 2035; and $400 
million of First Mortgage Bonds, 5 25% Series due 2015 PEC paid at iiiaturity $300 million in 7 50% Senior Notes PEC also entered into a new $450 
million live-year RCA with a syndication of financial institutions, which is schediilcd to expire on June 28, 2010, and lilcd a shelfregistration stntenicnt 
ivitli the SEC to provide $ 1  .0 billion of capacity, whicli was declared cKectix on L>eceoibcr 23. 2005 The shelf rcgistration allows PEC to issiic various 
securities, including First Mortgage Bonds, Senior Notes, Debt Secui ities and Prcferred Stock 

PEF issued $300 million i n  Mortgage Bonds, 45096 Series due 2010 and $450 niillioii iii h i e s  A Floating Rate Senior Notes due 2008 PEF poid at 
niatuiity $45 million i n  6.72% Medium-Term Notes. Series B PEF also entercd into a new $450 million five-year RCA with a syidicatioii of financial 
institutions, which is scheduled to expire on Maicli 28, 2010, and filed 3 shelf registration statement with the SE,C to provide $ 1  0 billion of capacity. 
which \vas declared effective on December 23, 2005 Tlie shelf registratioii allovvs PEF to issue various securitics. i~icludiiig Fiist Mortgage Bonds. Debt 
Securities and Preferred Stock 

Progress Energy issued approximately 4 8 inillion shares or our coninion stock fbr approximately $208 inillion i n  net proceeds froni its Iiivestor Plus 
Stock Purchase Plan and its eniployee benefit and stock optioii plans Incliided i n  tliese aiiioiuits were appiosiiiiatcly 4 6 niilliori sliaies for proceeds of 
approximately $199 million to meet the requirements of the JOl(k)  and the Investor Plus Stock Purchase Plan For 2005. ihe dividends Inid on coninion 
sloclc were approximately $582 inillioii 
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FU‘TURE 1,IQlIIDIl Y A N D  C.AI’ITAL RESOURCES 

Please review “Sale I-larbor for Forward-Looliing Statements” and Item 1 A, “Risk Factois” Ibr a discussion o l  tlie iactors tliat niav impact any siicli forwnid- 
looking statenients made herein 

The lltilitics produced atibatantially all o f  our consolidated cash from opcrabonn lor  the years cndcd Deccml-Kr 31, 2007 2006 and 2005 We anticipate that 
es will continue to prodiice siibstanbally all of the consolidated cash flows lroiii operations over tlie next several years Our syiitlichc l ids  

businesses. whose operations Irwe been reclassified to discontinued operations, lime liistoiically produced significant eaiiiings fioni tlie gcneiatioii 01 t a l  

credits (See “Other Matters - Synthetic Fuels Tax Ciedits”) Tliese tax crcdiis have yet to be realized i n  cash due to the diffeience i n  timing of when tax 
ciedits aie rccogiiized for financial reporting purposes and realiaed for tax piiiposes As 01 December 31. 2007, we have corned foiwaid $8’30 ni1111on of 
deferred tax credits I?ealization of these tax credits IS dependent upon our fittiire taxable ~ncoiiie. which I S  expected to be generated piimarily by tlie Util it ies 

With tlie exception of the anticipated proceeds in 2008 rrom the sale of our coal iiiiiiiiig atid lerniinnls operalions (See Notes 313 mid 3G), l l ie absence 01 cash 
flow resulting fro111 divested businesses is not espccted to impact oiir future liquidity or c:tpital rcsoiiiccs as thesc bmiiicsscs iii the aggicgate I i a x  bceii 
largely cash flow neutral over the last sevcial years. 

Cash from operations plus availability under our credit facilities and shclf registratioii statements is expected to be sul’fcient to iiicct otii- reqtiirciiicnts i n  the 
near term To the extent necessary, we may also use limited ongoing equity sales honi our Investoi Plus Stock Puichase Plan :itid emplovee benefit and stock 
option plans to meet ow liquidity requirements. 

We issue commercial papei to meet short-icrni liquidity needs In tlie Iatlei 1iaII of 2007. tlie sliotl-term ciedit itiarkets lightened, resulting in higher interest 
rate spreads and shorter duralions Curreittly, the marl;et has improved: horvetvr. Llicre has been volatility oii coiiiniercial paper spreads. :IS Ilie sirpply of 
short-tern1 conimeiciol paper has iiicreased following recent actions by the Federal Open Market Committee I i  liquidity conditions deterioiate and negatively 
impact tlic commercial paper niaikct we will need to evaluate other. potentially more expensive. options for mccting ow short-tenii liquidity necds. which 
may include borrowing from om RCAs. issuing short-tern] floating rate tiotes, and/or issuing long-term debt 

Progress Energy 113s approxiinately $9 7 billion in  ouisianding debt Only $860 million of oiir debt is insrired Tliese bonds are obligations of the Ut  
are traded i n  tlie tax-exenipt auction rate securities market. Anibac Assurance Coi.poration insures approsiiiiately $620 niillion of tlie bonds and XL Capital 
Assurance, lnc insures the remaining $240 million To date. auctions for the Utilities’ bonds have seen aii increase in tlie interest rates that are periodically 
reset at each auction Since the downgrade of XL Capital Assuraiice, Iiic. on Febitiaiy 7. 2008, by Moody’s Investors Scivice. Inc (Moody’s), we have seen 
additional riiarliet volatilily arid an increase i n  the reset interest rates for a portion of 0111- tax-esenipt bonds If additional downgrades by Moody’s or Standard 
“t Poor’s Rating Services (SBP) occur, we could see additional volatility i n  this marlcet and the potential for higher rate resets We will continiie to nionitor 
this niai ket and evaluate options to niitigote oiir exposure lo future volntilitv 

Ovcr tlic long tcim. nicetiiig the anticipated load growtli at (lie U t  es will icquirc a balanced approach. iiicludiiig energy conscn~atioii and efficicticv 
programs. development and deployment of new cnergy technologies, mid new generation. transmission and distribution facilities. potentiallv incloding new 

Ixscload generation facilities in both Florida and Uie Carolinas toward tlie end of tlic next decade This approach will icqiiiie tlie IJtilities to niake significant 
capital iiivcstnieiits See “Introductioii - Strategy” for additiontl information Tliese anticipated capital investnients are espccted to lx funded tlirougli a 
combination ol’ cash from operations and issuance of long-term debt, preferred stock and coninion equity. which are dependent on out ability to siiccessliillv 
access capital markets We may pursue joint ventures or similar arrangeiiicnts with third parties i n  order to share sonic oi  the finaticing and operational risks 
associated with new baseload generation 

The aiiioiiiit and timing of future sales of seciirities will depend oii niorket conditions, operating cash llow, :isset sales and our specific needs We may from 
time to time sell securities beyond tlic amount irtinicdiatcly needed to 

I .  
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meet capital rcqitirenients i n  order to allo~v lor tlie early redelliption o i  long-term debt, the rcdeinption 01 preferred stock, the redtiction 01 short-teriii debt o i  

Cor other corporate purposes 

At December 31. 2007. tlie cuircnt poiiioii of our long-term debt was $877 inillion, which we cspect to ftiiid with a coinbinatioii o l  casli from operations. 
proceeds irom sales o i  assets, cominercial paper borrowings and long-term debt See Note 3 for additional information on asset sales 

Rcgulaloiy inatters, as discussed 111 “Other Matters - Regulatory Environment” and Note 7, and filings for recovery oi enviroiimcntal costs, as dircimed i n  

Note 21 and i n  “Other Matters - Environnieiital Matteis.” may impact our future liquidity and financing activities The impacts of these matters. including tlie 
tiiiiing 01 rccoveiics from iatepaycrs. can be both a souice of and a use o i  iiiture liquidity resources 

P I K  Bow Rn/rs 

.__----_- 

PEC’s base rates ai e subject to tlie regulatory jurisdiction of the North Carolina Utilities Coiiiniissioti (NCUC) and the South Carolina Public Service 
Conimissioii (SCPSC) As further discussed in Note 21 B, tlie Clean Smokestacks Act was enacted i n  2002. Tlie Clean Smokestacks Act froze North Carolina 
electric utility base rates for a five-year period, which ended December 31, 2007, unless there were estraordinary events beyond tlie control o i  the utilities or 
irtiless tlie utilities persisieritly earned a return siibstantiully i n  escess o l  the rate of ieturn established and found reasonsble by tlie NCUC iii tlie respective 
utility’s last general late case There were no adjustments to PEC‘s base rates during the five-year period ended December 31. 2007 Subsequent to 2007. 
PEC‘s curielit North Caioliiia base ntes are continuing subject to traditional cost-based rate regulation 

On March 23, 2007, PEC f i led a petition with the NCUC requesting that i t  be allowed to ninortize tlie remaining 30 percent (or $244 million) oftlie onginnl 
estiniated conipliaiice costs for tlie Clean Smokestacks Act during 2008 and 2009, with discretion to amortize up to $1 74 iiiillioii i i i  eitlicr year Additionally. 
ninong other things, PEC requested that the NCUC allow PEL to include io its rate base those eligible conipliance costs escceding tlie oiiginal estimated 
coinpliance costs and that PEC be allowed to acciw AFUDC on all eligible conipliaiice costs in escess of tlic original estimated coinplimice costs. PEC also 
requested that any prudency review of PEC’s environrneiital compliaiice costs be d e f e n d  t i d l  PEC’s nest ralenialdiig proceeding i n  which PEC seeks to 
adjust its base rates On October 22, 2007, PEC filed with the NCUC a setlleinerit agreement with the NCUC Public Stall. the Caiolinn Utility Customers 
Associations (CUCA) and the Carolina Industrial Group foi Fair Utility Rates 11 (CIGFUR) suppoiling PEC’s proposal Tlie NCUC held a Iieaiing on this 
matter on October 30, 2007 On December 20. 2007, tlie NCUC approved the settlement agreenient on a provisional basis. with tlic NCUC indicating that i t  
intended to initiate a review in 2009 to consider a11 reasonable alternatives and proposals ielated to PEC’s recovery o i  its Clean Smokestacks Act conipliance 
costs i n  escess oftlie original estimated costs of $813 million Additionally, the NCUC ordered that no portion of Clean Smo1;estacks Act compliance costs 
directly assigned. allocated or otherwise attributable to anotherjunsdicfion shall be iecovered from PEC‘s retail Nodi  Caroliria ct~sto~~icrs, evcii if recovery of 
these costs is disnllowed or denied, in whole or i n  pa% i n  another jurisdictioii. We cannot predict the oiitconie of PEC’s recoveiy o i  eligible conipliance costs 
esceediiig tlie original estiniated compliaiice costs 

On May 2, 2007. PEC filed with tlic SCPSC for a11 increase in tlic fuel rate charged to its South Carolina ratepayers On lune 27. 2007. the SCPSC appioved a 
scttlenicnt agreement filed jointly by I‘EC and all other parties to the proceedings The settlenient agreement rcsolvcd all issties and piovidcd for. a 1612 n ~ i l l i o i i  
iiicrease i n  fuel rates E.ffective July 1,  2007. residential electric bills increased by $1 83 per 1,000 kWh, or 1 9 percent, for fuel cost recovery At I>cccmber 
31. 2007. PEC‘s South C:irolina defei-red fuel balance I V : ~  $21 niillion 

On lune 8, 2007, 1’E.C filed with tlie NCUC for an increase in  tlie fuel rate charged to its North Carolina ratepayers PE.C asked the NCUC to approve a $48 
million increase iii  fuel rates On Septeniber 25. 2007, tlie NCUC approved PEC’s pelition The increase took effect October 1. 2007. and iiicieased residential 
electric bills by $1 30 per 1.000 kWIi, or 1 3 percent, for fuel cost recovery This was the second increase associated with a three-year settlement approved by 
the NClJC i n  2006 ‘Ihe settlement provided for a11 increase of $1 77 million elTective October 1. 2006: 
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$48 million effective October I ,  2007. as discussed above: and mi additional increase of approximately $30 inillion in October 2008 011  November 21, 2006. 
CUCA liled an appeal \villi the North Carolina Tenth District Coiiit of Appeals of tlie NCUC’s order approving the seltlenient on tlic grounds that the NCUC 
did not liave tlic statutory niitliority to establish fuel rates lor nioie tlian one year. On October 24, 2007, ClJCA filed a niolion to withdraw their appeal On 
November 7. 2007. tlic North Carolina ‘Tenth District Court of Appeals granted CUCA‘s motion. At Dcccmber 3 1 ,  2007, I’EC’s North Carolina deferred l be l  

balance \vas $241 niillion. of which X I  14 inillion is cxpccted to be collected aAci 2008 and has bccn classified as a long-tcnii regulatory asset 

As discussed iurther i n  “Other Matters - Regul:itoq E.nvironiiicnt,” South Carolina and North carol in:^ state energy legislation that became law i n  2007 may 
impact our liquidity over tlie long ierni Ainorig otiier provisions, tliese sfale energy l aws provide nieclianisms for recovery of certain baseload generation 
con~tri~ctioii costs and expand aiiiiiial iiiel clause nieclianisms so tliat additional costs may be recovered aiinually. 

C o p d  in 2007 i n  Norlh Cniolina exoandcd llic costs that may be recoveled aniiunlly under the file1 clause. including costs 
ot reagents used 111 eniiss~o~is cont~ol teclinologies (commodities such as aninioiiia and limestone), tlie ovoided costs associated with ienewable energy 
piircliaser and certaiii conipoiients 01 purchased powei not previously recoveiable tlirongli tlie fuel clause Energy leg~slution enacted 111 2007 111 South 
Caiolina evpandcd tlic annual fuel clause nieclianism to include rccovcn of tlic costs of icagcnls iiscd i n  the opcntioii of eniis\ioiis contiol technologies We 
ai i tmpte PEC’s reagent arid piircliased power costs cligible for ~iir~sd~ctional iccovc~y under the Noiili Carolina and South Cniol~na energy laws wtll total 
approuiiiately $50 inillion in 2008 

The North Carolina law inandates ~ i i i~ i i i i i u i i i  Renewable Eneigy and E.nergy I~lliciency Portiolio Standards (REPS) beginning in 2012 Ulilities are allowed to 
iecovei the premium to be paid 10 coiiiply with tlie reqiiirements above the cost t!iey Ivould have otherwise incurred to meel coii~iiiiier demand The aiiritlal 

aiiioiuit that can be recovered tlirough the REI’S clause is capped and once a ntility lins expended monies equal to the cap, the iitility is deemed to have met its 
obligation under tlie REI’S, regardless of the actual reiiewables generated or ptlrcliased. The recover)‘ cap requireiiient begins in 2008 and, as a result, PEC 
will begin deleniiig certain costs associated with renewable energy piircliases in 2008 ‘Tliese costs ore expected to be iiiimaterial i n  2008. 

I n  addition, tlic Noith Carolina law also allows PEC to recover tlie costs of new DSM and encrgy-cfrcicncy prograins througli an annual DSM clausc DSM 
programs inclode ani’ program or initiative that shifts the timing of electricity ilse from peak to nonpeak periods PEC has begin i~npiemcnting a series of 
DSM and energy-ellicicncv programs and fobr the year ended December 31, 2007. deferred $2 million of irnplenientation and piogmn costs for fullire 

recovery 

See “Other Matters - Regulatoiy Environment” for additional infornintion about state and federal legislation 

As a restilt of a base rate ptocccding in 2005. I’EJ is party to a base rate sctllenieiit agreeinelit that was effective with the first billing cycle of .January 2006 
and will remain in  effect tlirough tlic last billing cycle o l  Deceinber 2009. with PEF having sole option to extend the agreenieiit llirougli the last billing cycle 
o i  Jiine 201 0 The scttlement agreement also provides for reveiit~e sharing bet\vcen 1’EF and its ratepayers beginning i n  2006 whereby I’EF will r e h i d  two- 
thirds of retail base rcventies between a specified tlircsliold and specified cap, wliicli will be adjusted a~inonlly, a id  100 percent of reveiiues above the 

specified cap PEF‘s ietai l  basc revenues did not excecd the speciiied 2007 or 2006 [liresholds, and thus no reveniies were subject to reveriiie sharing. The 
scttlenient agreement provides for PEF to continue to recover certain costs tlirough clauses, such as the recovery of post-9il 1 security costs tlirougli the 
capacity clause ond the carrying costs of coal inventory i n  tiansit and cod piociireiiient costs tliroiigh the fiiel clause I i  PEF’s regtilatory ictinn oii eqtiity 
(ROE) ialls belo\v I0 peicent. and for certain otlier events. PE.F is authorized to petition the FPSC for a base rule increase 

On October 23 .  2007, tlic 1:PSC approved a stipiilation and scttlcnienl agrccnicnt that settled all issws related to recovery o l  tlic revcniic req~~irenients of 
Hincs Unit 2 and I-lines Unit 4 and provided that PEF sliall 1 )  incrcasc its base rates for the rcve~iuc rcquirenicnls of I-lines linit  2 and I-lines Unit 4 and 2) 
simpliil tlie inipleiiientation of tlie 
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base rate increase of1689 iiiillion by making it effective with ilie first billing cycle i n  Inniiary 2008 The revenue reqiiirenients of I-lines Unit 2 were previously 
being recoveied through ilie fuel clause 

On September 1, 2007, PEF iiled a request wifli tlie FPSC .;eeking approval 01 a cos1 adjristnieiit to reflect a projected over-collection of fuel costs i n  2007, 
declining projected fuel costs for 2008, and other recovery clause factors PEF adied the FPSC to nppiove a $163 inillion, or 4 53 percent, decrease 111 rates 
ef~ective laniiary 1. 2008 This cost ndjiistriient would decrease iesidentinl bill5 by $5 00 ior tlie first 1,000 kWh As dircussed above, resideiit~al base rates 
iocicascd effective lanuant I ,  2008, by $2 73 for the first 1.000 kWh Aftcr conridcring the net eifcci of ilie base rate ~i~creasc and the proposed fuel cost 

ni 67 77 fnr  til^ i r t ~ i  I nnn kwi, Tile msr. 3 
order d:itcd Ianuary 8, 2008 Ai Ilccembcr 31, 2007, PEF \vas over-recovered i n  fitel and capacity costs by %I40 million, over-recovered in conservation costs 
by $14 million. over-recovered i n  environmental coiiip11:ince by $5 millioii and liad accrued dis:illowed fuel costs of $14 inillion as discussed below 

On August 10, 2006. Florida’s Ol‘fice of Public Counsel (OPC) filed a petition witli the FPSC asking that the FPSC iequire PEF to refund to ratepayers $143 
inillion, plus interest. of alleged excessive past fuel recovery charges and sulfur dioxide (SOz) allowance costs associated with PEF’s purported failure to 
utilize the iiiost econoinical S O U I C ~ S  of coal at Crystal River Unit 4 and Crystal Rive] Unit 5 (CI24 and CR5) duiing the period 1996 to 2005 The OPC 
subsequently revised its clniiii to $135 inillion, plus iniciest On July 31, 2007, the FPSC lieaid this iiintter On October 10, 2007, the FPSC issued its order 
rejecting most of tlie OPC’s contentions However, the 4- 1 iiiqjority found that PEF had not been prudent in purcliasiiig a portion of its coal requirenients 
during tlic period froiii 2003 to 2005 Accoidingly. the FPSC ordcrcd PEF to refund its ratepayers approsiniatcly $14 inillion, iiicliisivc of interest over a 12- 
month period beginning January 1. 2008 On October 25. 2007, the OPC iequcstcd the FPSC io  reconsider its October 10. 2007 order asserting that tlie FPSC 
erred i n  not ordering a larger refund PE,F filed its opposition to the OPC’s request 011 Novenibcr 1, 2007 On Fcbniary 12, 2008, the FPSC denied the OPC‘s 
request for reconsideration PIIF is also evaluating its options, including a11 appeal to tlie Florida Supreine Coui-t of the FPSC’s October 10, 2007 order We 
cannot predict ilie oukoiiie of iliis niatier. Tlie FPSC also ordeied PEF io addiess ~vhetlier ii was prudent in iis 2006 and 2007 coal pitrclisses for CRJ and 
CR5 On October 4, 2007. I’EF filed a motion to establis11 a separate docket 011 the piudence of its cod purchases for CR4 mid CR5 for the yeais 2006 and 
2007 On October 17. 2007, tlie FPSC granted that motion Tlie OPC liled testiiiiony in support of its position to require PEF to refund at least $14 million for 
alleged excessive fuel recovery clinrges for 2006 coal purcliases PEF believes its coal piocure~iient piactices were prudent We cannot predict tlie outcome of 
this inatler 

On Scptcniber 22, 2006. PEF filed a petition with the FPSC for Deterniinaiion of Need to uprate Crystal River Unit No. 3 Nuclear Plant (CR3). bid rule 
esenipiion and recovey of the revenue requirements of the uprate through PEF‘s fucl recovery clause To the extent tlic espcndilures are pnideniiy incurred, 
PE.F’s invesimciit i n  the CR.3 uprate is eligible for recovery ilirough base rates PEFs petition ~vould allow for more prompt recovery On February 8: 2007, 
the FPSC issued an ordei approving PEF’s request for a need deteriiiination to uprate througli a nitilti-stage uprate to be completed by 2012. PEF’s need 
deteriiiination liling included estimated prqject costs of approximately $382 million On February 2. 2007, intervenors filed a inoiion to abate the cost- 
iecoveiy poi-tion of PEF’s request 011 February 9, 2007. PEF requested that the FPSC deny the intervenors’ motion as legally deficient and without nierit On 
March 27, 2007. tlie FPSC denied the motion to abate mid directed the staff of the FPSC lo conduct a hearing 011 the matter io deterniine whether the revenue 
requirements of ilie uprate sliould be recovered through tlie fuel iecoveiy clause. On May 4. 2007, PEF tiled niiiended iestimony clarifiing tlie scope of tlie 
project Tlie FPSC licld a Iiexing on this matter 011 August 7 and 8, 2007 Tlie staff ofihe FPSC recoiiinicndcd that PEF be allowed to recover pnideiit and 
reasonable costs of Pliase 1. iiistriiiiiciitation niodilications Tor improved accuracv. estiniated at $6 million ihiougli tlic fuel clause The stan of the FPSC 
icconinieiidcd tliai tlic costs o i  all otliei phases, estimated at $376 million. be considered i n  a base rate proceeding On October 19. 2007, PEF filed a notice of 
witlidmwal of iis cost-rccoveqr petition with the FPSC On Noscniber 2 I .  2007. 1’E.F filed a petition with the FPSC seeking cost recovery under Florida’s 
coinpieliensi\~e energy bill enacted i n  2006, and ilie I~PSC’s new niiclear cost-recovery rule On Fcbruary 13. 2008. PE,F filed a notice of witlidraw1 of ils 
cost-recoveqr petiiion witli die FPSC PEF will piucced with cost recovery under Florida’s comprehensive energy bill and the FPSC’s nucleai cost- 
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recovery iiile based on the regulatory precedence established by a 1:PSC order to mi i~nafliliated Florida utility for a nuclear uprate pioject We cannot piedict 
tlie outconic of this matter 

PEF lias received approval from tlic FPSC for recovery o i  costs associated wit11 the remediation o i  distributioii and substation tiatisformers tlirougli tlie ECRC. 
which weie estimated to be $31 inillion at Dccemlxr 31, 2007 Additionally, 011 Hovenilxi 6. 2006, tlie FPSC approved PEF’s petition for its integrated 
strategy to address compliance with CAIR. CAMR and CAVR through the FCIZC (see ”Other Matters - Environmental Matiers” for discussion regarding 
CAMR) T h e  FPSC also approved cost recovery of prudently iiicuncd costs necessary to :Icliieve this strategy. which are currently estimated to be $1 3 billion 
to $2 3 billioit 

On August 29, 2006, the FPSC appioved a setllemeiit agieement related to PEF’s storni cost-recovery docket that allowed PEF lo extend its then-cunerit two- 
year storm surcharge I he iequested 12-niontli extension, which began in August 2UU’I. will replerirsh llie existing slorni reserve by an estimated SIZ6 million 

I n  the event lutiiie stonin deplete the rcsenq PEF would be able to petitioii the FPSC for iiiiplcnicntatlon of an interim surcharge of at least 80 percent and up 
to 100 pciccnt of tlie claimed deficiency 01 its storm ieservc Intervenors agreed not to oppow the interim recoveiy ot 80 peicent of the fiituie claimed 
deficiency bat reserved the right to challenge the iiiteniii surcharge recovery of tlic reinainiiig 20 percent The FPSC has the riglit to review PEF’s storni costs 
for pi udence 

The FPSC approved new rules on February 13. 2007. that allow PEF to recovei. prudently incurred siting, preconslniction costs and AFUDC on an annual 
basis through tlie capacity cost-recovery clause The nuclear cost-recovery rule also lias a pi ovision to recovei’ costs should tlie project be abandoned once the 
utility receivcs a final order granting a l~etcrmiriation of Need These costs include any unrecovered constn~ction work in pi ogress at the time of‘abmidoiiniciit 
and any other prudent and reasonable exit costs Such aiiiounts will not be included i n  PEF’s rate base when the plant is placed i n  commercial operation I n  
addition, the rule requires Uic FPSC to conduct an annual prudence review of the reasonableness and prudence o l  a11 such costs, including construction costs, 
and sucli determination sliall not be subject to later review except upon a finding ol  lraud. intentiolial inisrepresentation or tlie intentional withholding of key 
inforination by tlie utility 

Additionally, oii July 1.3, 2007, tlie governor of Florida issued executive olders to address reduction of greenhouse gas emissions The FPSC has held 
ineetiiigs regarding tlie renewable portfolio standard but no actions have beeii takeii or rules issued The Energy and Climate Action Team appointed by the 
governoi. subinitted its initial recommendations for iniplenientation of the governor’s executive orders on Novenikr 1, 2007 The recoiiiiiielidatioiis 
encourage tlie developinent and implementation of energy-eniciency and coriservatioii nieasures, implenientation of a cliiiiate registry, and consideration of a 
cnpand-trade approach to reducing tlie state’s greenhouse gas eniissions Additional developinent and discussion of the recoiiiiiieiidations will occur through 
a sta1;eholder process i n  2008 The Florida I>eparlment of Environmental Protection held its first rulcnial;ii~g workshop on tlie greenhouse gas emissions cap 
on August 22. 2007. and a second workshop on December 5, 2007 We anticipate drafts 01 the rule will be issued i n  2008 We cannot currently predict the 
costs of complying with tlie laws and regulations that iiiay ultiniately result from these executive orders Our balanced solution as described in  “Increasing 
Energy Demand,” includes greater investnient i n  energy el%cicncy, renewable energy und state-of-the-art generation and demonstrates our conunitnieiit to 
eiiviroiiiiieiital responsibility In addition. tlie Florida E.nergy Commission. which was established by the Legislature i n  2006, published its energy policy and 
cliniate change reconiiiieiidatioris on Deceniber .3 1, 2007 ‘The reporl includes proposed legislative language that would iriipleiiient energy-efilciency and 
conservation programs, participtioii i n  tlie multi-state Climate Registty, and emissions reduction targets that are similar to those contained i n  the governor’s 
exectitive orders We cannot currently predict t l ie impacts to our liquidity of coniplying with these executive orders and the Florida Energy Comniission’s 
reconiiiiendations 

EI’ACT. ainoiig other piovisions. gave tlic FERC accountability for swtcni reliability and tlie authoiity to impose civil penalties. On June 18, 2007. 
coiiipliance with 83 FERC-appioved reliability standards became iiiandatoq~ for 
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a11 registercd useis. owiicrs aiid opcratois of tlie bulk powei system. iiicludiilg I'EC and 1'E.F 011 L>eccmbei 20, 2007. tlie FERC approvcd three additional 
planning aiid operating reliability standards Addition:~lly. on January 17. 2008, the FERC approved eight mandatory critical infrastructure protection 
reliability siaiidards to protect the bulk power system agaiiist potential disruptioiis from cyber security breaches 

Based oii FEIIC's directive to icvisc 56 of the adopted staiidxds, w e  expect standards to iiiigrate to iiiore definitive and eiiforceable reqtiiiements over time 
We are coniiiiitted to iiieetiiig tliose standards The fiiiancial impact oi inaiidatory coiiipliancc caiiiiot currently be deteriniiied Failure lo coiiiply with the 
reliability staiidards could result iii the inipositioii oT fittes aiid civil peiiallies I f  we are unable to incct the reliability standards Toi the bulk power system in 
the liiturc, i t  could Iiave a iiinterial adverse ef.Tect oii oiir cash flows. 

luln L d D I I  

compliance aiid otlier ulility piopeity additions. iiuclear fuel expendituies aiid iioii-utilitv property additioiis during 2007 

As sliowii i i i  the table below. we expect tlie tnajority of our capital expenditures to be illcurled at our regulated operations We expect io  fund our capital 
1 equirenieiits priiiiarily through a coinbination o i  interiially generated funds. long-tenn debt preferred stock and/or coninion equity In addition, we have 
$2 030 billioii i n  credit lacilities that support the issuance of coiiiiiiercial paper Access to the coiiiiiiercial paper iiiartet provides additional liquidity to help 
tiieet r \~~r l i r i g  capital reqtiireiiients We aiiticipak oiir regulated capilal esperidJ~iires will illcrease in 2008 and 2009, priinorily due to illcreased speiidiiig on 
ciiviroiiiiieiital iiiitiatives aiid current growth and iiiaintenaiicc prqjects AFUDC - borrowed fuiids represents the debt costs of capital funds necessary to 
fiiiaiice the coiistructioii of iicw rcgulatcd plant assets 

Forecasted Actual 

l i i i  niillioiis) 2007 2008 2009 2010 

Kcgulaicd capiwl cy>ciidituics S 1,871 I 2.420 6 2,080 S 1.670 
Nuclear fuel evpenditures 228 260 290 2 70 

Other cauital csimidttntes i n  7n 7n 71) 

Potential nuclear consb uciionin, 94 160 520 850 

-pcnditures for potential iiucleol constniction arc net of. AFUDC - borrowed hinds and include h i d .  developineiit. Iiccnsing. equipment aiid 
socialed tiaiisniissioii Forecasted potential nuclear coiistructioii espenditures ole dependent upon. and may vary significantly based upon, the 

dccisioli to build. final contract negotiations, timing aiid escalatioii of project costs, mid tlie perceiitages 11 any, of joint ownership Tliese 
cxpcnditiires, wliicli ale pniiiarily at PFF, arc subject lo cost-iccovery provisions in  the 1Jtilities' respective jurisdictions (see discussion tinder "Otlier 
MaltC15 - Nuclcrtr") 

Regul:ited capital cxpeiidituics for 2008, 2009 and 2010 iii the table above include approxitnately $730 niillioii. $350 niillioii and $ 1  30 million, respectively, 
101 cnviroiiiiieiital coiiipliaiicc capital expenditures Forecasted enviroiiiiieiital co~npliaiice capital expenditures for 2008, 2009 and 2010 include $180 million, 
$70 iiiillioii and $80 iiiillion, respectively. at I'FX and $550 niillion. $280 iiiillioii and $50 iiiillioii, iespeclively, at 1'EF We currently estimate that total fulure 
capital expcnditurcs for the Utilities to comply with currcnt enviroiiiiiciital laws and regulations addiessiiig air and watcr quality. which are eligible for 
regiilolots rccosciy ~Iirotrgli citlicr base rates or cost-ircovcry claitses. coi~ld lx i n  excess oiP700 million 31 PEC and i n  excess of%]  9 billion at PEF tlirougli 
201 8. \vhich is the lalest coiiipliancc target date Tor current air and water quality regulations See "Other Matters - Environmental Matters" for further 
discussion of our eiiviroiinieiital coinpliaiice costs and related recovery of costs 

All projected capital aiid iiivestiiieni expeiiditures are subject to periodic ieview aiid revisioii aiid map vary sigiiifjcantly depending oii a iiuinber of facton 
includiiig. but 1101 liiiiited to: industry restructuring. regt~latory coiistraints, iiiarket volatility and ecoiioiiiic trends 
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CREDIT- F X I L  ITILS AND imism rIoIv srxmmus 

1 he following table siimniaiizes our RCAs and available capacity at Deceiiiber 3 1, 2007: 

( 1 1 1  niillioiis) Description Total Outstanding Reservedfa) Avai lable 

PEC Five-year (expiring 6128110) 450 450 
PEF 

Total credit facilities $ 2.030 $ - $  220 $ 1,810 

( a j  To tlie cstent amounts arc rcseivcd for coinniercial paper or letters of credit outstanding, they are not available for additional borrowings At December 
31. 2007. Progiess Encigy, liic had a total amount of$19 niillioii of letters 01 ciedit issued, which iverc supported by the RCA,. 

All 0 1  tlie revolving credit facilities siippoiting tlie credii were ari-aiiged tliro~~gli a syndication of linancial iiistitutioiis There are 110 bilateral Contracts 
associated with these ljcilities See Note 12 for additional discussion of our credit facilities 

I he RCAs provide liquidity support for issuaiices oi commercial paper and other short-term obligations We expect to coiitinue to use coniniercinl paper 
iss~iaiices as a soincc of liquidity as long as we muintain our cuireiit short-tern1 ratings Fees and iiiierest raics under Progress Incrgy’s RCA are based upon 
the credit rating of Progiess Eneigy‘s long-terni unsecured senior iioiicredit-enliuiiced deb4 CiirreiitlY rated as Baa2 by Moods‘s and UDB by SRrP Fees and 
inteiest i n k s  undcr PEC’s IICA are bascd upoii the credit rating of PEC’s long-term uiisecured seiiior noiicredit-enhanced debt, currently rated as A 3  by 
Moody’s and 01313 by SBP I-ccs and interest iates uiidei PEF‘s RCA 31e based upoii the credit raiiiig of PEF’s long-term unseci~ied senior noncredit- 
enlinnced debt, currently rated as A3 by Moody’s and BBB by S L ~ P  

All of the cicdit lacilities include a defined ~iiasiiiii~m total debt-to-total capital ratio (leverage) We are cuneiitly i n  compliance with these covenants and 
werc i n  coiiipliaiice ivitli these cove~iaiits at December 31. 2007 See Note 12 for a discussion of tlie credit facilities’ financial covenants. At December 31. 

2007. ilie calculated ratios foi tlie Progress Registiaiits. pursi~a~it  to the teinis of the agreenients. arc as disclosed i n  Note 12 

Progi ess I?iiergv. as a well-Iiiiowii seasoned issuer, has oi i  file with the SEC a shelf registration statement under which Progress Energy niay issue an 
indeteniiiiiate number or amount of various securities. including Senior Debt Securities, Junior Subordinated Debentuies, Coininon Stock, Preferred Stock. 
Stock Purcliase Contracts. Stock Purchase IJnils. and Trust Preferred Securities and Guaraiitees. The board of directors lias authorized the issuance and sale of 
11p to $1 0 billion aggregate principal amount oi  various securities oft the new shelT registration statemeni, in addition to $679 inillion of various securities. 
\vliicli werc not sold froiii our piior shelf iegistration statement Accordingly, at  December 31, 2007, Progress Emrgy has tlie authority to issue and sell up to 
$ 1  “679 billion aggicgatc piincipal aniouiit ol various securities 

PEC has oii file with tlie SEC a s1ielircgistr:ition sta~eiiieiit under which it coli issue up to SI 0 billion oivaiious long-tenii debt securities and prefeired stock 

P I 3  lias on filc with the S13C a sheli legistrntioli statemeiit under wliicli i t  can issue up to &I 250 billion 01 various long-tertii debt securities and preferred 
stocli 

Uotli I’EC and ]’El: can issue ]%st M011gagc Bonds under tlicir rcspective First Mortgagc Bond indeniures At Deccnibcr 31, 2007. PEC and PEF could issue 
up to E3 657 billion and $2 408 billion. rcspcctively. based on piupei~y additions a id  St  827 billion and $175 iiiillion, respectively, based upon retirenients of 
prcvioiisly issued first mortg:ige bonds 
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Tlie following table sliows our total debt to total capitalizalion rotios at December 31:  

ZOO7 2006 

1’ 
T 

l-lic major ciedit rating ageiicies liave curieiitly iated our securities as rollows: 

Moodv‘s 
Investors Scivicc Standard c ‘  Pooi’s Filch liatinps 

Coiiiiiicrcial papei P-2 A-2 

PEC 
Stable Stable Stable 

Senior unsecitred deb1 A3 BBB A 

(3) 

@) Giiniaiiteed by Florida Piogress 
Guaianteed by Progress Energy. Inc and Florida Piogress 

These ratings rcllcct llic ct inei i t  v i e w  o i  these rating agencies, and no assiiro~ices can Ix: given 11131 tlicse ratings will continue for any giveii period of lime 
1-lowever. we iiionitoi- our lin:iitcial coiidition as well 3s iiiarkct coiiditioiis that could ultiinntely affect our crcdil mtiiigs 

On Septciiibei 6. 2007. SBI’ upgraded llic litst iiiorfgage bonds of both PEC and 1’13 to A- li-oni BBB-I as a result of a iiietliodoloyy cliange for collateral 
coverage rcqtiireiiiciits Because both PEC and PEF had asset to poteiitial secured debt ratios of less tliai 1 5. they were assigned a recovery rating of I .  which 
qiialiiicd for a one-nolcli iiicrense over their corpornle credit ratings 

On July 13, 2007, Fitcli Ratings iipginded !lie long-tern1 ratings 01 both PEC and PET- lo A- lroni BUD-I nnd rwised tlieii, rating oiitlooks to stable from 
positive Filcli Iiatiiigs cited cash Ilow co\’crngc and lcveiage credit ratios iiioie consistent with the A rating categoiy at !lie Iltilities. sound utility operatioiis 
and operations iii Iiistorically iavorablc 



C:isc No. 2011-121 
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regulatory en\~iroiimetits as tlie prininn Faciois for the upgiades Filch Ratings also noted lowered group linkage risks for PEC and PEF resulting froin 
improved business iisk at the Parent doe to (lie sale or wind-down ot non-iitility operations and reduced debt 

On .lune 15. 2007. Moody’s iipgradcd the coiporate cicdit rating lo! PEC to A3 Iioni Baal and revsed its outlook to stable lion1 positive Moody’s cited 
strong casli Ilow coverage iiicasni es and Iiiiancial nietrics. operations i n  constructive regulatory environinents witli growing service tenitoiies and lower debt 
and business risk at t l ie P:ircnt as the priinaw laclois in tlie upgrade 

On Marc11 15. 2007, SBP upgraded corporate credit ratings to BBB-+- lrom BBB at Priigress Energy, Inc , PIX and PET and revised each company‘s outlook 
to stable from positive ScW cited the sigiiilicant reduction i n  our liolding conipany debt and the moderation of business risk achieved by our rencmed focus 
on our regirlaled utilities as the primaiy Jbclois i n  the upgrade 

Oui off-balance slicct arrangements and contractual obligations aic dcsci ibed below 

As a part 01 noniial business, we enter inlo wiious agrcenients pi-ovidiiig iutule finoticiol or perloniiance nssniaiices to tliird parties that ore outside the scope 
of FASB Intcrpretatioii No 45. “Guaraiitor’s Accounting and Dlsclosurc Rcquirenients Tor Guaiantces. Including Indirect Guarantees of Indebtedness of 
Otheis ’‘ Ilicse agreements a x  eiitcicd into piiniarily to snpporl OI cnliance tlic crcditwoltllincss otliciwise attributed to Progress Energy or ow subsidiaries on 
:i stand-alone basis. tlicreby facilitating tlic extension o i  sufJkient credit to accomplish the subsidiaries’ intended commercial pnrposes Our giiaraiitecs 
include standby letters of credit. surely bonds. pel-foriiiaiice obligations for trading operations aiid giiarantees of certain subsidiary credit obligations At 

Deceniber 31. 2007. we liave issued 6481 million 01 guaiaiitces for fiitnre financial or performance assiirance, including $17 million at PEC and $1 inillion at 

PEF Included iii this anioiint i s  6.300 niillion of guaraiitees o l  ceitain payments of two wliolly owned indirect subsidiaries issued by the Parent (See Nole 23) 
We do not believe conditions are likely for sigiiiJkanl peifixiiiance under tlie gniliaiitees oi perforiiiaiice isstied by or on behalf of affiliates 

At December 31. 2007. we liave issued gtioraiilees aiid iiideiiinilicatioiis of ccrlaiii asset perroriiiance. legal. lax mid environnicntnl motlers to third parties, 
including indemnifications niade in coiincctioii witli sales of businesses, and for timely pavnienl oI obligations i n  suppoit o l  our non\vholly owned synllietic 
fiiels opeiations as discnsscd i n  Note 22C 

Under 0111 I isk ~iianagentent policy, we niay me a vaiiety of instruiiients. inclndiiig swaps, options and fonvard coiitmcls, to manage exposure to iluctuations 
in coniniodity prices and interest rates See Note 17 and Ilem 7 A  “Quantitative and Qualitative Disclosures About Market Risk” for a discussion of niarket 
lisl; and d e i i ~ ~ t i v e s  

We arc p r t y  to ~iiniieroits contiacts and arrangenicnts obligating us to Iiidic casli pavniciits i n  fiiture years These contracts include financial arrangements 
such a s  debt :igrcemenis and leoses. as well as coniracts lor tlic pnrclinse of‘ goods and scrvices Aniounts in  (lie following table nrc estimated based npon 
contractii:ii terms. :id :ictn:d amounts will likclv differ li-om aiiicuiits presented below Fni~licr disclosure rcg:irding our coiitractoal obligations i s  included i n  
the respective notes to the Consolidated Financial Stateiiients We t:ike into consideration the future coiiiiiiitiiieiit~ wlieii assessing our liquidity aiid fiituie 

finaiicing needs 7 lie litllotving table reflects Progress Ei iery’s  contlaclual casli obligations and otlier coniiiicrcial conimitnients at December 31, 2007. i n  tlie 
respective periods i n  which they are due: 
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(1 n niillioiis) 1 Otal Less tliaii I year 1-3 yeais 3-5 years More than 5 years 

Interest payments on long-term debt (11) 

2U) 
Operating leases (See Note 2213) 74 0 62 66 58 554 

133 

‘rota1 $17.128 $4.853 $6.166 $5.534 $20.575 

(a) Our maturing debt obligations are gener:illy expected to be icpaid n ~ i t h  asset s:iles cnid c:isli Iroin oper:itions or refinanced wit11 new debt issuances in the 

n) Inteiest payments on long-tcrni debt ale based 011 the iiitcresi late eflcctive a i  Deceiiibcr 31. 2007 
( e )  Fuel and piircliased power coniiiiiliiicnl~ repiesent llie nia,iorily 01’ on1 ieiiiaii~iiig fnlnre coniniitnienls after debt obligations Essentially all of our file1 

and p u r c h a d  p w e r  costs are recovered ilirnirglr pass-ilirougli claiises in  accordance ivilli Noi l l i  Carolina, Sour11 Carolina and Florida regulations and 
tliereforc do not require separate liquidiiv snppoi~ 

(d) We have additional contractual obligations associated with our discoi~hued CCO operations, which are not ieflccted i n  this table rliese obligations 
include other purchase obligations ofS3 inillioii each for 2008 and 2009 

(e) Projected pension funding siatus is based on cniieiit actuarial estiniates and is subject to fiitnre revision 
(r) Uncertain tax positions o i  $93 inillion :ire i i o t  rcllected i i t  th is  tablc 3s we c:innot prcdici \ \ h i  open inconic t:is yeai-s \ \ i l l  be closed ivitli completed 

csaniinations. We are not aware of any tar positions for wliicli i t  is reasonably possible tknt tlic total anioniits of unrecogiiizcd tax benefits will 
significaiilly increase or decrease during tlie 12-niontli period cnding December 31, 2008 

0) In  2008. I’EC must begin transitioning Noith Caioliiia Jurisdictional anionnts ct~neiiily reiained inlernally to its esteiiial decominissioning finids The 
transition of$131 inillion must be coiiiplcte by Deceniber 31. 201 7. and a1 least 10 percent innst be transitioned each yeai 

capital markets. 

OTHER MATTERS 

SYNTIIETIC: FUEI,S TAX CREDITS 

I-Iistorically, we have had substantinl operntions associated with the pioductiori oi coal-b:rsed solid svnthelic inels as defined inider Section 29 of the Code 
(Section 29) The prodiiction and sale ol tliese products qivnlilied fbr fcdernl incoiiie tax credits so long as certain requirements were satisfied, including a 
requirement that the synthetic fnels differ signilicantlv i n  clieniical conipositioii from tlic coal used to prodnce sucli syntlietic fuels and that the f ~ e l  was 

produced from a Pncility tliat \\‘as placed in service befoie July I .  1998 Qualifying syntheiic liiels faciliiics entitled their oiviiers to federal inconic tax credits 
b s e d  on the barrel of oil equivalent oi the syiitlietic iuels produced and sold by these plants I‘lie tax credits associated willi syntlietic fnels iii a particular year 
iverc pliased out if m ~ n i a l  average inarkct prices l o r  crnde oil cscecded cerlain prices S~iitlietic luels were geiiei ally not econoiiiical to produce and sell 
absent the credits -1 lie syntlictic lucls 13s credit piograni espircd a1 the end ol 2007 

TXY CREDITS 

Legislation enacted iii  2005 redesign:iied ilie Scctioii 29 tax credit as a gciieial business credir under Section 45K of the Code (Section 45K) eifcciive January 
1. 2006 llie previons ainounl ol’ Section 29 lax credits tlial we were alloiwd lo clain~ i i i  a n y  c:ilendar year Iliro~igli J~ecciiibei 31. 2005, was limited by lhe 
aiiiount of our regular lederal inconic tas liabilitv Scctioii 29 Lax credit :niionnts cdlotvetf bnl not utilized are c:iiiied lorwnid indefinitely as deferred 
alternative niiniinum tax credits Tlie rcdcsignation ol Scctioii 29 tax cicdits as 0 Section 45K gencral 
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business: credit reiiioves the regular federal inconic tax liability l i i i i i t  on synllietic Iuels production and sub,jects the credits to a 20-year carry forward period 
This provision allowed us to produce more synthetic fuels tliaii we I i n w  Iiistoricelly produced. sliould we liavc clioscn lo  do so 

Total Section 29145K ciedits geneialcd througli 1)ecenibcr 3 1 .  2007 (includitig lliosc generated by Floiida Progress piior to our acquisition). were 
approxiniately 62 028 billion. of wliicli $1  054 billion lias bccii used to offset 1cgu1ai fcdcral iiicoiiic tax liabilitv. $830 ~iiillioti is being carried forward as 
def’erred t.m credits and $144 inillion lias been iescived due to the estimated pliase-oir~ oitax ciedits due to high oil prices. a s  desciibed below 

IAlPACT OF CRUDE OIL PRICES’ 

Section 29 provided that i f  the Aiiniial Average Piice exceeded the Thresliold Price. the aiiiouiit o i  Sectioii 29/.ljK bu credits \\‘as reduced for that w a i  Also. 
if the Annual Average Price eweeded the Plinse-out Piice, the Section 29145K tau credits weie eliiiiiiiated foi that year 1 lie 1 lireshold Price and the Pliase- 
out Price were adjusted annually ior rnflnlion 

I f  the Annual Average Price fell between the T111.esIiold l’iicc and tlic Pliasc-out Price Ibr a \mi. the aiiiouiit bs  wliicli Sectioii 29/45K tax credits were 
reduced depended on wlieie the Annual Avciage Pi ice fell i n  tliat coiitiiiu~~m The Department of the Treasury calculates the Annual Avciagc Price based on 
the Domestic Crude Oil First Purchases Prices piiblishcd by the Energy lnfor~nation Agency ( E M )  Deca~ise the EIA publislies its infomiation on a Iliree- 
~iioiitli lag, the secretary of tlie Treasury linalizes tlie calculations three inoiitlis aftei- the sear i n  qucstion elids ‘Thus, the Annunl Average Price for calendar 
year 2006 was publislied on April 4, 2007 Based on tlie Annual Aveioge Price foi calendar yeai 2006 of 659 68, our ssiitliclic iuels tax credits generated 
during 2006 \ w e  reduced by .33 percent, or appioxiiiiately $35 iiiillioii ‘flie Annual Average Price li,i caleiidar \w~i  2007 is expected to be publislied in  early 
April 2008 

On September 14, 2007, we idled production of synthetic fuels at o w  iiia,jorit\~-o\vned sviitlielic iiiels lacilities As discussed below. the decision to idle 
production was based oii the high level of oil piiccs, and the resiimption 01 sviitlictic fiicls productioii was dependent upon a iiuiiiber of lactors, including a 
reduction in oil prices On October 12. 2007. based upon the continued liigli lcvcl of oil prices. iiiilavorable oil piice piqjcclions tlirougli tlic end of 2007. aiid 
the expiration of the synthetic fiiels tax credit program at the end o i  2007. we permanently ceased production of s~~ntlictic fuels at our majority-owned 
facilities The operation of synthetic fuels fac es on behalf of third parties coiitiiiued tliroogli late 2007 Because we liwe abnndoned our ni:iJority-owiied 
facilities and our otlier synthetic fuels operations ceased i i i  late Deceinber 2007. we reclassified the operations of our syiitlietic fUels businesses as 
discontinued operations in the fourth qiiartei of 2007 

We estimate that the 2007 Threshold Piice will be appioxinialely $57 per batrel aiid tlie Pliase-out Pricc will be approxiniatelv $71 per banel, based on an 
estimated inflation adjustiiieiit for 2007 The riiontlily Domestic Crude Oil First I’uicliascs Price publislied by the E.IA has recently averaged approximately $5 
lower than the corresponding dnily New York Mercantile Iixchnnge (NYMEX) prompt tiiontli scttleiiieiit price fog light sweet crude oil Tlirough December 
31. 2007, the average NYMEX settlement piice for light sweet crude oil \vas $72 35 per barrel Based upon tlie estimated 2007 Ihresliold Price and Pliase-out 
Price and assuming that die $5 average differential between the Donicstic Crude Oil First Purchases Price published by the EIA and the NYMEX settlement 
price continued tlirougli December 3 1, 2007. we estimate tliat the svnthctic fuels tas credit aniouot h r  2007 will be reduced by approsimately 70 percent 
Tlicrefore, we reserved 70 perceiit or approsiniately $Id4 niillion of the $205 niillioti o i  tax credits generated durin: 2007 The liiial c:ilculations of any 
reductions in  the value of the tas credits will not be dcteriiiined iiiitil April 2008 wlieii final 2007 oil prices ale published 

I n  Jaiualy 2007, we enteied into derivative contracts to hedge econoiiiically a portion oi oui 2007 syntlietic fiiels cash flow exposiire to the risk of iisiiig oil 
piices over an average atinual oil piice iaiige oi$63 to $77 per baric1 oii a NYMEX basis 1 lie notional quantity o i  tlicse oil price hedge iiistrutnents \vas 25 
iiiillion bni~e ls  and piovided protection for the equivalent oi oppioxinialelp 8 niillion tons or 2007 syiitlietic Iiiels productioii and was iiiatkcd-to-ninrl;ct with 
ciianges in  f i r  value recorded thiough earnings Tlic dcrivati ontracts ended 011 Dcccmbcr 31. 2007, and were settled for cash on lanua~v 8. 2008, with no 
iiiateiinl impact on 2008 earnings. Approsiniatelv 34 percent o i  the notional quantitj8 01 tliese contracts was entcicd into by Cciedo Svnfucl LLC (Ccredo) As 
discussed below iii “Sales of Pa~tncisliip lnte~ests” and i n  Notes IC aiid 35, we disposed oloui I00 percent owiicrship interest i n  



Ccredo i n  March 2007 During the year ended Dccembcr 31. 2007, we recorded nct pretax gains of $168 iiiillioii ielatcd to tliesc contracts, including 1657 
million attributable to Ccredo, of which $L12 million was attributed to minority interest for the portion 0 1  the gain subsequent to disposd See Item 7A. 
“Quantitative and Qualitative Disclosures About Market Risk.” and Note 17A arid for a discussion of tiiarket risk and derivatives 

IAfl’,dlRAfl?NT OFSSNTHETIC FUELS AND OTHER RELATED I Oh‘G-LlI’fiD ASS7TTS 

Wc monitor our long-lived assets for iriipairnient as warranted With tllc idling of our syntlictic fiicls facilities duiing tlic sccond qtiartcr oi 2006 due to tlie 
high level of oil piiccs, we performed an inipaiimcnt evalualion of oui synthetic fiiels and otliei iclatcd opetaling long-lived assets The inipairmenl test 
considered iiuiiierous factors, including, among oUier tliings, continued high oil prices nnd the tlrcii-current “idle” state oi our synthetic fuels facilities Based 

well as a portion of the asset cniiying value associated with the river temiirials at rvliicli die synthetic fuels niaiiuiac1triiiig facilities are located As discussed 
in Note 3B, lliese charges have been reclassified to discontinued operations, net of tax on the Consolidated Slatemeiits o i  Income 

SALES OF PARTNERSHIP IN7ERESTS 

I n  March 2007, we disposed of. tlirougli our subsidiary Progrcss Fuels. ow 100 pcrceiit ownership iiitcicst i n  Ccredo. a subsidiarv 11131 produces and sells 
qualifying coal-based solid synthetic fiiels. to a third-pnity buyer. I n  addition, we entered into an agicciiicnt to opeiate the Ccicdo iacility on bclialf oi the 
buyer At closing, we I-eceivcd cas11 proceeds ofS10 million and a ~ioiireco~~rse note rcceiwblc ofS5.l inillion Payiiiciits on the iiote :ire due as we produce 
and sell qualifying coal-based solid synthetic fuels on behalf or  the buyer During 2007. we produced 2 7 million tons In accordance with tlic terms of the 
agreemelit, we received payinenis 01) the note related to 2007 pi-oditction of 649 million i n  2007 and 165 million subsequent to vxr-cnd The total amount of 
pioceeds is subject to adjustment once the final value of the 2007 Section 29/45K credits is h i o w  Pursuant to tlie teniis of the disposal agreemelit. the buyer 
had the right to unwind the transaction if an Intenial Revenue Service (IRS) reconfirmation private letter iuliiig was not received by November 9, 2007. or ii 
certain adverse clinnges in  tax law, as defined in the agreement, occuilcd before November 19, 2007 1 lie IRS reconliriiialion piivutc lettet ruling was 
rcceived on October 29, 2007, and no adveisc change in tax law occurred prioi to November 19. 2007 As of Deccniber 31. 2007, due to indemnification 
provisions, we rccorded losses on disposal of $3 million based 011 the estimated valuc of the 2007 Section 29/45K tax cicdits Tlic operations of Ccredo have 
been reclassified to discontinued operations, net of tax on the Consolidated Statements of Inconic Subsequent to the disposol. we remained tlic piiiiiaw 

beneficiary oi Ceredo and continued to consolidate Ccredo i n  accordance \villi FASB Iiilcrpretation No 46R, “Consolidation oi  Variable interest lintitics - an 

Interpretation of ARB No 51” (FIN 46R), but we have rccorded a 100 percent minority interest Consequeiitlv. subsequent to the disposal tlicre was no net 

earnings inipact fioni Cercdo’s operations In connection with the disposal. Progress Fuels and Progress Energy provided guarantees and iiideinnificarions for 
certain legal and tax matteis to the buyer, whicli increases tlic loss 011 disposal or reduces any potential deferred gain ‘Tl~e ultiniatc resol t~t ic~~ of tliese niatteIs 
could result in adjustments to the loss on disposal in  future periods (See Note 3 1  and Note 22C) 

In lune 2004. llirougli our subsidiary Progress Fuels, we sold i n  two lraiisactioiis a coiiibined 49 8 percent portilersliip interest i n  Colona Synluel Limited 
Partnership, LLLP (Colona), one of our synlhetic fuels facilities Tlie transactions \wre structured such tliat proceeds kom Llic sales rvotild be iccci.ced over 
time. which \vas typical of such sales in the iiidustnf” Gains from thc sales are rccogiiizcd on a cost-rccovcis basis Gain rccogilition is dcpcndcnt 011 tlic 
syntlictic fiicls production qualifying for Section 29/45K tax ciedits and the valne of such tar  ciedits. as discussed above Until the gain iecognitioii criteria 
are met. gnins from selling interests i n  Colona were deferred Lhc to the impact on production from tlie 2007 idling ol tlic syitlictic hcls  facilities rzs 

discussed above and pursuant to the teriiis of the sales agleenients. i n  .January 2008, the purchasers aba~idoned tlieir iiilerests i n  Colona We rccognized a $4 
million gain and $30 millioii gain on these transactions iii the years cndcd Lheniber 31. 2006 aiid 2005, respcctively, wliicli Iiave been reclassified to 
discontinued opeiations. net of tax on the Consolidated Statcnieiits of Inconic (See Note 3L) 111 2007. due to the inciease i n  tlic price 0 1  oil tliat limits 
syiitlietic fuels 13s credits, we did not record any additional gain 



See Note 22D and Item I A, “Risk Factors” for additional discussion iclated to out synthetic hlels opeiations 

lIEGUL,ATOR\’ ENI’IRONMENT 

Tlie litilities’ operations in Noitli Carolina, South Carolina and Florida are regulated by the NCUC. SCPSC and tlie FPSC. respectively Tlie 1.Jtilities are also 

subject to regulation by the FERC, tlie Nuclear Regulatoly Commission WRC) and otlier federal and state agencies coninion to tlie utility business As a 
result of regulation, many of the fiuidainental business decisions, as well as the rate of leturn the IJtilities are perniitted to earn, are subject to the approval of 
one or niore of these governiiieiital agencies 

Io  our knowledge, t h e  IS curieiitly no enacted or proposed legislation i n  North Carolina, South Carolina o r  1.1oiida that would g ~ v e  ietail ratepayers the riglit 
to choose their elcctncity piovider or otliciwire iestrricture or dciegulatc tlie electric industry We cannot anticipate wlien, or 11. anv 01 tlicw states will inove 
tn I>. ~ - - -  

The retail r:ite matters affected by state regulatory autliorities arc discussed in detail in Notes 7 8  and 7C Tliis discussion identifies specilic ret:iil r:ite niatters, 

tlie statits of the issues and tlie associated effects on our consolidated financial statements 

On December 19: 2007. tlie president signed into law tlie federal Energy Independeilce and Security Act of 2007 Tlie legislotion streiiglheiied Corporate 
Average Fuel Economy standards for automotive manufactweis’ fleets o l  passenger cars and light tr-uclcs and significantly iiicieased tlie ainouiit of etlianol 
required lo be used as a gasoline additive The legislation also provided incentives for tlie development of plug-ill hybrid electiic \diiclcs and created new 
energy-elliciency stniidmds i n  commeicial. residential mid governmental use In addition, tlie legislation authorized increased funding foi rescnrcll into tlie use 
of carbon capture and storage tecliiiology. and directs states to consider “siiiart grid” improvenleiits to transmission infrasti ucturc The law did not contain any 
piovisions foi a federal Renewable Portfolio Standaid 

1)irritig 2007, tlie North Carolina legislature passed compreliensive energy Icgislatioii, whicli became law on August 20. 2007 Tlie l aw mandates niinimum 
REI’S for tlie use of energy from specified iene\vable energy resources or implementation of energy-efficiency iiieasures bv \lie state‘s electric utilities 
beginning witli a 3 percent requirement i n  2012 and increasing to 12 5 percent in 2021 for regulated public utilities. including I’EC The preiiiiwii to be paid 
by electric utilities to comply with tlie requirements, above tlie cost tliey would Iiave otlienvise incoil-ed to meet consuniel demand. is to be I ecovered tlirough 
an annual clause Tlie annual aniount tlial can be recoveied tlirough tlic REPS clause is capped and once a utility lias expended monies equal to the cap. tlie 
utility is deemed to have met its obligations under tlie REPS, regardless oI the actual reiiewables generated or purcliased The law grants tlie NCUC authority 
to modify 01’ alter tlie REPS requireinents if tlie NCUC deteniiiries it is in the public interest to do so Tlic reco\‘ery cap iequircnient begins i n  2008 and, as a 
result, PEC will begin deferring certain costs associated with renewable energy purcliascs i n  2008 These costs are expected to be iiiiinatcrial ill 2008 

Tile law allows tlie ulility to meet a portion of the REPS with energy reductions acliieved through energy-elliciency progr:inis Energ~~-cl l~ciency programs 
include m y  prograiii or activity impleiiiented after January 1, 2007, that results in  less energy being used to perfonii tile sanie function l~lirough the yeor 
2020, a utility can use cnergy- efiiciency progrmiis to satisfy up to 25 percent oftlieir REPS: beginning i n  2021. these programs may constitute up to 40 
percent of tlie requirements 

The law allows tlie utility to recover tlie costs of new DSM and energy-elficiency progimns tllrougli an annud DSM clause The la\\, allo\vs (lie utility lo 

capitalize tliose costs that are intended to produce future benefits and autliorizcs tlie NCUC Lo approve otlier fomis 01 linancial incentives to thc utility for 
DSM and energy-eficiciicy progl anis DSM programs include any program or initiative that sliifts tlie timing of electricitv use froiii pcak lo tionpeak periods 
and incliides load Ilianagcriierit. eleciiicity system and opcialiiig controls. direct load control and interruptible load P I X  lias begun iiiiplcmciitiiig a set ics of 
]ISM and energy-ef‘ficiency programs a i d  deferred $2 million of implenientltioii and pmgr:uri costs for hture  recoveiy lbr !lie );car ended Dccciiiber 31. 
2007 

The law also espaiids tlie definition of tlie tiaditional fuel clause so that additional costs may be recovered annually Time additional costs include costs of 
reagents (commodities sncli as aiiiiiioiiia and limestone used in  eniissions 
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control technologies), the avoided costs associated with renewable energy purchases aiid certain components of purcliased power not previously recoverable 
througli the fuel clause (see additional discussion below) 1-k North Caiolina Inw also autliorizcs the NCUC to allow annual prudence reviews of the 
constriiction costs of 3 baseload generating plant if iequested by the public i~tility that is constn~cling the plant and removes the requircn~ent that a public 
utility prove Iiiiancial distress before it may includc constri~ction woik i n  progress i n  rate base and adjust rates, accordingly. in a geneial rate case ~vhile a 
baseload generating plant is undei consttuction. 

On October 26, 2007, the NCUC issued its proposed niles for iinplementltion of tlie law PEC expects find rules to be issiictl by tlie end o i  the lirst quarter of 
2008 Until the iuleniaking process is completed, we cannot predict the costs of coniplying with the law PEC would be able to annually recover its reasonable 
prudent conipliance costs 

. ,  
oy b ~/ L p u i  

the anniial luel clause niechan~sm to include recoveiy 01 the costs ot reagents used i n  the operatioil of PEC’s eniissions contiol teclinologies (see additional 
discussion below) 1 he Iaw also niclndes provisions to provide base rate cost recoveiy lor upfront development costs associated w i t h  niiclear baseload 
gciieiation and consti tichon costs assoclatcd wlth nuclear or coal baseload gencrat~on w~thout a bare rate proceeding and the a b ~ l ~ t y  to iecovei financnig costs 
t b i  new nuclear baseload genera11011 tltrough annual clauses 

__- 

On November 30, 2007, PEC filed a petition with the SCPSC sceking authorization to create a deferred account for I X M  and eiiei gy-elliciciicv program 
espenses pending tlie liling of application iequestiiig a DSM and energy- efliciency prograr11 espense clause to recover such program costs On Deceniber 12. 
2007. tlie SCPSC granted PEC‘s petition As a result, tlirougll Deceniber 3 I ,  2007, PEC deferred an inimnterial aniount of i~nplerne~~tation and program costs 
for futuie recoveiy i n  the Soutli Carolina jurisdiction. 

On Iuly 13, 2007, tlie governor of Florida issued exccntive orders to address reduction of greenhouse gas en~issioiis The executive oiders call for t l~e  lirst 
soullieastcni state cap-mid-trade prograni and include adoption of a maximum allo\vable ernissions level of greenliousc gases for Florida utilities The standald 
will nquirc, at a niininiuiii, tlie following t h e  ~ c d u c t i o ~ ~  inilcstoncs: by 2017, cniissions not greater than Year 2000 utility sector emissions: b~ 2025. 
emissions not greater than Year 1990 utility scctor c~iiissions: a id  by 2050, emissions not greater than 20 percent of Year 1990 utility sector cmissions 

Among otlier tliiiigs the executive orders a h  requested that the FPSC initiate a iuleniaking by September I ,  2007, that would ( I )  rcquiie Florida utilities to 
produce at least 20 percent of their electricity iron1 reneivable sources; (2) reduce tlie cost of connecting solar and other iene\vable energy teclinologics to 
Florida’s power grid by adopting unifonn statewide interconnection standards for all utilities; and (3) autliorize 3 uniform, sta~ewide mctliod to enable 
residential and conirnercial custoiiiers, \v110 generate electricity from on-site renewable teclinologies of up to 1 MW in capacity. to offset tlieii consumption 
over a billing period by allowing their electric meters to tu rn  backward wlien they generate electricity (net metering) The FPSC has held nieetings regarding 
the renewable portfolio standard but no actions iimc k e n  take11 or rules issued Tile Energy and Cliniate Action Team appointed by tlic govcrnor submitted its 
initial reco~i~iiieiidatiotis for iniplemcntation of the govcrnor’s executive orders on Novcniber 1, 2007 The rccoii~mendntio~is encourage the dcvelopmciit and 
iniplenientation of energy-efficiency and consen~ation nicasures. iniplemcntation of a climate legistry aiid consideration of a capand-trade approach to 

rcducing tlie state‘s grecnhorise gas emissions Additional development and discussion of the recommendations \vi11 occur through a stakeholder process i n  
2008 ‘the Florida Departnieiit of Fiivironniental Protection held its lirst rulemaking workshop on the grecnliouse gas eniissions cap on August 22. 2007. and 
a second workshop on December 5 ,  2007 We anticipate drafts of the rule will be issued i n  2008 I n  addition, the Florida Eneigy Coniniission. wliicli \vas 

establislied by the Legislature i n  2006, publislied its energy policy and climate cliange recommendations on December 31. 2007 Tlie report includes proposed 
legislative language that would implement energy-efficiency and consen1ation programs. pafiicipation in the multi-state Climate Registry and cniissions 
reduction targets 11131 are siniilar to those coiitained i n  the governor‘s eseciiti\~e orders We caiinot curiently predict the costs of coniplying with the laws and 
regulations that may ultiniately result from tliesc executive orders and the Florida Energy Coinn~ission‘s recoi~~niei~dations Our balanced solutioii, as 
described i n  “Increasing Encrgy lhi ia i id” includes greater investnient i n  energy efficiency. tenewable energy and state-of-the-art generation and 
denionstrates our cominitmcnt to environn~ental responsibility 
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On April 10. 2007, the FPSC adopted a rule tliat specifies what stonii cosis will be recoverable and whether such recoverable costs would be offset against a 
utility's stonii reserve fund or recoverable through its base rates I'EF does not believe that compliance with tliis nile will materially increase its costs 

EPACT. among oilier provisions. gave the FERC accountability for svstcni reliability and the authority to impose civil penalties EPACT provides procedures 
and rules for the establishmeni of an electric ieliability organization (ERO) tliat will piaposc and enforce mandatory ieiiability standards On July 20, 2006. 
the FERC certified the North Ainerican Electric Reliability Corporation (NERC) as the FRO Iiicluded in this ccrtification was a provision for the ERO to 
delegate authority for the purpose of proposing and enCorcing reliability standards il l  particular regions of the country by entering into delegation agreements 
with regional entiiies The SERC Reliability Coiporation (SERC) and the Florida Reliability Coordinating Council (FRCC) are tlie regional entities for PEC 
and PET;. respcctively 

. -  
A5 discussed 111 "Puture Liquidity and Lapitat I<esourccs - irlliei iiegularoiy i v i a u  G t  

reliability standards developed by the NERC ond set aside other standards pending further developnient Conipliaiice with FERC-appioved reliabilitv 
standards I S  niaiidatory for a11 registeied users, owners and operaiors of the bulk powel system. including PEC aiid PEF Prior to the FERC action, eleciiic 
utility industiy compliance with the NERC standards had been voluntaty 

Based on FERC's directive to revise 56 of the adopted standards, we expect standards to migrate to more definitive and cnforceable requirements over time 
We are committed to meeting those standards The fiiiancial inipact of niandatory conipliance cannot currently be determined Failuie to comply with the 
ieliability standards could result i n  tlie imposition o i  Lines and civil pciialties I f  we ale unable to meet the reliability stanchrds for the bulk po~ver system i n  
the iuturc. ii could have a inaterial adverse ellect on our financial condition. icsii l ts of operations and cash flows 

Piior to the effective date of mandatory compliance with tlie reliability standnids, PEC self-reporled two noncoiiiplian~e~ a id  I'EF selt-iepoi-led three 
nonconipliances Entities responsible for enfoiceiiient or niaiidatoiy reliability standards have proposed that entities that self-reported noncoiiipliaiice prior to 
the cffectivc date and pursue aggressive mitigation plans will not be assessed Lines Subsequent to the e f h t i v e  date. PEC self-reporled three nonconipliances 
with voluntaiy standards and I'EF self-leported one noiiconipliance with voluntaw standaids and one noiiconipliance with a mandatory standaid PEC and 
PE,F have subiiiiited mitigation plans to address the self-reported noncampliancc The costs of executing the mitigation plans are not expected to have a 
signilicani effect on our results of operations or liquidit,, 

LEGAL 

We are subject to federal: Stale and local legislation and court orders These matters are discussed i n  detail in Note 22D. This discussion identifies specilic 
issues, the status of tlie issues, accruals associated wiih issue resolutions and our associated exposures 

INClilJASlNG ENERGY DEMAND 

Mcetiiig tlie niiticipaied growth witliiii tlie Utilities' sewice territoncs will require :I balaiiced approach The three main clenients of this hl:iiiced solution arc: 
( I  ) expanding our energy eflicieiicy proginins: (2)  investing iii  the developinelit o i  alternative energy resources for the future; and ( 3 )  operating staie-oi-the- 
art plants that produce energy clemily and efficienily by modei nizing existing pla~its and pursuing options for building new plants and associated trmisniission 
facilities 

We are actively pursuing expansion of our energy-efficiency and consendo i l  prograins as energy eflicieiicy is one of the most effective ways io reduce 
energy costs. o1l:set tlie need for new power plants and protect tlie environinent Our energy-efficiency program provides simple, low-cost ways lor residenliol 
custnniei s to reduce energy use. promotes home energy cliccl~s. provides tools and program for large and sniall businesses to mini~nizc tlicir cncigy use and 
provides an interactive internet Web site with online calculators. prograins and efficiency tips 
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We are actively engaged i n  a vaiiety of alternative energy piojccts. including solai, hydrogen, bioinass and landfill-gas technologies W e  are evaluating the 
feasibility o i  piodiiciiig electricity from hog waste and other plant or aiiiinal sources. 

In tlie coming years, we will continue to invest i n  existing plants aiid consider plans for building new gciieiating plants Due to tlic anticipated growth in  our 
semice territories. we cstiniate that we will require new generation iacilities i n  both Florida and the Carolinas toward the end of tlic lied decade. mid we are 
evaluating the best available options for this genemtion. including advanced design nucleai- and gas technologics At this time, no definitive decisions have 
been made lo construct new nuclear plants While we pursue expaision o i  energy- efficiency and conservation programs, PEC 1i.x announced a two-year 
moratorium oii constnicting new coal-fired plants and that i f  PEC goes ahead with a new nuclear plant, the new plant would not be online until at least 2018 
(see “Nuclear” below) 

-__ As authorized under EI’ACT. on October 4. 2007 the Uiiiled States Deoartiiient 01 Eiieipy (DOE) ptiblislied final regiilations for the disbursement of up to 
$13 billion in loan giiarnntees for clean-energy pioject~ using innovative tccliiiologies 1 he guarantees, which will cover up to 100 percent of the amount of 
any loan for no iiioie than 80 percent oi the project cost, are expected to spur developnieot of nuclear, clean-coal aiid ethanol projects Congress has approved 
$4 billioii in 103li guanntees. with tlic DOE seeking an additional $9 billion 111 loan guaraiitccs i n  i t s  fiscal 2008 bttdgct request Initial applicat~ons for loan 
guarantees were f o r  iioii-nuclear projects but i t  is espected that appioval of additional funding could result 111 guarantces being available for nucleai generation 
prolecis We cannot predict the outcome of thir matter 

-- 

NUCLEAR 

Nuclear generating units are regulated by the NRC In tlie event o i  iioncompliaiice. tlie NRC has tlie authoiity to impose fines, set license conditions, shut 
down a nuclear uni t  or take sonic combination o i  these actions. depending upon its assessiiient of the severity of tlie situation, until conipliance is achieved 

On November 14. 2006. PEC filed ail application with the N R C  for a 20-year estciision of the Sliearon llarris Nuclear Plant (Harris) operating license The 
liccnsc iciiewal application for Harris is currently under rcvicw by the NRC with a decisioii expected i n  2008 

Our nuclear units are periodically removed from service to accommodate norinnl refueling and maintenance outages, repairs and certain other modifications 
(See Notes 5 and 22D) 

We previously aiinotinced that we are pursuing developmenl of COL applicalions to poteiitially construct new nuclear plants i n  North Carolina and Florida 
Filing of 3 COL is not a comiiiitmeiit to build a iiiiclear plant but is a iiccessary step to keep open the option of building 3 plant or plants The NRC estimates 
that it will take approximntely three to four yeais to rcvicw and piocess the COL applications 

On laiiuaiy 23. 2006. we announced that PEC selected a site at I-lairis to cvaluatc for possible filture nuclear expansion. Wc  have selected the Westingliouse 
Eleclric APl000 reactor design 3s tlie technology upon which to base I’EC’s application submission On Fcbrualy 19. 2008. PEC filed its COL application 
with the NRC for two additional reactors 31 I-lams If we rcccivc approval from the NRC and applicable state agencies, and ii the dccisions to build are made, 
tlic new plant \vould not be online until at Icwt 201 8 (See “Increasing Energy Demand” above) 

On Deceniber 12> 2006, we aiiiiouiiced that I’EF selected a site iii Levy County. Fla. to evaliinte for possible h tu re  nuclear expansion W e  have selected the 
Westiiigliousc Electric APl000 reactor design as the tcchiiology u p n  which to base PEF’s application submission PEF expects to file the application for the 
COL. i n  2008 If  we receive approval froin the NRC and applicable stale agencies. and if tlie decision to build is  made, safety-related construction activities 
could begin as early as 2012. aiid a iicw plant could be online i n  2016 (See “Increasilig Energy Uemniid” above) In 2007, PEF completed the purchase oi 
appioxiiiiately 5,000 acres for tlic Lcvy Couiity site and associated traiisiiiission necds PEF anticipates filing 3 Determination of Need petition with tile FPSC 
i n  2008 I n  2007. both tlie L.cvy Coiiiity Plaiiiiing Coinniission aiid tlic I3oard of Cominissioiiers voted uiianiinously i n  favor of PEF’s rcquests to change the 
conipieheiisive land use plan The Florida Depai-tnient of Community AlTairs 
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(FDCA) ieviewed the proposed clianges to the conipreliensive land use plan and i n  tlieir iepoi-1, the FDCA expressed coiicems related to the intensity of use 
and environmental suitability for some oi the pioposed amendinents inipactiiig PEF’s proposed I..evy County nuclear site We anticipate that tlie Levy County 
Planning Conimission will resolve the FIXA’s  concerns witlioiit inipact to the potentinl project scliedule We caniiot predict the outconie of this matter 

A iicw iii~cleai plant may be eligible Ioi tlic l‘edcral production tau crcdit-i and risk insurnncc provided by EPACT CI’ACT provldes an aiuiual tax credit of 1 8 
cents pci kWli foi iiuclcai facilities for tlic first eight yeas  ofopcmtion The credit IS liiiiitcd to the fir51 6,000 MW ol  new iiuclccu genemtioii in the United 
States and has an  aiiiiital cap 01 $125 million per 1 000 MW of national MW capacity limitation allocalcd to the unit In  April 2006, tlie IRS provided interim 

guidance that the 6,000 MW of production tau ciedits generally will be allocated to iiew nuclear fac es that lile license applications w l t h  the NRC by 
Deceniber 31. 2008, had pouied safety-related concrete prior to lanuaiy 1, 2014, and were placed in seivice befoie January I ,  2021 There IS no guarantee that 
the iiiteiiiii gilldance will be incorporated into tlie final iegulatrons goveriiing tlie allocation of production tau credit$ Multiple utilities have announced plans 
to pursue iiew iiucleai plants 1 liere IS no guarantee that any nuclear plant we coiiwuct would qualify foi these or other incentives We cannot predict the 
outcome 0 1  thib matter - __-_-._--_I__ ---I__-- 

In accoidance with provisioiis of Florida’s coinprelieiisivc energy bill enacted iii 2006, the FPSC oidered new rules i n  December 2006 that would allow 
invcstor-owned utilities such as PEF to request iecovery o l  certaiii plaiuiing and construction costs of a nuclcor power plant prior to coniinercial operation 
Uie FPSC issued a final rule on February 13, 2007, under \vIiich utilities will be allowed to recover prudently incurred siting, preconslruction costs and 
AWDC on an annual basis tlirough the capacity cost-rccoveiy clause The nuclear cost-recovery rule also has 3 provision to recover costs should tlie project 
be abandoned once t l ie utility receives a final older granting a L>eterniinatioii olNeed These costs include any unrecovered constructioir work i n  progress at 

the time of abandonment and any other prudent and reasonable exit costs Such aiiioiiiits will not be included i n  a utility’s late base wlien tlie plant is placed in  
conimercial operation I n  addition, the rule will require tlie FPSC to conduct an annual pi-tidence review of the ieasonableness and prudence o i  all such costs, 
including consti uction costs, and such deteiniiiiation sliall not be subject to later review except upon a Iiiiding of fraud: intentional mis~epreseiitatioii or the 
intentional witliholdiiig of key infomiation by the utility Also. on Februanr I ,  2007. the FI’SC amended its power plant bid Jules to, among other things. 
exempt nuclear power plants from existing bid requirements 

In 2007. tlic Soutli Carolina legislature ratified new energy legislation. wliicli includes provisions foi cost-rccoveiy nieclianisms associated with nuclear 
baselond gencr:ttion The Norih Carolina legislature ratified new energy Icgislolion, wliicli authorizes the NCIJC to allow ainual pnidence reviews of baseload 
generating plant construction costs and reirioves tlie requirement Uiat :I public utility prove finnncinl distress before it may include corisiructioii work in  
progress i n  rate bnse and adjust rates, accordingly, iii a general rate case while a baseload geneintiiig plant is under construction (See “Other Matters - 
Regulatoiy Enviroiiiiieiit”). 

ENV IRONM ENTAL MATIXRS 

We arc suL$ect to icgulntion by various federal, state aiid local autlioiities iii t l x  areas of air quality. water quality, cont~ol of toxic substances aiid hazardous 
and solid wastes. aiid other environnieiital matters We believe that we are i n  substantial compliance with those eiiviroiiineiital regulations currently applicable 
t o  our business and operations aiid believe we Iiave all iiecessaiy permits to conduct such operations Enviioiimental laws and regulations frequently cliange 
and the iiltiiiiale costs oI~compliance conriot be precisely es!im;lted 

[lie provisions o i  tlie Comprehensive Eiiviroiuncnlal Responsc. Coiiipeiisatinn and Liability Act of 1980. as amended (CERCLA), autliorize the EPA to 
ieqiiire the cleanup of hazardous waste sites This statute iniposes retroactive joint and several liabilities Soiiie states. including Noith Carolina. South 
Carolina and Florida. Iiave similar types of statutes We are periodically notified by regulators. iiiclvding tlie EPA and vaiious state agencies, of our 
involvement or potential involvement in  sites that ma!; require invcstigatioii aiidioi reiiiediatlon There arc piescntly sevcral sites witli respect to wliich we 
Iiavc been notified o i  our potential liability by the EI’A. the state of North Carolina, the state of Florida or potcntially responsible poilies (PRP) groups 
VLII~OIIS organic materials associated with the production o i  niaiiiil‘actured gas. generally refeired to as coal tar. arc regulated wider l‘ederal and 
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state la~vs PEC and PEF are each PRl's at several nianuiactured gas plant (MGP) sites We arc also currently i n  the process of assessing potential costs and 
exposures at other sites These costs are eligible for regulatory recovery through either base rates or cost-recovery clat~ses (See Notes 7 and 21) 130th PEC and 
PEF evaluate potential claims against other PRl's and insurance cai-iiers and plan to submit claims for cost recoveiy where applopriate .The outcome of these 
potential claims cciinot be piedicted No material claiins arc cuirently pending I-lazardotIs and solid ~vaste niaiiagement iiiatters are discussed in detail i n  Note 
21A 

We accrue costs to the extent our liability IS probablc and the costs can be Icasonabl) est~niatcd 111 accordance wttli GAAP Because tlie cstcnl of 
cnvrronnicntnl impact. allocation among PRPF for a11 sites. renicdintioii alteinativcs (which could involve either niiiirnial or s~gnrfjcant clforts), and 
concuiicnce 01 the regulatory authonties have not yet reached die stage where a reasonable estimate 01 the remediation costs can be niadc. we cannot 
dctermiiie the total costs that may be incu r id  i n  connection with tlie remediation 01 a11 sites at this time I t  is probable that current estimates could change and 
additional losses. ~vhrcli could be maierral, may be incuired i n  tlie lultrre 

We are, or niay ultiinately be. subject to va i  ious cui'rent and proposed icderal. state and local enviioiimental compliance laws and regulations, which would 
lil;ely iesult i n  increased capital expenditures and O&M expenses. Additionallyl Congress is considering legislation that would require additional reductions 
in aii etiiissioiis 01 nitrogen oxidcs (Nos) .  SO?. COz and nieicury Sonic of lliese p~oposals establish nationwide caps and emission rates over a11 extended 
pctiod of time This national miil~ipollutant approach to air pollution contiul could involve significant capital costs that could be material to our financial 
positioii or rcsitlts of operations Control equipment that will be installed pursuant to the provisions o l  the Clean Smokestacks Act. CAIR, CAVII and inercury 
regulation. ~vliicli are discussed below, niiiv address some of the issues outlined above CAVR requires the installation of best available retrofit technology 
(BART) 011 certain units I-Iowever, the outcome of these niatters cannot be piedicted 

l-lie following tables contain informatioii about our current estiiiiates of capital espeiidituies to comply with enviro1i111c11tal laws and regulations described 
below These costs ale eligible for regulatory recovery through either base rates oi cost-mcovery clauses The outcome of future petitions for recovery cannot 
be predicted PEC has conipleted iiistallation of controls to meet the N o s  SIP Call Rule under Section 110 o l  tlie Clean Air Act ( N o s  SIP Call) requireinents 
1 he NOs SIP Call is not applicable to Florida Expenditures for the NOx SIP Call include the cost to install NOx controls under Norlh Carolina's and South 
Carolina's programs to comply with the federal eight-houi ozone standard The air qualitv conl~ols  installed to comply with llic NOx SIP Call mid Clean 
Smokestacks Act will i-csult i n  :I reduction of the costs to meet the C N R  i-cqiIircmcnts for our North Carolina units at PEC Our estiri~atcs of' capital 
expenditures to coinplv with environmental I:iws and regulations :ire subject to periodic review and revision and may vary significantly The timing and extent 
oi the costs lix fiiture projects will depend upon final coinpliance strategies. 

I'rorugr.acr B r e r ~ '  

'\ir and \\rater Quality Estimated Required 
E nvironei en t :,I 1: x pencti tu res 
(ill lllllllolf~) Tinielable Expenditures Dcceiiiber 3 I ,  2007 

Estiniated I otal Estitiiated Ciiniulative Spell1 tltiougli 
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I'EC 
Air and Wiiter Quality ISsti~iiateil Required 
E nvi ronni en t :ti E x penditu res Istiiiiated Total Estimated Cuniulative Spent tlii-ougli 
(111 111 I  I l l  0 1 1  I) 1 imetable Expenditures December 31,2007 
Clean SI 892 
CAI R/CAVIl/niercury regulation 2005-201 8 200 - 300 10 

Clean Wntei Act Section 3 16(b)(nj 

'fot:il :iii : i d  niter  qtuIit> $1.300 - 1.700 5902 

Air mid Watei Quality Estimatc*tl Rcquii rtl 
Environniental Expenditures Lstiniatcd Total Ediniated Cuniulativc Spent tlnougli 

Clean Watci Act Section 3 l6(bhn) 
l o t o l  :ill lllld \\ate1 c]unllly S1,300 - 2,300 $323 

Coiiipliaiice plaiis to iiieet tlie require~nenls 01 a revised or new inipienienti~ig rule under Section 316(b) of tlie Clean Wate~ Act will be deteniiined upon 
1inaliz:ition ofthe iule See discussion uiidei "Water Quality " 

1.0 date. under the Iirst pliase oi Clcaii Siiiokestacks Act eniission reductions. all environniental conipliance piojects at our Asheville plant and several 
piojccts at  our Roxboro plant have been placed i n  service 1 11e reiiiaining projects at our two largest plants, Ilosboro and Mayo, are under construction and are 
cspectcd to be coiiipletcd i n  2008 mid 2009. icspectivcly 'flie rcniaining projects to comply with tlie second pliase of emission reductions, wliich are smaller 
in scope, Iiavc not yet begun TIiese estiiiiotes arc curreritly under review and are conceplual i n  nature and subject to change 

To date. expenditures at I'EF ioi- CAIRICAVRlmercury regulation primaiily relate to environmental compliance projects under construction at CR5 and CR4, 
which are expected io be placed i n  service i n  2009 and 2010. iespectively See discussioii of projects foi Crystal River Units No I and No 2 to meet CAVR 
beyoiid-BART ieq~iirenients below 

The EPA is conducting a11 eiil'orceiiient initiative related to a nunibei o i  coal-fired utility power plants in a11 effoort to detemiine whether changes at those 
iacilities wcie subject to New Souice Re\fiew WSR) requiienients 01 New Source Perl'orinaiice Standards under the Clean Ai1 Act We were asked to provide 
inl'omiatioii to tlie EPA as pai l  0 1  this initiative and coopeiated i n  supplyiiig the requested infoniiatio~i The EPA 113s undertaken civil eilforcement actions 
against uiia~filiated utilities as pnrt of th is  initiative Some of' tliesc actions resulted i n  settlenient agreements requiring espenditures by tliese unaffiliated 
utilities. several of whicli were i n  cxccss of61 0 billioil Tlicse settleiiicnt agreements have generally called for expenditures to be made over extended time 
pciiods. and sonic 01 tlic coiiipanies iiias seck recoven' of tlic related costs though rate adjustnienls or siniilar nieclianisiiis. On April 2, 2007, the IJ S. 
Supreme Coiiil issued :I iuling on 311 appeal 01 3 decision o l  ilic LJ S Cowl oi  Appeals for the Foul-Ui Circuit, i n  a case involving an unafliliated titility The 
Fourth Circuit lield that NSR applies to prqjccts that result i i i  an increase i n  niaxiniuni hourly emissions The 1J.S Suprenie Court rejected tlie lower court 
decision and held that the ITPA is not requii-ed to adopt tile iiiasiiiiuni Iiourls cniissioris test but may use 311 actual aiint~al eiiiissioiis test to detemiine wlietlier 
NSR applies 

011 Malcli 17. 2006. tlie U S Court of Appe:ils for the District of Colunibia Ciicuil (D C Couil 01 Appeals) set :iside tlie GPA's 2003 NSR eqiiipnieiit 
~eplncenieiit rule ]lie rule would have piovidcd a iiioie iiiiilorrii definitioii 01 routiiie equipmelit ieplacenient, wliicli is excluded Iron1 NSR applicability The 
D C Court of Appeals denied a request bv the liPA for a re-liearing regarding this riinttcr on .lune 30, 2006 On November 27. 2006. tlie EPA liled a petition 
f o ~  a writ of certiorari icqucsting that tlie U S Supieiiic Couit review the decision oi the D C Court of Appeals 011 April 30. 2007, the U S Supreme Court 
denied the 1PA.s petition In a pievious case decided i n  late 2005. the D C Court o l  Appeals had also set aside a provision i n  llie NSR rule that had exempted 
the insiallr~tio~i oi pollution control projects from review l l i e s c  proiccts are no\v sul?joci to NSR req~irements. adding time and cost to the installation 
p1ocess 
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In  lunc 2002 the Clean Siiioherlacbs ALt \ \a5 ciiactcd I I I  North Carolina icqiiiriiig the state’s electric utilities to reduce the eniirsions of NO\ aiid SO? iroiii 

their North Carolina coal-fircd powei plants i i i  pliascs by 201 3 I’CC cui rentlv Iian approuimately 5,000 MW of coal-fired gciicration capacity i n  Noitli 
Caiolina that I S  allcctcd lw the Clean Sniohcstachr Act in  March 2007. PTC liled ita anniial estimate \\it11 the NCUC 01 the total capital cupeiidituics to mcct 
eiii~~ston 1:irgcts iiridcr the Clem Sniohcst:icLs ALI by tlie end ol 2013 W I I I C I I  wcrc appro\iiiiatcly 61 1 billioii to $1 4 billioii at tlic h i e  01 tlie filing llic 
iiicrcasc i n  cstini:itcd total capital e\penditures Irom the original 2002 c\tiinatc of $81 3 inillion I S  primarily duc to tlie Iiighcr cost and rcviwd quantities of 
con.;triiction matcrialr. siicli a s  concrete and steel, ~cli~iciiic~it of cost and scope c.;tiniatcs lor the current projects, aiid ~ncicascr i i i  the estimated ~nllatioii 
Iactoi applied io Iiriure project cosis Wc ale corit~iiiriiig to e1 nluaie v a r i o i i ~  dcsign, tcclinology and new generation oprrotis that could firrtlier change 
expenditure.; required bv the Clean Sn~ohc.;tachn Act ORrM c\pciiser w i l l  rignilicantly incieare due to tlic cost of reagents, additional personnel and general 
mnll,tennnce as51 mated with tlie e q i u ~ n i e n t  Ileceiit leeislntiori 111 North Carolina and Soulli Carolina expanded the traditional Iuel clause to include the annual 
iccovciy of icagcnts and ccitaiii otlicr C ~ t s ,  all otlici ORcM eupenses arc ciitieiitly rccoverable tliroiigli base rates 011 Maicli 23. 2007, PEC lilcd a petition 
with the NClJC icgardiiig luturc reco\eiic ol corts to coniplv \vitli tlie Clem1 Sniokc~tncLb Act, and on October 22, 2007, PEC riled with the NCUC a 
settlciiiciil agrcc~iicnt with tlic NClJC I’iiblic Stan, CUCA and ClGl I I R  siipporting PEC’s proporal The NCUC licld a lieanng on th is niattcr on October 30. 
2007 On Deccmbcr 20 2007. tlie NCUC appiowd the rcttlciiicnt agiccniciit on a pi ovirronal 13351.; See lurtlicr dirciission about tlic Clean Smokestachs Act 
i n  Notc 7B We cannot predicl the outcome ol thi\ m:ittcr 

-- 

Two of I’EC’s largcst coal-fired geiieiatiiig units (the Rosboro N o  4 and Mayo IJnits) impacted by tlic Clean Smokestacl~s Act arc ,jointly owned In 2005, 
PEC entered into ail agrceiiicnt with the joint owner to li i i i i t  tlicir aggregate costs assticinted with capital expenditures to coiiiply with the Cle:in Siiiokestacks 
Act and iccogiiized a liability ielatcd to this indeinnilicatio~i (SCC Note 2113) 

Purstioiit to tlic Clean Snioltcstoclts Act. PIX entered into an agrccmciit with tlie statc 01 North Carolina to transfer to tlic statc certaiii NOS and SO? emissions 
aIlo\vaiiccs tliat rcsiilt Troiii coiiipliaiicc with tlic collective NOS sild SO? cmissioiis liniitatioiis sct in the Clcan Sniokcstacks Act The Clean Sinokcstacks Act 
also rcqirircd tlic slntc to iindcrtakc a study of iiicrcinv and CO? cniissic~ns iii North Carolina The futurc rcgiilatory intcrpretation. iiiiplcniciitation or impact 
oftlie Clean Sniolicstacks Act c:innot b e  predictcd 

011 March 10, 2005. the EPA issued llie final CAlR 1.11~ EI’A’s riilc rcquircs the Distiici o i C o l i d i a  and 28 states, incltiding North Carolinx South Carolina 
and Floiida, to rcdiice NOS and SOz eniissioii~ i n  order to ieduce lcvcls oi fine p3rticulate iiiattcr and inipacts to visibiliiy The CAIR sets etnission limits to 
be iiict i n  two pliascs bcginiiing in 2009 aiid 2015. respcctivcly. for NOx and bcginiiing i n  2010 and 2015. respectively. for SO2 States were required to adopt 
rules iniplenicntiiig the CAlR r i l e  EPA approved the North Carolina CAIR oii October 5. 2007, the So~itli Carolina CAIR on October 9, 2007, and the 
Florida CAlR on October 12. 2007 

PEF 113s ioiiicd a coalition 01 Florida iililitics that lias lilcd a cliallciigc to tlic CAIR as it applies to Florida A petition for rccoiisidcration and stay and a 
petition Ibi judicial rcvicn. of tlic CAIR wcrc filed oil Jiily I I .  2005 011 Octobcr 27, 2005, tlic D C Court of Appeals issued ail oidcr granting tlic motion Tor 
stay of tlie procccditigs On DcceinbeI 2, 2005. the EPA aiinouiiccd :I rcconsideration of TouI aspects of llie CAIR. including its applicability to Florida On 
March 16. 2006. tlic EPA denied a11 pending rccoiisidciatioiis. allmving tlic cliallengc to proceed While w e  consider it unlikcls that this cliallciige would 
cliniinatc !lie compliaiice rcquiremeiits of tlic CAIR. i t  could potentiallv icducc or delav our costs to comply witli tlie CAIR Oral argument 113s been set by 
the D C Coiirt of Appeals for March 25. 2008 On lunc 29. 2006. tlic Florida Enviioiimetilal Regiilatiori Coniinissioii adopted tlic Florida CAIR. wliicli is 
veiy similar to tlic El’A’s niodel riile An iinafliliatcd utiliiy cliallciigcd tlie state-adopted rule 0 1 1  Novenibcr 7. 2007, the Florida District Coiiit of Appeals 
iuled against the cliallengc and i n  lavor of the I;lorida I~cpaitiiicnt ol I ~ ~ i ~ ~ i r ~ ~ ~ i ~ i i c i i t a I  Protection The outconie of these matters caniiot bc picdicted On March 
15. 2005. llie EPA linolizcd two separatc but related rules: tltc CAMR Ilia1 sets riicrciir?. cniissio~is liriiiis lo be met i n  two plinses beginning i n  2010 and 2018. 
rcspectivclj,. aiid cncoiiragcs a cap-and-trade approach to 
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achieving diose caps, and a delisting rule that eliiiiiiiatcd any requirenient to pursue a iiiaxiniiiiii achievable control technology approach for limiting mercury 
ciiiissioiis from coal-fired power plants NOx and SO? coiilols also ore elTective in ieduciiig niercury einissioiis I-Iowever, :tccording to tlie EPA, the second 
phase cap rel’lects a lcvel of nieiciiry eiiiissions reduction that excecds the level that would be :ichievcd solefy as a co-benefit o i  controlling NOx arid SO2 

under CAIR The delisting iule \vas clialleiiged bv a iiiiiiiber of parties Sixtecii statcs subseqiieiitly petitioned for a review of tlie EI’A’s deterinination 
conftriiiiiig tlic delisting On Fcbniai-v 8. 2008, tlic 11 C. Coiiit o i  Appeals dccided iii layor ol tlie petitioncis aiid vacated the delisting deterinination and the 
CAMR The exact iiiipacts of tliis decision arc iiiicci lain t i i i t i l  the court’s iiiandate is issued The tlircc statcs i n  which tlie Utilities opcratc have adopted 
mercury regulations impleinenting CAMR :ind submitted tlicir state inipleiiicnt:ition rulcs to tlic EPA It is iincertain how the vacation of Uie federal CAMR 
will nffcct the state rules 

On Tune 15, 2005 tlie EI’A iswed the linal CAVR 1 he TPA’s rule requires statcr to i den t i l t  lac es. including powcr plants, built between August 1962 
and August 1977 with the poteiitial to produce eiiiissions that all’ect visibility i n  I56 specially protected areas ~ncludiiig iiational park.; and wildeiuess areas 
1’0 help restore visibility iii those m a s .  states iii11$1 icquire Ilic identified Iacilities to iiistall ljAlC1 1 o coiit io~ tiieir e ~ i i ~ s s ~ o ~ i s  I lie reuuwoiis assoc 

BART begin iii 2013 CAVR included the EPA s dclerminatioii that coiiipliance tvith tlic NO\ and SO2 ~cqiitreinents 01 CAIR iiiay be used by states as a 
BART substitute Plans ioi compliance \vith CAI17 aiid mercury regulntioii niav Iii1li11 BART obligations. but tlic stater could require tlie ~nstallatioii of 
additional a11 qualit\, coiitiol.; 11 tlicy do not aclircve icasoiidblc piogicss i n  iiiipioving v i s b i l i h ~  On December 4. 2007, tlic Florida Department of 
Fiivirorinieiital Protccboii linalired 3 Regional Ilazc tinpleiiientatioii rule t l ~ a l  requires wurcer significantly Impacting vrstbllity 111 Class 1 areas to mstall 
additioiial coiitiolr by December ? l  2017 I’LC‘s BART-eligible i i i i i tr  are Aslieville Units No 1 and Nu 2, Roxboro IJnitsNo I ,  No 2 and No 3 ,  and Sittlon 
1Joit N o  3 PETS BART-clrgible ~ i i i i t s  are Aiiclote Uiiits No 1 aiid No 2, Baitow Unit No 3 aiid Ciyst:il River Uiiits No 1 and No 2 The outcome of this 

tnattcr caiiiiot be piedicted On I>ecembcr 12. 2006. tlic D C Court 01 Appcalr decidcd i n  lavor 01 the EI’A i n  a case brought by tlic National ParLs 
Conscrvatioii Association that alleges the LPA acted iiiipiopeilv by substittitiiig tlie requireiiieii~s of C N R  for BART for NOK and SO? froni electric 
gencrating iiiiits i i i  aieas co\wed by CAIR 

PEC sild PEF ale each developing a11 integrated conipliaiicc strategy lo meet a11 tlie requiieniciits of tlic CAIR, CAVR and nieicur,‘ regulation We aic 
cvaluating various dcsigii. tcclinology and iicw gciicralioii optioiis that could change 1’EC.s and I’EF‘s costs to meet the rcquircniciits of CAIR, CAVR and 
111 ercu ry rcgu I at i o 11” 

Tlie integrated conipliance strategy I’EF anticipates iiiipleiiieiitiiip sliould provide most but not all. of the NOS reductions required by CAlR Therefore, PE,F 
anticipates utilizing tlie capand-trade I‘eature ol‘ CAIR by purchasing annual and seasonal NOx allowniices Because the emission coiiriols caiuiot be installed 
in tiiiie to meet CAIR’s NOS requiremeiits iii 2009. 1’E.F anticipates purchasing a Iiiglier lcvel of ainual aiid seasoiial allowances ii i  that year The costs of 
these allowances would depend on iiiaiket prices at tlie time these a11owaiices arc puicliascd PIT expects to recover the costs o i  these allowances through its 
ECRC 

On October 1.1. 2005, the ITSC approved PEF’s petition Tor tlic rccovcw of costs associated ivitli the dcvclopment and impleiiieiitatioii of an integratcd 
strategy to cornp1,y with h e  CAIR, CAMR and CAVR througli tlie ECRC (scc disciissioii abovc iegardirig CAMR). On March 31, 2006. PET; filed 3 series of 
compliance alternatives with tlic FPSC to iiicet tlicsc l’cderal cnviioiimciital rulcs At tlic tinic. PEF’s rccomnieiided proposed compliance plaii included 
approximately $7.10 million oi estimated capital costs expected to be spent tlirough 2016. to pl:iii. design. build and iiistdl pollution control cquipinent at our 
Anclote and Cnrstal River plaits On Novembci 6. 2006, tlie FPSC approved I’E,l;‘s petitioii ibi its inregrated strategy to address coiiipliaiice with CAIR, 
CAMR and CAVR 1-hey also app~oved cost recoven! oi prudentlv iiiciiired costs necessiiv to acliieve tliis strategy 011 Tune I ,  2007. PEF liled a 

suppletncntal petition for approval o i  i ts  coiiipliance plan and associatcd contracts and iecoveiy oi costs for air pollution control projects. wliicli included 
approximately $1 0 billioii to $2 3 billioii oi estimated capital costs [or the iarige of altcriiative plans Tlie estimated capital cost for tlie reconiniended plan. 
which was $1 26 billion iii the lune I .  2007 filing, ieprcseiits tlie low end of tlie range in  the table of estinialed required eiiviioiiinental expenditures shown 
above The di i le~cnce i n  costs betivccii tlic reconinieiided plan mid tlie high elid ol tlic range represents the additioiial costs that niay be iiicuiycd i t  pollution 
controls arc rcquircd on Ciystal Rivci Units No 1 aiid No 2 i n  ordcr to compl\’ \v i th  ihc rcquireniciils o l  CAVR bc~~oiid BART, should reasoiiablc progress in 
improving visibility not be achicved. a s  discusscd above Tlic iiicreasc froni the estiniatcs lilcd i n  Marc11 2006 is piiniaiily duc to tlic higlicr cost of labor and 
construction iiiatcrials. such a s  coiicrete and steel. mid rclineiiicnt of 
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cost and scope cstiniatcs for tlic currciit pinjccts Ilicsc costs will coiitiniic to cliaiigc dcpcridiiig upon tlic results oi the ciigiiiccring niid str:itcgy development 
work and/or iiicreases in  the underlying niaterial. labor and cqiiipiiiciit costs Subseqi~ciit rule iiiterpictatioiis. equipment availabilit\~. or the unespectcd 
acceleration of tlie initial NOs oi otlicr coinpliance dates, ainong other tbiiigs. could rcqiiirc accclcratioii 01 sonic projects The ~iitcotiie of this matter caiiiiot 
be predicted 

In March 2004, the Norlh Carolina attonicy gcneial filed a petitioii with the EPA, uiidcr Sectioii 126 of tlic Clcaii Air Act, asliing the ledeial goveriinient to 
foice coal-fired power plants 111 13 otliei states. ~iictudiiig South Carolina, to ieduce tlicir NO.: and SO? eiiii5miis 1 he state 01 Norlli Carolina contendr tliesc 
out-of-state ciiitssioiis interfere ~v i t l i  North Carolina's ability to mcct riatioiial ail qualit\ staiidards Tor ozoiic and particulate matter Or1 M a c h  16. 2006. the 
EPA issiicd a final response dcnyrng the pctition rhe Fl'A's rationale tor dciiial IS  that conipliaiicc ivitli C N R  \vi11 reduce the cin~ssioiis from surrounding 
states siifijc~ciitly to address Nod11 C:irolina's coiicciiis 011 June 26. 2006. tlic North Cnroliiia attonicy gcncml lilcd a petition 111 tlic D C Court 01 Appwls 
seeking a review of the agency's final action on the petition I Iic oiitcoiiic 01 th i s  iiiatlcr caiiiiot be picdicted 

On December 21, 2005. the EI'A :iiitiounccd pioposed cliangcs to the National Ambient Air Q d i t y  Standards (NAAQS) for particulate iiiattcr The EPA 
proposed to lowei the 24-hour standard for particiilatc matter less tliaii 2 5 iiiicioiis iii diaiiicter (PM 2 5 )  h n i  65 miciogiaiiis per cubic nietei to 35 
micrograms per cubic meter 111 addition. tlic EPA proposed lo cstablisli a iiew 24-lioui stuiidard 01 70 iiiicroginiiis pcr cubic iiictei for particiilatc matter that is 
between 2 5 mid 10 iiiicroris i n  dioiiietcr (PM 2 5-10) The EPA also proposed to eliniinatc the cuireiit staiidnrds for particulate iiiotlcr less tliaii 10 microiis i n  
diainctcr (I'M 10) On September 20. 2006, tlic EPA aiiriouiiccd tliat i t  is fiiializiiig thc PM 2 5 NAAQS :is proposed 111 addition, tlic EPA decided not to 
establish a PM 2 5-10 NAAQS. mid i f  is clirriiiiating tlic aririunl I'M 10 NAAQS, but tlic EPA is retaining tlic 24-liou1 PM 10 NAAQS l'licsc cliarigcs arc not 
expected to result i n  designation of any additional nonattainmcnt arcas i n  PIX'S or PIT'S  scnicc territories On I)cccnibcr 18. 2006. environment31 groups 
and 1.3 states filed a joint petition witti the D C Court o i  Appeals arguing 11iat tlic EPA's iicw p:irticiilate iiinttei rille does iiot adcqiiatcly restrict levcls of 
particulate iiiatter The oiitcoiiic o i  this niattcr caiiiiot bc piedieted 

On .June 20, 2007, the EPA aiinoiiiiced proposed cliangcs to tlie N M O S  for groorid-level ozoiie Tlie C,PA proposed to lower tlic 8-liour primary standard 
from 0.08 pits per iiiillioii lo a range o l  0 070 to 0 075 parts per niillioii 1 lie two oltcriiativcs proposed ior tlic secondary standard aie to either establish a 
new ciimulative, seasoiial staiidard or set tlic secondaiy standard as identical to the pioposed priinaq~ staiidnrd Dcpeiiding 011 air quality iriiprovcnients 
expected over tlie nest several years as current federal requi~c~iiciits ai e iiiiplciiicntcd. additional noiiattainincnt areas may be designated in  PEC's atid PEF's 
service territories Tlic final rule is cspccted iii March 2008 Tlic oiitcoiiic of this iiiattcr caiiiiol be prcdictcd 

1 Gcncral 

As a result of tlic operation ofceriaiii coiitiol eqiiipiiient iiccdcd to addiess tlic ail quality issues outliiicd above. iiew nmtewater strcaiiis niay bc geiiciated at 
tlie affected facilities Integration o i  tliese new \vastetvatcr streams into tlic csisling \vastewater tre:itiiiciit processes may iesiilt i n  permitting. constniction and 
treatment requireiiieiits iiiiposed on tlic Utilities i n  tlic iiiiiiiediate aiid cxtcndcd iutuie 

2 Section 316(b) of the Clcaii Water Act 

Scctioii 3 l6(b) of tlic Clcan Watcr Act (Section 3 16(b)) requires cooling tvalcr int:Ac structiircs I D  rcllcct tlie best technology avai1abIc for iiiinimiziiig 
advcrsc envii-oiinicnk~l iinpncts Tlic EPA promulgated a i-iilc iniplcniciiting Sectioii 316(b) i i i  respect to csistitig powcr p l a r i t ~  iii July 2004 Tlic July 2004 
nile required assessiiient oi the baseline environiiiental effect of withdrawal o l  cooling water aiid dwelopiiicnt o i  tcclinologics and 1iic3si1rcs for redwing 
enviroiiiiiental effects by certain peiceiitagcs Additionally. the i-tilc aiitliorizcd estnblislinicnt o i  aliciiiativc 
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pcrforninncc stniidnids wlicre tlie site-spccific costs oi  achieving the othcnvisc applicable standards would liave been siibstantially greater than citlier the 
benefits achieved or the costs considered by Uic 11’A duiiiig the ruleriiaking 

Subscqiicnt to proinulgation 01 the rulc. a number ol 5tatcs. ciivironnicntal groups and othcrs soug111 ~iidrctal rei iew ot the rule On Jariuaiv 25. 2007. the U S 
Court of Appeals for the Second Circuit issued an opinion aid order rcmanding iiiaiiy provisions 01 tlic nlle to tlic FI‘A On luly 9, 2007 the t P A  w+ended 
the iulc pending liirtlicr iulcmakrng, w i t h  the exception 01 tile ieqiureiiieiit that permitting auilioiitics establisli best available teclinology control5 for 
~nintmizing adverse eiiviroiiiiieiitnl impact at emsting cooling water inlakc slriictuies on a case-by-case. best pro~essioilal judgnient baris 011 November 2, 
2007, thc IJtility Water Act Gioup and several unafliliatcd ut es filed petitions l o r  wiit  01 cellloinn to tlie U S Supieiiie Court On December 31, 2007. 1 3  

states filed an amicus biiei i n  suppoll of the Utility Water Act Gioiip’s petition As a result of tliese recent dcvclopinents, our plans and associated estimated 
costs to comply with Section 716(b) will need to 1~ ieasscsscd and determined in accordance wit11 m y  revised o r  new implenientlng iulc once i t  IS  estnblislicd 
by the EPA Costs 01 compliance with a new ~inplementing i i i l c  are expected to be liiglier, and could be signilicantly Iiiglicr, tliaii cstiiiintcd costs undci the 
July 200.1 rulc Our most recent cost cstiniatcs to coinply with the July 2004 implcmcntiiig rulc weic $60 i i i i l l ioii  to F90 inillion. iiicludiiig $5 ni1111oi1 to $10 

million at PEC and $55 million to $80 ritillion at PEF The ootcoriie 01 t l i i5 niallcr ~anriol be pediclcd 

_I___ 

3 North Carolina Groundwater Stand:ird 

I n  2006, tlie North Carolina Pnviroiimental Management Coiiiiiiission granted approval for Norrh Caioliiia Division ol Water Quality (NCDWQ) staff to 
publish a notice in the North Carolina Registel, and schedule public hearings regarding tlie NCDWQ‘s recommeiidatioii to icvise tlie statc’s groundtvater 
quality standard ior arsenic to 0.00002 niilligrams~litcr froni 0 05 niilligronis/litci T o  date. I IO iiiitliei action Iias been taken by the NCDWQ stafi on tliis 
riiatter 

Globnl Clinide Cliniige 

The Kyoto Protocol was adopted i n  1997 by tlic United Nations to addrcss global cliinatc change by reducing emissions of COz and othci grccnliousc gascs 

The treaty wcnt into effect on Febniary 16, 2005 The United Stales has not adopted the Kyoto Prolocol. and the Bush administration favors voluntary 

programs Ihere are proposals and ongoing studies at the state cind feder:il Icvels. including the state oi Florida to address global cliniate change tliat would 
regulate C02 and other greenhouse goses See iuitlicr discussion of the executive oidcrs issued by tlie govei nor of Florida to addiess ieductioii or greenhouse 
gas emissions under “Other Matlers - Regulatory Environment .’ 

Reductions in COz eniissioos to tlie levels specified by the Kyoto Piotocol and sonic additional pioposals could be inatcriallv adverse to ow filiolicial position 
or results of operations if associated costs oicontrol 01 limitation caiiiiol be rccovcred from iatepaycrs I he cost impact of Icgislntion 01 regulation to address 
global climate change would depend on tlie specilic legislation or regulation enacted and cannot be determined at this time We have articulated principles 
that we belicvc should be incorporated into m y  global cliiiiate change policv While the outcoinc of this matter caniiot be prcdictcd. w e  ale taking action on 
this important issue as discussed under “Other Mattcrs - Increasing Eiicrgv Dcniand -’ 111 2007. \vc issiicd a co~pomtc responsibility slininianj report. which 
discusses our actions, and i n  2006, we issued our repoit to shareliolders for an assessiiient o i  g1ob:il cliimte c11:inge : id  air qualily risks and actions Wliilc we 
participte i n  the development of a natioiial climate change policy iranie\\~orl~ we will continue to activelv cligape others i n  our region to develop coiiseiisiis- 
based solutions, 3s we did with tlie Clean Siiiokcstacks Act 

I n  a decision issued .July 15. 2005. the D C Court of Appeals denied ptitioiis for review liled by scvcral states. cilics and organizations seeking the regulalioii 
by tlie EPA ol  CO? einissions from new automobiles undei. Uie Clean Air Act. holding that t l ie EPA adiiiiiiistialor pioperly exercised his discietioii iii denying 
the request ioi regulation. The IJ S Suprciiie Court agiecd to hear tlic case and on April 2. 2007. i t  ruled that llic I P A  liiis tlie autlioiity under tlic Clem Air 
Act to regulate COz ciiiissioiis lroni nc\v autoiiiobiles Tlie impact 01 this decision cannot be predicted 



NEW ACCOUNTING STANDARDS 

See Note 2 for a discussion of the impact of new accounting standards 
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The inforniation required by this item is incorporated herein by reference to the following portions o i  Progress Ei1ergy.s M:in:igeinent‘s Discussion and 
Analysis of Financial Condition and Results of Operations, insofar as they relate to PEC: “Results o i  Opcrations;” “Application o i  Critical Accounting 
Policies and Estimates;” “Liquidity and Capital Resoiirces;” “Futurc Outlook and Other Matters ” 

Tlie following Maiiagement‘s Discussion and Analysis and the infomiation incorporated hcrein by reference contain forwai d-looking slatenients that involve 
estiniates, projections, goals, forecasts, assuniptions, risks a id  uncei-tainties that could cause actual results or outconies to difTei. ~naterially froin those 
expressed i n  the forward-looking statciiieiits Please review “Safe Harbor for Fonvard-Looking Statements” and Item IA, “Risk Factors” for a discussion 01 

the factors that may impact any such forward-loolting statements niade herein 

OVERVIEW 

PEC has priniaily used a cotnbinatioii of debt securities. iirsl niortgage bonds, pollution control bonds, con~rnercial paper hcilities mid revolvirig credit 
agreements for liquidity needs i n  excess oi cash provided by operations PEC also participates in the utility nioiiey pool, \vhich allows PEC and P I 3  lo lend 
and borrow between each other 

On August 15, 2007, due to eh?reme volatility i i i  the conimercial paper niarltet, PEC borrowed $300 million under its Xl50 inillion RCA aiid paid at maturity 
$200 million of its 6 80% First Mortgage Bonds On September 17, 2007, PEC used $150 million of available cas11 on hand lo repay a portion of tlie clinouiit 

borrowed under tlie RCA On October 17, 2007, PEC repaid the reinainirig $150 inillion of its RCA loan llsiiig available cash on hand 

PEC has  on file ivi th  tlie SEC a shelf registration statement under which it cw issue up to $1.0 billion of various long-tenn debt securities and preferi-ed stock 

See discussion of PEC’s credit ratings 111 Progress Energy “Credit Rating Matters ” 

PEC expects to have sufficient resources to ineet its fittiire obligations through a combination of inleriially generated funds. coniiiiercial paper borrowings. 
money pool borrowings, its credit iacili ties. long-term debi, preferred stock and/or contribution of equity from the Paient 

CAS11 FLOW DISCUSSION 

In  2007, cash provided by operating activities decreased when compared to 2006 The $76 million decrease \vas priinarily due to an $89 inillion decrease from 
accounts payable and pyablcs io afliliates, a $79 inillion decrease from the change i n  accounts receivable and ieccivables from attiliatcd coinpuiies. and a 

$27 million pension fiiiiding payment i n  2007 These impacts were partially offset by $63 million i i i  lower coal inventory purch:ises i n  2007 and a $56 million 
increase in the recovery of fuel costs driven by tlie 2007 recovery of previously under-recovered fuel costs The decrease froin accounts payable aiid payables 
to afiiliates \vas largely related io the timing of settlenients with afliliates The deciease fiom the change iii  accounts receivable \vas primarily due to  higher 
collections i n  the prior year of wholesale billings aiid the impact of weather. 

I n  2006, cash provided by operating activities increased when coinpared to 2005 Tlie $62 inillion iricceasc iii  operating cosli flow \vas priiiiarily due lo a $147 
million increase froin the change i n  accounts receivable, a $1 36 niillion increase in the recovery of fuel costs, and a $47 inillion increase fiom the change i n  
accounts payable In 2006 and 2005, PEC filed requests with the NCUC and SCPSC seeking rate increases for fuel cost rccovew. including amounts for 
pievious undcr-recoveries See “Ftiture Liquidity and Capital Resources” inidel, Progress Energy above and Note 7B The change ill accounts receivable was 

principally driven by the timing oi  wholesale sales Tlie change in accounts payable \vas largely driven h the timing of environniental compliance project 
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payments and oilier vendor payments Tlicse impacts \ \ w e  partially on’set by $141 million related to a wholesale custoiiiei prepayment i n  2005 and a $122 
inillion net increase i n  tm paynients in 2006 compared to 2005 I n  2005, PEC enrered into a cotitracl with the PWC in  which the I’WC prepaid IF1 41 million in 
exchange for fiitiire capacity and energy power sales 

I n  2007, cash used by investing activities increased approximately $1 70 million when compared with 2006 The increase WJS priniarily due to a $91 iiiillion 
decrease in net proceeds front available-cor-sale securities and other i~ivest~iic~its, a11 $82 million increase i n  nuclear fuel additions due to an additional outage 
in 2007 compared to 2006, and $52 niillion i n  additional capital expenditores for utility property Utility properly additions primarily related to an increase i n  
spending for compliance with the Clean Smokestacks Act. Available-for-sale securities and other iiivestnionts include marketable debt securities and 
investments held i n  nuclear deconimissioning trusts 

In 2006, cash used by investing activities dccrcascd approximately $89 niilliou when conip31ed wth 2005 Tlie dcciease \vas due pninaiily to a E250 m~ll~oii 

properly, pnnianly related to an increase in spending for coinpl~ance with die Clean Sniokestacks Act, and ’F23 inillion 111 nuclear ftiel additions 
11- 111 Ilel 

Net cash used by linancing activities decreased $254 million for 2007 when compared to 2006, prinia~ily due to a deciease iii divideiids paid 10 the Parent and 
a11 increase i n  advmices fioni afliliated coiiipanies, partially offset by a $200 inillion long-term debt retirement See tlie discussion above for Progiess Energy 
under “Fina~icing Activities” for information regnrdiiig PEC’s litiancing activities 

FUTURE LIQUIDITY ANI) C.4PIT-IL RESOURCES 

PEC’s estimated capital reqtiircniciits for 2008. 2009 and 2010 arc appioximately $ 1  160 million. $ 1  120 billion and $1.160 billion, respeclively. and 
primaiily ieflect consti tiction expenditures to support custoiiier growth. add regulated generation, upgrade existing facilities and for enviiuiiinental control 
facilities as discussed a h v e  i n  “Capi!al Expcnditiires” iindcr Progress Liergy 

PEC expects to iund its capital tequirements priiiiarily through a combiriation of internally generated fiuids, long-tenii debt  preferred stock a d o r  
contribution of equity from the Paleiit In addition. PLX has $450 million in credit facilities that suppo~t  the issuance of coniniercial paper Access to the 
coniniercid paper iiiarkct and tlie utility money pool piovide additional liquidity to help nieet PEC’s working capital i.equireiiients 

Over the long-term, meeting the anticipated load growth will require a balanced approach. including energy conservation arid efficiency prograins, 
development and deploynient of new energy technologies, and new generation, transmission and distribution facilities, potentially including new baseload 
generation facilities i n  the Carolinas towards the etid of the next decade This approach will require PEC to make significmit capital investments. See 
“Introduction - Strategy” for additional iilformation These anticipated capitnl investnients arc expected to be funded through a combination of long-tenii 
debt, and preferred stock whicli is dependent on our ability to succcssfiilly access capital markets PEL may pursue joint ventures or similar arrangenients 
with third parties i n  order to share sonic of the financing and operational risks associated with new baseload generation 

At December 31.  2007. the ctiriciit portion 01 PEC’s Joiig-!erni debt \vas $300 niillion, wlilcli PEC expects to f i ~ n d  with long-term debt 

The following table sliows PEC‘s total debt to total capitalization ratios at t>cceinber 31: 

2007 200G 
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See the discussion of PEC‘s fiitirre liquid it^ aiid capital resources under Progress E.tiergy arid Note 12 

OFF-BALANCE SIIEET ARRANGEklENTS AND CONTRACXUAL OBLIGATIONS 

See discussion iiridcr Progr-ess Energ)!. “Coiitractiia1 Obligatioiis“ below, and Notes 22A, 220 a i d  22C for iriforniatioii on PECs of’f-balance slieet 

arraiigcments and contractual obligations at December 31, 2007 

GUARAN‘I’EES 

See drscussion tirider Progress Energy and Note 22C ior a discussion 01 PEC’s guarantees 

Under i& I isk ~nariagement policy, PEC may use a variety of iiistruments, including swaps, options and forward contracts, to manage exposuie to fluctuations 
in coiiiiiiodity prices and interest rates See Noie 17 aiid Item 7A. “Quantitntive and Qualitative Disclosures About Market Risk” Cor a discussion of niarket 
risk and derivatives 

PEC is party to niiiiicrous contmcts and arrangcmciits obligating it to make cash payments in Iiittirc years Tlicsc contracts iiicludc financial arrangcnients 
such as dcbt agrecmcnls and leases, as well as con(racts for t i le purchase of goods and services Arnounts i n  the followiiig tablc arc cstinratcd based upon 
contractual terms, and actual aniounts will likely differ iroili amounts presented below Further disclosure regarding PE.C’s contractual obligations is included 
in tlie respective notes to the PI-C Consolidated Fiiiancial Statements PE,C takes into consideration the fiihrre comm~tnients wlien assessing its liquidity and 
future financing needs The I‘ollowing table reflects PEC’s contractual cash obligations and otlier conimercial coi i i i~~i t i i~ei i t~ at December 31, 2007, i n  the 
iespective periods i n  ~vliicli tliey are dire: 

Less than More than 
(in millions~ Total 1 year 1-3 veers 3-5 years 5 w a r s  

s; 3.491 s 300 s -106 F 500 6 2.285 t ong-tenii dcbt (JJ (SCC Nole 12) 

Interest payments on long-tern1 debt (b) 1768 182 311 292 983 

Uncertain tax positions (el (See Note 14) - - - - - 

131 13 26 26 66 
Total $ 10,978 $ 1.709 S 2.461 $ 1.808 $ 5.000 

faj  PEC’s maturirig dcbt obligations are generally expected to be repaid with cash iiuni operations or refinanced with new debt i s s~~ances  i t i  {lie capital 

fi) Intcicst paynicnts on long-tern1 debt are based on tlie interest rate effeciive at December 31, 2007. 
(c)  Fuel and purchnsed power conimitnieiits iepreseiit the majority of PEC’s remaining luture conimilments afler its dcbt obligations. Essentially all of 

PEC’s iuel and pui chased power costs are recovered through pass-througli clauses in accordance with North Carolina aiid South Carolina regulations and 
tlierefore do not require separate liquidity support 

markets 

1d1 Piojccted pcnsioii funding status is based on cunciit actuai ial estiinatcs and is subject to fiitwe revision. 
(ej Uncertain tax positions of $41 inillion are not reflcctcd in this table as wc cannot predict when open iiicoiiie tax years will be closcd with completed 

esaniiiiutions PEC is not aware of any tax psit ioiis  for \vl~icli i t  is reasoiiably possible tltat the total an~oi~i i ts  of irnrecogiiized tax benefits will 
sigiiilicaiitly increase or decrease during the twelve-riioiiili peiiod ending December 31. 2008 
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(0 I n  2008, I’EC intist begin tmnsitioning North C:uolina iurisdictionol amounts cwretltly retained internally lo its eaeiiinl decommissioning fUnds. The 
transition oT$131 million inust be complete by December 31, 2017. and at least 10 percent mnst be transitioned each year 
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The infornialion required by this item is incorporated lierein by refeicnce to the following portions of Progress E.iiergy‘s Managenient’s Discussion and 
Analysis of Financial Condition and Results of Operations. insofar as tliey relate to PEF: “Results Of Operations:” “Application 01 Critical Accounting 
Policies And Estimates:” “Liquidity And Capitcnl Resources:” ”Future Outlook“ and “Other Matters “ 

The (bllowiiig Management’s Discussion mid Analvsis aiid tlie iiifornlation incorprated lierein by reference contain rorward-looking statenienlc, that involve 
estiniatcs, projections, goals, forccnsts, assuoiptions. risks and imcertaintics tliat coilld cause actual results or outcomes to diffel materially froiii those 
espicsscd i n  tlie folward-looking statements Please review “Safe Harbor for Fo~~vard-Looking Statements” and Item 1A. “Risk Facto~s” for a discussion of 
the iactors that may impact any siicli forward-looking statements made lierein 

LIQUIDITY ANI) CAPITAL RESOURCES 

OVERVIE\V 

PEI; lias priinarily used a coinbination of debt securities. Grst mortgage bonds, pollutioll control bonds, commercial paper facilities and revolving credit 
agreeincots lor liquidity needs i n  excess of cash plowdetl bv operotioiis PET; also participates i n  the utility nioney pool, wliicli allows PEC and PEF to lend 
and bonow betweeii each otlier 

On Ju ly  2. 2007. PEF paid :it maturity $85 million of its 6 81 36 Medium-Term Notes with available cash on hand and commercial paper borrowings 

On September 18. 2007. PEF issued $500 million o i  First Mortgage Bonds. 6 35?6 Series due 2037 and $250 niillion of First Mortgage Bonds, 5 80% Series 

due 20 I7 The proceeds were used to repay PEF’s utility rnoney pool bo! rowings and the remailidel was placed i n  temporary investments for Seneral 
coiyotate use os needed 

On Decenibcr 13, 2007, PEF filed a shell registiation with the SEC, which beenine eaective with the SEC on January 8, 2008 The iegistration statement will 
allow PEF to issue up to $4 billion in first mortgage bonds. debt securities and pieferrcd stock iii addition to $250 million of previously registered but unsold 
securities 

See discussion of PEF’s credit 1-atiiigs i n  Progress Energy “Credit Rnting Matters ” 

PEF expects to 11ave suflicient resources to ineet its finure obligations through a combination of internally generated liinds. cornniercial paper borrowings, 
inoiiey pool bonowiiigs. its credit facililics. long-term debt. picferred stock a n d o r  contribution ol equity frotii the Parent 

CAS11 FLOW DISCUSSION 

Cash provided by operating :ictivitics for 2007 decreased when compared with 2006 The $94 million decrease in openting C:ISII flow \vas priniarily due to a 
$335 million decrease iii the recovciy oi illel costs driven by the 2006 recovep of previously under-recovered fuel costs This decrease was partially offset by 
$93 niillion from tlic change ii i  inventory. $47 iiiillion iii iiet refunds of cash collateral previously paid to counterparties on deiivative coiitracts in tlie currelit 
year compared to $47 million i n  iiet cash paynients i n  the prior war.  and $59 inillion related to a federal inconie tax refund received i n  2007 The increase in 
operating msli froiii iiivcntory was principally diiven by Iiighei coal iiiveiitory piircliases i n  tlie prior yea1 

Cash provided by operating ncti\;ities lbr 2006 increased wlieii conipared \villi 2005 The $463 millioil increase i n  operating c:lsli flow was priinarily due to a 
$577 million increase in tlie recovery o l  fuel costs aiid $72 millioii related to recovery of storm restoration costs I n  2005, PEF filed requests with tlie Florida 
state comniission seeking rate increases for h c l  cost recovcrv. including aiiiounts i’or previous under-recoveries PEF also received approval liom the FPSC 
autliorizing PEF to recover $245 million over a two-yea1 peiiod. including interest. of the costs it  
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incurred and pi-cviotisly defened related to 1 W . s  restoiation of power to custonic~s associated with the four Iiurricanes in 2004 Sce “Future Liquidity and 
Capital Resources*’ under Progress Energy above and Note 7C These impacts were partially offset by a $94 million increase in invetiiory levels. primarily 
related to coal, a 649 million decrease from tlie change i i i  accounts pay:lble. and a $40 million decrease i n  deriviitive preniiums received 

In 2007, c~rli used by irioestiiig activities increased $667 inillion wlien conip:iied wiUi 2006 flie incrmse i n  cash u w d  by ~nvesting activities i v a ~  pnmnrily 
due to a W87 niillioii increase in capital e.;penditures foi utility propeity addilions, a $149 ~nillioi~ increase 111 advances to affiliated companies, and a $32 
inillion inciease i n  nuclear luel additioiis 7 lie iiicrcare i n  utility property additions 15 piiniaiily due to environniental conipliance projects, repowering the 
Bar tow plant to more clficient natural gas-burning teclinology, which \vi11 not be completed unt i l  2009. and iiiiclear projects. partially otfset by lower 
spending on energy system distribiitioii projccts and at tlie IIines Unit 4 fncility. as discussed below -~ 

I n  2006, cash used by investing activities incrcascd $229 niillion when compared with 2005 The increase in cash used 111 investiiig activities was primarily 
due io  a $2.31 million incieasc i n  capital expenditures lor utility propcrty additions Tlic inciease in  utility property \vas piiniarily due to iepowcring tlie 
13a1 tow plant to nioi e cllicient natuial gas-buniing teclinology, various distribution, tiansinissioii and steam production piojects. and highei spending at tlie 
I-tines Unit 4 iacility. partially offset by lower spending at the llines Unit 3 facility Additionally. proceeds froin other investing activities were lower in 2006 
as compared to 2005 due 10 $42 million i n  piuceeds irom tlie sale oi distribution assets to Winter Park in 2005 (See Notes 3K and 7C) These impacts were 
pai-tially olTset by a $35 million decrease i n  niicleai fuel additions related to the nuclear facility iefueling outage i i i  2005 

Net cash provided by linancing activities increased $956 million for 2007 \\hen conipated to 2006, primarily due to the issuance of $750 niillion of long-tenii 
debt in 2007 and dividends paid lo the paleiit oi $234 niillion in 2006 See the discussion above for Progress Energy under ”Financing Activities” for 
in  Ibniiation regarding PE,F ’ s li tiancing activi ties 

PE,F‘s estimated capital requirements for 2008, 2009 and 2010 are approsiinately $1 640 billion, $1 710 billion and $1 590 billion, respectively, and primarily 
iellect construction expenditurns to  support custoiiicr growth. add regulated generation. upglade eGsting facilities and add enviro~iniental control facilities 3s 
discussed above i n  “Capital Expenditures” under Progicss E.nergy 

PEF expects to fund its capital requirements primarily tlirougli a combination oi  internally generated funds, long-temi deb6 preferred stock and/or 
contribution of equity froni tlie I’oient 111 additioli. PEF lias $450 niillion in credit facilities that support the issuance of coninieicial paper Access to the 
coninieicial paper niarket and the u t i l i &  nioney pool provide additional liquidity to help nieet PEF’s working capital requirenients 

Ovcr tlie long-term. meeting the anticipated load growth will require a balanced apptoacli. including enclgy conservation and cfliciency prognlns, 
dcvelopment and deployment 01 new cnergy technologies. and new generation, transmission and distribution hcilities, potenii:illy including new baseload 

es i n  1;lorida towards the end o i  the nest dec:ide ?‘his approncli will require PEF to ni:ike signilicant capital invcstnients See “Iiilroduction - 
Stiategy - Regulated Utilities” for additional i i ifoii i~atio~~ These anticipated capital investinenls are expected to be fiinded tlirougli a coiiibinatioii of long-terni 
debt. and preferred stock wliicli is dependent oii o u r  ability to successfully access capital markets PEF may pursue joint ~eiittires or siniilar arrangements 
with tliiid parties i n  ordci io sliarc sonic oi the tinancing and operational risks associated with new baseload generation 

At Decenibei 3 1. 2007. the cunent pottion of PFF’s long-term debt was $532 inillion, wliicli PEF expects to lund tlirougli a combinotioii oT cash from 
operetioris. ccminici cia1 paper borro\~ings. iiiciiie?‘ pool borrowings. its credit facilities, long-terni debt. prelbrrcd stock and/or contribution of equity from tlie 
Parent 
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C.~l/’~f:lLIZ.~l TION It4 TIOS 

The following table shows I’FF’s total debt to total capitalization ratios at December 3 1  : 

2007 2006 

Coriiiiiuii siocli cqiiit) 48.0% 50 5‘!0 
I’ieferred stock 0.5% 0 636 
Total debt 

See the discussion oi PEF’s future liquidity :uid capital resources under Progress Energy and Note 12 

OFF-B.-\I,ANCE SIIEET A17IiANG13hII?NTS ,\ND C‘ONTRACl UAL OBLIGATIONS 

See discussion under Progress Energy and Notes 22A. 22B anti 22C Tor inforination on PEF’s ofi-balance sheet arrangements ond contractual obligations at 

Deceinbei 31, 2007 

Under its risk managenient policv. PIT nia,v use :i variety of instrunleiits. including swaps: options and fonvard contracts. to mmage exposure to flnctuations 
in  coniniodity prices wid interest rates See Note 17 and Item 7A. “Quantitative and Qualitative Disclosures About Market Risk.” Cor a disctission of niarket 
risk and derivatives 
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QUANTI1 A I IVL AND QUAI I I A I l V E  DISCI OSURCS ABOIJI 
' I L M  7A MARKI. f RISK 

We are esposed to various risks related to changes in  marl;^^ contlitions Market risk represents the imtential loss arising from adverse clianges in niarket rates 
:ind prices We Iiave a risk mnnagenient coiiiiiiittcc t1i:it includes senior executives froin vai-ious business groups The risk management committee is 
responsible for administering risk iiianageineiit policies and ~iior~itori~ig coinpliaiice with those policies by all subsidiaries Under our risk policy. we ti~ay nse 
a variety of instruiiients. including swaps. options and l'br\vard contracts. to manage exposure to lluctuations i n  coiiiinodity prices and iiiteresi rates. Such 
in~tiuiiieiits contain ciedit risk to the esterit that tlie couiitcip:irty 1:iils to perfomi under the contract We mitigate such risk by pel-l'orniing credit reviews 
using, ainong otliei things, publicly available credii ratings oi such countelparties (See Note 17) 

The tollowing disclosure., about market risk contain lorward-lool;~~~g statements that iiivolve estiniutes. projections, goals, forecasts. assuiiipl~ons. I isks and 
uncertaintics tliat could cause actual icsults or oiitconics to diffci ~iiatcnally froiii those expressed i n  the forward-looktng statements Pleasc review Item 1 A. 

lierein 

Certain iiiarket risks are inherent i n  our financial instriiinents. wliicli : i r k  iiom tiansactiom entered into in tlie normal course of business. Our primaiy 
exposures ale changes iii iiitcrest rates with respect to our long-terni debt and coniiiiercial paper, lluctuations i n  l l l e  retuiii 011 inarketable securities with 
respect to oui miclear decoiiimissioriiiig trust iulltls. clianges i n  tlie market value ol CVOs and cliaiiges i n  energy-related commodity prices 

These liiiiiiicinl instiuineiits are held lix piiiposes olliei tliaii trading -1 lie iisks discussed below do not include tlie price iisks associated with ~ionfi~~ancial  
~nstriinicnt tiansactions and positions associated with our npciatioiis, such as pui-chase and sales commitnicnts and iriveiitoiy 

PROGRESS EhTRGI' 

INTEIIEST RATE RISK 

Fioni time to t h e ,  we use interest rate deiivative iiistriinieiits to adjust the mix bciween lised and tloating rate debt i n  our debt portfolio, to mitigate oui 

exposure to iiiterest rate Lluctuations associated with ceitain debt instrunients and to hedge inteiest rates with regard to future lised-rate debt issuances 

Tlie notional ninounts 01 interest late derivatives are not cxclianged and do not repicsent exposure lo credit loss I n  tlie event of default by a counterparty. tlie 
risk in tlie transaction is tlie cost ol rcplaciiig tlie agrceiiicnts at ciirreiit market rates We enter into interest rate derivative agreenieiits onlv with banks with 
ciedit iatiiigs oisingle A or better 

We use a iitiiiil~er of models and iiietliods to dereniiine interest late iisk exposuic and fair value o l  derivative positions For reporting puiposcs. fair values and 
esposures of derivative positions are determined at the elid 01 the ieportirig period usirig tlie Blooinbcrg Financial Markets system 

I n  accordance with SFAS N o  133. "Accounting foi- Dciivatives and Hedging Activities" (SFAS No 133), interest rate derivatives tliat qualify as hedges are 
separated into one ol  two catcgoiies: cas11 llow liedges or h i r  valiie liedgcs Cash tlow hedges ale used to reduce esposuie to changes i n  cas11 ilow due to 
Cluctuating interest rates Fair value Iiedgcs are used to reduce exposure to changes i n  fail value due to iiiteiest !ate changes 

l l i e  k~llowitig hbles provide inlbIiiiatioii at L7eceniber 31. 2007 and 2006. about our interest rate Jisk-sensitive instruriierits 17ie tables piesent priricipal cash 
flows and vveiglitcd-average interest rates by cxpcctcd iiiatiii it\. diltcs Ibr tlic lised and variable rate long-term debt and Florida Progress-obligated 
nimidatorilv redceinable securities of trust 'Ihe tables also include cstiniatcs of the lair value of our inteicst rate risk-sensitive instrunients based on quoted 
mmkct prices for these or similai issues For iiitcrcsl late swaps and inlerest rate loinaid contiacts. tlie iablcs pi.escnt notional amounts and weighted-average 
interest rates by contractual maturity dates Ibr 2008 to 201 2 and tlicrenlier and the related fair value Notional aniounts are used to calculate tlie contractual 
cash flows to be 
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eschaiiged undei the interest rate swaps and tlie sctllenieiit aiiiiwiits undei tlie interest rote forward contiacts See Note 17 hi more information on iiitercst 
rate derivatives 

Deccnibrr ;31,2007 

(;,) FPC Capital 1 - Quartcily Income Prererred Securities 
fi) $100 inillion is for anticipated IO-year debt issue hedge niaturing oil Apil I .  2018, and iequires inandotory cash settlement on Apiil 1 ,  2008 The 

iq Rate is 3-inonth L.oiidon Inter Bank Ollering Rate (LIBOR). \vliicli was 4 7O0'o at Dcceinbcr 31. 2007 
reinniiiiiig $100 million is for anticipated 30-year debt issue hedge maturing oil April 1, 2038, and requiies niandatory cmli set~leiiieiit on April 1: 2008 

During 2007. 1 3 3  had cnteied into a conibiiied $225 millioii notional o i  jhi?vaid starting swaps to mitigate exposlire to interest ratc risk in anticipation of 
iiiture debt issuances. which were terminated on September 13.  2007, i n  coiijuiictioii with PEF's issumice of $500 niillion of First Mortgage Bonds, 6.35% 
Series due 2037 and $250 million of First Mortgage Bonds. 5 8096 Series due 2017 

On July 30, 2007, PEC entered into a $50 million notional forwaid storling swap and on October 24. 2007. PEC entered into $100 million notional of forward 
starting swaps to mitigate esposure to inleiest iule iisk in  anticipation of fuliiie debt issuances On September 25, 2007, PEC ainciided its IO-year forward 
starting swap in  order to move the iiiaturily dale from Octobei- I .  2017, to April I .  2018 

On Janiiary 8, 2008, PET cntered into a combined $200 million noiionnl 0 1  for\vard siarliiig swaps to mitigate exposurc to inlercst rate risk i i i  anticipation of 
future debt issuances. 
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Deccnibcr 3 I. 2006 

(dollars i n  inillioiis) 2007 2008 2009 2010 201 1 I hcrcalier lot:il Fur  Valuc Dcccmbcr 31,2006 

Average intercst rate 679'0 667'e 5 9 5 ' o  4 53'0 696'0 6 13% 623"b 

Average receive rate - - - 465'1, - 465'0 

- - - Aveiagc pap rate 5619.0 - - 56106 

(3) FPC Capital I -Quarterly Inconic Prefciied Securities 
(b) Ralc is 3-month LIBOR. whicli \vas 5 .36% at Dcccnibcr 31. 2006. 
(c) Aiilicipatcd 10-year debt issue licdges nialured oil October I .  2017, and I-eqiiired ~iiand:itcoi~ cash settlciiiciit oii October I .  2007 

On Noveiiibcr 7. 2006. Progress Encigy commciiccd a tciider oll'ei lor u p  I o  $550 iiiillioii aggregate piincipal anioiint of its 201 1 and 2012 senior notcs 
Snbseq~iciiily. tvc execiited a tofai notioiial arnoiint oi $550 rnilliori o i  ici'eisc ttcosiii-v locks IO tcdircc csposiire to cliangcs i n  cash flow due IO fl~ictualing 
interest rates, which ivcrc tlicn terminated on Dcccmbcr I .  2006 On Ilcceiiikr 6. 2006. Propress I!iiergv rcpiirc1i:iscd. pirs~iant to the Icnder olfcr. $550 
million, or 44 0 peicenl, of the oiitstaiidiiig aggicgatc principal anioii i i t 0 1  its 7 10O.0 Senior Nolcs due Marcli I .  201 I ,  at 108 361 pciccnt o i  par. or $596 
million, plus accnicd interest. 

MARKETABLE SECURITIES I'RICE IIISK 

The Utilities maintain trust iunds, pursuant lo  NRC reqiiiieincnts. to l'iiiid ccilain costs oi dccoiiiiiiissioiiiiig their iiiiclear plants Flicse iu11ds arc priiiiarily 
invested in stocks, bonds and cash cquivalenls. wliicli aie exposed lo price Iluctuatioiis i n  equity niarkets and Lo cliangcs in interest iates At Ilcceriibcr 31. 
2007 and 2006, tlic fair value of these liiiids \vas $ 1  384 billioii and 51 287 billioii. rcspcctively. iiicludiiig 3804 iiiillion and 5735 niillion. ~cspcci i \ds .  lor 
PEC mid $580 niillion aiid 3552 niillioii. icspccljvcly. for PEF We aclivcly moniloi our poIllblio by benchiiiaiking the pci forniancc ol o w  invcstnici~ts 
:igaiiist certain iiidiccs aiid by iiiainlaining, :iiid periodicallv rci:icwiiip. target nllocalioii perccnt:igcs for v:irious asset classes The accotiiitiiig fbr nuclcnr 
decomiiiissiotiirig recognizes that the Utilities' regulated elcctric rates provide Ibi iecovcry cif tlicse costs net 01 any ti-tist i l l r~d earnings. and, tlici-efore, 
fluctuations i n  ti'ust fund inmkctablc seciirity rcturiis do no1 alTect caliiiiigs See Note 13 [or iititliei infomiation oii tlie t i l ist iuiid sccllritics 

In coriiiectIon ivitli the acqiijsitioii ofl~iorido Progress. Ilic Ibiciit issllcd 08 6 inillion CVOs 13ncli CVO rcprcsciits tlic light 01 the Iiolder to rcceivc coiitingciit 
payinelits bascd oii the pcrfoi~iiaiicc 01 lour s\xtlietic lucls Iacilities puiclinsed b? siibsidi;iiics 01 Florida Piogicss iii Octobei 1999 1-lic pa\iiiciits arc bascd 
oii t l ic net after-tax cash llows the facilities gciierate 'I l ie CVOs are derivnti\cs and aic lccordcd at fair value Uiiicalizcd gains and IOSSCS h n i  cliangcs i n  
fair value are recognizcd i n  earnings Wc pcrfurni scnsitivitv analwcs to cslimate our cspos~rrc to tllc inarkel risk of the CVOs 'Tlic sciisitivily analysis 
performed oii tlic CVOs uses quoted prices obtnined lioiii 
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biokers or quote services to nieasiiie the potential loss in earnings from a hypotlietical 10 percent adverse change in inarkct piices over the nest 12 inoiitlis At 
December 31, 2007 and 2006, tlie CVO liability included in other liabilities and defeiied credits oti our Consolidated Dulaiice Slieels was $34 niillioii and $32 
niillion, respectively A hypotlietical I0 percent decrease i n  the December 31, 2007, niarliet piice would result i n  a 53 inillion decrease iii the lair value of tlie 
cvos 

COMMODITY I’RIC‘E lilSI< 

We are exposed to the effects of market iluctuations 111 the price 01 natural 935, coal. fuel oil, electricity and othei energy-related products niaiketed aiid 
purchased as a iesult 01 our ownership of energy-related assets Our euposuie to these Iluctuations IS sigiiilicontly liniited by the cost-based regulation of the 
Ut i l i t ies  Each state conin i i s~~oi~  alloivs electric utilities to iecovcr certain of tliese costs tlirougli vartoiis cost-recovciy clauses to the extent tlic iespective 
co~iini~ssio~i determines that siicli costs are pnident Therefore. wliile tlicie iiiay be a delay i n  the tiining between wlieii these costs ale iiiciii ied and when  tliese 
cost7 are rccoveiea lioni itie iaiepayeis, L !  

sales contracts sliifi substantially all luel price risk to the puicliascr We a l ~ o  liave oil price nsk e\posure related to synthetic fuels la\ credits as discuswd i n  

MD&A - “Otlier Matteis - Synthetic Fuels Tax Credit? ” 

Most of ow pliysical commodity contracts arc not derivatives pursuant to SFAS No 133 or qualify 3s noin1a1 pi~~cliases or sales pursumt to SFAS No 133 
Tlicrefore, SOCII contrzicts are not recorded at fair value 

We peifoi-iii sensitivity analyses to estimate our exposure to tlie niaiket fisk of our derivative conimodity instrunients that :ire not eligible lor recowry ii.oln 
ratepayers. The following discussion addresses the stand-aloiic comnioditv risk created by Ihese derivative coniinodity insti~inieiits. witliout regard to tlie 
offsetting effect of the underlying exposure these iiistrunieiits are intended to liedge ‘The sensitivity analysis pcrlornicd on tliesc deiivative coniinodity 
instruments uses quoted prices obtained from brokers to tneasure the potential loss i n  earnings from a liypotlietical 10 peicent adverse cliange i n  ninrket prices 
over the next 12 months. At December 31, 2007, the only derivative cooiiiioditv instruinenls not eligible for iccovery from ratepnwrs related to derivative 
contracts entered into on January 8, 2007, to hedge cconomically a portion of our 2007 synthetic fuels cash Ilow cxposuie io  the risk of rising oil prices as 
discussed below Tliese contracts ended on December 31, 2007. and were settlcd for cash on January 8. 2008. with 110 niatei-ial iinpact to 2008 carnings At 
December 31. 2006, derivative commodity instniinents not eligible for recovery froni raicpaycrs were included i i i  disconlinucd operations as discussed below 

See Note 17 for additional infomiation with regard to our commodi~y contracts and usc of derivative financial instrumetils 

DISCONTINUED OPERATIONS 

As discussed inNote 3A, our subsidiary, PVI, entered into a series 01 transactions to sell or assign substantially all of its CCO plivsical and coniniercial assets 
and liabilitics On June 1,  2007. PVI closed the transaction involving tlic assigiiniciit of a contiact porlfolio consisting 01 tlie Georgia Contiacts. forward gas 
and power corilracts, gas transportation, structured power and other contracts to a third pa@ This represented substantiallv a11 of o w  ~ionregulated energy 
marketing and trading opeiatioiis The d e  of the gencr~ation assets closed on June 11. 2007 addition all^. we sold Gas oii Octolxr 2. 2006 (Sec Note 3C) At 
Dcceinber 31: 2007, wit11 the exception of the oil price licdge instniments discussed bclow. our discontinued opcraiions did not liavc outstanding positions ii i  

derivative i~istruinents For tlie year ended Deccinber 31, 2007, $88 niillioii of afler-tax gains froin derivative 
instr uments related to our nonregulated energy morketing aiid trading operations were included i n  discontinued operations 011 the Consolidated Stnteiiients of 
I llcollle 

On January 8, 2007, we entered into derivative contiacts to liedge econoinically a poitioil 01 oiir 2007 synthetic fbcls cash Ilow exposure io tlie risk of rising 
oil prices over an average annual oil price range of $63 to 577 per barrel oii a New York Mercantile Ercliange (NYMEX) basis -1 lie notional quantity oi these 
oil piicc hedge iiistrumeiits was 25 inillion barrels and provided protection for the cqiiivalciit of appiodinately 8 inillion tons of 2007 svntlietic fucls 
production The cost of the hedges \vas approxiiiiately $65  nill lion The coiitiacts n w c  marked-to-market with cliangcs in  lair value rccordcd tlirougli 
caiiiings These contracts ended on December 31. 2007. a id  were settled for 
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cash on January 8 2008, w i t h  no matenal  impact to 2008 eariiings Appioxiniately 34 peicent ot the notional quaiitity of tliese contiacts wa? ciiteied into bv 
Ceiedo As discussed in Note 33, we disposed 01 our 100 percent owiicisliip interest i i i  Ceredo on Maicli 30, 2007 I'rogreis Eneigv IS tlie priiiinry beiieliciaiv 
oi, aiid continues to consolidate Cercdo i i i  accoidarice rvitli FIN 46R, bot rve liave recorded :i I00 percent ~nriiorrt~ interest Coiircqiie~i!Iv, siibscqi~ent to tlie 
disposal there I S  no iict earnings impact for the poi tioii of the contracts entered into by Ccredo At December '11, 2007, the fair value of a11 oitlicse contiacts 
was iecorded as a $234 niillioii short-tenii derivative asset position. including $79  nill lion at Ceredo flie Iaii value 01 these contracts was included i n  

ieceivables, net on the Consolidated Balaiice Sheet (See Note 6A) As discussed iii Note 3B. on October 12. 2007, we peniianently ~ e ~ s c d  pioctuction 01 
srintllnlrr.~ nt nu r a u s e  we liave nbaiidoiied our niaioiitv-owned facilities and our othei sviihetic l i d s  opeiatioiis ceased as 
oi December 3 1 ,  2007, gains and losses oil tliese coiitracts were included i n  diwmtiiiued operations, net 01 t ~ s  on tlie Coiirolidated Stateiiient 01 Inconie i n  

2007 Dunng the year ended December 31 ,  2007, we iecorded net pre-tax gains oi$168 million related to these contracts 01 tliis aiiiount. Fj7 inillion  vas 

attributnble to Ceredo oiwhich $42 million \vas attributed to minonty interert for the portion of the gaiii subsequent to {lie disposal of Ceredo 

At December 31, 2006, derivative assets of $107 million aiid derivative liabilities of $31 niillioii were included ii i  assets to be divested and liabilities to be 
divested, respectively. oii tlie Consolidated Balance Sheet. Due to the divestitures discussed abovc, nianagement detenniiicd tliat i t  \vas no longer piobable 
that the forecasted transactions underlying certain derivative contracts \vould be fiillilled and cash llow hedge accounting for the contracts \vas discoiitinued 
beginning in the second quarter of 2006 for Gas and in tlic fourth quarter o i  2006 ior CCO Our discontinued operations did not liave nioterial outslatiding 
positions iii commodity a s h  flow liedges at December 31, 2006. For tlie years ended December 31. 2006 and 2005, escluding :iiiioiin$ reclassified to 
eaiiiiiigs due to discontiiiuance of tlie related cash llow Iiedges, net gains and losses iron1 derivative iiistruiiie~its ielated to Gas a i d  CCO oil a consolidated 
basis were iiot mateiial and ale included i n  discoiitiiined operations, net o i  tax 011 llie Coiisolidated Stateinents ol  liicoiiie For tlic yeai ended Deceiiibct 31. 
2006, discontinued operations, net of tax includes $74 million i n  after-tax deiened iiicoine. wliich was ieclassified to earnings due IO discoiitinuance of the 
related cas!i llorv Iiedges For tlie yea1 ciided Deceinber 31. 2005, there were 110 reclnssilicatioiis to comings due to discontinnance of the related cas!i ilow 
hedges 

Ilcrivatjve products, primarily natural gas and oil contracts, may bc entered into lioni lime to time for economic hedging purposes Wliile inariagenicnt 
believes tlie econoinic hedges mitigate exposures to fluctuations in commodity prices, tliese iiistr-uiiients ale not designated as hedges ior accounting purposes 
aiid arc monitored consistent with tindiiig posilions We niariage open posi!ioiis with strict policies tliat !itnit our exposure to market ~ s k  :ind require daily 
reporting to inaiiageiiient of potential finmicial exposures 

Ilie tltilities liave derivative instruments related to their exposure to piice lluctuations on ftiel oil aiid natural gas purcliascs l~liese iiistruiiients receive 
regulatory accounting treatiiieiit. tJiirealized gains and losses are recorded iii regulato~y liabilities and regulatoiy assets on tlie Balance Sheets. iespectively. 
until the contracts are settled (See Note 7A). Once sellled. any realized gaiiis oi losses ai-e passed tliroiigli the fuel clause During the \ w r  ended Deceiiiber 31, 

2007. PEC iecorded a net realized loss of $9 million. PEC's net iealized gains and losses weic iiot mateiial during the years ended l~ccenibcr 31. 2006 and 
2005 During tlie years ended December 31. 2007, 2006 and 2005, PEF recorded a net realized loss of.h'46 million. a iicl realized gain oi $39 rnillion and a iict 

realized gain of 670 million. respectively 
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E\rciudriig aniouiits receiving iegiilatoiy accoiintiiig treatnient and amounts related to our discontinued operations discussed above. gains and losses from 
coiitractr enteicd into for ecoiioiiiic liedgiiig purposes were not inatenal to our 01 tlie Ublities’ iesults of operations diiniig the years ended December 31. 

2007.2006 and 2005. Esclodine derivative assets and denvative liabilities to be divested discussed above. we did not liave niatcnal outstanding positions i n  

such contracts at Deceiiiber ’11, 2007 aiid 2006, other tlioii those receiving regulatory accountirig treatnieiit at PEC and PEF, as discussed below 

At Deceiiibcr 31, 2007, tlie fair value of PEC’s commodity dcrivative instruiiients was recorded as a $19 million long-term derivative asset position iiicludcd 
in otlicr assets mid deferred debits and a $3 inillion short-term derivative liability position iiiclnded i n  other cun.ent liabilities on the Coiisolidatcd Baloiice 
Sheet At Dccember 31,2006, PEC did not liave inaterial outsfanding positions in  such contracts 

At December 31, 2007. die Fair value of PEF’s commodity derivative iiistiunieiits was iecorded as a $60 n~illiou short-temi derivative asset position included 
in prepayments and otlier current assets, a $90 inillion long-term deiivative asset position included in  derivative assets, and a $ I  5 inillion sliort-term del ivative 
liability position included ii i  other curtent liabilities on the Consolidated Balance Sheet At December 31, 2006, the fair value o i  siicli instruiiients was 

recorded as a $2 million long-tenn derivative asset positioii included i n  derivative assets, an $87 million sliort-lenii derivative liability posilioii included i i i  

other curienl liabilities. and a $36 niillioii long-tenii derivative liability position included in  otlier liabilities and deferred cicdits on tlie Consolidated Balance 
Sl1cet. 

PEC designates a portion of coniniodity derivative iiistruiiients :is cash flow hedges iinder SFAS No 133 The objective for holding these instruments is to 
hedge exposure to inaiket risk associated d t l i  fluctuations in tlie price of power for our forecasted sales Realized gains and losses are recorded net i n  
operating ievenues PEF did not Iiave any commodity derivative iiistruiiieiits designated as cash flow hedges at December 3 1. 2007 aiid 2006 At December 

inatend to our or !lie Utilities’ results of operations Ibr 2007, 2006 and 2005 
31,2007 aiid 2006, we aiid PEC did not have mntcrial outstmiding positions i n  such contracts The ineffective portion of coniniodity cash flotv lied, oes was not 

At Deceniber 3 1, 2007 aiid 2006, tlie amount recorded i n  our or PEC’s accuniulated other comprehensive iiicoiiie related to coinniodity cash llow hedges \vas 

not material PEF had no amount recorded i n  accuinulated other conipreliensive incoine relatcd to commodity cas11 llow hedges at December 3 1,  2007 oi 
2006 
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I'EC lias certain market risks inlierent i n  i ts  tiiiaiici:il i~istrurnents, wliicli arise from transactions entered into in the t i o r d  course o i  business ITX'S primary 
exposures are clianges iii interest rates with respect to long-temi debt and co1iin1ercia1 paper, fluctuatio~is i n  the retiini on niarketable securities with respect to 

its nuclear decoiiiiiiissioning ti-tlst fi~nds. arid changes in energy-relaid cominodity piices 

The information required by this itein is incorporated lierein by ret'ercnce to tlie Quaiititativc and Qualitative Disclosures About Market Risk insofar as it 
rclates to PEC 

INTEREST RATE RISK 

The following tables provide infomlation at December 3 I. 2007 and 2006, about PEC's interest rate risk sensitive instruments: 

IJCCCIII UI'I J1, LUU I 

F d r  Value 

(.) $100  nill lion is for anticipated 10-ywr debt issue liedgc maturing 011 April 1, 2018, and requires inandatoiy cash settlement 011 April 1, 2008 The 
remaining 6100 rnillion is for anticipated 30-year debt issue hedge maiuring on April I ,  2038, and requires mandatory cash settlement on April 1, 2008 

fi) Rate is 3-iiionth LIBOR. \vIiicIi was 4 703'0 at Dcceniber 31,2007 

Decembci 31. 2006 
F:ur Value 

2008 2009 2010 2011 Tliereal'tei 

Average inteiest rate - - - - - 361% 361O41 

Averac2e D ~ Y  rate 5 6196 - - 5.6136 

r:,) Anticipated IO-year debt issire Iicdge matuIed on October 1, 2017, and required ma~ida tor j  cas11 setllcment on October 1. 2007 
(I)) Ratc is 3-iiioritli LIBOR. wliicli was 5 36?6 at Dcceniber 31, 2006 

C'OhIMODlTY PRICE RISK 

PEC is exposed to the eifects of market IIuctuatioris in the price of natural gas, coal. fuel oil. electricity and other energy-related products inarkcted and 
purchased as a result of its o ~ v ~ ~ e r s l ~ i p  of energy-related assets PEC's exposure to tliese fluctuations is sigiiilicantly limited by cost-based rcgulation Each 
state coiiiiiiission allo\vs electric utilities to recover certain of these costs tlirougli various cost-recoveiy clauses to the extent the respcctivc 
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comniission determines that such costs aic prudelit Therefore, wliilc there niap be n delay in the timing between wlien these costs are incurred and when these 
costs ere recovered froin the iotepevers. cliaiiges Iron1 year to year liave no material iinpnct oii operating resiilts. PEC may engage in  limited economic 
Iiedging activity using natural gas and clcctricity financial instiunicnts. See "Coiiiniodity Price Risk" discussion under Progress Energy above and Note 17 for 
additional infomiation with regal d to PEC's coinniodity contracts and use o i  del-ivntive financial insti uiiicnts. 
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PEF Ii:is certaii~ mirket risks inherent in its linaiicial iilslruineiits. which arise from transactions entered into i n  the noimal course of business PEF’s priniary 
exposures are changes in interest rates with respect to long-temi debt and commercial paper. Iluctuations ill tlie retuiii 011 marketable securities with respect to 
its nuclear decoiiiiiiissioiiiiig trust funds, and changes i n  energy-related coininodity piices 

The iiiformatioii rcquiicd bv this itcm is incorporated herein by relerciicc to the Quantitative and Qualitative Disclosures About Market Risk insofar as it 

rclates to PEI:. 

INTEREST RlI‘I’E RISK 

The lollowing tables provide infom~ation at L>ecember 31. 2007 and 2006, about PEF’s interest rate risk sensitive instruiiients: 

Deceiiiber 31.2007 
Fair Value 

2008 2009 2010 2011 2012 Thereafter Total Drceinber 31,2007 dollai s in niillioiis 

Average inteiest I’ate 5.27% - - - - 4.32% 4.94% 

Ilcccmbci 31. 2006 Fair Value 
December 

Thereolter 31 2006 

Aveiaee interest rate 5 77Y0 3 663‘0 5 04% 

(a) Anticipated 10-year debt issue hedge iiiatui-ed on October 1, 2017, and required mandatory cash settleiiieiit on October 1. 2007 
&) Rate is 3-inonth LIBOR. wiiicli \vas 5 363‘0 at Deceiiiber 31,2006 

Iluring 2007. PE.F had eiiteied into a combined $225 inillion iiotional of fonvard starting swaps to initjgate exposure to interest rate risk in anticipation of‘ 
fiiture debt issuances. wliicli \WIG terminated on September 13. 2007, i n  conjuiictioii with PEF’s issuance of $500 inillion of First Mortgage Bonds, 6 .?6% 
Series due 2037 and $250 inillion of First Mortgage Bonds. 5 800io Series due 201 7 

Oil Iaiiuary 8, 2008. PEJ eiilered into a combined $200 niillioii notional of forward starling swaps to initigate exposwe to interest rate risk i n  aiilicipatioii of 
futuic debt issuances 

CORIMODITY PRICE RISK 

PEF is ekTosed to the ellccts of marl;et lluctuations in  the price of natural gas. coal. fuel oil. electricity and other energy-related products marketed and 
purchased as a iesult of its ownership of energy-related assets. PEF’s exposure to these Iluctuatioi~s is signiticantl~ liinited by its cost-based replat ion The 
FPSC allows PET; to recovcr certain fiicl and ptircliased power costs to tlie extent the FPSC determines that such costs are prudent. Tlierefore, while there may 
ke 3 delay in the timing between wlien tliese costs are incurred ond \\‘lien tliese costs are recovered from the iatepayers. clianges from year to year have no 
iiiuterial iiiipnct on opeiatiiig results See “Coinmodity Price 
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Risk" discussion under PiogIess Eiiergv above and Note 17 for additional information wit11 regard to PEF's comn1odl$y contracts nnd use of derivntive 
finaiicial iiistruments 
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I I E M  8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 
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Each oi  the preceding conibined notes to the Iiiiancial statcn1ents ol  tile Progress Registrants arc applicable to Progress Eneigy, 
liic but not to each o l  PIX :ind PEF The lbllowiiig table sets forth which notes are applicable to each o i  1’E.C and PFF 

liegiStl’~l1it Applicable Notes 

PE c I .  2, 5 througli 10. 12 throiigh 14, 16 throiigh 

22 aiid 24 
I tlirougli 3, 5 througli 10. I2  thiougli 14. I6 
tlirougli 22 and 24 

1’13 1: 

Consolidated 1~iii:iiicial Statenleiit Schedules Cor thc Years Ended December 31, 2007, 2006 and 2005: 

Report of liidepcndent Registered Public Accountiiig Firiii on Financial Statement Scliedulc - Progtess Energy. lnc 
Schedule 11 - Valuation and Qualirying Accounts - l’mg1ess Eneigy, lnc 
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Report of Indcpendent Registered Public Accounting Finn on I3nancial Statement Schedule - Florida l’ower Corporation d/b/a Progress 

Schedule I 1  - Valuatioii aiid QunliCying Accounts - Fltxlda l’ower Corporation d/b/a Progrcss Energy Floiida, lnc 

Progress Energy C:irolinas. liic 

Energy Floiida. lnc 

All otliei sclicdulcs Iiavc bccii omitted as iiot applicable or are not rcquircd because the iiifi)rniatioii icquired lo be sliown is included i n  tlie 
Financial Slatciiicnts or tlic Combined Notes to the Financi:il Staleniciits 

227 
228 
229 

230 
231 

232 
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rO TIIE BOARD OF DIREC 1 ORs AND SIIARI. I 1 0 1  DFRS OF PROGRESS FNGRGY. M C  

-- . .  
We liave audited tlie accompanying consolidated balance slieets of  I’rogreis tnergp. lilc, and 115 si-ai ?i - .  -, 
and the related consolidated statements 01 IIICOIIIC. conipicliensive incoiiie, cliaiiges i n  coninion stock equity, and C O i h  flows for each of the thee years i n  the 
peiiod ended Lheniber 3 I ,  2007 These financial ilateiiients :tie the iesponsibilily 01 llie Cotiipany’s ~nanagcment Our respons~b~l~ty I S  to express an oplnlon 
on the fiiiancial stntemeiit~ based o n  o w  audits 

We coiidncted o i i r  audits i i i  accordaiicc \villi !lie standaids o i  tlic Public Conipiiy Accoiiiitiiig Oversight Boaid (United Stales) Those standards require tliat 
we plan and pcrfomi the audit to obtain reasonable assiirancc almiit wlictlicr the financial statements arc free of matcrial niisstaicment An a d i t  includes 
ex:unining, ctn a test basis. evidence suppotling the nrnourits and disclnsures i n  t l ~  Einnncial si:ilenicnls AI, audit also includes :~sscssing l l~e  accoutiliiig 

principles used aiid significant estimates made by niaiiogetiicnt. as well as e\!aluating the overall financial stateiiient presentation We believe that our audits 
piovide a rensonable basis for our  opinion 

In our opinion, such consolidated financial stnteinents present iairly. i n  a11 iiioterial respects, !lie finmicial position o i  the Coiiipany at December 31, 2007 and 
2006, aiid tlie results oi  their operations and their cadi flows for eacli of the three years i n  the period ended Decetnber 3 I .  2007. i n  conformity with accounting 
principles generally accepted i n  the IJnited States of Aiiieiica 

As discussed i n  Note 14 and Note 16 to the consolidakd financial staternenis. on Janiiary 1. 2007. the Company adopted Financial Accounting Standards 
Board Interprelntion No 48 and oii Ilccciiiber 31. 2006. the Com11anv adopted Statcment oCFinancial Accoi~nting Standards No 158 

We have also audited, i n  accordance with the standards o i  the Public Company Accoiiiiting Oversight Boaid (IJiiited States), tlie Company‘s internal control 
over financial reporting at December 3 I ,  2007. based on the critciia establislied i n  IMerm1 Cori/ro/ - h?/egnr/ed Frtmiewof’/i issued by the Cotniiiillee of 
Sponsoring Oiganizations of the Treadway Coniinissioii. and our repoi t dated February 28. 2008. expressed an tuiqualilied opinion 011 the Company’s internal 
control over financial repoiting. 

Raleigh, No1 tIi Caiolina 
Febiiiary 28. 2008 
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PROGRFSS ENERGY, INC 
CONSOLIDATED STATEMENTS of INCORiE 

S 504 S 571 S 697 Nrt irtcoiiie 
,lvcr:cge c~ntn ion  sh:wes outstanding - basic 256 230 247 



PROGRESS ENI?RGY. INC 
CONSOLIDATED BAIANCD SIIEE 1 S 
(I i l  1711~~10i7S)  
December 3 1 2007 2006 

.4SSETS 
Utility plant 

S 25,321 % 23,7 

D 
31 
87 
G5 

3,655 5 
109 2 

Other asscis niid deferred debits 379 2118 
6.906 6.848 ‘Iota1 tlrfi*rrecl debits :ind otlicr :issets 

S 6 ,  

Iktniiied enriiiiics 2.465 2.594 
Total coninion stock quit?.  8.422 8.286 

1~1.cfcrIt~I stoclc ofsubsidi:ii-irs -- not subirct to i ~ ~ : i n d : i t w ~  i.iwleirlptiori 93 93 
Rlinoriw interest 84 IO 
LonE-teriii debt. ;illilixte 271 271 
Lung-tcnn debt, iirt 8.J66 8.564 

17.336 17.224 
Cu rrcn i 1i:i bilitiis 

‘1ot:iI c;ipii:iliz;i lion 

Ciirreiit portioii of loiig-tcrm debt 877 3 ZJ 
Short-teIm debt 201 
Accotiiils payable 7 80 712 
Inkiest accrucd 173 171 
Dividends declared 160 I %I 

Custonicr dcponiis 2 55 227 
Ikplllalory Ilabllltlcs 17.3 76 
Liabilities to bc. divesled 8 2-13 
Illcomc lilSCS nccrucd 8 28-1 
Other currcnt liilbilities 604 622 

‘Tot;il currciii 1i:ihilitics 3.248 2.x20 

Noiicurrent iiicoiiie I ~ Y  linbililies 361 312 
Acciimululed ddeiIcd iiiwstiiieiil I:is credils 139 151 
Ilcgiilntory Iiabilitic\ 2,559 2,543 
Asset ielireiiieiit obligiitioiis 1,378 1,701 
Accriied peiisioii aiid ~ ~ t l i e i  bciiclits 761 951 
Cupild lease obliglioiis 239 70 
Other liabilities a i d  dofkrred cicdi ls 2 83 3XJ 

l’0t:d dererred credits :id ottirr Ii~iliilitics 5.702 5,663 

l’c,t;tl cxipitalizaticin .inil liahilities S 26.286 S 25.707 

I)efcrrtul credits nnd otlicr liii1)ilitics 

Coiiiiiiihuents :ind contingciicics ( ~ o t c s  21 :inil 22) 

.%‘, .\’01?Y 10 I ’ i . # ~ r ~ ~ s v  /ilidrgl,, I l l (  ~ ’ ~ , 1 1 ~ 0 1 i d l / , ~ ~ /  I. ; f l < l l l (  I‘il . ~ / l l l < ~ i ~ i C t l l \  
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PROGRFSS FNFRGY, INC 
CONSOLIDATED STATEMENTS of CAS11 PLOII’S 
(111 i7ll~holls) 
Years ended Decenibei 31 2007 2006 2005 

50.1 571 $ 697 

net incoine to net cash 
provided by operatiiig 

Charges for voluntary 
enhanced rehrement . --  
progi mi - 13‘) 

aniortir:itioii 1,026 I 1911 1.216 
Depreciation aiid 

Deferred inconie taxes 
and investment tax 

Cnsh (used) provided bv 
chunges in opernting 
assets and linbilities 

0 t h  current 

dcierred ciedits (7) 
Nct c;ish providrd 
by opcri1ting 
:icti~ities 1.252 2.001 1.467 

1,973) (1.572) . .  
~ u c i c a l  iiie~ :&~i~ioiis (22xj 0 1-I) (126) 
I’rucccds froin s~lcs of‘ 
discontinued O ~ C I . J ~ ~ D I I S  

and d i c r  assets, iiet iir 
c:ish divested 675 1,657 -175 
Purchases of nvailable-for- 
sale secunties and other 
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Net cash provitlcd 
(used) 11s finnneing 

C‘ash and cash 
muivalents a t  beeinnine 

Interest (net of 

Significant noncash 
lialls3c11o114 

Cnpitd leasc 
obligndon illcurred 1 x2 54 - 

Note receivable for 
disposal oT ownership 
interest i n  Ccrctl~ 
Noncash propcrt? 
additions accrued t i i r  
as r i T  Lkccmkr 3 I 32 9 23 1 I16 
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PROGRESS ENERGY. INC 
CONSOLIDATED STATEMENTS 01 CIIANGES in COMMON SIOCK EQUITY 

Accuinulated Total 
Other Comlnon 

Comorchcnsive Stock 
Colnnlon Stock 

Outstmidi 11g 
(Ill 1111/ll011~) Sliares AmouniUiiearned Restncted SliaresUneamed ESOP Sliai es (Loss) Iiicoiiie Retained Earnings Equiiy 

$5,360 (la) 633 

757 - Comprehensive iiicoiiie 

Biilancr, Decruiber 31, 2007 260 S6,028 S(3-1) $2,465 S8,122 
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PROGRESS E.N.NERGY, INC 
CONSOLIDATED S'TATERIENTS ol' COMPREIIENSIVE INCOME 

Yenis ended December 31 2007 2006 2005 
N $57 97 
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REPORT OF INDEPENDENT RFGISTERED PUBLIC‘ ACCOUNTING FIRhI 

I O  TIIE BOARD OF DIRECTORS AND SFIAREIIOI.L3ERS OF CAROLINA POWER RC LlGllT COMPANY d/b/a I’ROGRFSS ENERGY CAROLMAS. 
INC -__ 

We Iiaw audited the accoiiipanyiiig coiisolidated balance sheets of Caroliiia Power c1 Light Company d/b/a Progress Energy Carolinas, Inc and its 
subsidial-ies (PPC) at Decembcr 3 I ~ 2007 and 2006, and tlie related consolidated statenients of income, conipiel~ensive income, clianges i n  coni~~ion stock 
equity, and cash llows for each of tlie three years i n  the period ended Deceniber 31. 2007 These financial stotenients are the responsibility of PEC’s 
miuiageineiit Our respoiisibility is to express an opinion oii these financinl statenicnts b s e d  on our ntidits 

We conducted our audits i n  accordance with the standards of the Public Coniplny Accountiiig Oversight Board (IJnitcd States). Those standards require that 
we plan and pcrfonn tlic audit to obtain reasonable assurance about wlicther the financial statements arc fi ec of niatcrial misstatciticnt PEC is not rcquired to 
liave, nor were w e  engaged to perforin, an audit of its internal control over financial reporling Our andits include consideration of internal control over 
fiiiancial reportiiig as a basis for designing audit procedures that are appropriate i n  the ciicumstances, but 1101 for (lie purpose of expiessing an opinion on the 
ell>ctiveness of 1’EC.s iiileriial control ovei linaiicial reporting Accordingly, we express no sucli opinion An audit also includes examining, on a test basis, 
evidence supporting the aiiiounts and disclosui-es i n  tlie financial ~tatetiient~, assessing the accotiiiting principles used and significant estiiiiates niade by 
matiagenient, as well as evaluating the overall liiiancial statenient presentation We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated lina~icial stnteinents present fairly, i n  011 material respects, the fiiiniicial position of PEC at December 31, 2007 and 2006, 
and tlic results ol its operations and its cash f low foi each of tlic three years i n  the period cnded December 31. 2007. i n  conformity with accouiitiiig principles 
generally accepted i i i  the United States of AmcIica 

As discussed i n  Note 14 and Note 16 to the consolidated financial slatenients, on J:inu:ir)r 1, 2007, PE,C adopted Financial Accounting Standards Board 
Interpretation No 48 and on Deccniber 31, 2006, I’EC adopted Statenient of Financial Accotinting Standards No 158 

/ s i  Deloine Rr Touclie LLP 

Raleigh, North Caroliiia 
Febi uary 28. 2008 
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CAROl INA POWLR B LIGIlT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC 
CONSOLIDiiTED STATEMENTS OF INCORIE 

Opiwting cipciiscs 
Fiicl iiscd i i i  clsctric gciicrniioii 1 . 3 ~ 1  1,173 1,036 
Purcl1ased powel 302 334 354 

Iiiicicsi iiicoiiic 21 25 8 
0th. i i e~  16 25 (15) 

1 l l t C l U S t  cIi:llgL!s 21s 217 197 
i\IIo\vaiicc I;)r burroncd fiiiids iiscd duriiiy cuiistriiciioii (5) (2) ( 5 )  

lllconlc t i l>  clprllsr 29s 265 239 
Net inconic .50 1 457 193 
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CAROLINA POWEI7 “4 I,IC;II1 COMPANY dilzla I’KOGRJ SS I-NLRGY CAI7OI.INAS. INC‘ 
CDNSOLID.\1 LD I3.\LANCE SIIli l i l  S 

Ilecenibcr 31 2007 2006 
ASSETS 

(Ill 1 7 1 f 1 1 1 0 1 l ~ ~  

Ufility platit in scivicc 5,117 S1.1.356 
Accuiiiula~ed depreciatioii (7,097) (6.4081 

Nuclear luel. iiet of aiiioi tization 292 200 

C‘uricnt assets 
Cash and cash eouivalen 1 

0 
3 

Receivables Irom alliliatcd coiii 
iliated 

Coninion storli cqiiib 
11011 StOC 
0 niillroi 

er coinprelicnsive lo 

Iiiconie t a x ?  accrued 

Otliei liabilities atid defeired credits 113 120 
‘J’okil ileferr-rd credits nncl other 1i;ibiIitim 3,790 4.062 

C‘oiiiniitnieiits and contingencies (Notes 21 m t l  22) 
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CAR01 INA POWER Ilr L lc i l  I I COMPANY d/b/a PROGRFSS CNFRGY CAROL INAS. INC 
CONSOL1l)iYl ED STATI<hII?N‘I% 0 1  CAS11 FI,O\I’S 
(111 nrlllrorls) 
Yenir Ended Deceinbei 3 1 2007 2006 2005 

) (705) (603) 
) (102) (79)  
) fS96) (1,832) 
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CAllOLINA POWER R I. IGI-1.1- COMPANY d/b/a PROGRESS PNIXGY CAROL.INAS. INC 
CONSOl.,IDATIII) ST.A?‘l~~h.IEN’I’S ol CHANGES in COhlMON STOCK EQUITY 

Accumiilatcd Tot a I 
Coiniiion Stock iliieariied Other C 0 Ill 1110 I1 

Outstanding ESOP Compmliei~sive Relnined Stock 
( i l l  l~irlliolls) Shores Anioi~nl Slimes (Loss) Incoinc I;nriunps L q t W  

160 S 1.975 S (76) X (114) S 1,287 X 3,072 

Net income - 501 501 

llt statcul 1:Ites 

Balance, December 31, 2007 160 !3 2,054 S (37) S (10) S 1,772 S 3,779 

CAROLINA POWER & LlGlIl COMPANY d/b/a PROGRESS ENERGY CAROLINAS. INC 
CONSOLIDATED S’1‘Al EMENTS ol’CORI1’lUHENSlVE INCOhIK 
(Ill nilllrorls) 

Oilier coiiiiiteliensi\~e [loss) iriconie 

nsc) bciiclit of %(23) 

Coin prehmsive incoiiie $492 E493 $487 
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REPORT OF INDEPENDENT REGISTERED PUBL.IC ACX3UNTING FIRM 

TO I IIE BOARD OF DIRECTORS AND SIIAIEIIOLDFR OF FLORIDA POWER CORPORATION d/b/a PIIOGRkSS ENFRGY FI ORILM, INC 

We have audited tlie accompanying balance sheets of Florida Power Corporation d/b/a I’rogier\ Eiieigy f*loiida. Inc (PIX-) at December 31. 2007 and 2006, 
aiid the related statements of iiicoiiie. comprehensive iiicoiiie, chnnges in coiiiiiioii stock equity. and cash ik~ws I’oi each o i  tlie thice veal s in the period elided 
Deceiiiber 31, 2007 The% friianciol siatements aic the respoiisibility of P U ’ s  iiinnugeiiieiit Oui iesponsibility i s  to expiess an opinion on the% financial 
statciiieiiis based on our audits 

We conducted our audits i n  accordance with ilie standards of the Public Company Accounting Ovcrsight Board (United Stales) Those standards require that 

we plan and p a  forin the audit io obtain leasonable assurance about \vlietlier tlie financial statenients arc fiee o l  iiiatei ial iiiisstateiiic~it PFF is not required to 
liave. nor were we engaged to perfomi, an audit of its internal contiol over financial ieporting Our audits include coiisider:ition of internal control over 
financial reporling as a basis for designing audit piocedures that are appropriate i n  the circuiiislanccs. but not for tlie purpose o i  espicssiiig an opinion on the 
el‘rectiveiiess of PEF’s internal control ovei liiiancial reporting Accordingly, we express no such opiiiioii Ai1 audii also includes esamiiiing, oii a test basis, 
evidence supporting the amounts aiid disclosures i n  tlie financial siateniciits, assessing tlie accoiiiiting principles uscd and sigiiilicant estiniates made by 
iiinnagemeiit, as well as evaltiatiiig tlie oveioll financial stateiiient preseiitotioii We believe that oui audits provide a ieasonable basis for our opinion 

In our opinion, such financial stateinenis present fairly, i n  all material iespccts, tlic financial position of 1’13 at Ilccciiibei. 31. 2007 aiid 2006, and the results 
of its operations and its cash flows for each of the tlirec years i n  the period ended Decciiibci 31, 2007. iii coiil’oriiiit); with accounting principles generally 
accepted in  the United States of Anierico 

As discussed 111 Note 14 and Note 16 to the linancial siateiiients. on January I .  2007, PEI: adopted Financial Accounting Standards Boaid Interpietation No 
48 and on Deceiiiber 3 1 ,  2006, PEF adopted Srateiiieni 01 Financial Accouiiling Standardi No I58 

ls l  Deloitte & Touche LLP 

Raleigh. North Carolina 

February 28. 2008 
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC 
STATEhlENTS of INCOME 
(111 nlllliot~~) 
Ycais ended December 3 I 2007 2006 2005 

Oneratinn ewenscs C .  

Fucl used in clccbic gcncrotion 1,764 1,X3j 1,323 
Purchosed powei 882 166 694 

Other 8 (2) (26) 

lnteiest income 9 15 1 

Incuiiie tax  cxpcnsc 144 193 I21 

Nct iiiconir 317 328 260 
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FLORIDA I’OWFR CORPORA1 ION d/b/a I’ROGRI~SS ENPRGY 1.1 ORlI>A. INC 
BALANCE SHEETS 

December 3 I 2007 2006 
(It1 nrrll1orLS) 

m x r s  

Total clefel-iecl debits ant1 othci assets 1,252 1.251 

Common stock htiioot par value. 60 niillion shares autliori~ed. 
d oiitstmidriig 0 

icr coiiii~rchensive loss 1) 
IIetaiiicd Cani i i iu  1,901 l . j X X  

‘I ot;il coliinion stoclc equity 3.002 2.687 
1’refei.i ctl stock - not sub,ircr t o  i~i;intlatoIy rcrilcniption 3-1 34 
L.onn-tcwii debt, nct zrm 2.468 

‘Iot.11 ciipitiili/.:ition 5,722 5.189 
Curren I li:i bili tics 

Ctirrciit port ion 01 long-Icriii d c l ~  332 89 
Norcs paynblc to nllilinfcd coiiipmics - 47 
Accouiits payable -161 292 
Payablcs to affiliated coinpanics 87 I I6 
lntcicst accrued 57 18 
Ciistomcr deposits 185 I 6 X  
Ilcnvutivc liabilities 15 8‘1 
Rcgulntory liabilitics 17.3 76 
Otlici ci~~rciit I i ~ ~ h i l i ~ i ~ s  92 89 

Tot:il eurreiit 1ial)ilities 1,602 1.00.1 

Noiiciirreiil iiicoinc tau liabilities -101 466 
Accuiiiiilared dcfi.ricd iin esl i i iz i i l  [as cicdits 1 7  23 
I<cgcilatory linbilitics 1,316 1.091 
ASSCI rciiiciiicnt oblrgcltioii-; 315 290 
Accrued peiirioii niid ollirr bei~efil i  30.1 332 

1)rl‘ri rrtl ci  d i t s  ;ind otliei. 1i;ilditirs 
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FLORIDA POWER CORPORA1 ION d/b/a PROGRESS ENERGY FLORIDA. INC 
STATI',RlISNTS ol'CASII FLOWS 

Ycnrs eiidcd December 3 1 2007 2006 2005 
( I I I  1 7 ~ I ~ l ~ O t l ~ )  

(640) (625) (405) 

Financine activities 
Divid 

Supplenient:il disclosui es 
Czli  paid dtiriiig tiicy 

Inkiest  (net of amount capita 
lncomc taxes (net of refknds) 
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FL.ORIDA POWER CORPORATION d/b/a PROGRESS ENE.RGY FLORIDA. INC 
STATEMENTS of CIIANGES in COMIMON STOCK EOUITY 

Acciimulatcd Total 
Coninioii Stock Ollier Coni iiioii 

Outstaiidiiig Coinprchensive Retained Stock 

- 260 Nct iiicoiiie 260 

Net income - - 317 317 
- Otlirr coiiipreliriisivr loss (7) -0 

Coiii pi ehensise income 310 

Balance, llccciiiber 31, 2007 100 $ 1,109 S (8) $ 1,901 S 3,002 

FI,ORIDA POWER CORI’ORATION d/b/a PROGRESS ENISRGY FLORIDA, INC 
STATEVIENTS of COMPREIIENSIVIS INCORlE 

Years ended Dccc~nbcr 3 I 2007 2006 2005 
N 
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PROGRESS ENERGY, INC 
CAROLINA POWER & LIGHl COMPANY d/Wd PROGRESS ENERGY CAROLINAS. INC 
FLORIDA POWER CORPORATION d/b/a./ PROGRESS FNFRGY FLORIDA INC 
COR1BINEI) NOTES TO FINANCIAL STATERIKNTS 

I n  this report, Piugress Energy. wliicli includes Progress Eneigy, Inc holding company (the Parent) and its regulated and rioiiregulated subsidiaries on a 
consolidated basis. is at tinics referred to as “we,” “us” o r  “our ” Wlien discussing Progress Energy’s financial inforiiiatioii, i t  necessai ily includes the results 
of PEC and I Z F  (collectively, tlie Utilities) Tlie term “Progress Registmiits” refers lo encli of the thee separate registmiits: Progress Eriergy, PEC arid PEF 
The inforination i n  these coiiibined notes relates to each of the Progress Registrants ns noted i n  the Index to tlie Coiiibiiied Notes However, iieitlier of the 
Utilities inakcs any ieprcsentation as to inlormation rclated solely to Progress Eiicrgy or the subsidiaries of Progress Energy other than itself 

PROGRESS ENERGY, IIVC 

The Parent is a holding company headquartered in Ralcigli. N C As such, we are snliject to regidation by ilic Federal Energy Regulatory Commission (FERC) 
under the rcgiilatory provisions of the Public Utility Holding Company Act of2005 (PUI-ICA 2005) 

Our rcpoit:ible segriicnts are PEC and I’EF, both oi which are primarily engaged in the gener:ition, transmission, distribution and sale of electricity The 
Corporate arid Olliei segnieiit priniorily includes ariiourils applicnblc lo the activities of the Parent and Progress E~iergy Servjce Company (PESC) and otlicr 
miscellaneous noiiregulated businesses that do not separately nieet the quantitative disclosure requireinents as a separate business seginent 

SeeNote 19 for furlher inforinnlion about our segineiits 

PEC is a regulated public utility priniarily engaged i n  tlic generation, transiiiissioii, distribution and sale of clectiicity in portions of North Carolina and South 
Carolina PEC’s subsidiaries ate involved iii iiisigiiilicant nonregulatcd business activities PEC is subject to the regulatoiy provisions 01 tlie North Carolina 
Utilities Commission (NCUC), Public Service Commission of South Carolina (SCPSC), die Uniied Stiies Nuclear Regulatory Commission (NRC) and the 
FE.RC 

PEF is a regulated public utility primarily engaged i n  the generation. traiisniission. distribution and sale of electricity i n  west central Florida PEF is subject to 
the regulatoiy provisions orthe Florida Public Service Commission (FPSC). the NRC and the FERC 

I3. BASIS 01; PRESIINTATION 

lliesc financinl stateiiicnts have been prepared in accordance with accounting principles generally accepted in the United States of America (GAAP) and 
include the activities 01 tlic Parcnt aiid otir iiiajoritv-owiicd aiid controllcd subsidiaries The Utilities arc subsidiaries of Progress Eiicrgy, mid as such their 
financial condition and results of operations aiid cash llows arc also consolidated. along with our iionrcgulated subsidiaries, in our consolidated financial 
statements Noncontrolling interests iii subsidiaries along with the income or loss attributed to these interests arc included i n  minority interest i n  both the 
Consolidnted Balance Sheets and i n  the Consolidated Statements of Income ’The results of oper:itions for minority interest are reported on a net of t a s  basis if 
the underlying subsidiary is stiuciuied as a t:isable entity 
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IJiiconsolidated investments i n  conipaiiies over wliicli we do not have control, but have the ability to esercise influence over operating and financial policies 
(geiierally 20 percent to 50 percent owiiersliip). are accounted lor under tlie equity melliod of accouiiting These investnicnts are primarily i n  limited liability 
coiporatioils and limited liability partnersliips. and the eaniings from tliese investinents arc recorded 011 a pie-tax basis (See Note 20) Other investliients are 
stated pi iiicipally at cost Tliese equity and cost iiietliod investments are included i n  miscellaneous other property and investnients in tlie Consolidated Balance 
Sl~eets See Note 1 3  for 111011: iiilbriiiation aboiit our investments 

Significant intcrconipariy balances and traiisactioiis have been eliminated i i i  consolidatioli cxcept as peiriiitled by Statcmciit of Fiiiancial Accoutitiiig 
Standaids (SFAS) No 71, “Accouiiting for tlic EfTccts of Certain Types o f  Regulation” (SFAS No 71). wliich piovidcs that prolits on intercompany sales to 
rcgulatcd alfiliates are not cliiiiiiiated if the sales price is reasonable a i d  the future recovery of the sales price through the ratemakiiig process is probable 

__- -..._I______ 
These con~briied riotes occoiiipaiiy and form an integial part of Progiess Fnergy’s and PEC’s consolidated fiiiancial stateiiients and PFI.‘F linancial statements 

Certain aiiioiiiits for 2006 and 2005 IiaVC been reclassified to coiifoiiii to the 2007 presentation In addition. our 2007 presentation of operating, iiivesting and 
financing cash llows conibines tlie respective cash llows fiom our continuing and discoiitinued operations as permitted under SEAS No 95, “Statement of 
Cash Flows “ Pieviotisly. we had provided separate disclosure oi cash flows from continuing operations and discontinued operations These chaliges in cash 
flow presentations had no iiiipact 011 total cash aiid cas11 cqiiivaleiits. net cliaiigc i n  cash and cash eqiiivalciits, or results of operations 

We consolidate all voting interest entities in wliicli we ow1 a iiiajority voting intercsl aiid all variable interest entilies for whicli we are the primary beneficiary 
in accordance with Financial Accoiinting Standaids Board (FASB) Iiiteipietatioii No 46R. “Consolidation of Vruiable Interest Entities - An Interpretation of 
ARB No 51” (FIN 46R) 

In  addition to the variable interests listed below for PEC and PEF, we have interests tluougli other subsidiaries i n  several variable interest entities for whicli 
we are nof tlie priniarp berieficiar). Tllese arraiigeriieiits iiiclirde investments i n  five Iiiiiikd liability partiicrsliips and limited liability corporations At 

December 31. 2007, the aggregate additional i i i n s in i~~ i i i  loss esposure that we could be required to record iii our inconie stoteiiicnt us a result of tliese 
arrangeineots \vas $6 niillioi~. wliicli rcpieseiits our iict remaining ~iivcstment i n  the entities The creditors of tlicsc variablc interest entities do not have 
rccoursc to our general cicdit i n  esccss of tlie aggicgatc maximum loss exposure 

PEC is the piiiiiaiy beneficiaiy or. and consolidates. two liiiiited partnerships that qiialitly for federal afiordable liotlsiiig and historic tax credits under Section 
42 oTtlie Inteiiial Revenue Code (the Code) At December 31. 2007. the total assets of the two entities were $37 million, tlie majority of wliich are collateral 
I‘or tlie entities’ obligations and are iiicluded ill iiiiscellaneoiis other property and investnients i n  tile Corrsolidated Balmice Sheet 

PIX has an iiiterest i i i  and coiisolidates a liiiiiled patiricrship Ilia1 rnwsts i n  17 low-income Iiousing partnerships that qualih‘ for federal aud state tax credits. 
PIX lias requested tlie ncccssaiy infoniiatioii to detcrminc i f  tlic I7 partnersliips ale variable interest eiititics or to ideiitir)r tlie pi iniaty beneficiaries; all 
ciititics from \vliicli tlie iiecessaiy linclncial inlbriiiatioii \vas requested declined to provide tlic infoniiatioii to I’EC and. accoidingly, PEC has applied the 
infomintion scope esceptioii in FIN 46R. p3ragraph 4(g), to llic 17 partnerships 1°C liclievcs that if i t  is determined to be Ilie priniary beneficiq of these 
entities, tlie effect O i  consolidating tlie entities woiild result i n  i t i c rea~c~ to total asscts. long-tertii debt and other liabilities, but woiild have mi insignificant or 
110 iiiipact on I’E,C‘s coiiiiiioii stock equity. net eaniings or cash llows 
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P I X  also has an interest i n  one power plant resulting from long-tern1 power purchase contracts Our only significant exposure to variability from these 
contracts results from fluctuations iii the market piice of fuel used by tlie entity’s plants to produce the power piirchased by PEC We are able to recover these 
iucl costs under PEC’s iuel clause Total purcliases trom this counterpailj~ were S.39 million, E45 niillioii and $44 million in 2007, 2006 and 2005, 
i espectively The generation capc i ty  of the entity’s power plant is approximately 847 iiiegawatts (MW) PEC has ieqocsted the necessary infonilation to 
deterinine i f  tlie powei plant owner is a variable interest entity or to identify the primary beneficiary The entity declined to provide us with the necessary 
G~iniicial inlhniiatioii and PEC lias applied tlie information scope esceplioii i n  FIN 4611, parogrnpli 4(g), to the power plant PEC believes that if it is 
dctcrniincd to be tlie priniai-y beneficiarv or the entity, tlie clfect 01 consolidaling the entity would result in ineleases to total assets, long-term debt and other 
liabilities. but would have an insignificant or no impact on I’EC‘s coninion stock equity. net earnings or cash flows However, because PEC lias not received 
aiiy financial inforination froni the counteiparly, the impact cminot be determined at this tiinc 

I’L‘L al\o na5 lIlle~t~,,,^l.,,,i~~1tl: 8 n r . l l l r t r . T  111 21 

liinited 11abili~v partneisliips. limited liability coiporations and venture capltal funds and two building leases wlth special-piiipose entitles At L3ecembei 31, 
2007. the aggiegate nia)(3niuni 101s exposure that PEC could Lx required to record on i ts  iiicoine statement as a result 01 these arrangenients totals E19 million, 
which piiiiiaiily repiesents 1 1 %  net remmning iiwestinent in these entities The creditors of there vanable interest entities do not have recourse to the general 
credit 01 PEC in  exces$ of tlie aggregate tiiaxmiiitii 10% e.rposure 

PEF 113s interests i n  foul variable interest entities foi which PEF is not the piimaiy beneficiaw These alrniigements include investments in one ventilre capital 
liiiid, oiic liriiilcd liabilily corpornhon, one building lease wilh a special-purpose cntily and one operating lease with a special-purpose entity At December 31, 
2007. the aggiegate maxiinom loss esposure that PET could be required to record in its iiiconie statement as a result of these arrangements was 1656 million 
l l i e  iiiajoril)‘ oi this exposure is related to a piepayment clause in the building lease and is not considered equity at risk The crediton of these variable 
inteiest entities do not have recouise to the general credit oi PEF in excess of tlie aggregate masiiiinoi loss exposure 

11.. SIGNIFICANT AC‘COLINTING POLICIES 

I n  preptiring consolidated financial stalenients tliat conlorni to GAAP, riianogement niust niake estimates and assumptions that affect tlie reported amounts of 
:issets aiid liabilities. disclosure of contingent assets and liabilities at the date of the consolidated financial statements. aiid aniounts of revenues and expenses 
rcllected during tlie rcporting period. Actual results could differ fioni those estimates 

We recognize reevenue when it is realized or realizable and earned when all of tlie following criteria are met: persuasive evidence of ail arrangement exists; 
delivciy has occurred or services have been rendered; our price to tlie buyei is fixed or determinable: and collectability is teasonably assured We recognize 
electiic utility revenues as service is rendered to custoiners Operating revenues include unbilled electric utility revenues ealncd when service lias been 
delivered bul not billed Iw the end of the accounting peiiod. and diveisified business revenues, which are geiieially recognized at the time products are 
shipped or as seivices ai c rciideicd Customer prepoyiiieiits are recorded as deferred revenue and recognized as revenues 3s llie senices are provided 

I’ucl esperisc includes iucl costs or other rccovcries that are deferred tlii-ougli fuel clauses established by the Iltilities’ regulators These clauses allow the 

Utilities to recover liiel costs, liiel-related costs and portioiis of 
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purchased power costs tliroiigli siiicliarges on custoiiier rates These deferred fuel costs are recognized in reveniles aiid fuel expenses as they are billable to 
customel s 

The Utilities collect fioiii custoniers ccilain excise iaxes levied by tlie state oi local goveriiiiiciit i i p i i  the customers ?lie Utilities accouiii for salcs and vsc 
tax on a net basis and gross rcccipis {as, francliisc taxes aiid other excise lases 011 a gross basis The amount o l  gross receipts ias, fraiicllisc tares and other 
excise taxes incltided i n  operating revenues and taxes other tlian oii income i n  tlie siatemcnts of iiicoine for tire years ended December 31 were :is follows. 

(in ni i l l ion~)  2007 2006 2005 

Prior to Jitlv 2005, \vc accounted foi stock-bascd compensation iindcr tlic I ecogiiition and iiieas~ireiiieiit provisions of Accoiinting Principles Board Opinion 
N o  25. "Accoiiiiting for Stock Issued to Eiiiployccs." and related iiiierpretations i n  accounting for our stock-based coinpcnsation costs In addition we 
iiillowed the disclosure rcqiiirenients contained in SFAS No 123. "Accounting for Stock-Based Compeiisaiion" (SFAS No 123). as amended by SFAS No 
148. "Accoiinting lor- Stock-Based Compensation - 1mnsitioii and Disclosure." E,ffective July 1, 2005. we adopted tlic fair value recognition provisions of 
SFAS No 123R. "Slinrc-Based Paynieni" (SFAS No 123R). for stoclcbased compeiisation ~itilizing the modified prospective trmisitioii nietliod (See Note 
IOU) 

Our subsidiaiics provide aiid icccivc scivices. at cost, to and lIoni the Parent and its subsidiaries. i n  accordance witli I'IJI-ICA 2005 'Tlie costs of tlic services 
arc billed oii a diiwi-chaige basis. \vliencver possiblc. and on allocation factors for general costs that cannot be diicctly attribuied I n  tlic sobsidiarics' 
iiiiaiicial stateinenis, billings froni alliliates are capiialized 0 1  expensed depending on the nature of the services rendcied 

Utility plait i i i  service is stated at historical cost less accuniulated depieciatioii We capitalize all construction-related direct labor and tiiaterial costs of units 
of propertv as well as indirect constriletion costs Certain costs that would othenvisc not be capitalized tinder G A M  are capitalized i n  accordance with 
regulatory treatment Tlic cost o i  teiiewals and betlemients is also capitalized. Maintenance and iepnirs of property (including planned major maintenance 
nctivities). and rcplacenieiits and rcnewals of i t e m  deierniined to be less tliaii units of property, are cliarged to inaiiitcnaiice expense as incurred, with tlie 
csccption or nriclccir outagcs at PEI: I'iirsuoiit to a r e g u l a l o ~ ~  order. PEF accriies for niiclcar outage costs i n  advance of sclicduled outages. which occtir every 
two wars 'llic cost of units of pioperty replaced or retired. less salvage, is cliarged to accunitilatcd depreciation Rcinoval or disposal costs that do not 
iepiescni asset rciirciiicnt oblipiioiis (ARO) tinder SFAS No  143, "Accouiiiing for Asset Reiiremcnt Obligations" (SFAS No I43), aic charged io a 

r cgulaionf I iabi I i tv 

Allo\\~aiicc for funds used duriiig coiisti ticiioii (AFUDC) repicsenis the estiniated costs ot capital fiiiids neccssaiy io  finance tlic coiisti itctioii of new regulated 
asscts As prescribed i n  the regulatoiy uniforni system olaccounts. AFUDC is cliarged to the cost of the plant The equity funds poriion of AFUDC is credited 
to oilier income. and the borrowed litnds portioii is creditcd lo iiilcrest cliorgcs 

We account Ibi AROs. whiclt repicsent legal obligations associated with the retirement of ceiiain taiigible long-lived :~sseis. i n  accordance with SFAS No 
143 Tlic ~ireseni ~OII ICS d reiirciiiciit costs Ibr which we haven legal 
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obligation are recorded as liabilities with an equivalent amouiit added to tlic asset cost and depreciated ovei an appropriate period 711c liabilliy is lllen 

accrctcd over time by applving an interest iiictliod ofallocatio~i to tlic liabilitv I n  addition, effective December 31, 2005. we also adopted FASB Interpretation 
No 47. “Accoiiiiting L>r Conditional Asset Rctire~iient Ol~ligations” (FIN 47). wliicli clarified certain ieqiiirenlenls of SFAS No 143 

Tlie adoptioii o i  SFAS No 143 and FIN 47 had no inipnct 011 tlie inconic 01 tlic Utilities as tlie effects were onlset by tlie establishment or  regulatory assets 
and regulatory liabilities pursuaiit to SFAS No 71 (See Note 7A) and in accordance with orders isslred by tlie NCUC, the SCPSC and t i le FPSC 

Substaiitiallv al l  depieciatioii of i i t i l i t ~  plant otlier tlian iiiicleai tuel 15  coiiiputed on tlie stiaiglit-line metliod based on the estimated reniain~iig iiseful hfe of 
the piopcity. adluhled for e~trnioted ralvage (See Note SA) I’ursiiaiit to tlieii late-setting authority. the NCUC. SCPSC and FPSC can a150 grant approval to 

Aiiiortizatioii of riirclear file1 costs is coniptitcd priinaril>r on the itnits-oi-production inetliod I n  the 1Jtilities’ retail jurisdictions, provisions for nuclear 
decotiiiiiissioiii~ig cnsts are approved by the NCUC. the SCPSC and the FI’SC and are based on site-specific estimates that i~iclude t i le costs for renioval of‘ all 
radioactive and otlier striictiires at tlie site In tlie \vIiolcsale jiirisdictions. the provisions for nucleai decominissioning costs are appioved by the FE,RC 

Tlie Noltli Caioliiia CIcaii Siiiolxslacks Act (Clcari Sinolccslacks Act) was enacted in 2002 The Clean Siiiol;estncks Act lroze North Carolina electric utility 
b s e  rates for n live-war period. wliich ended i n  1)ecembcr 2007. miless there were e?itraoidinary events beyond the control of tlie utilities o r  unless the 

utilities persistently eaiiicd a ietuni substa~itially i n  excess o i  t i le rate of retur~i established and foi~nd reasoiiable by the NCUC iii the respective utility’s last 
gciieral rate casc lhere  \vert 110 adi~istnients io PEC‘s basc rates dwiiig tlie fivc-war period ended Decenibcr 2007 Subsequcnl to 2007. PEC’s current North 
carol in:^ base iates rue continuing siibject to tindition:ll cost-b:~sed rate tcgtdation Duiiiig tlic rate freeze period. the legislation provided [or the a~no~tization 
and recover\’ o i  70 percent of tlie original estimated conipli:~ncc costs lor the Clcan Smokestach Act while providing significant flexibility i n  tlie ainount of 
aiiniial amortiz:ition recorded fioiii none up to SI 74 million per year During 2007. the NCUC appioved PE.C’s request lo niiiorlize the reinainiiig 30 percent of 
the oiigiiial cstiiiiatcd coiiipliance costs dtiiing 2008 and 2009. with discretion to anioItize up to $174 rnillion i n  either year 

We consider cnsli and cadi equivalciits to incl tide unrcstrictcd cash on hand, cash i n  banks and tempoi my investments purchased with a niatorit5r of thiee 

months or less 

We accc111111 for iri\witors. includirig eniission allo~uances. iisiiig the average cost iiieiliod We val tie inventory of the Utilities a1 historical cost consiste~it wit11 
iateiiiaking treatinent Materials :ind supplies a n  clialged to inventory wlien purchased and tlien expensed or capitalized to plant, as appropriate, wlien 
installed Mateiials reseives ale establislied for excess and obsolete  inventor^ We value i~iventor)~ of noniegolated subsidiaiies a1 tlie lower of cost 01- malket 

Tlie Utilities’ opcratioris are slibjcct io SFAS N o  71. wliicli a l l o ~  a regtilaled conipi>’ to record costs tliat Iiave been or are expected to be allowed in tlie 
iatemal;ing process i n  a period dilTerelit Iron1 the period i n  \vliich the costs would be cliarged to expense by a nonrcpiilated enteipdse Accoidiiigly. t i le 

Utilities recoid assets and liabilities tliat ~esult linin the regu1:lted loteninking process that \vould not be recorded oiider GAAP for nonregr~lated entities Tliese 
regulatoiy assets and liabilities represent expenses dcferied f o r  future recovery fro111 ctlstoiiiers or obligations to be reiunded to cc~stoniers and are pririiarilp 
classified i n  {lie Coiisolidotcd 13aIa11cc Sheets as iegulnloiy assets and 
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regulatory liabilities (See Note 7A) Tlie iegulatong assets and liabilities are aiiiortized consistelit with the treatment of the related cost i n  the rateninking 
plocess 

Goodwill is subject to at least an atiiiiial asscssnient for iinpairmeiit by applying a two-step. lair value-hsed test. This assessment could Icsult i n  periodic 
impairment cliagcs Iiilangiblc assets :ire aiiiot-tized based on tlie econoiiiic benclit of their iespective lives 

Long-term debt preniiiims. discoiinLs and iswancc expense5 are anioitized over the terms 01 the debt issues Any expenses or call premiuins associated w l l i  

the rcacquisitioii of debt obligation 

treatiiieiit (See Note 7A) 

INCOAIE lY .YES 

We and our alliliates tile n coiisolid:ited fedcr:d iiicoine t a  return Tlie consolidated income tax of Progress 1l;nergy is allocated to PEC aiid PEF in 
accoidaiice with the Intercompany Income Tax Allocation Agreement (Tax Agrecment) Tlie Tax Agreement provides an allocatioii tliat recognizes positive 
and negative corpoiate taxable income The Tax Agreement provides for an equitnble nietliod of apportioning the canyover of uncompensated lax benefits, 
whicli piiniaiily ielate to deferred syiitlictic fuels tax credits Since 2002. Plogress Energy tax benefits not ielated to acquisition interest expense had been 

allocated to piofitable subsidiaries i n  accoidaiice with an order under tlie Public Utilities Holding Conipiiy Act o i  19.35, as amended (I’UI-ICA 1935) Except 
for the allocation of lliese Progress Energy 13s beiielits. income taxes nix provided as i T  PEC and PEF filed separate returns L7ue to the repeal of PUI-ICA 
1935, eflcctivc Fcbniniy 8.2006. we stopped allocating tliese tax betielits 

Deferrcd income taxes have been provided l’ar tcmpomrv dilfcrcnccs Thcse occur wlicn there are dilTerences between tlie book and tax carrying amounts of 
:issets and liabilities Investment tax credits related to regulated operations Iiavc beeii deferred and are being ainoriized over the estimated service life of the 
ielated properties Credits for the production and sale of synthetic fuels ale deferred credits to the extent they cannot be or liave not been utilized in the annual 
coiisolidated federal iiicoiiie tax retuins. and are included i n  income tax espeiise (benefit) of discontinued operations i n  the Consolidated Stateiiients of 
Income We accrue for iincertaiii tax positions wlien i t  is determined that i t  is niorc likely than not that the benefit will not be sustained on 3lldit by tlie taxi11g 
autlioi ity, iiiclitding iesolutions of any related appeals oi litigation processes. blsed solely on the technical merits of tlie associated tax position If  tlie 
recognitioii tliresliold is iiiet, the tar benefit recognized is nieosuied at the largest amount of tlic tax benefit that. i n  our judginent, is greater than 50 perceiit 
likely to be iealized Interest expense on tax deficiencies atid uticertaiii tax positions is included i n  net interest cliarges. and tax penalties are included i n  otlier, 
net on tlie Consolidated Slateiiients of Income 

DER1 J .,-I TI J 7IS 

We account l’ni derivative instruinenis in  accordance will1 SFAS No 1.33. “Accounting Tot L7ciivative Instrunients and I-ledging Activities” (SFAS No 13.3), 
as amended by SFAS No 138. “Accounting ior Certain l>eiivative Iiistrunients and Certain Hedging Activities - Aii Ainendnicnt of FASB Statenient No 
133:” and SFAS No 149. “Amendment o i  Statenient I33 on Detimtive Instrunients and Hedging Activities ” SFAS No 133, as aniended. establislies 
accounting and reporting standards for del ivative instlunients. including ceitain derivative instruments embedded i n  other contracts, and for liedgins activities 
SFAS No 133 requires that aii entity recognize all derivatives as assets or liabilities i n  the balance slice1 and measure tliose iiislruments at fait value, unless 
the derivatives meet tlie SFAS N o  133 criteria for noniial purcliascs or li<miial sales and are designated as such We gciiclally dcsignate dcrivative 
instruiiients as norinal purcliascs or nornial salcs wlienever tlie SFAS N o  133 criteria are niet I1 nornial purchase or iiorriial sale criteiia are not tiiet. we will 
geiieially designate the deiivative instiitniciits as cash flow or  fail value hedges il tlic related SFAS No 133 hedge criteria arc met Cellain economic 
deri\~ative instrumcnts receive regulatoiy accounting treatlnent, under which unrealized gains mid losses are 
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recorded as regulatory liabilities and assets, respectively, until the contracts nie settled See Note 17 for additional information Icgnrding list management 
activities and derivative t r a n s d o n s  

We accrue for loss contingencies in accordaiice with SFAS No 5, “Accounting T o i  Contiiigeiicies“ (SFAS No  5 )  IJnder SFAS No 5 ,  contingent losses such 
as unfavorable results oi litigation are iecorded \vlien i t  is probable that a loss has been incuired and the aniount of tlie loss can be ~easonably estiniated 
Uiiless otlierwise required by GAAP. we do not accrue legal fees wlieii a contingent loss is initially recoided, but iathei \vlien the legal services are actually 
provided. 

As disctwed i n  Note 21, we accrue eiivironnicntnl iemediation Iiobil~lies wlien the critenn lor SFAS No 5 lmvc been iiiet Environnierital evpendiliires that 
relate to an existing condition caiiscd by past operations and h i  iidvc I- d i b  b b  

cnviroiinicn~al ieiiicd~atmn obligatioiir gcneially arc recognized no later tlian coniplction of the icnicdial feasibilitv study Such accruals ale adjubted as 
additional informatron develops or circumstances change Certain environmental e\pcnscs receive regulatory accounting tre:ilnient under which the expenses 
are recorded :is regulatory assets Costs of future e\peilditurcs 10, ciix ironnmitd ren~edintion obligations arc  not discounted to their present v:ilue Recovenes 
of environniental remediation costs froiii otliei pal ties are recognized when their receipt i s  deemed piobable or on actual receipt of recovery Eiivironniental 
expenditures that have futuie ecoiioiiiic betielits are capitalized i n  accoidance with our asset c a p ~ t a l ~ z a t ~ o ~ i  policy 

As discussed in Note 9, we account for iinpainiient of long-lived assets i n  occordnncc with SFAS No 144, “Accoiinlirig for the Iiiipairnicrit or Disposal of 
Long-Li\wl Assets” (SFAS No  144). We lcvieiv the rcco\~eiability of long-lived tangible and intangible asscts whenever inipaiinicnt indicators exist. 
E m p l e s  oitliesc iiidicators include current period losses. combined with a history of losses or a projection of continuing losses. or 3 significant decrease in 
the market price o i  a long-lived asset group I f  an iinpnirnieiit indicator exists for assets to be held and used. tlieii the asset group is tested for recoverability by 
coinparing the cairying value to tlie sun1 01 tlndiscounted espected futuie cash Ilows directly attributable to [lie asset group If the asset group is not 
recoverable tlirougli undiscountcd cash h v s  or [lie asset group is Io be disposed oT. tlieii an inipainneii~ loss is recognized ]*or tlie dill’erence between the 
canying value and the fair value o i  the assel group 

We review our investnients to evaluate \vlietliei or not a decline i n  fair value below the earlying value is ai, other-tlian-temporary decline We consider various 
factors, such as the investee’s cash jxdioir ,  eaiiiings and ieveniie outlook liquidity and nianagement’s ability to raise capital in detelniining whetlier the 
decliiie is other-tliari-tcriipra~ If ivc detciinirie tliat an ollicr.-tIiaii-lcnipora~ decline in  \ d u e  exists. the iiivestments are written down to fair value with a 
new cost basis established 

SUBSIDIARY STOCK TR.JNS.4 CTIONS 

Goins and losses realized as a result of co~~ in ion  stock sales by our subsidiaries a le  recoided i n  the Consolidated Statetitents of Inconie. escept for any 
transactions that must be credited diiectly to equity iii accordance with l l ie prnvisiotis of Sialf Accounting 13ulletin No 51. “Accounting for Sales o i  Stock by 
a Subsidiaiy ” 

2. N E W  ACCOUNTING S’TANDAIIIF3 

Refer to Note I4 lbr irilorniatiori regarding o u r  first quarter 2007 in~ple~i~cn~al ior i  of FASB Interprclrttion N o  48. “Accounting for Uncertainty in Inconie 
.rases” (FIN 48) 
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I n  September 2006, the FASB issued SFAS No I57 "Fair Value Mea\iireiiienti' (SFAS No 157) \\liicli redefines 1:ur value as ' the price that would be 
received to ~ e l l  :in asset or paid to tr:inslkr :I liability in :in orderly tiaiisaction bctwceii i i iar  Ict paiticip:uity :it the incasureiiieiit date " SFAS No 157 
establishes a lraniewoik for nieasunng fair value and a lair value Iiierarchy that categoi IZCS and pnoritr~es tlie inputr t1i:tt slioi~ld be used to cstrmate fair 
value Tlie effective date ol SFAS No I57 lor US and tlie Utilities I F  Ianuary I 2008 111 rebruaiy 2008. tlie FASB irrued FASB Staff Position (FSP) No FAS 
157-2, wlilcli for US and tlie tJtilittes delays the ellecuve date 01 SFAS No 157 foi all noiifiiiaiic.ial assets and nonfinancial liabilities. except for those that are 
recognized or disclosed at fair value 111 the fiiiaiicial statements oil a recuiniig basis (at least aiiiiudlv). uii t i l  la~luary I .  2009 We wll inipleineiit SFAS No 
I57 as of January 1, 2008, and ivill utilize the delcrral piovision of FSP No  FAS 157-2 lor a11 ~ioiiliiionciol as5ets and l iabil i t ies within its scope We do not 
expect the adoption of SFAS No I57 to haven material impact 011 niii or the IJtiIities' fiiiaiicid porition or I C S U I I S  of operations 

SFIS No 159, "The Fori lrolrre Optroil forFi i i~ i ic i t i l~ l .~~et~  nii i / l ;r i icr i ic i t i lI , i~7hll i t i~~ - lriclrrdrig tin rrniei 
-.__ -- 

I n  February 2007, tlie FASB issued SFAS No 159, "The Fair Value Option 1 0 1  Financial Assets and Financial Liabilities - Including an aineridriie~~t of FASB 
Statement No 115" (SFAS No l 9 ) ,  wliicli permits entities to clioose lo iiieasuie many liiiaiicial iiistrunieiits and certain other itenis at fail value that are not 
currently required to be nieasurcd at fair value Tlie decision about wlietlier to elect the lair value optioii is applied on an instrument by iilstrunient basis, is 
irrevocable (unless a new election date occurs) aiid is applied to tlie entire linaiicial iiistnlnieiit SFAS No I59 is ctrective for 11s and tlie Utilities 011 January 
1, 2008 We do not expect the adoption of SFAS No I59 to liave a iiialerial impact on our 01 tlie lllilities' financial positioii or results oiopemtiotis 

FASB Interpictatioii No 39. "OKsettiiig of Amounts Rclated to Ccrtaiii Contracts" (FIN 39). specifies what conditions must be iiict for 311 entity to liavc the 
right to offset assets and liabilities in the balance slieet aiid clanlies wlieii it is appropriale lo ollset amoiiirls recognized for fonvard interesf rate suvnp, 
currency swapI option and other conditional or excliange contracts FIN 39 also pemiils oil-settiiig of lair va111c ainounts recognized foi iiiultiple contracts 
executed with Ihe same counterparty tinder a iiiastei netling aiiaiigeiiieiit On April 30. 2007. the FASB issued FASB Stafi Position FIN No 39-1, "An 
Amendment of FIN 39, Offsetting o i  Amounts Related to Cerlain Contracts" (FSI' FIN 29-1). wliicli amends portions of FIN 39 to riiake ceitain teniis 
consistent with those used in SFAS No 1 3 3  FSP FIN 39-1 also amends FIN 39 to allow for tlie offsetting of fair value amounts foi the riglit to icclaim 
collateral assets or liabilities niising from the sanie inaster netting annngeiiient as tlie deiivatiw iiistrumeiiis We will iniplenieiit [lie FSP as of lenuery I.  
2008, as a retiospective change i n  accounting principle for a11 financial stnteiiients presented We aiid tlie Utilities curienlly oiiset fair value amounts 
recognized Tor derivative instruiiients under master iiettiiig arraiigciiicnts As alln\ved under FSP FIN 39-1. we and the Ulilities will cliangc our accounting 
policy effective January 1. 2008. aiid discontinue tlie offset of fair value aiiiouiits foi such dciivalives We expect this change in policv to iesul t  i n  increases to 
total derivative assets and liab ES and accounts receivables and payables olS64 million as of adoption on January I .  2008, but will l iave 110 impact on our or 
tlie Utilities' results of operations o r  equity 

SFXS No I J I R ,  "Birriiiers Conibiiioiiotls" 

In  December 2007, the FASB issued SFAS Slutemen1 No l4 lR.  "Business Conibinatioiis" (SFAS N o  141 R). wliicli introduces significant clianges i n  the 
occountiiig for business ncqitisitions SFAS No 141 R coiisiderablv bloodelis llie defiiiitinn 01 a "busiiicss" wid a "biisiiiess conibinalioii," which will result i n  
an increosed iiiimber o l  tiansnctions or other events that will qualilv as business conibinalioiis. 1 I u s  will affect us and tl~e Utilities pnniaril? i n  0111 nssessnieiit 
of variable interest entities ("VIES") SFAS No 141R aiticiids FIN 46R to clarih that thc iiiitial consolidation of a business that is a VIE is a business 
combination i n  which llie acquiier should recognize and mcasi i ic  the fair value oi !lie acqi~ircc 3s a nh)lc. and the assets acquiied and liabilities assunled at 

their full fair values as ol the date control is obtained. regardless of the percentage owncrsliip in tlic :icquiree or Iiow the acquisition was achieved Otlier 
significant cliangcs include the espensing of all acquisition-related ti-ansactin11 costs and iiiost ncciiiisitioii-related restructuring costs. tlie fair value 

I eniensiirenient of certain cam-out arrangements and 



the discontinuance 01 the expense at acquisition o i  acquired-in-process rescarcli and developnieot SFAS No 14 I R is effective Ibr us for busiiiess 
combinations for which the acquisition date is on or after Jnnuaty 1, 2009 Eailicr application is prohibited We do not expect the adoptioii oISFAS No 14111 
to have a material impact on our or Uie Utilities‘ financial position or results oioperations 

i e ~ t ~  111 Consolidated Financial 
Statements, an amendmiit 01 ARB No 51” (SFAS No 160) wliich introduces significant cliangcs in the a c c o u ~ ~ t ~ n g  foi noncontiolliiig inteiests i n  a partially 
owned consolidated siibsidinry SFAS No 160 also changes tlie accounting for and iepoiling lor the decoiisolidation 01 a subsidiniy SFAS No  160 lequires 
that a noneontrolling interest i n  a consolidated subsidiaiy be displayed iii the coiisolidoted slatenient 01 Linancial position as a sepeiate coniponent oi equity 

rather than as a “iiiezzaiiine” itein between Iiabilitie~; and equity SFAS No 160 0150 i equ i ies  tliat earnings atti ibuted to tlie nonconlrolliiig interests Ix: 
reported as part of consolidated earnings, and requires disclosure ot the attnbiition of consolidated earnings to tlie coiitrolliiig and ~ion~oiitiolling interests on 
the face of the consolidated inconic statement SFAS No 160 must be adopted concunciitly with tlie elfecti\e date of SFAS No  I J l R  ~vliicli for us i s  

Ia~iuary 1 2009 We do not elpect the adoption ot SFAS No 160 to liave a material impact on our or the Utilihcs’ linancial povlion or rcsiill.; 01 operations 

3. DIVESTITURES 

A. CCO - GEORGIA OPERATIONS 

On March 9, 2007, our subsidiary, Progress Ventures, Inc (PVI), entered into a series o i  transactions to sell or assign substantially all o i  its Competitive 
Commercial Opciatioiis (CCO) physical and coniinercial assets and liabilities Assets divested include appiosiinately 1,900 MW of gas-filed generation assets 
in  Georgia. The sale ofthe generation assets closed on June 1 1 ,  2007, for a net sales price of $615 niillioii We recorded an estimated alter-Ins loss ofS226 
million in Deceinber 2006 Based on the tenns of the final agreetneiit and post-closiiig adjustineiits. during llie year ended December 3 I .  2007. w e  ieversed 
$1 8 million after-tas of the iinpairnient recorded in 2006 

Additionsllp, on June 1, 2007, PVI closed the transaction involving the nssigiinieiit of a contract poilfolio consisting of lull-ieqiiiieiiieiits contiacts with 16 
Georgia electric inembership cooperatives (the Georgia Contracts), forward gas and power coiitiacts, gas transportatioii. structured power and other Contracts 
to a third party This represents substantially all of our nonregulated energy iiiarketing a i d  trading operatioiis As a result o i  the assigiinieiits, I‘VI iiiade a net 
cash payment of $347 inillion, which represents the net cost to assign the Georgia Contracts and other related contr:icts I n  the year ended December 31. 2007, 
ISC recorded 3 cliarge associated with the costs to esit the Georgia Contracts. and other related contracls. of $349 million alier-Ins (cliarge included i n  the net 
loss from discontinued operations io the table below) We used the net proceeds fioiii the divestitine of CCO and the Georgia Contracts for general corporate 
purposes 

The accompanying consolidated financia1 statements liave been restated for all periods piesenled to ieilecl the operatiom o i  CCO as  discontinued operations 
Interest expense lias been allocated to discontiniied operations based on their respective net assets. assuniing a uiiiforni debt-to-equity ratio across our 
operations Pre-tas interest espense allocated for the years ended L~cceinbei 31, 2007, 2006 and 2005 isas $1 1 inillion. $36 niillioii aiid $39 million, 
respectively. We ceased recording depreciation upon classification of the assets as discoiititiiicd operations in Dcceiiibci 2006 Alier-tax depreciatioii expense 
during each o i  the yeais ended December .31. 2006 aiid 2005 \vas $14 inillion Results of discontintied operations for CCO Tor tlie ~ ‘ c a i s  elided Deceiiiber 31 
were as follows: 



( in millions) zoo7 2006 2005 

27 

Net loss from discontinued operalions I ? R 3 i  4571 154\ 
I---, \ - .  I I -  r 

G:un (loss) oti disposal d d i ~ ~ o i h i r ~ ~ c c l  opcr:itioris, ~ncl i rdrn~ ’ I1lcoIllc ’ t:ls 18 (226) 
bciizlit oTS7 and $123. rcspcctivclv 

Loss from discontinued operations S (265) $ (283) $ (54) 

---- B. 

On December 24, 2007. we signed a11 agreeiiieiit to sell coal terminals and docks i n  We51 Virginia and Kcntocl;y (1 eniiinals) for $71 million 111 gross cash 
proceeds Tei minals was previously a coniponent of our former Coal and Synthetic Fuels segnienl The teniiiiials l lRVC a Iota1 annual  capac~tv 111 e ~ c e s r  of -10 
million tons for transloading. blending and storing coal ruid other conimodilies Proceeds Irom the sale rue evpcctcd to be used fol gcneral coiporalc purposes 
We expect tlils twnsaci~on to close by tlic end ofthc Gist cjoarler of 2008 

TERMINALS OI’BRATIONS ANI) SYNTIIETIC FUELS BUSINESSES 

Tlie acconipanying consolidated linmlcial stateriients have been reslaled for all periods presented lo rellect tlie operations of Temiinals 3s discontinued 
operntions Interest expeiise has been allocated to discon~inc~ed operations based 011 tlieir respective net assets, assuniing a uniforni debt-lo-equity ratio across 
our operations l’rc-tax interest expense allocated for the ye:ris ended Deceniber 31. 2007, 2006 and 2005 was X I  inillion. $ 1  inillion and $3 niillion. 
respectively We ceased recoiding depreciation upon classification of the assets as disconlint~ed operations i n  Noveniber 2007 ALiei -tax depreciation expense 
during each oT the years ended December i l ,  2007. 2006 arid 2005 WRS $2 inillion, $4 inillion and $7 iiiillion. respeclively 

1-Iislorically, we Iiave had substantial operations associated \~i t l i  the production of coal-based solid syntlietic fuels (S~~nthetic Fuels) as delined under Scclion 
29 of the Code The pioduction and sale of these products qualified for federal income lax clcdits so long as certain reqitirenicrits ~vcre satisfied Svntlietic 
fuels are generally not ccorioniical to pioduce and sell absent the credits On Scptenibei 14, 2007. wc idled piodiiction of synllictic liiels at our maiority- 
owned syntlieiic hcls facilities due to the high level of oil prices On October 12, 2007, based u p n  Ihe continued liigli level of oil prices, udavorable oil 
piice proJections tlimiigli the end of 2007, and the expiration of the synthetic fuels tax credit program at the end oi2007. we pel manently ceased produclion 01 

synthetic fuels at our nlajorily-owned iacililies As a result of the espiration of the tax credit program. all of our synthetic hels  businesses were abandoned 
and all operntions ceascd as of Decenibe~ 31, 2007 I n  accordance with die provisions o i  SFAS No 144 a long-lived asset is abandoned wlien i t  ceases to be 
used ‘Tlie accompanying consolidated income statenients have been reslated for a11 periods presented lo iellect the abandoned operations of our synthetic 
fiiels businesses as discontinued opeinlions 

Results of discontinned operalions for the years ended December 31 lor Temiinals and Syntlietic Fuels were as follows: 

(in millinn.\ 2007 2006 2005 - .  ~ .............. , 
Ilevr.nlles s 1,126 8 847 s 1.220 

Miiioritv interest share o i  losses 17 7 1-4 ...... .. .... 

Net eamiiiy (loss) lioni disconliiiiicd opxaiions s 83 S (37)  S 138 

C‘. 

On October 2. 2006. wc sold oirr natrinl gas drilliiig arid pioduclion birsiricss (Gas) for approSiina1cIy SI 1 billion i n  net proceeds Gas includcd Winchcstei 
Production Company. L t d  (Winchester I’roduction), Wcstcliester Gas 

N A 7 U R A L  GAS l~IULIJING A N D  PRODUCTION 



C'asr No. 201 1-121 
St:ifl-DR-Ol-W9 ii :ittarliinent 
(Progress 1i;iiergy) 
I'n~r 153 oi 314 

Company, 1 exas Gas Gutliering and Talco Midstream Assets Ltd ; all were subsidiaries of Progress Fuels Proceeds froin the sole 11ave been wxl priniarilv to 

reduce holding company debt and for otlicr corporate purposcs 

Based on the net proceeds associated with tlie snlc, we recorded an after-tax net gain on disposal oi$300 million during the year ended December 31. 2006 
We recorded an after-tax loss of $2 inillion during tlie year ended December 3 I ,  2007, prinmrily related to working capitd :idjustmcnts 

The accompaiiying consolidated liiianc~al statenletits reflect the opeiations or Gas as discontintied operations Inteiest eupenx  1x1s been allocated to 
discoiitiniied operations baseu on llieii r e b p e ~ D , , t * d  
for cach 01 tlie years ended l>ecenibei 31,  2006, and 2005 was $1 3 million We ceawd iecordiiig depreciation upon classification 01 the assets 3s dlscontinued 
operations i n  July 2006 After-tax depreciation expense during the years ended December 3 I ,  2006, and 2005 was $16 million mid $26 inrllioi~. re-pctively 
Results of discontinued operations foi Gus for the years ended December 31 were as follows 

2007 2006 2005 ( i n  millions) 

R 
Earnines before iiicoiiie tauer R - R 135  C 73 .,. . . .. .,. . . 

.l ( 5 3 )  (25) 
Net earnings from discontinued operations 4 82 48 

Earnings from discontinued operations S 2 $ 382 S 48 

D. 

On May 2. 2006, our board oi directors approved a plan to divest of two subsidiaries of PVI, DeSoto County Generating Co . LLC (DeSoto) and R o a m  
County Powei, LLC (Rotvan) DeSolo owned a 320 MW dual-fuel combustion turbine electiic generation locility in  DeSoto County, Fla , and Rowan owned 
a 925 MW dual-luel combined cycle arid combustion turbine clcetric generation facility i n  Rowan County, N C. On May 8. 2006, w e  cntctcd into definitive 
agreements to sell DeSoto and Rowan, including ccrtain existing power s ~ p p l y  contracts, to Soutlicrn Power Coinpany. a subsidiary or Southcrn Company. 
Cor gross purchase prices of approximately IF80 million and $325 million, respcctively We used the proceeds from tlic sales to reduce debt and for other 
corporate purposes 

CCO - DESOTO A N D  ROWAN GENERATION FACILITIES 

The sale of DeSoto closed ii i  the second quarter of 2006 mid the sale of Rowari closed during the tliiid quailer of 2006 Based on the gross proceeds associated 
with the sales, we recorded an &r-tas loss on disposal of $67 iiiillion during the year ended December 31, 2006. 

The acconipnnying consolidated finoilcia1 statements reflect the operations oi DeSoto and Rowan as discontinued operntions Interest expense has been 
allocated to dJscoriliiii~cd operations bascd on llieir respective net assets, assiiiiiing a uiiifomi debt-to-equity ratio across our operations Prc-tax interest 
expense allocated for the ycars eiidcd Dcccmber 31, 2006. and 2005 was $6 million and $1 3 million. respectively We ccascd rccordiiig depreciation upon 
classilication of the assets as discontinued operations in May 2006 After-tax depreciation cxpcnsc during tlic yeais cndcd Deccnibei 31. 2006. and 2005 was 
$3 inillion a i d  $8 rnillion. respectively Results ofdiscontinued operations for DeSoto and Rowan for the years ciided December 31 were as follows: 

14.3 
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(Ill mrlllons) 2006 2005 

R 

Earningr befoie I I ~ C ~ I I I ~  taxes 

NCI earnings frorii discoii~rniied openlroiis 10 3 

(Loss) eai ntngs from discontinued operations $ (57) 6 3 

~-~ 
On Marcli 20. 2006, we completed the sale of Piogress Teleconi, LLC (PI  LLC) to Level 3 CoiiiiiitIiiicatioiis, Inc (Level 3 )  We ieceived gloss proceeds 
coiiipirsed of cash of $69 iii i l lroii  and approviniately 20 millioii shares of Level 3 coninion stock valued at an estimated 666 millioii on the date 01 the sale 
Our net proceeds lioiii the sale ol approviniatelp $70 inillion, after consideration of iiiinoiity interest. weie used to reduce debt Prior to the sale, we lied a 51 
peicent interest iii 1'1 LLC See Note 20 lor a discussion of the subsequent sale of the Level '3 rtock in 2006 

Based on the iict proceeds associated with tlie sale and after considciation of minority interest. wc recorded a11 al'ter-tax net gain on disposal of $28 ~iiillioii 
duriiig the year ended Dcceiiibei- 3 1.  2006 

llie occoriipaiiying consolidated firiancial s~atciiieiits ieilect the operations of PI- 1.L C as discontinued operations Interest expense has been allocated to 
discontinued operations based oii their respective net assets. assuming a uniforiii debt-to-equity ratio acioss our operations Pre-tax interest expense allocated 
was 61 million Lor tlie year ended December 31, 2005 We ceased recordiiig depreciation upoii classification of the assets as discontinued operations in 
Januniy 2006 After-tax depreciation expense during the years ended December 31, 2006, and 2005 was $ 1  million and $8 inillion, respectively. Results of 
discontinued operations Lor PT LLC foi the years ended December 31 were as lollows: 

( in  millions) 2006 2005 

Reveiiues s I8 s 76 

Minority intere5t sliare of earnings 

Gain on disposal of discontinued operations, including income tax expense 
of68 and tninoritv iiitei-est of $15 711 - 

In  connection with the sdc ,  PE,C and 1'E.F provided indemnification against costs associated with certain asset pcrforiiimices to L eve1 3 See general 
discussion oLguarantees at Note 22C Tlie tiltimate resolution of these iiiahers could result in  adjustments to the gain on sale in fiitiire periods 

1'. 

On Mnrcli 1 .  2006. we sold Progrcss Fuels' 65 percent interest in Dixie Fuels Liniited (Dixie Fucls) to Kirby Carpomtioil I'or $16 inillioi~ i n  cash Dixie Fuels 
operales a ilect of four ocean-going drybulk barge and tugboat units Dixie Fuels primarily transports coal Lroni the lower Mississippi River to Progress 
Fiiergy's Crystal River iacilitv. We recorded an alicr-tax gain of $2 inillion on the sale of Dixie Fuels during the year ended Deceiiiber 31. 2006. Iluriiig the 
year ended Deceniber 31, 2007. we recorded an additional gain of 62 inillion primarily related to tlie expiration oi indemnificitioiis 

1)1511: FUELS AND Ol-I4ER FUELS BUSINESS 
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1-lie accompanying consolidated linancial stateineiits reflect Dixie Fuels and the otlicr fiiels business as discontinued operations Interest expense lias been 
allocated to discontinued operations based on tlieir respective net assets, assuming a iinifonii debt-to-equity ratio across our operations Pre-tax interest 
expense allocntcd was $1 iiiillioii loi each of the years ended December 31, 2006, and 2005 We ceased recording depreciation upon clnssilication of the 
ossets as discontincted operations After-tax dcpreciatiori expense during the wars  ended Deceriibcr .3 I ,  2006, and 2005  vas $ I  inillion and $2 niillion, 
respectively Results ofdiscorilinucd opcrations foi llisie Fuels and otlicr hiels businesses for the years cndcd Dcceiiiber 31 were as follows: 

( i n  ni illi 011s) 2007 2006 2005 

S - $  2 0 s  32 Ik\'enllcs 

Earnings before income taxes s - %  1 1 %  8 

G. COAL MINING BUSINESSES 

Progiess Foels owned live subsidiaries engaged iii tlie coal mining business. These businesses were previously included i n  our former Coal and Synthetic 
Fuels business scgiiicnt 0 1 1  May 1, 2006, we sold cerlain net assets of three of our coal iiiiiiiiig businesses to Nplia Natiiral Resources, LLC for gross 
proceeds of$21 iiiillioii plus a $4 inillion working capital adjustment As a result, during the year ended Dccember 31, 2006. we recorded an dtei-tax loss of 
$10 million on the sale ol tlicse assets 

on December 24. 2007. ive signed an agreement to  sell the rem~jning net assets of h e  coal mining business lor pass cash proceeds of $23 inillion These 
assets include I'owell Mountain Coal Co and Dolcinier L.and Co I wliich consist oi about 30.000 acres i n  Lee County, Va and I-lorlati County, Ky The 
property contains an estimated 40 million tons of  high qiiality coal reserves We expect this transaction to close by the end of the first quarter of 2008 

'I lie accompanying consolidated linancial stateiiients rellect the coal mining operations as discontinued operations Interest expense has k e n  allocated to 
disconliniied operations based on the ne1 assets of the coal mines, assiiiiiiiig a unifonii debt-to-equity ratio across our operations Pre-tax interest expense 
allocnted for tlie years ended December 31, 2007, 2006 and 2005 was $1 million, $1 inillion and $3  niillion, respectively We ceased recording deprecintioii 
expense upon classification of the coal mining operations as discoiitinucd opcrations i n  Noveniber 2005 ATtcr-tax dcprcciatioii expense during the year ended 
Deceiiiber 31. 2005. was $10 million Rcsults of discontinued operations for tlic cod mining businesses for tlic years ended December 31 were as follows: 

( i n  niilliony) 2007 2006 2005 

R 

Net loss from discontinued opcrations 

Loss from discontinucd operations s (11) $ (14) IF (11) 

1.1. PROGRESS I U I L  

On March 24, 2005, ~e completed the sole of Progress Rail Services Corporation (Progress Rail) to One Equity Parliiers LLC, a private equily firm unit of 
J P Morgaii Chase ;UC Co Cash piocceds lroin thc s d c  were approxiinatcly S429 niillioI1. consisting of $405 Illillion base proceeds plus a working capital 
adjustment Proceeds frtiiii the sale wcrc uscd to rcduce debt 
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Based on the gross piocccds associated with the sale of's429 million. we recorded an cstimated after-tax loss on disposal 01 $25 iiiillioii during the year euded 
Ilecenibei 31. 2005 During the year ended Decenikr 31. 2006. we recorded an additional after-tax loss on disposal of $6 million in coniieclion with 
guarantees aiid iiidcmnilicotioiis provided by Progress Fuels and Progress Energy for certain legal. 131 aiid eiivironmental matters to Onc E.qiiity Partners 
LLC The ultimate resolution o i  tliese matters could result in adjustnients to the loss on sale iii future periods See geileral disc~ission o i  guarantees at Note 
22C 

The acconipanying consolidated fiiiancial stateiiients rellect the operations of Progress Rail as discontinued operations Interesl expense 113s been allocated to 
discontinued operatioits lxlscd on the net assets of Progress Rail. assuming a uiiifoi 111 debt-to-equity ratio across our operations Pre-tas interest espense 
allocated fool the year ended December 3 I .  2005, was $4 niillion We ceased iccording depreciation upon classification oi Piogress Rail as discontinued 
operations i n  February 2005 After-tax depreciotion expense during the year ended December 31, 2005, ivns $3 million Results of discontiniied opemtions for 
Progress Rail for tlie years ended l3ecember .31 weic as follows: 

(in niillioiis~ 2006 2005 

Ea1 mngs befoie income t ~ x e s  $ - $  8 

Net earnings froin disconbnued operabons - 5  

Loss irom discontinued operations $ (6) S (201 

1. N E T  ASSETS 'I'O RE DIVESTED 

At Deceinber 31. 2007. the assets and liabilities of Terminals mid the reiiiaiiiiiig assets and liabilities of the coal nlining operations were included in net assets 
to be divested At December 31 ~ 2006. tlie assets arid liabilities of K O ,  Terminals, the reinaining coa1 riiiiiiiig operations and otlier fiiels businesses were 
included i n  net assets to be divested The major balance sheet classes included in  assets and liabilities to be divested i n  the Consolidated Balance Sheets were 
as Lbllows: 

(in niillioiis) Decembcr31,2007 December 31,2006 

A nbl 

Irlventoly 6 56 

Accrued expenses 3 179 

Liabilities to be divested s 24 8 

J. CERED0 SYNTI-IETIC FUEIJS INTERESTS 

On March 30, 2007, our Progress Fuels subsidiary disposed of its 100 percent ownership infcrcst in  Ccrcdo Synfid L.LC (Cercdo), 3 s~~bsidinry that prodnces 
mid sells qu:ilifving coal-based solid syiitliclic fuels. to 3 tliird-p:iily buyer In addition, \vc cntei-ed into an agreement to operate the Ceredo facility on behalf 
oi  the buver At closing. we received cash proceeds of $10 niillion arid a !ion-recourse note receivablc oi $54 niillion Paynients on the note are due as we 
produce and sell qualifying synthetic iiicls on beliali of the buyer. In accordance with the leniis of the agreement, we received paviilents on tlie note related to 
2007 production of $49 inillioii i n  2007 and $5 iiiillioii i n  2008 'The total aniotint of proceeds is subject to adjustnient once tlie final value of the 2007 Section 
29/45K credits is known The note bears interest at a rate equal to tlie tlirce-monlli L.oiidoii Inter 133111; Offering Rate (LIBOR) rate plus 19'0 The estimated 
iair value of the note at the inception o l  the transaction \vas $48 inillion 
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Pursoaiit to the teiiiis of the dispo?al agieeincnt, the buyer had the right to unwind tlie transnct~o~i 1 1  ai) Internal Rcveiiue Service (IRS) iecoiiliiiiiatloii private 
letter ruling was not received by November 9, 2007, 01 if certain adverse chaiigcs 111 ~ R S  law. a5 delined ir i  the agreeinent, occurred before November IS, 
2007 The IRS reconhiation private lettci tullng was received on Octobei 29, 2007, and 110 adverx change i n  tau law occuried prior to November 19, 2007 
As of Decenibcr 31, 2007, due to iiideiiiiirfimtlon piovlsions discussed below. \vc recoidcd losses on drsposal of $ 3  million based 011 the estimated value of 
tlie 2007 Section 29145K tax credits Tlic opeiations 01 Ceicdo liavc been reclassified to discontinued opelotions foi all peiiods piesenled See discussion of 
the abaiidonmerit 01 our syiitlietic Iuelb operalioiis 31 ?qui& .m - _ _ _ - ~ _  

011 the date o i  the traiisaction. the canyirig value o i  the disposed ownership interest totaled $37 million. \vliich consisted piimarily o i  the fair value of crude 
oil call options purchased i n  Jaiiuaiy 2007 Stibsequent to tlie disposal, we reinained tlie primary beiieliciary o i  Ceredo and contiiiued to consolidate Ceredo in  
accordaiice with FIN 46R, but recordcd a 100 percent minority inteiest I n  coiinectioii with the disposal, Progress Fuels and Progress Eiiergy provided 
guarantees and indeiiiiiificatioiis for certaiii legal aiid tax matters to tlie buyer The ultiinate iesolution of these matteis could result in ndjustmelits to the loss 
011 disposal i n  future periods See geiieral discussion ol guarantees nt Note 22C 

I<. WINTER PARK DISIRIB~J'IION /\SSETS 

As discussed 111 Note 7C. PEF sold ccrtaiti electric distribution assets to Winter Park. Fla (Winter Park). on lune I ,  2005 

L. Sl'NTIIETIC' FUELS PARTNERSIIIP INTERESTS 

I n  two Julie 2004 traiisactioiis. Progress Fuels sold a combined -19 8 percent partnciship iiitcrcst in Colona Synfuel Limited Paiinersliip, LLLP (Colona). one 
of its synthetic Iiiels facilities Siibstantially all proceeds from the sdes were received over time, wliicli is typical of such sales in  tlic industry Gains from the 
sales were recognized on a cost-recovery basis The book value o l  the interests sold totaled approximately $5 inillion We recognized gains on these 
transactions of $4 niillioti and $30 million i i i  the years ended December 31, 2006, aiid 2005. respectively In  2007, due to the increase in the piice of oil that 
limits synthetic fuels tax credits, we did not record any additional gains. The operations o i  Colona 11ave beeii reclassified to discontinued operations for all 
periods presented See discussion o l  the abandoninent ol our syiitlietic fiiels operations at Note 3B 

4" ACQUISI'IIONS 

In May 2005. Wiiicliestei ProductioiL ail indirectly wholly owned subsidiary of Progress Fuels, acquiied a 50 percent interest in 1 I nnturai gas producing 
wells and pioven reserves of appiosiniately 25 billion cubic feet equivalent from a privately owiied company licadquartered ii i  Tesns In addition to the 
natural gas reseivcs. the timsacfioii also iiicltlded a 50 percent interest it1 the gas gathering system rclaled to these icscn'es Tlic total cash purcliase price for 
the transactioti \\'as $46 iiiillion The pro fomia results of operations rellecting the acquisition would iiot be materiallv different tlmi the reprted results of 
oiierations for 2005 I n  2006. we sold our 50 pcrceiit interesi in  the \veils, reserves and gas gatliering system as part o i  our transaction with EXCO Resources, 
liic (See Note 3C) 
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The balances oi  electric utility plant i n  sentice at Deceiiiber 3 1  arc listed below, with a range ordepreciable lives (in years) for each: 

Depreciable Progress Energy 1°C PEF 
( i n  IN illionst Lives 2007 2006 2007 2006 2007 2006 

I’iL~dLlcti~~li p1311t 7-13 S 13,765 S 12.685 S X.96X S; 8.422 S 4,612 $ 4.078 

Generally. electric ulilit) plant at PEC and I’FF. otliei tlian iiiicleai id. I F  pledged as collateral ior the liist niortgnge bondc 01 PEC and PEF, respectively 
(See Note 12C) 

A171JLX represents the estiiiiatcd costs of capital liiiids necessary to finance tlie constriiclioii of new regulated asscts As prescribed in the iegulatory unifonii 
systcins of accounts. AFUDC is cliarged to tlie cost of tlic plant for certain projects i n  accordance with the rcgulatoiy provisioiis for cacli jurisdiction The 
equitv funds poi tioii o i  Al7ULX i s  cicditcd to otlier inconic. and the borrowed f h d s  poi tion is cieditcd to iiitcicst charges Regulatory authorities consider 
AFUDC an appropriate charge lor iricliision in Uie rates charged to custoniers by the Utilities over the service life 01 the property The composite AFUDC rate 
for PFC‘s electric utility p1:uit was 8 896, 8 7% and 5 636 i n  2007. 2006 and 2005, respectively Tlie composite AFUDC rate Iirr PE,F‘s electric utility plant 
was 8 836. 8 8 9 b  and 7 896 i i i  2007. 2006 and 2005. respectively 

Out dcpieciatioii provisions on utility plant. as a percent of average depreciable property otliei tliaii nuclear iuel. were 2 JS6, 2 39’0 and 2 2% i n  2007, 2006 
aiid 2005. respectively ‘ h e  depieciation provisions related to itlility plant were $560 niillion. $533 inillion and $477 million in 2007, 2006 and 2005, 
respectively In addition to titilily plant depreciation provisions, depleciation and aiiioi-tization expense also incliides decom~iiissioiiiiig cost provisions, ARO 
accretion, cost oI removal provisions (See Note 5D). regulatory approved expenses (See  Notes 7 and 21) and Clean Sniokestocks Act aniortizntioii (See Note 

7B) 

Amortization oi nucIc:ir iuel costs. including disposal costs associated with obligntioiis to the U S Department oi Encrgy (DOE j and costs associated with 
obligations to the DOE ior the deconiniirrioning aiid decoiitaiiiiiintion of enriclinient facilities, t’oi the years elided December 31, 2007. 2006 and 2005 \vas 
$139  nill lion, $140 niillioii and $136 million. iespectively This aiiiortizatioii espense is included i n  h e 1  used for electric generation in the Consolidated 
~ i a t e t i l ~ ~ m  oi 111con1e 

PEC‘s depreciation provisions on utility planL as a peiceril of average depieciable property otlier tlian nuclear fuel. were 2.19’0 Ior 2007, 2006 and 2005 The 
dcpieciatioii provisions related to utility plant were $303 million, $294 iiiillion and $286 million i n  2007, 2006 and 2005. respectively I n  addition to utility 
plait depreciation picivisioiis. deprcciafion aiid cliiiortimlion expense also includes dcco~iiiiiissioning cost provisions, ARO accretion. cost of reinoval 
provisions ( S e e  Note 5D). regulatory approved cspeiises (See Note 7U) and Clean Sniokestacks Act amortization (See Note 713) 

PEF’s depreciation provisions on utility plant. as :$ percent oiavciage depreciable property otlier tlian nuclear fuel, were 2 7’10, 2 79.0 and 2 3% in 2007, 2006 
aiid 2005. iespectivelv The deprecintioii provisions related to utility plant were $257 niillion. $230 iiiillion and $191 niillion i n  2007. 2006 and 2005, 
respectively In :iddition 10 utility plant depreciation provisions. depieciation and aniortizatioii expense also includes deco~iimissioiiiiig cost provisions, ARO 
accretion. cost oi rciiioval provisions (See Note 5Dj  aiid regulatoiy approved espeiises (See Notes 7 and 21) Anior[ization of niiclear liiel costs, including 
disposal costs associated rvitli obligaiioris to the DOE and costs associated with obligations to the DOE for tlie deconiniissioning and decontainination of 
cnriclime~~t iacilities. li,~ tlie \ J C ~ C ~  ended Decenibci 31. 2007. 2006 and 2005 \vas $ I  I O  niillioii. $ 1  09 ~iiillion and $107 inillion, respectively. 
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fix PE.C aiid $29 niillion, $31 inillion :id $29 million. respectively, for I T F  These costs were included i n  fuel used for electiic generation i n  tlie Stakxients 
of Income 

U. DIVERSIFIED DUSIiVESS PROPERTY 

Net diversriied business property IS Ilicludcd 111 n~~scellaneous other property and ~nvesl~neels U I I  our arid I‘E(2.s Consolidntcd 13nla1ice Sheets I7iversrIied 
~ _ _ I  

Progicss Encrgv 

The balances of divcrsiiied business property at Deccniber 31 arc listed below, with a range ofdcpreciablc lives for each: 

(I I1 111 I I Ilons) 2007 2006 

Land and mineral nglits 1 

Diversified business depreciaiion es11ensc \vas $3 million. $2 niillion and $4 niillion for tlic years ended December 3 I. 2007. 2006 ‘and 2005, respectively 

PEC 

Net diversilied busiiiess propertv was $6 million at Deceniber 31. 2007 and $7 million at December 31, 2006 These alnoutits consist piiiiiarily of buildings 
and equipnieril that are being depreciated over peiiods ranging from I O  to 40 years Accumiilated depreciation was 162 niillion at both December 31,  2007 and 
December 3 1. 2006 Diversificd business depreciatiori expense \\‘as less than $ 1  ~iiillroii each i n  2007,2006 and 2005. 

PEC and I’EF liold owiiersliip interests ii i  ccrtaiii jointly owned geneintirig facilities Each is entitled to shares of the generating capability arid output of‘ each 
wit cqiial IO  heir icspcctive mviiei ship interests Eacli also p a s  its ownersliip share of additional construction costs. fuel invcntoiy purchases and operating 
expenses, except iii cerlain instances wllere agrecincnts have been exccuted to limit certain joint oiviiers‘ niaxiniuni exposure to the additional costs (See Note 
21 B)  Eacli oi l l i e  IJtilitics’ s l imr  of opernting costs of !lie above ioiiitly owned geiieratirig facilities is included witliiii tlie corresponding line in the Statements 
oi Income ‘The co-owner of liitercession City IJnit P I  I lias exclusive iighls to tlic output of (lie iniit duriilg the rnonflis of .Iririe through Scpteiiiber. PEF 113s 
that right for tlie remainder o i  the year I’EC’s a id  1’EF.s ownersliip intciests i n  tlie jointly owned generating Lcilities are listed below witli related 
infoniiation at Dcceiiibci 31 : 

11tl 
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2007 
(in millions) I ’ h t  

C‘oninniiv O~vnrrdiin Interest Inveshnent Accuniulated Denreciation Construction Work in Proaress 

PEC 3 175 1,581 21 

634 1 GJ 33 

2006 
( i n  millions) l’I:u1t Construction Work in 
Subsidiaiy Facility Compaiiy Oivncrsbrp Inteiest Iiivestniciit Accumulated Deprecialion Progress 

PEF Inteiccssion C i y  Unit P11 66.67% 23 7 

In  the tables above. plant investnicnt and accumulated dcprcciation arc not rcdiiced by flic rcgtilatory disallowances related to tlic Slicaron I-larris Nuclear 
Plant (Harris), wliicli :ire not applicable to the joint o\v~icr’s oivncrsliip iiiterest i n  1-l:Irris 

D. ASSET RETIRERIENT OBLICr1TIONS 

At December 3 1. 2007 and 2006, the asset retirenient costs. included i n  utility plant. relatcd to nuclear decoiiiiiiissioiiiiig of irradiated platit. net of 
accumulated deprcciatioii for I’EC, totaled $29  nill lion and S30 inillion, respectively No costs ~-clatcd to iiuclear dcco~nmissioni~~g of irradiated plant were 
recorded at Deceriikr 31. 2007 and 2006 a1 PEF Ai Dcceniber 31. 2007 and 2006. additional PEF-related asset retircnietit cosis. ~ict  of accuniulated 
depreciation, of $121 million and $126 iiiillioti, lespcctively. werc recorded at Progress Energy as purchase accouiiiiiig adjustnicnts whcii wc purchased 
Florida Progress Coiporatioii (Florida Piogress) in  2000 The iair value of limds set aside iii the Utilities’ iiuclear dcco~ii~nissio~iing inisi funds for tlie nuclear 
deconimissioiiing liability totaled $804 niillion and $735 niillion at December 31, 2007 and 2006. iespcctively, Ior PEC aud 15580 inillio~i and $552 niillioli, 
rcspcctivcly, for PEF Nct nuclear dcconimissioning iltlsl unrealized goins we iiicluded in rcgulatoiy liabiliiics (Sce Note 7A) 

PEC’s nuclcar dcconimissioning cost provisions. ivliich are included i n  dcprcciation and amoriization expense, wcre $3 I million each i n  2007, 2006 and 2005 
Mnnagenieni bclicvcs that iit~clear dcconimissioiii~ig costs that Iiavc beeii and will be rccovercd through rates by PE.C and PEF will be sufficient to provide for 
the cos& oi  decoinmissioiiiiig E.speiises iecognizcd Cor the disposal or rcino\.nl of uli l i tv  assets Ilia1 aie i iot  SFAS No 1113 AROs. wl~icli arc included in 
depreciation and anioilizatioii expense, were $96 million. $96 millioii :uid $90 millio~i iii 2007. 2006 and 2005. rcspectivcly, for P t C  and $30 inillion, $27 
million mid $78 million i n  2007, 2006 and 2005. rcspectivcly. h r  PEl: 

During 2005. PEF performed a depreciation stud\’ as required b\; tlic FPSC no less tlian every l’our scars Iiiiplemeiiialion of the dcprcciation study decreased 
the rates used lo calculatc cost of reiiioval expense with a resultiiig dccrcasc ofapploxiiiiatelj. S 5 j  triillIoii i i i  2006 



The Utilities recogiiue reirioval. rionirradiated d e c o ~ i i n ~ ~ ~ s ~ o ~ i ~ t i g  and drsriinntleniont of fossil generatioii plant costs in regulatory Iiabilrtres on tlie 
Consolidated Balance Slieets (See Note 7A) At Dccctnbci 31, such costs consisted 01 

Prcrgresr I‘iiergy PI. c I’E F 
( i n  niillioiis) 2007 2006 2007 2006 2007 2006 

R 1,410 s 

Noli-ARO cost of removal s 1,676 16 1.602 S 874 16 803 !$ 802 $ 799 
-- --__-_-__ ~- -__ 

The NCUC requiies that PEC update i t s  cost estiniate foi iiucleai decoiiini~srioni~ig eveiy live years I’kC’s iiio~t iccent .;ite-spec~lic e~t i i i ia tc~ ol 
deco~irniiss~oiirng costs were developed i n  2004, using 2004 cost factors. and are based on prompt disiiiatitlcnieiit deco~iiiiiiss~oiii~ig. wliicli reflects the cost of 
reniovd 01 all radioactive aid other ~ t i i i c l u i e s  cuirerilly a1 llie site, \vitli slid1 re i r i~va i  occuinng oltei opeiating license expiration 1 Iiese decoiiiiiiiss~oning 
cost esliniates also include iiiteiim spent fuel storage costs associated w!lh ~nmntaiiittig spent ~iuclear fuel on site until siicli tiiiie that it  can be tiansferred to u 
DOE facility (See Note 22D) These estiinales, in 2004 dollar,. wcic 16569 ~iiillton lor  Unit  No 2 at llobinson Nuclear Plant (Robinson), 16418 inillion for 
Brunswick Nuclear Plant (Bruiiswick) IJnit No I .  16444 niillion for 13ruii\wcl IJnit No 2 aiid $775 ~ n i l l i o i i  lor Ilarris 1 lie estimates arc sublect to change 
based on a variety 01 factors ~ncludtng. but not Imltcd to. cost escalatton changer i n  tcclinologv apphcablc to nudear deconini~ssion~~ig and cliangcs 111 

federal state or local regulations The cost eetiinates ehclilde !lie i~ort~on :ittribii~~ib1c lo North Carolina Fastern M111itc1pa1 Power Agency (Power Agency), 
wlucli holds an undivided owncrslirp interesl i n  Bruns\vich and llarr~s NRC oper:lt~ig I I C ~ I I S ~ T  held by IT C cltrrenlly e\plre i n  July 2030, December 2034 
and September 2036 for Robinson and Bi-uiiswicl,lJ~~itsNo 2 and No 1. respectivel\ I lie NRC operating l icense held by PFC for Ilanis currently e ~ p i i e s  111 

October 2026 An application to e\?end this licetire 20 \eais was subinltled 111 the lourtli quaiter 01 2006 Based 011 iipdatcd assuiiiptioiis. I I I  2005 PEC fiiitlier 
reduced its asset retirenieiit cost net 01 accuinulated dcpreciattoii and 11s ARO I~ability I n  appro\tiiiately $14 i i i i l l i o n  a i d  $19 nirllion. respccti~ely 

l l i e  FPSC requires that PEF update its cost estiniate fot nuclear dccoiiiiiiissioiiiiig every live )ears P13: lilcd a ne\v site-specific cstiniate of deco~rimissioriitrp 
costs for tlie Crystal River Unit No 3 (CR3) with tlic FPSC on April 29. 2005, as part o I  PEF’s base rate filing PEF’s estiiiiate is based 011 prompt 
disiiiantlenient dccomiiiissioning and includes inlei iiii spent lucl storage costs associated with ~iiaintaining spent lnucIca1 fuel on site 11iili1 such time tliat i t  can 
be transferred to a DOE facility (See Note 22D) The estimate. in 2005 ddlais.  is $614 niillion and is subject to change based oil a valiciy oi  [actors including. 
but not limited to. cost escalation, changes i n  technology applicable to nticlear decoininissioiiing and charigcs i n  lederal. state or local regt~lations Thc cost 
estiniate excludes tlie portion attributable to oilier co-o\viieis 01 CR3 Tlic NRC op ia t ing  license lield bv I’EF for CR3 currently expires in Decembei 2016 
We expect to subinit an application requesting a 20-year extension of this liceiise in  the first quarter oi2009 As ~ : I I I  oi this ne\v estimate and assumed license 
extension, PEF reduced its asset retirement cost iiet o i  accuinulated dcpreciation and its ARO liability by appioxiniately $36 iiiillioii and $94 niillion, 
respectively In addition. we reduced PEF-related &.set ietiicmeiit costs. net of accumulated depreciation, by an additional $53 million at Progiess Energy. 

reserves for nuclear decommissioning were previoiisly suspended tlirough Dcceniber 2005 under tlie terms of a previous base rate 
agreement, and the base rate agiecnrent resulting from a base rale pioceediiig i n  2005 continues tliat suspeiision I n  addition. tlie wliolesale accrual on PEF‘s 
reserves for iiiiclear dcconiniissioriing was swpcridcd tetroactivc ID Inn~ian 2006. foIlo\vliig a F IXC accoi~iiting order lssucd in  Novcnibcr 2006 

The FPSC ieqiiircs tliat PEI: update its cost estimate foi fossil plant dismanllcnicnt cven  Tour veais I’FF l i l ed  an ~ipdoted fossil disniantlenicnt study with the 
FPSC o n  April 29, 2005, rls part of its base rate liling PEF’s rcscn’e for lbssil plant disn~antlcmcnt was iipprosin~:itely $146 million and $145 million at 
Deceniber 3 1, 2007 and 2006. including anioiiiits iii the ARO liabilit\? tor asbestos abntenien 

plait disniantlemeiit were previously suspended tliroiigli Lheriiber 2005 1111 

resulting from a base rate pioceeding i n  2005 continued tile suspeiisioii 01 I 
Note 7C) 

issed belorv Retail accriials on PI 
pieviolis base rate agrcenient TI 

ustoiiicrs o l  tlie espciiscs to disniaiitlc fossil plants (See 



Upon iiiiplcmcntation of FIN 47 as ol Dccciiibcr 3 1. 2005. the Ulilitics recogriizcd additional All0 liabililics lor asbcstos abatctiiciil costs (Scc Nolc 1 D) 

We liavc identified but not recognized AROs related to elcctric tnnsniissioii and distribution and lelccoiiiniuiiicntions assets as tlic result of eascincnts over 
property not owned by u s  Tliese easeiiients arc gencrally pcrpctwl and iequire ietircmeiit action only iipon abandoniiicnt 01- cessation ol iisc o l  tlie pioperty 
for tlie specilicd purpose. 7 - k  ARO is not estiinable for such caseiiicnts. as we intend to utilize tliesc properties indefinitely In !he event \vc decide to 
abandon or cease tlie iise 01 a particular easement. an ARO would be iccorded at that time 

Our nonregulated AROs relate to our abandoned syntlictic fnels operations The rclnted assct retiicinciil costs. nct of  nccuniiilateti depreciation. lotoled $I 
million at December 3 I ,  2006, and none at lleccniber 31,2007. 

The following tablc presents the cliangcs to tlie AROs during tlic )cars cndcd Dccenibcr 31. 2007 and 2006 Rcvimns to piioi estimates of tlic PCC regulated 

studies, wliicli are required by tlie NCIJC every five years Revisions to pnoi estimates 01 tlic PEF tcgul:~tcd ARO aic rc1:itcd to tlie updated cost estimate Cor 
iiiiclear decomrnts.sioiii~ig described above 

rl ktlr-c..ncrrl;c- r.ost 

I’rogicss liiicrgy 
(in millions) Regulated Nonregulated PEC PLF 
A 
Accreuoii expense 12 - 57 I5  
R 

- Rcvisions to prior cstiinaics ( 6 )  ( 6 )  
Assct rctircmciil obligations at Dcccinber 3 I .  2006 1,303 I 1.004 299 

I5 59 16 

Asset r‘cti~wrrent obligations at D ~ C C I I I ~ W ~ ~ ,  2007 S 1,378 S - S 1,063 S 315 

E. INSUR4NCZ 

TIic Utilitics are menibeis of Nilclear Electric Insiirancc Limited (NEIL), wliicli providcs priiiiary and cxccss insurance coveizlgc agaiiist piopcrty damage to 
members’ nuclccu gcnerating facilities Under tlic pi imaiy program. cach coinpaw I S  insiircd for $500 inillion at each ol its 1 cspcctivc iiiiclcar plants. I n  
addition to primary covcrage, NEIL also provides d c c o n ~ ~ m i ~ i ~ t i o n .  prcnialurc dcconimissiuning and exccss property iiisiir:mce with limits of $1 750 billion 
on each nuclear plarit 

Insurance coverage against incremental costs of replacement powei icsultitig f rom prolonged accidental outages at nuclear generating iiiiits is also provided 
lhiougli iiienibersliip iii NEIL. Both PEC and PEF are insured under NEIL. following a 12-wcck deductible period, for 52 weeks i i i  tlic aiiiotint of$J  million 
per week at tlie Briinswick, I-Inrris and Robiiisoii plants, and $5 inillion per rveeli at the Civstal River plant Ai1 additional 110 wccks of‘ coveiagc is provided 
at 80 percciit of tlie nbove wceldy anioorits For tlic ciinent polic)) period. tlie conipanies are subject to retrospective preiiiiuiii asscssiiicnts of tip to 
nppiosiriiately $34 million with iespect lo the piimary coverogc. $37 iiiillioii w i l l i  respect to the dccoiitniiiiiiatioii, deconiiiiissioiiing and excess property 
covcragc, and $24 million for lhe iiicrciiiental icplaceincnt powcr costs coverage. i n  thc cvciit covercd losscs at irisitred facilitics cscccd prciiiiitnis, rcscrvcs. 
rciiisiirancc and other NEIL rcsowxs. Puisuant to rcgulatioiis ol tlic NRC. cacli coiiipoiiy’s piopcrh daniapc iiisiirancc policies pi oyidc that all procccds from 
such iiisiirniice be applied, liist, to place the plant i n  a safe and stable conditioii after an nccidcnt and. second. to dccontniiiinalc. l~cl’o~c any procccds can be 

iised for dcconiinissioning. plant repair or restoration E,ach company is responsible to the exiciit losscs niav escecd limits ol [lie coverngc describcd abo\,c 

Both of tlic Utilities arc insiiied against public liability for a niiclcai incident up to $10 760 billion per O C C I I ~ I C ~ ~ C C  IJiidci the ciirreiit piavisions oftlie Piice 
Andersoli Act, whicli litnits liability for accidents at nuclear power plants. each company. as an owner o i  niicleai units. can be assesscd for a portion of any 
third-parly liability clniiiis arising from an accident at any coinnicrcial nuclear power plant in  the United States 111 tlic event that public liability claims from 
each insured nuclear incident exceed tlie prinioiy level of coverage piovidcd bv Atnericaii Nuclear Insurers, 

152 



C h r  No. 2011-121 
St:ifl-l~It-Ol-O03 ii attaclimoit 

I'ngc lG3 of314 
(Progress EllrrgJ) 

each coinpan)' would be subject lo pro lata assessineills of up to $100 inillion for each icactor owned for each incident I'a)mcnt of such assess~iie~its would 
be made over time as necessary to limit Ihc payment in any one year to no mole than $ 1  5 inillion pel rextoi o w e d  per incident Both the mariniurn 
assessment per reactor and the ~iiaxiiiiuiii yearly assessnient are adjusted lor iiiilation at leas1  eve^)' live years Tlic next scheduled adjustincot is due on 01 

before August 31, 2008 

Under the NEIL policies. if  there \vcre nioltiple terrorism losses occurring witliin one ycai. NEIL would makc available one industn, aggrcgate l i ini t  oi$3 200 
billion l'oi non-ceitified acts. along with any amouiits it recoveis from reinsurance. governinent indemnity or otlier .muices up to the limits 1111 each clainia~il 
I f  terrorism losses occuned beyond the one-year period. a new set of liiiiits anci resources \vould apply 

The Utilities self-insure their transmission and distribution lines against loss due to storm damage and other natural disasters I'EF maintains a sloriii damage 
reserve pirrsuant IO a regulatory order and may del'ei losses i n  excess o l  llie reserve (See Note 7C) 

-~ 6. CURRENT ASSETS 

A. RECEIVABLES 

Income tax receivables and interest income receivables are not included i n  receivables. These :1niounts are included i i i  prepaids and o1lie1- current assels on the 
Coiisolidaled Balance Sheets At Deceniber .31 receivables weie comprised of: 

Piogiess Energy I Z C  PIX 
( i n  millions) 2007 2006 2007 2006 2007 2006 

Uiibilled accounts receivable 220 227 156 157 59 55 
N 
Derivatives accounts receivable 247 13 
0 
Allowance ior doubtful receivables 1701 /72\ lK\ I i \  I 1  0) lX\ ,.,, 1 1 1 ,  ,a,, \ - " ,  1 _ 1 1  ,* \,, 

1,137 S 930 S -172 S -172 S 339 $ 340 Total i ccen iibles S 

13. INVENTORY 

At December 31 inventory was compiised OF 

Piogi css Energy PEC PEF 
( i n  n i i l l i o i ~ )  2007 2006 2007 2006 2007 2006 
\ - - - - - - - - -  I 

Fuel for pio~luctioir S 455 s 470 s 210 !5 230 s 24'; 9 2-40 
Inventory for sale 2 - 

Emission allowaiices IC) 77 16 7n 3 7 
1 .I 

'1'ii1al inventory s 994 s 936 s 510 s 497 s 4x4 P 436 

Materials and supplies amounts above exclude long-tenn combustion turbine inwi ton ,  amounts included in otlier assets and deterred debits for Progless 
Enelgy oi%65 million aiid $44 niillioii at December 31, 2007 and 2006, respectjvels. and PEC oilF.14 inillion at Decciiibci 31.  2007 and 2006 

Emission allowances above exclude long-term emission allowances included i n  other asset5 and deferred debits Tor Progress Emrgy. PEC and PEF of $32 
niillio~i. $3  inillion and $29 niillioii, respectively. at December 31, 2007 Progiess hergy .  PEC aiid I'EF did not Iiave any long-lenn eiiiission allowance 
aniounts at December 3 1 .  2006 
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A. RECULA'I'ORY ASSETS AND LLABILITIES 

As rcgulated eiitities. llic Ulilitics are subject to the provisions of SFAS No 71 Accoidiiigly, the IJiilitics rccord ccrtcun 357cts and Iid~ililicr rcsuli~iig froiii 
Ilic cll'cctr of tlic iafeiiiahng proces.; tliai woiild not be recorded undci GAAP for iioiiiegulatcd entities Tlic Utilities' ability to contiiiiie to iiicct tlie criteria 
for application of SFAS No 71 could be dfectcd i i i  ihe futuic by conipetitive forces and rcstructiiiiiig iii ilic electric uiility indiisti-s 111 the event iliat STAS 
No 71 iio loiiger applies to a sepmable portion of our operations, related regulatory assets and liabilities would be elirninated \inless an appropnatc iepulatoiy 

recovery ineclianisiii was provided Additionally, such 311 event could iesult i n  an impairiiieiit of utility plant assets a', detcrniined pursuait lo SFAS No 1-14 

At Deceiiibei 31 the balances ot regulatory assets (liabilities) were as follows 

- 

Ii n mi lliniisl 2007 2006 ~ . . . . . . . . . . . . . .. 

1)cleiicd fiicl cost - ciiricnt (Now 7U) s 154 s 196 

Investiiieiit i i i  GI idSoiitIi N o t e  7D) 77 

I k f e i  red cncigy coiiscnuiioii cost mid otlier ciirreiit regulntoq, liabiliiies (19) (13)  

Total ciinciil rcgiilalory liabilities (1 73) (76) 

Derivalive iiiark-lo-ntarket adjllstiiient (Note 17A) 
a (N 



(Ill nlilllons) 2007 2006 

Net repulatorv liabilities s (270) (341)  

PET 
( in  niillioris\ 2007 2006 I . . . . . . . . . . . . . . , 

IklLmd fuel cost -- cumril (Null: 7C J .s 6 s  - 
Storiii defeirrd (Note 7C) 16 90 

Dciivatiw inark-to-iiiaikel adjiistmcnt (Note 17A) 

Except for portions of deferred fuel costs and loss oil reacquired debt. all regtilatory assets ear11 a return or the cas11 has not yet been expended. i i i  wliich case 
the assets arc offset by liabilities 11131 do not incur a cariyiiig cost We anticipate recovering long-tem1 deferred luel costs il l  2009 and loss 011 reacquired debt 
over the applicable lives ol tlic debt We expect to iiilly leeover oiir regulatoqr assets aiid reliiiid our rcgiilatoiy liabilities through custoinei rates under cuirent 
iegulatoiv practice 



B. PEC RETAIL IZATII MATI’ERS 

BASE Rtl7ES 

PEC’s base rates are siibiect to the iegiilatoryjiirisdictioii 01 tlie NCLIC and SCPSC I n  PFC’s most recent late cares in 1988, tlie NCUC and tlie SCPSC each 
:iuUioiized a return on equity (ROE) of 12 75 percent I n  lune 2002, tlie Noilli Caioliiia Clean Smokestacks Act (Clean Sinokestackr Act) was enacted 111 

Noitli Caiohiia reqiiinng tlie state’s electric iitilities to reduce tlie einissioiis 01 nitlogen oudes (NOlc) and sulliir dioxide (SO?) from their North Carolina coal- 
Iired power plants i n  phases by 201 3 The Cleaii Siiiokestacks Act froze Nor111 Carolriia electric iitility base iates for a !he-year peiiod, which ended 
Deceiiibci 31, 2007. unless theie were e\?raoidiiiniy events beyond tlie control 01 the utilities or unless tlie utilities persistently earned a ietum substontiallv i n  

clcccss of the ratc of retuni establislied aiid found reasonablc b s  the NCUC i n  tlic respective utility’s last gciicral ratc case There wcie no adjurtments to 
PEC’s b a x  rates dunng the five-yea! pcnod ended llecenibcr 3 I ,  2007 Subsequent to 2007, PEC.5 ciiiient Noith Caioliiia base rates are continuing subject 
tn t&ionaI cost-based rate regulation -- 

Duiing tlie rate freeze period, tlie legislation provided fool a mininium amortization and recovery of‘ 70 percent of tlie original estiinated coinpliance costs of 
$81 3 inillion (or $569 million) while providing significant flexibility i n  tlie amount o i  annrial anioilization recorded froiii iioiie up to $174 niillioii per year 
For the years ended Deceiiibcr 31, 2007, 2006 and 2005, PEC recognized amoitizatioii of $34 million $140 iiiillioii and $147 niillion, respectively, and 
recognized $569 million i n  ciniiulative amortization tlirougli December 31, 2007 

On March 23, 2007. PEC filed a petition with the NCIJC requesting Uiat i t  be allowed to amortize tlic remaiiung 30 percent (or $244 million) of the original 
estimated compliance costs for thc Clean Siiiokc ks Act during 2008 aiid 2009. with discretion to aiiiortizc up to $174 inillion in  either year Additionally, 
among other things, PEC requested that tlic NCUC allow PEC to include i n  its rate base those eligible compliance costs exceeding the original estimated 
compliance costs and that PIX bc allowed to accrue AFUDC oii d l  eligible compliance costs i n  excess of the original estimated compliance costs PEC also 
requested that any prudency review of PEC’s environmental conipliaiice costs be deferred until PEC’s next rateninking piacceding i n  wliicli PEC seeks to 
adjust its base rates On October 22, 2007, I’EC filed with the NCUC a setlleinent agreement with tlie NCUC Public Staff, the Carolina IJtility Customeis 
Associations (CUCA) and the Carolina Industrial Group for Fair lJtility Rates I1 (CIGFUR) suppoiling PEC’s proposal The NCUC held a healing on this 
matter on October 30, 2007 On December 20, 2007, tlie NCUC approved tlie senle~ne~it agreement on a piovisional basis, with tlie NCUC indicating that i t  
intended to initiate a review i n  2009 to consider all reasonoble alteriintives and proposals related to PEC’s recovery of its Clean Suiokestncks Act compliance 
costs i n  excess 01 tlie original estimated costs of $813 niillioii Addilionnlly. the NCiJC oidered that no portion of’ Clean Smokestacks Act compliance costs 
directly assigned. allocated or otherwise attributable to anotlier jurisdiction sIia11 be recovered from PEC’s retail North Caioliiia eustoiiiers. even i f  rccoveiy of 
these costs is disallowed or denicd. in whole or in part i n  another jurisdiction Wc cannot predict tlic oiitconic of PEC’s rccovery of eligible coinpliaiice costs 
exceeding the original cstiinafed compliance costs 

See Note 210 Ibr additional information about tlie Clean Smokestacks Act 

FIJEL COST RECOIERI’ 

On May 2. 2007. PEC filed with the SCPSC for mi inciease i n  tlie fuel rate charged to its Sooth Carolina ratepayers I’EC asked the SCPSC to approve a $12 
million iiicieose i n  fuel rales lor undei-recovered fuel costs associated with piior \’ear setlleinents a id  to meet future expected hiel costs On June 27. 2007. 
tlie SCPSC approved a scttlenient agreenieiit filed joiiitlv by I’EC and all otlicr parties to tlic proceedings The settleineiit agrecment resolved all issues and 
pi-ovidcd for a $12 ii~illioii incrcase in fucl rates. Effective Iulv I, 2007. residential electric bills increased by $1 83 per 1,000 kilowatt-hours (kWh), or 1 9 
percent, for fucl cost recovery At December 3 1 ~ 2007, PEC‘s South Carolina deferred iuel balance was $21 million 

On lune 8, 2007. PEC filed with tlie NCUC for an increase iii tlie fuel rate cliargcd to its North Carolina ratepayers. PE.C asked the NCUC to appiove a $48 
i i i i l l i c i n  increase i n  liiel rates On Septeinber 25, 2007. the NCUC approved I‘EC‘s pclitioii The increase took en’ect October 1. 2007, and increased residential 
electric bills by $1 30 per I .000 kWIi. or 1 3 percent, for fiiel cost recovery This was the second increase associated with a tliree-year settlement appioved by 
the NCUC i n  2006 The settlement provided for an increase oi$177 million etrective October 1. 2006: 
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$48 million effective October I .  2007, as disctissed above: and mi additional increase of approximately $30 million i n  October 2008 On Noveinber 21, 2006, 
CUCA filed an appeal with tlie North Carolina Tent11 District Court of Appeals of the NCUC’s order approving the settleiiient on the grounds that the NCUC 
did riot have the statutory authority to establish fUel rates for more tlian one year On Oclobei 24, 2007, CIJCA filed a tiiolion io rritlidrntv their appeal. On 
Novcrnber 7. 2007, the North Carolina Tenth District Court of Appeals granted CUCA‘s motion At Dcccmber 3 1 ,  2007, PEC’s North Carolina deferred fuel 
balance was $241 tiiillion. of wliicli $1 14 millioii is expected to be collected alier 2008 and has been classified as a long-term regulatoiy asset 

I n  February 2004. PFC filed with tlie SCPSC seehng perniission to defer expenses incurred from the first qtmrter 200-1 winter stonii In September 2004, the 
SCPSC appioved I’EC’s iequest to defer tlie costs and anioitize thein mtably over live years beginning 111 lanuary 2005 Approximately $9 inill~on related to 
stoim costs \\‘as deferied i n  2004 For the years ended December 71. 2007, 2006 and 2005. 1IEC recognized $2 nitllioii oi South Carolina stotin aniorti~*1t101i 

I n  October 2003, PEC filed with the NCUC seeking pennission to defer appioxininlely $24 million of expenses incuired from I-lunicane Isabel and the 
February 2003 iviiiter storms 111 Dcceiiiber 2003. the NCUC approved PEC’s request to defer the costs associated with I-Iurricane Isabel atld tlie February 
2003 wintei sloiiiis a id  oniortize tlicin over a peiiod of five years For the years ended Decenibei 31, 2007, 2006 and 2005, PEC recognized $5 million of 
North Cai-oli na storni amortiz:ition 

P I X  lilcd petitions on September 14, 2006, and September 22, 2006. with the SCl’SC and NCUC. respectively, seeking authorization to defer and amortize 
the iespective jurisdictional portion of $1 8 niillion of previously recorded operation and mainteiiance (OBM) expense relating to certain enviionmei~t~l 
iemediation sites (See Note 21A) On Octobei I I ,  2006, the SCl’SC granted PEC’s petitioil to deier its julisdictionnl amount, totaling $3 million, and 
amortize it  over a five-year period bcginiiing January 1, 2007 011 October 19, 2006, the NCUC granted I’EC’s petition to defer its ,jurisdictional amount, 
tolaling $1 5 niillion. and amortize it ovei a five-pear period However, tlic NCUC order diiected that anmrtizatioii begin in  2006, with an amortization 
expense 0[$3 million As a result. during the fourth quarter oT2006, PEC reversed $18 million of ORrM expense, establislied a regulatory asset and recorded 
$3 million o i  ainorhzation expense During the year ended Dcceniber 3 1, 2007, PEC recorded $3 million of amortiz:ifion espetise Addifionally, PEC reduced 
the regulalo~y asset by $2 niillion during tlie yeai. ended December 31,  2007. based on newly available data regarding ceilain remediation sites and insurance 
proceeds (See Note 2 I A)  

The NCUC and SCPSC approved proposals to accelerate cost recovery of PEC’s nuclear geiieraling assets bepiillling January 1 ,  2000, and continuing tlirougli 
2009 The aggregate ~iiinimuni and maxiniuiii aniounts of cost recovery are $530 million and $750 inillion, iaspectively, with flexibility i n  the ainount of 
ainiual dcpieciation recorded from none to $150 inillion pcr year Accelerated cost recovei-)~ oT tlicsc assets resulted in  additional depreciation expense of $37 
inillioii i n  2007 No additional depreciatioii expense froin accelerated cost recovery \vas recorded in 2006 or 2005 Tlirotigh Deceiiiber 31, 2007, PEC 
recorded total accelerated depreciation ofM40 inillion. of wliich $363 niillion was recorded Tor the Noitli Carolina ,jurisdiction and $77 niillion was recoidcd 
for !lie South Carolina jurisdictiori 

During 2007. tlie North Carolina legislatuie passed co~nprel ie i i~i~c eiieigy legislation. which becanie law 011 August 20, 2007 Among other provisions, the 
law allorvs the utility to recover the costs of new deinand-side manageinent (DSM) and eiiergyeliiciency programs through an ainnial DSM clause The law 
aIlo\vs PEC to capitalize those costs that are intended to produce future benefits and autliorizes the NCUC to approve other forms o i  linancial incentives to the 
utility i b r  DSM aiid energy-efficiency prograins DSM programs include any program or iiiitiative that shills the timing of electricity use froiii peak to 
nonpeak peiiods and includes load managenient, electricity systciii and operating controls, diiect load control and interruptible load PEC has begun 
~niplcmenting a series of DSM and energy-efficiency programs aiid deferred $2 inillioii 01 inipleincntation and program costs tlirougli December 3 1 ,  2007, for 
future recovery 
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I’EC liled a petition on November 30. 2007, with the SCPSC seeking authorization to create a defeired accoiiiit for DSM and energy-el‘ficicncy expenses On 
Deceiiibei 21.2007. the SCPSC issued an order granting PEC‘s petition As a result, PE,C 113s deferred an inimaterial amount of iniplementalion and program 
costs tli~-ougli December 3 1 .  2007, for fiiture recovery i n  tlie South Carolina jurisdiction PEC anticipates applying for a DSM and energy- elliciency claiise to 
recover the costs of tlicse ptogranis iii 2008 We cannot predict the oiitcoiiie oitliis niatter 

C. PEF IiE‘I‘AIL RATE MATTERS 

As a result of a base rate pioccediiig in 2005. PEF IS party to a base rate sctllemcnt agteemciit that was cfrcctive with tlie lirst billiiig cycle of January 2006 
and will rernairi i n  cllccl tliiough tlic last billing cycle of Ucccrnbcr rvith 12k? iiavIlig soic op11011 io e.;- cy& 

01 June 2010 piiriuan! to the agreement I n  accordance with the base mte agreement and as niodilied b s  a stipulation and settlcmcnt agrccinent approved by 
tlie FPSC on October 23 2007, base rates were adjusted in Januaiy 2008 due to specified generation iacilitm placed in ~ervice i n  2007 The settlement 
agiceiiieiit 31x1 piovides lor ieveiiiie sliaring betwceii PEF and its latepayers beginning in 2006 w1,ereby PFF wll ieiuiid two-tlirids oi retail base revenues 
between tlie specified thiesliold and specified cap and 100 percent 01 revennes above tlie specified cap IIowever, P s retail base revenues did not evceed 
tlie spccilicd 2007 threshold 01 $1 537 billion and thus no revenues were subject to ieveiiiie sharing Both the 2007 base tliicshold of $1 537 billion aiid tlie 
2007 cap of $1 588 billion will be adjilsted annually for rolling average IO-year retall kWh sales growth PET’S 2006 letail base i a t e ~  did not exceed llie 

thrcsliold and no i evcnue5 were subject to the revenue sliariiig provisions The setllement agreeineiit piovide.; for P I 3  to continue to recover certain costs 
tliiougli claiiscs, sucli as the iccovery of post-911 1 security costs tlirougli tlic cnpacitv clause aiid the cainwig costs ol coal inventow i n  transit and coal 
ptociiieiiicnt cmts tlirough the fuel claiise Under tlie settlcinent agiccmcnL PEF 1s autliorizcd to tnclude an adjustinent to lncrease coninion equity for the 
i n i p x t  ol Standard ck Poor’s Rating Service.;’ (SBP’s) imputed 011-balance slicet debt for luture capacity payments to qimlifyiiig facilities (QFs) and othei 
entltie\ under long-term purchax power agreenients This adjusted capitdl slrirctiire will be used for sun~erllance reporting rvitli the FPSC arid pnss-tltrougli 
claure return calculations PEF w i l l  119e an nutlionzed 1 1  75 percent ROC for cost-iecovery clauses and AFl JDC 111 addltron, PEF’s adjusted eqwty ratio w~ll  
be capped at 57 83 peicent as calculated on a financial capital structine that includes the adjiistnient lor the S&l’ imputed ofl’bnlance slieet debt I f  PEF’s 
regulatory ROE lalls below I0 percent. and Tor ccrtaiii otlier events. PEF IS authorized to petition the FI’SC for a base rate iiicrease 

On September 4. 2007. PEF liled a request with the FPSC seeking approval o f a  cost adjuslriicrit to reflect a projected over-collectioii of fuel costs i n  2007, 
declining projected fuel costs foi 2008 and other recoveiy clnuse fbctors PEF asked tlie FPSC to approve a $163 million. or 4 53 percent, decrease in rates 
effective laniiary 1. 2008 This cost adjustment would decrease residential bills by $5 00 for tlie first 1.000 kWi As discussed above. residential base rates 
incicased duc to spccilied generation facilities placed in service i n  2007 by $2 73 for tlie first 1.000 kWli effective Januaiy 1, 2008 Alier considering tlic net 
clTect oi the base rate incrcasc and the proposed fuel cost adjustnient, 2008 residential bills would decrease by a net amount of IF2 27 for tlie first 1,000 kWh 
The Fl’SC approved the cost-recovery ntes  for 2008 in an order dated January 8. 2008 At December 31, 2007, PE.l;’s current regulatory liabilities totaled 
$173 million. wliicli were comprised oi ovw-recovered fuel and capacity COSLS ol $140 ~iiillioii. accrued disallo\vcd fuel costs of $14 inillion, over-recovered 
coiiservatioii costs oi $14 iiiillion and owl-recovered eiiviroimental coritpliaiice of $5 niillioii. 

Oil Ailgust IO. 2006. Floiida’s OltTce of Public Counsel (OPC) filed a petition with the FI’SC asking that the FPSC requiie PEF to refund to ratepayers $143 
milliciii. plus interesl. 01 olleged escessive past fuel recoveiy charges and SO? allowonce costs during the period 1996 to 2005 The OPC subsequently revised 
i t s  claim to $1 35 iiiillion. plus inteiest. Tlie OPC claimed that altliough Crystal River h i t  4 and Crystal River Unit 5 (CR4 aiid CR5) were designed to bum a 
blend ol co:ils, 1’13 failed to act to lower‘ ratepayers’ costs by purchasing the most ecorioniical blends of coal During the peiiod specified in  the petition. 
PEF’s costs recovered tliroiigli lucl recovciy clauses were annually reviewed foi piudence and approval by the FPSC On Iuly 31. 2007. tlie FPSC Ilccu-d this 
inatter On October I O ,  2007. the FPSC issued its order rejecting most of Ilie OI’C‘s coiitentions Nowever. tlle 4-1 majority 
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louiid tliat I’EF had not been prudent i n  purchasing a portion 01 11s coal reqtlirements dunng tlie period tiom 2003 to 2005 Accordingly. tlie FPSC ordered 
I’FF to  relund its ratepayeis appiouniately $14 million, inclusive o i  Interest, over a 12-inonlli penod beginning January I .  2008 For tlie year elided 
December 31. 2007 I’FF recorded a pre-tau otliei opeiatrng expense of $12 inillion, i nk ies t  e\pcnre 01 ’$2 million and an associated $14 million regulatory 
liability included \vitIiiii PEF‘s dcleried iiiel cost at December TI, 2007 On October 25, 2007. tlie OPC requested tlie FPSC to ieconsidei its October 10, 2007 
older assciting tliat [lie FI’SC erred i n  not olderiiig a larger iefund PEF filed its oppo%tIoii to the OPC’s request on Noveiiiber 1 ,  2007 011 Febn~nry 12,2008. 
[lie PPSC dcnied !lie OPC‘s ieqtiest lor ieconvdertitrori PEF IS  also eval~inlrrig i t s  options, ~iicludiiig an appwl lo the Flondn Supreme Court ot tlie FPSC’s 
Octobci IO.  2007 ordci We cannot predict tlic outcome of tliis iiiatler The FPSC a150 oidered PEF to addres5 wlietl1er i t  was prudent in its 2006 and 2007 
coal piiicliases loi CRJ and CR5 On Octobei 4. 2007. PEF filcd a niot~oii to establisl i a scpaiate docket on tlic prudence of i t s  ~ o a l  pitrcliases for CRJ and 
CR5 for tlie w a r s  2006 and 2007 On October 17. 2007. tlic FPSC granted that mobon Tlie OPC filed ~estiniony ni support ol its position to require PEF to 
r w  $14 million for alleoed excessive fuel rccovcTy clmrges lor 2006 coal purchases PEF believes i t s  coal procu~cnient pracbces llave been 

pi udent We caniiot predict llie oiiimiie 01 this niattci 

On September 22, 2006. PIF  l i led a petition with tlie FPSC ior Deteriiiination of Need to uprate CR3, bid rule exeniption and recover)’ of tlie revenue 
rcquirements of tlie upinte tlirougli PI iuel recoveiy clause lo the extent tlie expenditures are pritdently iiiciii red. PEF’s investiileiit i n  tlie CR.3 uprate is 
eligible Lor iccovcry tlirougli base iatcs PEF’s petition would allow for more piompt recoveiy Tlie inulti-stage upmte will increase CR3’s gross output by 
:ippi-oxiiiiately 180 M W  bv 2012 1 3 3  received NRC appioval for a license aiiiendnient mid iinpleinented tlie first stage’s design niodification on January 31, 
2008, and will apply for tlic rcqiiiicd license amendinciit for tlie third stage’s design modilicatioli l-lic petition filed with tlic FPSC included estimated project 
costs of approxiniately $382 million These cost estimates may coiitiiiiie to change depending upon tlie results of more detailed engineering and development 
work and incrcascd nialcrial. labor and eqiiipmenl costs On Februav 8, 2007, tlic FPSC issued art order approving tlic need certilication petition and bid rule 
exeniption Tlie request for recovery tlirougli PF3.s fuel recovery claiise W:IS trnsierred to a separate docket liled on Januarv 16, 2007 On Februanr 2, 2007, 
intei-venors liled a niotiun to :ibate tlie cost-recovery portion of P W s  request On Fcbiilary 9. 2007, PFF requested that tlie FPSC deny tlie intervenors’ 
motioii as le&ally deficient and \vitliout ineiit 011 March 27, 2007, tlie FPSC denied the motion to a b t e  and direcvxl the stall of [lie FPSC to conduct a 
hearing to deleiniine wlictlier h e  icveiiue rcqtiireiiients of the uprate should be recovered tlirougli the fuel recovery clause On May 4. 2007, PEF filed 
amended testiinony clorilj’ing tlic scope oi tlie project The FPSC held a hearing on this matter on Augitst 7 and 8: 2007 Tlie staff of tlic FPSC recoiiimended 
that PEF be allowed to recover prudent and reasonable costs 01 Phase I ,  estimated at $6 iiiillion, tlirougli tlie fitel clause Tlie staff of tlie FPSC recommended 
that tlic costs of all otlicr pliases. estimated at $376 inillion, be considered in a base rate proceeding On October 19, 2007, PEF filed a notice of witlidrnwal of 
Its cost-recoven’ petition ivitli tlic FPSC On Noveinbci 21. 2007. PEF filed a petition witli tlie FI’SC seeking cost recovers under Floiida’s coinpreliensivc 
energy bill enacted in 2006. and tlie 1:PSC’s new nuclear cost- recovery rule On February 13, 2008. I’EF filed a notice of withdrawal of its cost-recovery 
petition wit11 tlie FPSC I’FF will proceed with cost recoveiy under Florida‘s coinprehcnsive e i i e rg~  bill and tlie FPSC‘s nuclear cost-recovery rule based on 
tlie regulatoiy prccedeiice establislied by a FPSC order to an nnaffiliated Florida utility lor a nilclear uprate project We camiot predict tlie outcome of this 
Illallel 

On luly 14. 2005. [lie FPSC issiied an ordei aiitlioiizing PE,F to recover $232 niillioii over a two-year period. including interest. oi tlie costs it incurred and 
prcviously delerred ielated to PEF.s iestoration of power associated wit11 tlie iour Iiuriicanes i n  2004 The ruling allowed PFF to include a charge of 
approsiiiiately $3 27 oil the avetage rcsidential nioiitlily custonici bill ol 1.000 ItWli beginning Augilst 1, 2005 The ruling by tlie FPSC approved tlie majority 
of t’liF’s reqiicsts with tivo exceptions: tlie reclassification ol $8 million of pie\v.wslv deferred costs to ittilitv plant and tlic reclassification of $17 million of 
pteviouslv dcl‘circd costs as OBM expense. wliicli was expensed i n  tlic second quarter of2005 The ariiouiit included in tlie original Novenibcr 2004 petition 
requcsting rccovcn’ 0lS252 inillioii ivas ari cstinmtc On Septenibci- 12. 2005. PFF liled a IJUC-UJ) to tlre oiiginal amount comprised primarily of 311 additional 
619 tiiillion of costs partiallv oliset bv $6 ~i i i l l ion of adjustiiieiits iesulting from allocating a Iiigher portion of tlie costs to the wliolesale jurisdiction and 
refining tlie FPSC tidjtistincnts On Noveinber 9, 2005. tlie recovei); oitliis dilTeieiice was adiiiiiiistrativelv approved by the FPSC, subject to audit by 
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the FPSC stair llie net iiiipact \vas included iii  customer bills beginning Iaiiuary 1. 2006 In 2007. 2006 and 2005, I’EF recorded amortization of $75 niillion, 
SI22 niillion and S50 inillion. respcctivelv, associated wit11 the recovery of these storm costs The ietail poition or storni restoiotioii costs were fully recovered 
at Decciiibci 3 1. 2007 

On April 25 2006 1’TF cntcrcd i n t o  .I settlement .igrceincnt \nth certain inten’enors i n  i t s  storni cost-recovery docbet that would allow PEF to cxtend its then- 

cuneiit tuo-year storni surcliarge. w l i i ~ l i  equals approuiiiately Y;3 61 011 tlic average residential niontlily cusioiiier bill of 1,000 kWh, Tor mi additional 12- 
moiitli period to icplcni~li i t s  stoiiii iesen’e Tlic iequested c\-teiisioii. wliicli begaii August 2007, i s  expected to replenisli tlic eusting rtomi reserve by an 
estiniatcd $126 iiiillion Diiiing tlic tliiid quaitcr of 2006, PEF and tlie interveilon modified ilie scttleinent agreeiiieiit such that in the event future stolms 

deplete tlic rescrvc. PIX ivoiild be able to petitlori the FPSC for ~~iipleiiientot~o~i of 311 ~nteri~ii surcharge 01 at least 80 percent and up to 100 percent ok the 
claimed deficiency of i ts  stoiiii iesen’c Tlic intenwiors agreed not to oppose the iiiteriiii iccoven oi SO percent of tlie future clainied deficiency but resened 
the iiplit to clialleiige the iiiterini surcliaigc recovers of tlie iciiioiiiinp 20 percent The FPSC ha3 tlic right to review PEF’r sloim costs fol prudence On 

i Dcceinber 31. 2007. PEF had rccordcd iui additload $5S inillion of 
storin iesen~c fioiii tlic c\tciision of the storm surcharge At Dccenibcr 31. 2007. PCT’s b t o m i  rcscrvc toblcd $63 iiiillioii 

On lune I .  2005. Winter Park acquired 1’EF‘s electric distribution systeni that serves Winter kirk for appro’;iinately $42 ~nillioii On June 1, 2005, PEF 
transferred [lie distribution ssstcni lo Winter Park and recognized a pre-tax gain ol approdniately $25 niillion on the tm~isaclioii, wliich is included as an 
offset IO oilier utility espciise on the Statements of Income This amoiint was decre:ised $1 million in the third quarter of2005 upon accuiiiiilatioii of the final 
capital expendinires iiicuried siiice arbiti-ation PET; also iecorded a regulatoiy liability o i  $3 millioii for stranded cost revenues, which will be aiiiortized io 

ieveniies over six years in  accordance wilh the piovisioiis of tlic transfer agiecnient wit11 Winter Park 111 June 2004, Wiiitci Park executed a wholesale power 
supply contract with I’EF witli a fivc-year tenii and a renewal option 

On October 29. 2007. PlZF s~ibmitted :I revised Open Acccss Transmission Tariff(0ATT) filing. including a scttlcment agreement with the FERC requesting 
ai1 iricrcase i n  transiiii.ssioii rates Tlie purpose oftlie filing \vas to implenieiit foriiiula rates ior the PE,F OATT i n  order to iiiorc accurately reflect the costs that 
PEF iiicuis in providing transmission service l it  the filing. PET; proposed to iiiove li.oni a fixed rate io a ionnula rate, which allows for transmission rates to 
be updated c:tcli year based on the prior year’s actual costs Settlement discussions were held with inajor custoiiieis prior to the filing and a settlenieiit 
agreenieiit was i-eaclied 011 a11 issues The setileiiieiit proposed a iorniula rate wit11 a rate o l  retuin on equity of 10 8 percent PET; received FERC approval o i  
the scttleiiicnt agreeinent oii December 17. 2007 The new roles were ell’ective January 1. 2005. mid I’EF estiiiiates tlie iiiipact o i  the new rates will increase 
2008 ieveiiucs by $1 niillioii to $2 niillioii 

D. REGIONAI, TR\NSRIISSION ORGANI7,A’I’IONS 

I n  2000, tlie FEIIC issucd Order 2000. which set niininiuin cliaiacteristics and iiinctiolls that regional transmission organizations (RTOs) iiiust meet, iiicluding 
indcpciidcnt tr:irisniissioii scmicc I n  October 2000. as a result o l  Ordci 2000. PEC, along with Duke Incigy Corporation and South Carolina Elcctiic & Gas 
Company. filed ai l  applicaboii \villi the FERC Tor approval ol 311 1~10, GridSouth Transco, LLC (GiidSoiitli) In July 2001, the FERC issued an order 
provisionallv approvin_g GridSouth l-lo\\wer. i n  July 2001. the FERC issucd orders rccommending that companies i n  the southeastern United States engage 
i n  nicdiaiion to develop a plan ior :I single RI-0. I’EC participated i n  the mediation: no coiiseiisus was reached on creating a southeast RTO On August 1 1, 
2005. the GridSouth parlicipnrits notified the FE.RC that tliey had iertninatcd the GiidSoutli project By order issued October 20, 2005, tlie FERC terniiiiated 
the Gi-idSouth proceeding 

On November 16. 2007. PEC petitioned [lie NCUC to allow it  to establish a regulatoiy asset for PEC‘s development costs of GridSouth pending disposition i n  
a general rate proccediiig On Ja i i i i a i~  1-1. 2008, the NCUC issued a11 order requesting interested pailies to file coiiiiiients regarding PEC’s petition on or 
before January 28. 2008 On 
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F-ebruary I I .  2008. I’EC filed response coniineiits 011 Deccinbcr 20. 2007, the NCUC issued an order lit1 one o f  the other GridSouth partners As part of Ilia1 
order. the NCUC ruled 11131 tlic utility‘s GiidSoutli dcvelopti~cnt costs should be aniortized and recovci-cd over a 10-pear period beginning June 2002 Until the 
NCIJC rilles upon PEC‘s petition, I’EC will apply the saiiie accounting treatment to its GridSoiith developinent costs Consequently. i n  December 2007, PEC 
recorded ai $ I  1 inillion cli:irge to aniortizatioii expeiise to reduce the North Carolina portion of developnient costs, wliich is included iii depreciatioi~ and 
an~ortization 011 the Consolidated Stateinents 01 Incoine PFC’s recorded investmeiit iii GIidSoutli totaled $22 n~illion and $3.3 million at December 31, 2007 
and 2006 PEC expects to I-ccover its GridSoutli developinent costs based oil precedent regulatoiy pioceedings; i i i  2007, PEC reclassified its investnient i i i  

GI idSouth lion1 otlici assets and deferred debits lo  regiilatory assets on the Consolidated Balance Sheets We caiiiiot predict the oiitconie o i  this niattei 

PET was one of three inajoi  11i\e5tor-owned Floiida utilities 11131 loniied the GndFlorida R1O in 2000 A cort-benefit stiidy condiicted dunng 2005 concluded 
tlint f- 111 0 IVD\ not cost cflcctivc for rPSC luii.sdictioii:il ciistoiiieis and s h i h d  benefits to iioii~uri~diclionaI c~~s to~ i i e r s  Iri light of tliese 
findings during 2006 the rPSC and the fERC cloyed tlieir I cspective docketed pioceedings and GiidFlorida was dissolved PEF fully recovered i ts  

development costs i n  Grid1;lorid.i froin retail ralcpayers through liase rates 

E. NUCLEAR LIC’DNSIS RENISII’ALS 

The NRC operating license for Robiiisoii cxpires iii 2030 ar~d tlie licciiscs for Bnriiswick expii-e il l  2036 for Unit No 1 and 2034 for Unit N o  2 On November 
14, 2006, PE.C filed a11 application for a 20-year exteiisioii from llie NRC 011 the operaling license for 1-larris. ~vliicli would extend the operating license 
througli 2046. iiapprovcd PEC anticipates a decision froin the NRC i n  2008 ‘I‘he NRC operating license held by PEF for CR3 currently expires in Deceniber 
201 6 PEF expects to subinit ai1 application requesiiiig a 20-year exteiisioii oi this license in 111e l h t  qiiarter of2009 

We pelforin aniiual goodwill inipaii~iient tests i n  accoi-daiice with SFAS No 142. “Goodwill and Otlier Intaiigible Assets” (SFAS N o  142) Goodwill was 
tested f(>l inipinnent  lor both the 1)lX uiid I T F  scgiiieiits i i i  the second quarters of 2007 and 2006: each test indicated no impainiient 

Under SFAS N o  142, all goodwill is assigned to our reporting units that arc expected to benefit from the syiiergics of the business combination At December 
31. 2007 arid 2006. oiir cairyiiig ainount of goodwill \vas E3 655 billion, with $1 922 billion assigned lo PEC and $ 1  73.3 billion assigned to PEF. Tlic 
amounts assigned to PEC and PEF are recorded in our Corpomtc and Otlier business segment There were no changes to the assignnient of the carrying 
amounts to PE,C mid PEI: in 2007 or 2006 

Goodwill irnpairnient tests were pcrfiinncd at our CCO-Georgia Opeiations reporling unit level, wliich was compiised of four nonregiilaled geiierating plants 
(Georgia Operations) As a resiilt of our evaluation of cerlaiii biisiiiess opportunities that impacted the liiture cash flows of our Georgia Operations, we 

perfornied the aniiual goodwill iinpairment test during ilie first quarter of 2006 We estiiiiatcd tlie fair value of Ilia1 reporting unit using tlie expected present 
valiie oi iittule cas11 llows As  a result of that test. we recognized a pre-tax goodwill iinpairiiient cliarge of $64 iiiillion ($39 niillion aAer-lnx) during the first 
quarter of 2006, \vliicIi 110s been ieclassilied to discontiiitied operations, tict of tax on the Coiisolidnted Statements of Iiieome (See Note 3.4) 

We apply SFAS No 14-1 for the accoiinting and rcpoiting o i  iiiipaiiiiicnt or disposal of long-lived assets On May 22. 2006. we idled oiir synthetic fuels 
facilities duc to signilicant tiiicci~aitity sui-iouiiding liiture syntlietic fuels production With the idling o i  these facilities. we performed an evduation of the 
intangible assecs. wliicli were coniprised priiiiarily o i  capitalized acquisition costs (See Note 9 Ibr iiiipniimciit of related Ioiig-lived assets). The impaim~ent 
test coiisidered i~~i i i~croi is  Ijctors iiiclndiiis. anionp otlier things. coiitinued high oil piices and tlie tl~cn-ciirrc~it idled state of o w  synthetic fuels facilities We 
estiinated the iair value using the expected present value of futiire cash Iloivs Based iiii the results of the inipairnicnt test. tve recorded a pie-tax iiiipairment 
cliargc oi $27 niillion ($1 7 niillioii after-tax) diriing the quarter elided June 30. 2006. wliicli has been reclassilied to discontiiiited operations. net ol  tax on the 
Cori,soliduted Siatenieiits O i  Iiicoiiie Illis clinrgc iepiesented the eiitiiety of the 
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syiitlietic l’irels iiitarigible assets: tliese asscts had beeti reported withiti ow Ibiiiier Coal and Syntlietic Fuels segiiient (See Note 3B) 

We apply SFAS No 143 for the :~ccooiiting and repoiling of iinpaiiiiieiit o r  disposal of long-lived assets I n  2006. we recorded pre-tax long-lived asset and 
investiiieiit impairmeiits and otlier cliaiges of $65 inillion. of wliicli $64 niillion has been rcclassilied to discoiitinued operations. net of tax 011 the 
Corisolidaled Staternetits of Income PEC recorded pie-tax long-lived asset and itivestiiient i~iipaiiii~e~its and otlier cliarges o i  $1 million in  both 2006 and 
2005 

A. LONG-LIVED ASSETS 

__ 
Due to ristiig ciirreiit iuid futuic oil piicc~. 111 tlie third and lourtli quarters of 2005 we tested ow svntlictic luels plant assets for iinpa~mieiit I Iicse tests 
indicated that the assets iveic tecovctablc and 110 ~~iipaiiiiic~iI cIi:iige i v a ~  recotded See Note 221) for a d d i t m a 1  ~iiloriiiation 

Concurrent with the sviithetic liiels intangibles impairment evaluation discusscd iii Note 8, we also perlhriiied ari impairnieiit evaluntion of related long-lived 
assets during the second quarter o l  2006 Based 011 the results oi  the iiiipairnieiit test. we recorded a pre-tax iinpairinent charge o i  $64 million ($38 million 
after-tax) duiing the quai-ter ended Juiie 30. 2006. ivliicli Ii:is been reclassilied to discoiitinued operations. iict of tax on tlic Coiisolidated Statetnents of 
Income, as discussed iii Note 3B Iliis charse ieprescnts the entirety ol the asset caiiying \~aIue o i  our syiitlielic iuels niatiuiactiiriiig facilities, as well as a 
portion o i  the assel carrying value associated with the river teniiiiials at wliicli the sviitlietic liiels ~iianulhcturing I’acilities are located TIiese assets had beeii 
ieported within our Cornier Coal atid Syiillietic Fuels seginent Tlicre were no iinp:iiriiiciits of long-lived assets i n  2007 

B. INVESTMENTS 

We evaluate declines i n  value o i  in\~estmcnts under the criteria of SFAS No 1 15, “Accounting lor  Certain Invesliiicnts in Debt and Equity Securities” (SFAS 
No. I IS) ,  aid FASB Stalf Position FAS I 15-1112.1-1, “Tlie Meaning of Otlicr-~~liaii-Tciiipora~-r~ Iinpainiiciits and Ils Applicalioii to Ccrtairi Itivestnieiits” (See 
Note ID) Decliiies i n  iair value to below the cost basis judged to be other tlian tcinporan! 011 available-for-sale sccurities are included iii long-term regulatoiy 
liabilities 011 the Coiisolidated Balance Sheets ior scciirities held i n  our nuclear deco~iiii~issioniiig triist funds and in operation a id  maintenance expense and 
otlier, net on tlie Consolidated Statcineiits o i  Inconie for securities i n  ou r  beiictit iii\~estiiietit triists and otlier available-for-sale securities See Note 13 for 
additional infoiiiiatioii 

We cotitiiiually review PEC‘s affordable Iiousiiig investiiieiit (AI-11) poi tfolio 101 impairiiieiit I lieie were no otlier-tlian-teinporory iiiipaimicnts in  2007 As a 
result of voiious iactors. includiiig contiiiued opeiating losses of the AI-II portfolio aiid niaiiageiiient issties aiisiiig at certain properties within the AHJ 
portlolio, we recorded impairiiient charges of $1 inillioii on a pie-tax basis iii both 2006 and 2005 

10. EQUI’I’\’ 

I’ROGRESS ENERGY 

At December 31. 2007 aiid 2006. we had 500 iiiillioii sliares of coiiiiiioii stock autliorizcd urider O U I  cliarler. of which 260 million sliares and 256 inillion 
shares, respectively. were outstaiiding Duiing 2007. 2006 aiid 2005. iespectivclv. we issued approsiriialclv 3 4 niillioii. 4 2 inillion and 4 8 inillion sliaies o i  
coiiiiiio~i stock. resulting i n  appiosiiiiateiy $1 51 iiiillioii. $185 inillion a d  6208 iiiillion iti  proceeds Iiicludcd in  tliese aiiiounts for 2007, 2006 aiid 2005, 
respectively, were appioximately 1 0 iiiillioii. I 6 million and J 6 iiiillioti sliaics lor pioceeds o i  approsimatelv .W6 tiiillioii, $70 million and $199 niillion. to 
meet the reqiiireniciits of the Progress E,iiergv 401(k) Savings W Stock Ownersliip Plan (401(k)) and the Invcstor Plus Stock Purcliase Plan 
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At December 31, 2007 and 2006, we liad approsiniatelv 50 inillion sliares and 54 million sliares. respecti\wly. 01 cc)ni~iioii stock authorized by tlie board of 
directors that rcniained unissued and resenred. primarily to satisfv tlic requirements of our stocli plans I n  2002. tlie board o l  diiectors authorized meeting the 
requirenicnts of tlie 401(k) and the Investor Plus Stock Purchase Plan witli original issue sliares Wc continue to nicct tlic requirements of tlic restricted stock 
plm with issued and outstanding sliares 

There arc various piovisions liiniting tlie use of retained earnings fi t  the payincnt of dividends uiidci certain circunishnccs At December 31, 2007, there 
were no significant restrictions on tlie use of retained earnings (See Note 12) 

A+- 1 ,FP ,9911p I , n  I,, 700 I 1 
Progress Fnergy There are vanous provisions liiiiibng the use ol retained earnings for the pqwient 01 tlivideiids under wxkuii  c ~ r c ~ ~ n i ~ t a t i c ~ s  At neceniber 
31, 2007. there were no significant restnctions on llie use 01 ietained eaniings Sce Note 12 fbi addition4 dividend rert i ic t ions related to PEC 

At Deceiiiber 31, 2007 and 2006, PEF \vas autliorized to issue up to 60 niillion sliaies of coninion stock All PEF coniiiion sliares issued and outstanding are 
indirectly held by Progress Energy Tlieie arc various provisions Iiniiting tlie use o i  retained eainings lor the pavinetit of dividends under certain 
circumstances At December 31, 2007. there were no significant rcstiictions on tlic use of rctaincd earnings See Note 12 for :idditionaI dividend rcstrictions 
related to PET: 

B. STOCK-RASED COR.II’ENSATION 

EAfPL.01’EE STOCK OWNERSHIP PLAN 

We sponsor the 401(k) for wliicli substantially all full-time nonbaigaining unit cmplovecs and cci-lain par-t-time nonbargaiiiing unit ciiiployees within 
participating subsidiaries are eligible At December 3 I .  2007 and 2006, participating subsidiaries were PEC. PEF. PVI. Progress Fuels (corprate employees) 
and PESC The 401 (k), wliiclr lias niatchiiig and incentive goal reatures. encourages svsfernatic savings by employees and provides a method oi acquiring 
Progress Energy coninion stock mid otlicr diverse investiiieirts Tlie 4Ol(k), niended i n  1989. is an Eniployce Stock O\\nersliip Plan (ESOP) that can enter 
into acquisition loans to acquire Progress Eneigy coninion stock to satisfy 401 (k )  coninion sliare needs Qiialification as an ESOP did not change tlie level of 
betiefils received by employees under tlie JOl(k)  Common stock acquired with tlie piuceeds o i  an ESOP loan is lieid by the 401(k) Trustee i n  a suspense 
account. Tlie coninion stock is releascd tiom the suspense account and inode available for allocation to participants as the ESOP loan i s  repaid Such 
allocations are used to partially meet coninion stock needs related to niotcliing and incentive contributions and/or ieinvestcd dividends All oi a portion of tlie 
dividends paid on ESOP suspense shares and on ESOP sliares allocated to participants niay be used to tepav ESOP acquisition loans Dividends that are used 
to repay siieli loans, paid directly to participants 01 reinvested bv participants. ate deductible for inconic tax purposes 

There were 1 7 million and 2 3 inillion ESOP siispense sliarcs at December 31, 2007 and 2006, rcspectivcly, with a fair VLIIIIC oi $82 millioii and $ 1  12 million, 
respectively ESOP shares allocated to pl:in particip:tnts tohled 10 6 million and 10 9 niillion 3 1  Dcceliiber 31. 2007 and 2006. respectively Our matching and 
incentive goal coinpensation cost under tlie 401 ( k )  is determined based on niatcliing pcrceniages and iiicen~ive goal attainiiient as defined i n  the plan Such 
conipensation cost is allocated to participants‘ accounts i n  tlie fonii o i  Progress Fneigg coninion stock. with tlie nuinber oi sliares determined by dividing 
compensation cost by the coiiiiiion stock market value at tlie time o i  allocation We ciirrentlv m e t  coninion stock sliare needs \villi open niaiket purchases, 
with s h e s  released horn tlie ESOP suspense account and with newly issued sliares Costs liir incentive goal coinpensation ale accrued duiiiig the fiscal year 
and typically paid i n  shares iii Uie following year. wliile costs for tlie niatcliing coniponcnt are htpically met witli sliares i n  the sane year incurred Matcliing 
and incentive costs, which weie met niid will be met witli sliaies released from the suspense account totaled approsiniately 523 million. $14 
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inillion and $18 million for the years ended Dcccmber 31, 2007, 2006 and 2005, respcclivelv Total matching and incentive costs were approximately $30 
million, $23 million and $30 inillion for the years eiidul December 31, 2007. 2006 and 2005. respectively We have a long-term note receivable froiii the 
401(k) Trustee related to the purchase of coiiiiiion stock Ilom us i n  1989 The balance of the note receivable from the 401(k) Trustee is included i n  the 
detenniiiatioii of unearned ESOP coiiinioii stock. wliicli reduces coninion stock equity ITSOP shares 11131 have no1 been comniitted to be released to 
participants’ accounts are not considered outstanding for the determination of earnings pel coiiinioii sliarc Interest income on the note receivable and 
dividends on unallocated ESOP sliares are not recognized for financial statement purposes 

IXfective Jniitiary 1, 2008. tlie 401(k) Plan was revised As revised, the einployer match percentage was increased and the einployec stock incentive plan 
based on goal attainment was discontinued 

PEC 
~ 

PEC’s inatcliing aiid incentive costs, wliicli were met and will be iiiet wi th  shares released Iron1 tlie srqxiire accouiit, totaled apptouniately $14 nil111on. $8 
million and $1 1 millioii for tlie years ended Dccenibei 31, 2007, 2006 and 2005. respectively Total matcliing and iiicentive corts were appioumately $ 1  8 
niillioii, $I  3 million and $17 inillioii for tlie years ended December 31, 2007. 2006 and 2005. iespectively 

PEF’s matching a i d  incentive costs. whicli were met and will be met with shales ieleased fioni the suspense account. totaled approximately $4 million, $2 
million and $4 million for the years ended December 31, 2007, 2006 and 2005, respeclively Total matcliing and incentive costs were approxi~natcly $6 
million, $4 million and $6 million for the years ended Ileceniber 31. 2007. 2006 aiid 2005. respectively 

STOCK OPTIONS 

Pursuant to our 1997 Equity Incentive Plan (EIP) and 2002 ElP, amended and restated as oi lulp I O ,  2002. we inay grant options to purchase sliares of 
Progress Eiiergy coninion stock to directors, officers and eligible employees for up to 5 million and 15 million sliaics. respectivelv Generally. options granted 
to employees vest one-third per year with 100 percent vesting at the end of year three. while oplions granted to dircctors vest 100 percent at the end of one 
year The options expire 10 years from tlie date of grant. All option grants have an cscrcise price equal to the lair  riiarket value ol our coninion stock on the 
grant date We curtailed our stock option program iii 2004 aiid replaced that coinpensation piograin with otlier program No stock options have bccn granted 
since 2004 We issue new sliai-es ofconimon stock to satis@ the exercise ol previously issued stock options 

A suiiiiiiary of tlie status of our stock options at December 31, 2007, aiid cliaiiges during the year tlien ended. is piesenled bclow: 

Number of Weighted-Avemgc 

Canceled - 45 55 
~~ 

Ercrc iscd (2.3) -13.47 

43 99 
43 99 

l-he options outstanding and esercisble at Decenikr 31. 2007. had a weighted-average ieiiiaiiiiiig contiactual life of 5 0 wars  and a11 aggregate intiinsic 
value of $8 inillion. Total intrinsic value of options exercised during the years ended December 31. 2007. 2006 and 2005. respeclively, was $17 inillion. $10 
niillion and less than $1 million 



Compensation cost. foi pro forma pillposes prior to the adoption of SFAS No 123R and for espeiise purposes subsequent lo the adoption. is niensured at the 
grant date bused on tlie fair value o i  the award and is recognized over the vesting period. Tlic iair vnliie lor these options \vas estimated at the grant date using 
a Black-Scholes option pricing model Dividend yield and the volatility factor were calculated using three wars  of liistoiical trend inroomiation The expected 
term  vas based 011 h e  contractual life oftlie options 

As of December 31. 2006, :dl options were fiills vested. tlierefore, no compensation expense \vas recognized i i i  2007 Stock option expense totalilip $2 inillion 
was recognized iii  income during the year ended December 31, 2006, with a recognized tax benefit of $1 million No coinpensation cost related to stock 
options was eapiblized during the year. Stock option expense totaling $3 million \vas recognized i n  income during the year ended December 31, 2005. with a 
recognized tax benefit of $1 million No compensation cost related to stock options was capitalized during tlie year 

As previously indicated, we did not recold stock option expense pnor to the adoption ot Sl’AS No 123R as 01 July 1. 2005 The lollowing tnblc illustiotes the 
el‘fect on oii i net inconic and earnings per slinrc il llie fair voliie melliod had been applied to all outstanding and nonvested awards 111 each peiiod ---- -__.__-_ 

(in millions, except per share data) 2005 

2 
all an:irds. iicl ot rclatcd tax cliccrs 

Pro fornr:i tiel incunie s 695 
Earnings per share 

2 81 

Cash received finni the exercise o i  stock options totaled $105 inillion, $1 15 million and $8 million, respectively. duiing tlie years ended Ilcccmbcr 31. 2007. 
2006 and 2005 The actiral tax benefit for tax deductions h r n  stock option exercises for the years ended Ileccmber 31, 2007 and 2006. was $6 million and M 
million, respectively The actual tax benefit for tax deductions froin stock option exercises Tor tlie year ended Decembei- 31. 2005, was not significant 

I’EC 

Stock option expense totaling $1 million \vas recognized i n  inconie during the year ended December .31. 2006. with a recognized tax benefit of less than $1 
million No compeiisniion cost related to stock options was capitalized during the year As of December 31. 2006, all options wei-e f u l l s  vested tlierelore no 
compelisation expense \vas recognized in  2007 

Stock option expense totaling E l  million was recognized i n  inconic during the year ended December 31. 2005. with a iccopnized tax benefit o i  less than $1 
iiiilliort No coriipenmtion cost related to stock options \vas capitalized during the year 

As previously indicated, we did not record stock option expense prior to the adoption o i  SFAS N o  12.3R as of July 1. 2005 l-lre following table illustrates the 
effect on our net inconie iftlie fair valiie method liad been applied to a11 outstanding and noiivestcd awaids i i i  each peiiod: 

(in niillions) 2005 

493 
Deduct Total stock option expense deteniiined under fair value method for 2 
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Stock option expense totaliiig lcss thiin $ 1   nill lion was recognized in income during the ycar ended Dcccnibcr 31, 2006, with a recognized tas bcnefit of lcss 
than $1 iriilliori No cornpensation cost related to stock options was capitalized during the yeor As of Deceiiiber 31. 2006, all options weie fully vested: 
therefore 110 coii~peiisatioii expense was recognized iii  2007 

Stock option espeiisc totaling $1 millioii was recognized in inconie during tlie year ended December 71, 2005, witli a recognized lax benefit 01 less than $1 
-w related to stock ootions \vas caoitnlized durine the year. 

As previously indicated, \ve did not record stock option expense prior to the adoption of SFAS No 123R as of July 1, 2005. Tlic following tablc illustrates tlic 
ell’ect 011 our net inconic if the fair value method had been applicd to a11 outstanding mid nonvcstcd awards in  each period: 

( i 11 iii il I i on s) 2005 

We have additional compensation plans for our ollicers and key einployces that are stock-based in whole or in part Our long-term compensation program 
currciitly includes two types of‘cqiiity-bascd incentives: perforinancc sliares under the Per-foniiancc Share Sub Plan (PSSP) arid restricted stock p~ogmins The 
conipeiisation program was establislied pursuant to 0111 1997 EIP and was continued uiidcr our 2002 aiid 2007 Ell’s, as amended and restated froni tiiiie to 
tiiiie 

We graiited cash-settled PSSP awards prior to 2005 Since 2005. we liave becii granting stock-setiled PSSP awaids. iJiider tlie terms o i  the PSSP, our oflicers 
and key employees are granted a target number of peribriiiance slinres on an annual basis that vest over a three-year consecutive period. Each pel foiiiiniice 
sliare has a value that is eqiial to, and clianges with, tlie value of. u share of Progress Energy coininon stock, and dividend eqiiivnlents aie accrued 011. and 
reinvested in. additional pcrfomiance shares Prior to 2007, shares issued under the PSSP (both cash-settled aiid stock-scttled) had two cqually wcighted 
perfomiancc measures, both of wliich were bascd 011 our results as complied to a peer group of ut cs I11 2007, tlic PSSP was redesigned, aiid shares issued 
under the nvised plan use one performance iiicosure The outcome of the performance measures can result in  an increase or dccreasc from the target number 
of perforinmice shares granted For cash-settled awards, compensation expense is rccognizcd over !lie vesting period based 011 the cstininted fair value 01 tlie 
award, wliich is periodically updated to reflect factors such as changes in stock price and tlic status of peifonnance iiicasures The stock-settled I’SSP is 
similar to the cash-settled PSSP. except that we distribute coiiinioii stock sliares to participants equivalcnt to tlic nuiiiber of peiforniance sliaies that ultiniately 
vest Also, tlie fair value of the stock-settled award is geiiemlly established at tlie grant date based 011 tlie fair value of coiiinioii stock on that date. with 
subsequent adjustnicnts made to reflect the status of the pei forinance iiicasiire Coinpensation expense for all awwds is reduced by estinioted forfeitwes. I’SSP 
casli-settled liabilities totaling $3 niillion, M iiiillioii and $5 inillion were paid in  the years ended Deceiiiber 31, 2007, 2006 and 2005. respcctively A 
suiiimaiy of the status of the targct pciformaiicc shares tindcr thc stock-settled PSSP plan at Dcccnibcr 31, 2007, aiid changes during tlic ycar tlicn ciidcd is 
presented below: 
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Number 01 Stock-Settled Weighted-Average 
Grant Date Fair Valtie Perforinonce Shares(") 

Foifeited (1  16,431) 44 &1 

-- 
iiieasiires dircussed above 

pet fonnance thrccholds and due to dividends earned 
IJ) Shares paid include only target &res as origiii:illy granted Add~t~onal  sliares of 106,478 were ~ssued and p d  due to exceeding established 

For tlie years ended December 31. 2006 and 2005, the weighted-average grant date fair value of stock-senled perfomiance shares granted was $44 27 and 
$44 23, respectively 

The Restricted Stock Award (RSA) progioiii allows us to grant sliares 01 restiicted coninion stock to otii olliccrs and key eniployees The iestricted sliares 
geiierdly vest on a graded vesting scliedulc over a ~ i i i i i i n i u m  of three years Compensation expense. wliich is based on the fair value oT comnioti stock at the 
grant date, i s  recognized over the applicable vesting period, with coi I csponding increases i n  coninion stock equity Restiicted sllarcs are not iiicludcd as sliares 
outstanding in  tlie basic earnings per share calculation until the sliares are n o  longer forfcitable A suniniaiy of the status of the nonvcstcd restricted stock 
sIi:ires at 1)eceinbcr 3 1, 2007, and clianges during the year then ended. i s  presented below: 

Number of Weighted-Average 
Grant Date Fair Value Restricted Sliares 

Dcginiiing balniicc 604.238 S43.82 

Vested (303.935) 44.08 

C;ranlud 7.c00 49 5.l 

I;orl'ci~cd ( 38.668) 4 3  I6 

IIiidiiig bdoiico 268.635 543.77 

For the years ended Deceriibcr 31,  2006 arid 2005, tlie weigliied-average grant date fair value of restricted stock granted was $44 51 and $42 56. respectively 

Tlie total fair valne of restiicted stock awards vested during the years ended Decenikr 31, 2007, 2006 and 2005 was $13 million $4 niillion and $7 niillion. 
respectively Cash expended to purcliase sliaies for !lie restricted stock program totaled $X inillion duiing the years ended December 31. 2006 and 2005, 
respectively Cash expended to purchase sliares for 2007 was not signilicant due to the curlailment o i  the RSA program and the rollout of the new restricted 
stock unit (RSU) program 

Beginning i n  2007. we begrui issuing RSUs rather than restricted stock awards for our ollicers, vice presidents, niaiagers, and key eniployees RSUs awarded 
to eligible einployecs are generally subject to either three- or live-year clilf vesting or live-year graded vesting Compensation expense. wliicli is based on the 
lair value of coninion stock at the grant date, is recognized over the applicable vesting period, with corresponding incieases i n  eoninion stock equity. RSIJs 
are not included as sliares outstanding in tlie basic earnings per slim calculation until sliares are no longer forfeitable Units are coiivefled io shares upon 
vesting A suiiiniary of the statiis of nonvested RSUs at Deceniber 31, 2007, and clianges duiing the )'ear tlieii ended. i s  presented below: 
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Nuniber of Weighted-Average 
Grant Date Fair Value Restricted Units 

Granted 913.282 50 33 
Vcstcd (49.430) 50.70 
Forfeited 139.394) 50 70 

The total lair value of RSUs vested during the year ended Deceiiibcr 31, 2007, was E3 inillion There wcre no expenditures to purcliase stock to satisfy RSU 
plan obligations i n  2007 

Our Consolidated Statements of Income included total recognized expense ior other stock-based compensation plans of $70 million for tlie ywr ended 
December 31, 2007, with :I recognized tax benefit ofE27 niillion The total expense recognized on our Consolidated Statements of Income for other stock- 
based compensation plans was $25 million with a recognized tax beneljt of $10 niillioli arid E10 inillion, with a recognized lax benefit of $4 million, for the 
yews ended Decembei 31. 2006 and 2005, respectively No coinpeiisation cosl iclated to other stock-based compensation plans was capitalized 

At December 3 I ,  2007, there was $5 I niillioii o i  total onrecognized compensation cost related to nonvested other stock-based coinpensolion plan awards. 
which is expected to be recognized over a weigli!ed-avcroge pcriod of 1 8 yeam 

PIX'S Consolidated Statements of Income included total recognized expense for other stock-based compensation plans of $41 million for the year ended 
Deceinber 3 1  I 2007, with a recognized tax beliefit o f$ l6  inillioti The total cqxnse recognized on PEC's Consolidated Statenients of Income Cor other stock- 
based compensation plans was $14 million with a recognized tax benefit of $6 million and $7 inillion. with a recognized tax benefit of $3 million, for the 
years ended December 3 1, 2006 and 2005, respectively No coinpeiisation cost related to otliei stock-based compensation plans was capitalized. 

PEF's Statenients of Income incliidcd total rccognized expense for otliei stock-bascd compensation plans of $22 million for llie year ended December 31. 
2007. with a recognized tax bcncGt o i  $9 million. Tlie total cxpcnse recognized OII PEFs Statenicnts of Income for other stock-based compensation plans was 

$7 million for the year ended Decemlxr 31, 2006. with a recognized tax benefit o i $ 3  million The total expense recognized on PEF's Statements of Income 
I'orother stock-based compensation plans was $3 millioii for tlic year ctided llecember 31. 2005. with a recognized tm beireiit of $1 million No coinpensalion 
cost I elated to other stock-based cotiipensation plans \vas capitalized 

c'. EARNINGS PER COhlMON SIIARE 

Basic earnings per coiiiiiion s l i m  are based 011 tlie weiglited-average nuiiibei of conimoii shares outstanding Diluted earnings per share include the effects of 
the nonvcsted portion or  restricted stock. resti icted stock onit avvaids and perlorinance s h e  awards and tlie effect or  stock options outstanding. 
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A recoi~ci l ia t io~~ of the ~ve~ghted-avera)re nuiiiber of coninion shares oiitstaiiding for the yean  ended Deceiiikr 31 for basic and d ~ l u t ~ v e  purposes follows 

( in  riirllroris) 2007 2006 2005 
\ - -  ~ ~, 

Wcightcd-avcra:,c COIIIIIIUU sliarcs - basic 256.1 250.4 246 6 
Nct  cll'ect ol diliitise stock-lrtscd coniIuis:ilioii pl:iiis 0.6 0 4  0 -I 

Weiglitcd-average sliarcs - hilly diluied 256.7 250.8 247.0 

l'liere were no od.justnicnts to iiet iiicoine or to inconic from continuiiig operations between the calculations of basic and fully diluted eaiiiiiigs per coilinloil 
sliare ESOP slinrcs that liavc not been committed to be released to pailicipanis' acconnts arc not considered outstanding for the determination of earnings per 
coiiinioii share The weiglited-average shares totaled 1 8 iiiillioii. 2 4 million and 3 0 millioii for the years ended December 31, 2007. 2006 and 2005, 
respectively I-liere were 0 1 million. 1.8 niillion and 2 9 n~illion slack options outstanding at December 31. 2007, 2006 and ZOOS. respectively, which were 
not included in  the weighted-average number of shares for computing the fiilly diluted earnings per sliare because they were antidilutive 

I). A CCUR4 I1 J A T E D  OTII ER C'OMPREII ENSIVE LOSS 

Components of accuninlated other compreliei~s~ve loss. iiet 01 tax, at L3eceinber 31 were as follows 

Progress Energy PEC PEI; 
( I l l  nlilllorls) 2007 2006 2007 2006 2007 2006 

Pension and other oostretireiiient beilefils 

Total accuiiiiilated other coniprelieiisive loss li; (34) 1F (49) J (10) E (1) s (8) 1F (1) 

1 69 
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11 .  PREFERRED STOCK OF SUUSIDLARIES - NOT SUIMECT TO MANDATORY REDER/Il’TION 

Ai l  01 -LW--S I ,  . and was iiot stib!cct to mandatory iedemptioii. At December 31. 2007 and 2006, preferred stock 
otit\landiiig coiisi>tcd 01 the following 

Shares Redeiii pi; 011 

(dollars in  inillions, except sliaie and per sliare data) Aiit1lorizcd OUl~laildill~ Price Total 

I’EC 
Ciiii i i iI;i~i\  c .  111) p r  valiic P5 I’Icic11-cd Stock 

Ciiinril:i~ivc. i i o  p i r  valiic % r i d  I’reicrred Stock 

3w.000 

20,0~x),0lw) 
236.997 S 11000 s 24 S j  l’rcl‘ciicd 

’5.1 20 Scri:iI l’reicrrcd I00.000 102 00 10 

Sj . I 4  Sciial I’rcUerrcd 219,850 101.00 25 

75 000 102 00 8 J 40n n $100 par val tie Preferi ed 
4 58% $100 
4 60% $100 par v a l ~ i e  Preferred 
4 7% $100 fen ed 

Total PFF > I  
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12. I)IiB?’ , \ND CRI~DI‘I~ l ~ A ~ l L , I ’ l ~ l I ! S  

A. IIF13T AND CRISDIT I;ACII..ITII’!S 

At Deceiiiber 31 our  1niig-tei.rii debt consisted 01 the lollo\wiig (maturities nnd weighted-average interest rates at Deceiiiber 31, 2007): 

( i n  iiiillioiis) 2007 2006 

Progiess Energy. liic 
Senior uiisecured not 01 0-2011 6.98? 2,600 2.600 

Lorig-term debt  net 2,597 2,581 

Pr: c 

Long-teriii debt  iiet 3,183 3,470 

rr:r 
Fiist mortgage hnds.  111 2008-2037 ,380 670 

Pollull 
Senior 

Debt tn atliliated t 

Piogress Capital IIoldliigs. Iiic 
Mediiiin-terni iioles, riiaturiiig 2008 

Piogicss Energy coiisolidnted long-lei 111 debt. net $8,737 

On Septeiiibei 18. 2007. PEF issued $500 niillioil 01 1;irst I\iI01tg0gc 13oiids. 6 W,, Scrics due 2037 and $250 iiiillioii olFirst  Mortgage Boiids, 5 800;o Seiies 
due 201 7 The pi-ocecds \\,ere used to tcpay l’17.1~.s iitility iiioiicj. pool boiro\vi~igs a i d  the reniaiiidci was placed i n  tenlporary iilvestinents for geneial 
corpor:ite use :IS ncetlctl 

At 13eceinbei 31,  2007 and 2006, we had cotiiiiiitted lines 0 1  credit used to support our coiiii~iercial paper borrowii~gs At Deceinkr 31. 2007 and 2006. we 
had no nutstandii~g boriowiiigs iiiider our  credit lncilities We 31c required to pay ii~ininlal aniiunl coitiinitn~ent lees to iiiaintain our credit facilities 
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The followii~g tnblc suinniaiizes o w  revolving credit agreci~tents (RCAs) :n~d available c:ipacity at December 31, 2007: 

in) To the c.;lcnt  noin in its arc reserved Cor coinnierci:iI paper or Iclier\ ol’credit outstanding. tltey :ire not available ior addltlonal borrowings At Uecember 
31. 2007. Piogies? Pncrgy. lnc had a total ainc~unt 01 $19 million of letters 01 ciedlt iwied. w l ~ ~ c h  were supporlcd by the RCA 

The RCAs provide liquidity support for issnances o i  coininelcia1 p p e i  and otliei sIiorI-Ierin obligations Fees and interest rates under Ptogress Energy’s RCA 
are based upon the credit raling of Progress Eneigy’s long-Lei in unsecured senior noncredit-enltanced debt, cuneiitly rated os Baa2 by Moody’s Investors 
Scmice. Inc (Moody‘s) and BBB by S&P Fees and iiiterest rates nndei PEC’s RCA are based upon the credit rating of 1’EC’s long-term unsccuied senior 
noiiciedit-ciilioilccd debl. currently rated as AD by Moodv‘s and BBB by SBP Fees and interest rales tinder PEF’s RCA are based upon tlie credit rotiiig of 
PEF.s long-lcim unsecured senior iioiicrcdit-ciilini~ccd debt. currently rated as A.3 bv Moody’s and BBB by S&l’ 

-1 he following table stiminarizes oiir outstanding coinmcrcial p p c r  and ~>t l~cr  short-tern, debt and related weighted-average interest ntes at December 3 1. 
2007: 

We had no coininerc~al paper outstanding or otlicr sliort-tern1 debt at Decenibe~ 3 1. 2006 

The follo\ving table presents the aggiegate inat~nities o i  long-teiin debt at December 31.  2007: 

2009 -100 4 00 
2010 406 6 300 
201 1 1,000 300 

2012 
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1%. COVEN ANTS AN 1) DE FA11 I, r I’ROVIS IONS 

Piogress Energy. liic ’s, PEC’s and PEF’s credit lines contain wrious ternis and conditions tliat could atfect the :ibility to borrow under tliese facilities All of 
the ciedit facilities include a delined niaximuin total debt to total capital ratio (levelage) At Deceinber .31, 2007, the niaxiinuni and calculated ratios fool the 
Piogi ess Rcgisb ants. pursiiant to tlie tenns of the agreeiiients. were as follows: 

Maxi ni uiii Ratio Actual Ratio f a )  

CROSS-DEE4 LIL 7‘PROi XIOIVS 

Each of tliese credit agreements contaiiis cross-deiault provisions fot defaults of indebtedness i n  excess of the following thresliolds: $50 iiiillioii for Progress 
Energy, Iiic and $ 3 5  niillioii each for PEC and PE,F Under these provisions. ii the applicable borrower oi certain subsidiaries of the borrower fail to pay 
vaiioos debt obligations i n  cxcess of their respective cioss-default tliiesliold. the lenders of tliat credit facility could accelerate paynient of any outstanding 
borrowing and tenniiiate tlicir coiniiiitments to the credit lacility PIogiess Eiicrgv. liic ‘s cioss-default provision can be tiiggered by Progress Energy, Iiic 
aiid its significant subsidiaiies, :IS deliiied i n  the credit agreeinent. (i e , P K ,  Florida Progress. l W ,  Piogress Capital Holdings, Inc. and PVI) PEC‘s and 
PEF’s cross-default piovisioiis can only be tnggcrcd by dciaults ol indcbtcdiicss by PEC and its subsidiaiies aiid PEF. icspectively, not each other or other 
afll~iatcs of P I x  and PEI: 

Additionally, ceilaiii 01 Progress Eiicrgy. Inc ‘s long-term debt indenturcs contain cross-defiiult provisions for defaults of indebtedness i n  excess of nmounts 

ranging iioni $25 inillion to $50 inillion: tliese provisions apply on ly  to other obligations of Progiess Eiiergy. Iiic , primarily commercial paper issued by tlie 
Parent, iiot its subsidiaries I n  tlie event that tliese indentwe cross-default piovisions aic tiiggered. the debt holders could accelerate payinelit of approximately 
$2 6 billion i n  long-temi debt Cerzaiii agreements urideilying our indebtedness also l in i i t  our ability to incor additional liens or engage i n  certain types of sole 
aiid leaseback transactions 

0 7HER RES7 IUCTIONS 

Neitliei Progress Energy, Inc ‘s Articles o l  Incoiporation nor any of its debt obligations coiitaiii any restrictions on the payment ofdividends. so long as no 

shares of prel~i-red stock are outskinding At Deceiiiber 31. 2007. Progress E nergy. lnc h:id no sIi:ires of prefei-red stock outstanding 

Certain documents rcstiict Ihc payinelit 01 dividelids la, Progress 1;iiergy. Inc ’s subsidirti ICs as outlined below 

PEC’s mortgage iiidentuie piovidcs tliat, as long as an\‘ lirst mortgage bonds are outstmiding. cash dividends and distributions on its coniiiioii stock and 
purchases oi  its coliinion stock are restricted to aggregate net income available for I’liC since Ikceniber 31. 1938. plus $3 inillion. less the amount of dl 
pieferrcd stock dividends and distributions. and all coiiiiiioii stock piircliases. since Dcceiiiber 31. 1938 At Deceiiiber 31, 2007. none oi PEC’s cash dividends 
o i  distributions on coninion stock \vas restricted 

111 addition, PEC’s Articles of liicoiporntioii providc tliol so long :is anv sliarcs of prclcrred stock are outstanding, tlie aggregate amount of cash dividends or 
distributions on coiiinioii stock since December 31. 1945. including the 
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aiiioiiiit tlieti proposed to Iw expended. sliall Ix liiiiited to 75 peiceiit of the a_egiegate net iticonic available for coiiiiiioii stocl; i f  coiiiiiioii stock equity falls 
below 25 percent of total capitalization, and to 50 pcrceiil i f  coiiinioii stock equity falls below 20 perceiit PEC’s Articles of liicorpointion also piovide that 
cash dividends oii co~iiiiioii stock sliall be Iiniited to 75 percent of current veai-’s net iiicoiiie available foi dividends i f  coniiiioii stock equity falls below 25 
percent ol total capitalization. and to 50 percent i f  cotiiiiioii stock equity MIS below 20 pcrcciit At Decciiibcr 31. 2007, I’EC’s co~ii~iioii stock equity was 
approsiinately 53 8 ~icrcent of total capitalization At December 3 1 ,  2007. none of I’13C‘s cash dividends or distributions on coiiiiiioii stock was restricted 

PEF’s mortgage indentuie provides that as long as any lirst nioitgagc bonds arc outstanding. i t  will not pay any cash dividends upon its cotiiiiioii stock. or 
iiiake any other distiibiition to the stockholders. except a paynieiit or disbibutioii out o l  tiet iiicoiiie oi 1 ’ ! 3  subsequent to Decciiibci 31, 1943 At Deceniber 
31, 2007. iioiie of PEF’s cash dividelids o r  distributioils on ci~~ii~iioii stock was restricted 

111 addition, PEF’s Ai ticks of liicorporntioii provide that so long os any slinizs of preferred stock are outstaiiding. iio cash dividends or distribiitions oii 

coiiinioii stock sliall be paid, if tlic aggregate aiiiouiit tlicieoi since April 30. 1944. includiiig tlic amount tlien proposed lo be expended, plus a11 ollicr cliargcs 
to retained eaniings since April 30. 1944. escccds all credits to rctaiiied eariiiiigs siiicc April 30. 19-14. plus all aiiiouiils cicditcd lo c:ipital sorplus aficr April 
30. 1944, arising from the donation to PEF of cash or securities or transfers of :iiiiouiits lroni retained earnings to capital surplus PEF’s Articles of 
Iiicorporation also provide that cash dividends 011 coiiiiiioii stock sliall be limited to 75 percent o i  currciit war’s net inconic a t d a b l e  for dividends if comiiion 
stock equity falls below 25 percent of total capitalizntioii. a1id to 50 percent if coiiiiiioii stock equitv f:ills below 20 peicent 011 Deceiiiber 31, 2007, PEF‘s 
coiiinioii stock equity was approxiinately 52 5 peicent of total capitalizatioii At Dccenibei 31. 2007. none of PEF’s cash dividetids or distributions on 
coiiinioii stock was restricted 

c‘. COLLATEIULIZEI) OBLIGATIONS 

PEC’s and 1’EF’s first moi-tgage bonds ale collateralized by their iespective n i o r p g e  itideiit~iics Each mortgage coristitiites a lirst lien 011 st~bstantially all o i  
tlie fixed properties of the respective company. subject to certain permitted ciicu~~ibraiices and exceptions Each iiiortgage also coiistitiites a lien oii 
subsequently acquired piopeity At l>ecember 31. 2007, PEC atid PEF liad a total 01 E2 669 billion and $2 G21 billion. respectively. of first Inartpage boiids 
outslanding, iiicludiiig those related to pollutioii coiitrol obligations E m l i  iiiortgage allows tlie i s s ~ a ~ i c e  of additioiial niortgage Imiitis upon the satisfaction of 
ccilai 11 conditi oils 

D. GUARANTEES 01; SUBSIDIARY DEBT 

See Note 18 on relaled party transactions for a disciissioii olobl~gatioiis guaraiiteed or scciiicd by alfilialcs 

E. HEDGING ACTIVI-I‘IES 

We use interest rate dcrivafivcs to adjust thc lixcd and variablc ralc cotiipoiieiits ol our debt poiifolio ;tiid io hedge cash flow risk ielated to corniiicrcial paper 
and fixed-rate debt to be issued in  the hture See Note 17 for n discussion ol risk mnnnpciiici~t :ictivilics and derivative transactions 
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13. INVESTMENTS A N D  FAIR VALUE 01; I~INANCIAL, INST1IUhlEN'l~S 

A. INVESThIENTS 

At December 31, 2007 and 2006. we had investnients in vai-ioiis debt and eqiiit>f sectti-ilies. cost iiivestnicnts. conipanp-o\vned life insurance and iiivestnients 
held i n  trust funds as folloivs: 

I'rogress Energy PEC PEF 
2007 2006 2007 2006 2007 2006 ( i n  niillions) - 

Cost iiivcstnientstc) R X 3 3 - - - 

13ciicfit inwstiiicnt triists ~ d ,  82 80 2 2 - 

Total .6 1,666 S 1.636 S 333 $ 905 .6 621 $ 592 

( 0 )  Ccrtain investments in equity securities tlmt Iiave rcadily dcterininat~lc ni:irLct vdiics. and Ibr which we do iiof liave control, are accounted for 3s 
available-for-salc securities at fair valuc i n  accordance with SFAS No 1 15 (See Notc 1) Tliese investnicnts atc included i n  niiscellmieous otliei piapclty 
and investnieiils in  the Consolidated Balance Sheets 

ti$ Investments i n  unconsolidated conipaiiies are included i n  miscellaiieous other property aiid i i~vc~tn ien t~  i n  the Consolidated Balance Sheets tisiiig the 
equity inetliod of accounting (See Note 1 )  These investnients we priniarily i i i  liiiiitcd liability corporations and limited partneisliips. and tlie eaniings 
f'roni tliese investrncnts arc recorded on a pre-tax basis (Scc N o k  20) 

( e )  Investments stated principally at cost arc included i n  miscellancous otlicr property and iiivcstnients i i i  the Consolidated Balance Shccts 
(d) Investnients iii company-owned life insurance and other benefit plan assets are included i n  niiscellaneous otlier property and investnients i i i  [lie 

Consolidated Balance Sheets and appiorimate fair value due to tlie short niaturity 01 tlie iiistrunients 
( e )  We actively invest available cash balances i n  various financial instriiments. such as tax-exeiiipt debt securities that I m e  stated n1:ltuiities of 20 y e a ~ s  01 

more These instiuments provide for a high degree of liquidity tlirougli anaiigcincnts \villi banks that providc daily and \vcc!dy liquidity and 7-. 28- and 
35-day auctions that allow for tlie redemption of tlie investnient at its face amooiit plus earned iiicoiiie As we intend to sell tliese instruiiients \vithin one 
year or less, geiierally witliiii 30 days, from the balance slieet dote. tliey are classilied 

l3. FAIR VALUE OF FINANC'IAI, INSTRUMENTS 

PROGRESS ENERGY 

DEBT 

The carrying aniount o i  our long-term debt  including current niaturities. was $9 614 billioii and S9 I59 billion at Deccnibei 31. 2007 and 2006. respectively 

The estini:ited fair value of this debt. as obtaincd from quoted ni:irket prices I'ar tlie s:inic or Giiiilar issues. \\':is $9 897 billioii and $9 543 billiciii at Decenibcr 

31, 2007 and 2006, respeclivcly 

Certain investnients i n  debt and equity securities tlmt liave readily deterniiiiable niarket values. and Ibi which we do not liave contrnl. are accounted fni as 
available-for-sale securities at fair value in accordance with SFAS No I 15 Tliese in\wtnients include iiivestnients lield ill trust iurids. pursuant to NlZC 
requirements. to fund certain costs of 
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decommissioning nilclear plants (See Nole 5D) These nuclear tiecoiiimissioning trtist lunds are priiiiaril~ iiivcskd i i i  slocks. bonds and cash cqilivalenls that 
:ire classified as available-for-sale Nuclear decomniissioning tiust fiinds :ire presented oil tlie Coiisolidated Balance Sheets at mioiints 11i:it approsiiii:ile lbir 
value Fair value is obtained from quoted iiiarket piices for the sanie 01 similar iiivestiiieiits 111 additioii to tlie iiiiclear decoiiiiiiissioiiiiig trust ftitids. we liold 
other debt and equity iiiveslments classified as available-for-sale in  iiiiscellaiieous other propem’ and iiivestiiieiits 011 the Cuiisolidated Balance Sheets at 

aiiiouiits that approxininte fair value Our a\~ailable-for-sale securities at Deceiiiber 31. 2007 and 2006 ale suiiiiiiaiized belo\v Net iiiiclear dccoiiitiiissioiii~ig 
trust fund unrealized gains ale iiicluded in regulatory liabilities (See Note 7A) 

2007 
UOOl i  1Jn i,calizerl Estimated 

Fair V:ilue Value Gains 

Debt secuiitics 574 1 1  585 

Total S 1,057 $ 365 s 1,422 

2006 
Book Estiiiiated 

l i i i  niillioiisl Val ue Uiircalized Gaiiis Fail. Value , . . . . . . . . . . . . . . 

1;qiiity scciirities s 47x s 324 s 7.52 

Total s 1.053 $ 337 s; 1.390 

At Dcceiiibcr 31. 2007. tlie fair value of available-for-sale debt wcuritles by cont~actual iiia1iirits was 

( I l l  r l l l l l lo l l s )  

Duc i n  one year o r  less 8 

Selected inforination about our sales of wailable-for-sale secuiities duriiig the years elided 1)eceniber 3 I is pieseiikd below Realized gains atid losses were 
deteriiiined on a specific identificatioii basis 

(111 niillioiis) 2007 2006 2005 

Realized w n s  26 
I<c:dizd lusses 37 2-1 31 

71ie NRC requires iii~cIcar deco~iimissioning trusts to be inanaged by third-party invcstliient managers who have a riglit to sell securities witliout o w  

autliorization Therefole. we consider available-for-sale securities in our iiuclear decoiiliiiissioniiig trust iunds 10 be iiiipaired ii they are i i i  a loss position 
These iiiipairnieiits along with uniealized gains are iticluded iii our repulatory liabilities (See Note 71%) and have 110 earnings impacl Soinc oi our betielit 
investiiient trusts are also nianaged by tl i i i  d-parly investiiient managers n k ~  liave tlie riglit to sell securities without ow autliorization 1,osses a1 Ilecciiiber 3 I .  
2007 and 2006 for iiivestiiieiits i n  these tnists were not inaterial Other securities are evaluated oii a11 i i ididual  basis to deteriiiitie if a decline i n  lair value 

below tlie carrying value is other-tliaii-temporary (See Note ID) AI  Deceiiiber 31. 2007 and 2006 our olliet securities liad 110 iiivesliiiciils i i i  a continuous loss 
positioii for greater tlian 12 niorillis 
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The carlying aiiioiiiit of PEC's long-tern1 debt. including cuiniit iiiaturities, \vas $3  483 billion and $3  670 billion at December 31. 2007 and 2006. 

respectively Tlie estimated iaii value oltliis debt, as obtained froiii quoted market piices ior the same or similar issues. was $3 545 billion niid $3 732 billion 

at Deceriiber 31, 2007 and 2006, rcspectivelp 

INIESlXdLNTS 

E.;lernal trust hinds have been es~ablislied to fund certain costs of nilclear decommissioniiig (See Note 5D) 1 hese nuclear deconiiiiissioniiig t i l ist funds arc 
invested in  stocks, bond? and cash equivaleiits and are cIas.irficd as  available-ior-sale Nuclear dccomniissioiiing trust hinds ale presented oii the PEC - 
L U I I ~ ,  !:; 

addition to the iiucleai decoiiiniissioniiig trust fund, PEC holds otlier debt and equity ~rivestriients clnssified a ailnble-foi-sale in iiiiscellaiieot~~ ollier 
piopcrty and invcstmciits o n  the PEC Consolidated Balance Slicets at amounts that approsiniatc Fair value PEC's available-Tor-sale wcuritics at I)ccember 
31. 2007 and 2006 ale suiiiman~ed below Ncl niiclcar dccom~iir~sioii~iig trust firnd iriircalized gains aic rncludcd i n  regirlatoiy Iiabil~iics (See Note 7A) 

2007 

(in niillions) 

riiie 7 

nwli Unrealized Es till1 a tetl 
Fair J7aIue Value Gains 

Debt securities 

Total J GO8 s 137 S 805 

2006 
Book Estirllated 

( i n  millions) Value Unrealized Gains Fair Value 

S 232 6 170 s '102 

At Dcccinbcr 31. 2007. tlic iair valuc of ava~lable-for-sole debt securities by contractual maturity \vas' 

Due altei oiie tlirotigh five years 
D 

86 

Due after 10 yenis 155 

47 

Selected incornintion about I'EC's sales of avnilable-for-sale securities during the years ended December 31 is presented I~elow Realized gains and losses 
were determined on a specific identiiication basis 

( I  II m I I f  ions) 2007 2006 2005 

PI 
n 
R 

117 



Case No. 201 1-124 
St:iE-DR-O1-009 ii attaclunent 
(Progress Eiier:~) 
Pngc. 188 nf 314 

Available-for-sale securities iii PEC’s nuclear decorrilnissiolling ti-ust firnds are impaired if  they are in a loss posilion as described above Other securities are 

evaluated on 311 individual basis to deterniine if  a decline in fair value beloiv the caiiying value is oilier-tliaii-tciitpoiary (See Note ID) At Ileceinber 31. 2007 
and 2006 PEC’s oilier securities liad no invcstiiieii~s in a co~itiiiuoti~ loss position foi greater than 12 inoiitlis 

Tlie canying amount o i  PEF’s long-term debt. iiicltidirig currerit maturities, was $3 21 8 bil l io~~ and $2 557 billion at December 31, 2007 and 2006. 
respectively The estiinnted fair value oi  this debt. as obtaiiied from quoted iiioilcet prices for the saiiie or similar issues. w ~ s  $3 2.39 and $2 567 billion at 
December 31. 2007 and 2006, iespectively 

Enernal trust tuiids have been established to fund certain costs 01 nuclear decomm~ssion~ng (See Note 5D) These nuclear decoininissioiiing trust funds are 
invested i n  stocks. bonds and cash equivalents and are class~fied as avrulnble-for-sale Nuclear deconim~ss~on~ng trust funds ale piesenled 011 the Balance 
Sheets at ainouiits that npprouiinate lair value Fair \ d u e  IS obtained froin quoted market pikes: tor tlie snnie 01 siinilnr investments 1W’s available-lo~-sale 
securities a i  Decenibei 31, 2007 and 2006 arc suminailzed below Net nuclear decoiiim~ssioiiiiig tnist Emd unrealized gams m e  included 111 regulaton 
liabilities (See Note 7A) 

2007 
Estirllatell Book Unrealized 

Fair Value Value Gains 

Debt securities 193 5 198 

TotJ s 409 S 168 S 511 

2006 
Estimated Unrealized 

Tola1 $ 389 $ 160 $ 549 

At December 31, 2007, the fair va111e of available-for-sale debt securities by contractual maturity was: 

Due alter one throogli f ive years 5 1  

Selected information about I’EF’s sales o i  available-for-sale securities for the years ended December 31 is presented below. llealized gains and losses were 
deterniined on n specific identification basis 



Available-for-sale securities i n  PEF’s iiucleai decoiiiiiiissioiiing trust funds are impaired if they aie i n  3 loss position as described a h v e  Oilier securities ale 
evaluated 011 an individual basis to deteiiiiiiie i t a  decline i i i  fair value below the canyiiig value is otlier-tli31i-tenipora~ (See Nole ID) At December 31, 2007 
and 2006 PEP’S other securities had no iiivestineiits in  a loss position 

1-1. INCOME TKYES 

We piovide deferred iiicoiiie taws for teinpornry difference5 Tliese occur wlien Ihere ore differences between book and tn\ cai ryiiig amouiils ol assets and 
liabilities Iiivcstiiienl lay cicdits related to regulated opeiatioiis Iiave been defei-red and are being anioitized over the estimated wvice Iile of the ielated 
piopei-tics To the c\-tciit that the establisliiiient of deferied iiicoiiie taws under SI-AS No 109 is dillerent from the iecovery of taxes by the Utilities througli 
thc rateni~h-irig process. tlie drfferciices are dcferied pursuant to SFAS No 71 A regulatory assct or Iiab~lily has bceii recognized for the impact ol tax 
expenses oi beirefits that are recovered or refunded i n  different penods by the Utilrties pursuant to rate orders We accrue for iinccrtmn 13X ponitioiis wlien i t  i s  

deteniiined lliat it i s  iiiore likely than not that the benefit will iiot be sustained on audit by tlie taxing aiitlionty based solely on tlie teclinical iiients of tlie 
l l l?n 

50 percent likely to be realized 
-- 

PROGRESS ENERGY 

Acciiiiiiilatcd defined income tax assets (liabilities) at Dcceiiibcr 3 I ivcre: 

(in iiiillioiis) 2007 2006 

Deferred iiicoiiie lox assets 

Asset rclircnicni obligaiion 1i;ibilily S 146 s 141 
Coln~Jclls~1iolr ~ l c c l - i i d ~  101 86 

28 Dci‘crrcd rcvctii~c 

42 Derivati! e I ~ I S I ~ I I ~ I I C ~ I L S  

Iiicoiiie t:ises rcluiidnblc ~liri~igli tiilurc r31es 317 216 

Lk~\~itoiiiiieii~ol rciiivdiniion li:ibility 32 36 

Invcstiiiciits - 28 
lkmsioii a i d  other posiruiirciiieiii bcncliis 306 3 61 
Unbillcd rcveiiue 41 36 
otllcl 122 I03 
Fcdcral income us cizdit carry fbr\wiJ 836 851 

Iota1 defened iiicoiiie tny assets 1,909 1.914 
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The above miiouiits were classilied iii the Consolidated Balance Sheets as follows: 

2007 2006 r I  .. ,,.;II;~..~\ I,,' ",I"""", 

Cumiu deferred income I:IS assets S 27 5 142 
Nouciirrciit dcC~11eJ inconic I:IS asscts. includd i i i  otl~ei assets :iud delened dcb~ t r  65 17 
Cuncnt dci'encd iiicoine tax liabilities. included in  otlier C I I I T C I I ~  liabilities (3  

At December !I, 2007, 11ie federal iiicome tax credit carry fixward includes $772 million of alteniative minimuin tax credits that do not expire and $64 
million of general business credits that will expire duiinp the period 2020 tlirough 2027 

At Ileceiiiber 31. 2007, we had gross stole net operaling lorn cony forwards oi $1 9 billion that will expire durnig the period 2008 througli 2026 

Valuation allowaiiccs Iiave been established due to the uncertainty of realizing ceiiain future state tax bciiefits We established additional valuation allowances 
of $8 million duriiig 2007 We believe it is more likely tlian not that the results of future operations will generate sullicient taxable income to allow for the 
utilization of the remaining dcfcrred tax assels 

Reconciliations of our effective income tax rate to the slaluton' federal income tm rote for the y e n ~ s  ended December 31 follow: 

?Arb- ?nn< Inn.; LIIII I L""U LI,", 

Efkclivc iiicunie t i i s  rate 32.3% 37.50,b 36.1% 
Stale Iiiconic tayes. iiel ot ledcia1 bcuclit (2.8) ( 3  5 )  (3 .5 )  
Investment 13s crcdit aniortization 1.1 1.3 1.6 
I~niplovco stock o \~~~ ic i s I i i p  plan divldsndi 1.1 1 3  1.5 
hnics t ic  inaiiulachnug dcductiori 1.0 01 1 .0 
Otlici ditlkrcnccs. ncl 2.3 (2.0) ( I  .7) 

Sv3iiiiury li.dcral incoiiic lax mtc 3S.W" 35.0% 35.0% 

Income tax espcnse applicable to continuing operations for the years endcd December 3 1 was comprised of 

- state 36 70 74 
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Total iiicoiiic t a ~  expense applicablc to coiitiiiiiiiig opcrations cxcluded the following: 

Less Uian $1 iiiillion of defeircd tax expense related to the cumulative effect of cliaiiges in accounting principle recoided net of tnx during 2005 There 
\vas no cumulative effect of cliaiiges in accoiiiitiiig principle recorded duriiig 2007 or 2006 

Taxes related to discontinued operations recorded net of tax lor 2007, 2006 mid 2005, which are preseiited separately i t i  Notes 3A tlirotigli .3H 

laxes related to other coiiipieliensive iticoiiie recorded iiet of tax foi 2007. 2006 and 2005. wliicli are pieseiited sepamtely i i i  the Consolidated 
Statement\ of Compreliensive Inconie 

- . c. ,, nf 

restricted stock awards, vesting 01 RSUs. vesting of stock-settled PSSP awards and exercises of nonqualified stock options putsoarit to the terms of 
our EIP Cui relit tax benefit of $ 3  millioii. which was recorded i n  coniiiioii stock during 2006, related to ewe\ \  tax deductioiis resulting from vesting 
of restricted stock awards, vesbng of stock-settled PSSP mvards arid ewrcises of nonqiialified stock options pursuant to the ternis of our LIP Current 
tax benefit o1'$2 millioii. wliich was rccordcd i n  coiiiiiioii 5to& durriig 2005, iclated to e ~ c e s s  tas deductions resulting fioni vesting of restricted stock 
awnids aiid exercises of noiiqiialificd stock options pursiiaiit to tlie ternis of ow EIP 

I n  July 2006, the FASB issued FIN 48. which clarifies the accouiitiiig for iiicoiiie taxes by prescribing a ii i i i i i i t iuii i  recogoilion tlireshold that a tax positioii is 
required to meet before being recognized i n  tlie liiiaiicial statenieiils A two-step process is required for the application of FIN 48: recognition of the tax 

benefit based oil a "iiiore-likely-tliaii-iiot" tliresliold, aiid iiieasiireiiieiit of the largest aiiioiiiit of tax benefit that is gieater tliaii 50 percent likely of being 
realized iipoii ultimate settleiiient with tlie taxing authority. We adopted tlic provisions oTI3N 48 011 Janmry 1, 2007, wliich was accounted for as a $2 riiillioti 
reduction o l  the Jniiiioiy 1, 2007. balaiice oi ietuincd earnings and a $4 millioii iticrease i n  regulatory assets Iiicliidiiig tlie cumulative eltect impact, 0111 

liability lor uniecogriized tax benefits at .lanimry 1. 2007. was $126 inillion Oftlie total amount of unrecognized tax benefits a1 l a i i i t a ~  1,  2007, $24 million 
would liavc affected the effective tax rate for illconic h i i i  continuiiig opcrations, if rccognized. At Deceiiibcr 31, 2007. our liability for unrecognized tax 
bcticfits decreased to $9.3 inillion and the amount of unrecognized tax benefits tliat. if iecogiiizcd. would all'ect tlic effective tax rate for income from 
continuing operations decreased to $10 million A reconciliation of the 2007 beginning and ending balances for  unrecognized tax lienelits is as ibllows: 

( i n  niillioiis) 

Unrecogiiized tax benelits at December 71, 2007 $ 93 

At December 31, 2006 and 2005, we had recorded $76 iiiillioii and $1 15 inillion. respectively, related to probable tax liabilities associated with prior filings, 
escludiiig nccrued interest and penalties. wliicli were iiicluded iii tioncurrent iiicoiiie tax liabilities oii tlie Consolidated Unlaiice Sheets 

Piior to the adoptioii of FIN 48. we aiid tlie Utilities accounted fbr potential losses oltax h e t i t s  i n  accoidance with SFAS No 5 At December 31. 2006 and 
2005. we liad recorded 627 million and 660 million, rcspcctively. of tax contingency rescncs rinder SFAS No 5, excluding accriied interest and penalties, 
which were iiicltidcd ii i  taxes accrued on tlie Coiisolidated I3alaiice Sheets 
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We and our subsidiaiies file income tas rctiiriis in the 1J S bderal jiirisdiction, and various state jurisdictions During 2007, we closed federal tax years 1998 
to 2003. Our open I'cdcral tax ~eilis are froiii 20M lonvard and our opeti state tax years in our major jurisdictions arc generally froiii 3992 forward The IRS is 
currcntly cxaniIning our lcdcral lax ictunis foi ycars 2004 through 2005. Wc cannot predict wlien tliosc examiiiatioiis will bc coinplctcd We are not aware of 
any tax positions io1 whicli i t  is rcasoiiablv possible that the total anioiiiits of unrccognized tax benefits will significantly increase or decrease during the 12- 
monUi period ending Deccmbcr 31. 2008 

We include interest c\;peiire ielnted to uniecognized tax benefits 111 tiiterest charges and we ~iiclude penaltics 111 other, net 011 tlie Consolidated Statenients of 
Iiicoine D L I I I I I ~  2007, the 1nieie9t espense related to urirccognr~ed lax kiielits \vas $1 nitlliori, net, 01 ~vliicli a % I  5 1~111l1on eupeiisc conipo~ient was defcrred 

set by I'LF and not tecogiiized i n  our Consolidated Sratemcnt of Operatioiis During 2007 there were no penalties iclated to uniecopnized tax 
bcncli~s As 01 Ianuaiy 1. 2007. we had accrued $24 iiiill~on for interest and pcnaltics As of December 31, 2007, we have accnied $23 iiiillion for interest and 

5. 

Accumulatcd dckrrcd iiicoiiie tax assets (liabilities) nt I)eccmbcr 3 1 were: 

(111 nlllllolls) 2007 2006 

Dcl'cind incomc t 

Asset retirenient obl~gation liability 1-10 !$ 132 

Defened ieveiiiie 28 

Federal inconic tax credit c a m  Ioiward 1 

L)efei~cd incoine tax liabilitics: 

Total ne1 dcl'eiied income tay liabilities !$ (887) $ (826) 

I he above aniouiits were classified in  the Consolidated l?alnnce Sheets as Ibllows: 

~ 

(1 n nit 11 ions) 2007 2006 

x'asseis, iricluded i n  piepa) 
Noncurreiit defierred inconie tax liobililies. included in  iioiicurre~it inconic tax liabilities ,on=\ rocn\ ,"/ . , I  , "ll", 

s (X87) s (8261 

At December 31. 2007. tlie I'edcral incttine tax credit c a r i ~  Ibrwvurd includes $1 iiiillion oi  geiieial business credits tliat will expire in 2020 
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Reconciliations ol PI;C s cllective ~ n c o n i e  t a ~  iate to the shtutois fedeial inconic tau rate lor the years ended Deceniber 31 follow 

2007 2006 2005 

Domestic nianulactnnng deduLtron 1.1 0 6  0 7  
P I  og 

Income 13s expense applicable to coiilinning operations for tlic scars ended December 3 1  \vas comprised of. 

2007 2006 2005 

s 295 E 265 Y; 239 

Total iiicoiiie tax expense applicable to contin~ing operations excluded tl~e fdlowing: 

I,css tlla~i $1 niillion of defeired tax expense ielated to the cumulotive ellect of clianges i n  accounting p~inciple recorded net oi  tax during 2005 Tlieie 
was no cuniiilati\~e effect ofclianges in accounting principle recorded during 2007 or 2006 

Taxes related to oihei co~~ipreliensive inconic recorded net of 13s foi 2007, 2006 and 2005, wliich ale piesented separately i n  the Consolidated 
Staterncnts o i  Compiehensivc Income 

Cur~ent  tux benefit of 63 million. \vliicli \\mi recorded in  c~ninion stock during 2007, related to excess tax deductions resulling iron1 vesting of 
restricted stock awards, w s h g  of RSUs. vesting of stock-settled PSSP a\rards and exercises of nonqualilied stock options piirsuant lo the leniis of 
our E.IP Cunei i t  13s benefit of $1 million. \vliicli \vas recoided i n  coninion stock duiing 2006, ielated lo excess tax deductions resulting from vesting 
ol'restricted stock awards. vesting of stocl;-scttlcd I'SSP awards and exercises of nonqualilied stock options pursuant lo tile terms of 0111 EIP Current 
tax benefit of$! niillion, wliich \vas recorded i i i  coniiiioii stock during 2005. related to excess lax deductions resulting from vesting of restricted stock 
awards and exercises of nonqualilied slocli options pursnoiit to the teniis of our EIP 

I'EC and each o i  its \vIioIIy owiicd subsidiaties lime cnteied into tlic Jnx Agreement with Progress I:nc~gv (See Note I D )  PEC's intelconipanv lax payable 
was approximately $27 million and 65 I niillioii at Ileccniber 3 I .  2007 and 2006, rcspectivcly 

PEC adopted tlie piovisions of FIN 48 on lanuaiy I .  2007. wliicli IVJS accounted fol as a $6 millio~i ieductioii of the lanuan/ I .  2007. balance of retained 
earnings Including the cuninlaiive efi-ect impact, P K ' s  liabiliiy Ibr unrecognized tax benefits at January I .  2007. was $43 inillion Of llie iota1 atiioiiiit oi 
unrecognized tax benefits at January I, 2007. $9 niillioii w m l d  Iiavc aflcctcd the effective tax rate. ii recognized At Ileccniber 31. 2007. PEC's liability for 
unrecognized tax benefits decicased to $4 1 niillion. and h e  nniount 0 1  unrecognized tax benefits tliat. ii recognized, would all-ect ilie el'fective lax rate was $9 
million A ieconciliatioii 01 the 2007 bcgiiining and enditig b:il:~nccs lor unrecognized tax benefits is as follows: 
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(in nirllioiis) 

1-7 ~ , ,  * I? 

Gross niiioiiiits of increases a5 n result 01 tax positions taheii in a piior period 
Gloss aiiioiiiits of decreases as a rcsiilt of tav povtions taI\cii i n  a prior penod 
Gross aiiioiiiits 01 iiicieases as a result 01 tax positions taken i n  the curient peiiod 
Gross mounts  of decreases a \  a result of to\ positions taken i n  the current period 
Amounts of decreases relating to settleiiiciita \villi taxing authorities 
Reductions as 3 iesult 01 a lame 01 tlie amlicable statute of I ~ ~ i i ~ t a t ~ o ~ i ~  

3 

( 1 3  
22 

(5) 
(7) 
- 

Uiiiecogiiized tax benelits at December 3 1. 2007 s 41 

At 1)ecember 31, 2006 aiid 2005. PEC Iiad iecoidcll $49 millioii arid $92 rnilliori, respectively, related to probable Ins liabilities associated with prior filings, 
cscludiiig accrued interest and penalties. ivliicli were included i n  nonciiircnt iiicoiiie tax liabilities on the Consolidated Balance Slicets 

At December 31, 2006 and 2005, I’EC had rccordcd $5 million mid $2 inillion, respectively, of tax contingency reserves under SFAS No 5, excluding 
:iccrued interest and penalties. wliicli were included in taxes accrued on tlie Consolidatcd Balance Sheets 

We file consolidated federal aiid state income tax retiii tis Ilia1 include PEC 111 addition, PEC liles stand-alone 13s ietiinis i n  various state jurisdictions During 
2007, we closed federal tax years 1998 to 2003 PIX’S open l’ederal 13s yeas :ire iioiii 2004 forward and PEC’s opeii state tax pears i n  our niajorjurkdictions 
are generally [rom 1992 Ibiward llie IRS is ciirrently exaniiiiing our fedeial Ins retiitns for years 2004 tlirough 2005 PEC cannot predict when those 
esaminatioiis will be conipleted PEC is riot awnre of any tax posilioiis for which it  is reasonably possible that the total amounts of utiiecognized tns benefits 
will significantly increase or decieasc during the t\vel\’e-niolltli peiiod cnding Dcccmbcr 31, 2008. 

PEC includes iiitciest expense related to unrecognized tas benelits i n  inteicst cliaiges aiid includes penalties in otlicr. net on tlic Consolidated Stateiiients of 
Incomc Dui-ing 2007, the interest expense and penalties related to uncertain tns benefits \vas $4 million and $0 respectively As oflanuary 1, 2007, PEC had 
accrued $4 inillion for iiiteiest and penaltics At December 31. 2007. PEC had acciued $8 inillion for interest and penalties. which is iiicluded in other 
liabilities and deferled credits oii tlie Coiisolidatcd Balance Sheets 



Acciiinulated deferred iilcoiile IS asieti (Iiabil~tics) 31 Ileccinbcr 31 weie 

(111 illllllons) 2007 2006 

Lkferied iiicoiiic 13s asset5 

Income taxes rcfiiiidable though luturc rates 

Reseiw foi storm dmnagc 25 2 

Other 56 53 

on and propcity cost d~fl'eiciice~ 
Defeired storm costs 

Income Lascs rccoverablc through lulurc I aici 

Prepaid peiisioii costs 

The above aiiioiints were classified 111 the Bdai1cc Sllccts 3s I 'ollo~s: 

Reconciliations of PEF's ell'ectivc iiicoiiie ~ a u  i n k  10 [lie siatii~oiv I'edeial iiicoiilc tau ralc for the years eiidetl L)eceinbcr 31 l'ollow 

2007 LO06 2005 

Statutoiy federal income tax rate 35.0% 35 0% 35 046 



Income tax expense applicable to coiitiiittiirg operations for the yenrs ended Deceinber 3 1 was coinprised 0 1  

( in millioiis\ 2007 2006 2005 , . . . . . . . . . . . . . .. 

- state 28 34 25 

Total income tax expense applicable to continuing operations excluded tlie follo\ving: 

Less than $1 niillioii of deferred tax expense related to the cuniiilativc cffcct of cliaiiges in accounting principle iccoidcd net of lax during 2005 There 
was no cumulative effect ofcliaiiges in accounting p~inciple recoided duiing 2007 or 2006 

e Taxes related to otliei compielieiisive income recoided iiet oi tax lo r  2007. 2006 :itid 2005, which are presented separately i n  tlic Statenients oi 
Comprehensive Income 

L.ess tliaii $1 millioti of current tax bciielit which \\'as recorded i n  coninioii stocl; during 2007. 2006 and 2005, related to excess tax deductions 
resulting from vesting of restricted stock awards and exercises of nonq~~alilied stock options pursiiaiit to the temw ol'oiir 6IP 

PEF lias etilered into tlie Tax Agreement with Progress I!,iiergv (See Note I n) PEI"s intercompany tax receivable was appmximatel~~ $4 1 million and $47 
million at December 31,2007 and 2006. respectively 

PEF adopted the piovisions of FIN 48 on 1aiii1aiy 1 ,  2007. whicli was accounted iot as a less than $1 million reduction o l  the Jaiii1aiy I .  2007, balance of 
retained earnings and a $4 inillion increase i n  regulatory assets Including tlie ciiniolative ellbct inipact, PEF's liability for unrecognized tux benefits at 
January 1, 2007, was $72 million 01 tlie told amount ol tlnrecognizcd tax benefits at lanuaiy 1. 2007. .%I ndlion would have nilectcd llie efl'ecliw tax rate, if  
recognized. At December 31, 2007, I W ' s  liabilitv for unrecognized tax benefits decreased to $55 inillion and the amount o l  unrecognized tas benefits that, if 
recognized, would aKect the effective tax rate decreased to $3 i n i l l i o n  A rccoiiciliatioii of the 2007 beginning and endiilg balances f b r  tinrecognized tax 
benefits is as follows: 

( in  niillions) 
Uiuucogiiized tiix knefits :I( J:inuur)t 1, 2007 

Gross aiiioiuitu ol'decieases as a res1111 of tax positions t;ikcii in  a priur pcriud 
Gross amounts of incrsascs as a issiilt ol tax posil iuns takcii 111 tlic cuiicnt psrid 

Gross amounts afdccrcascs as a result of'liy positions t;ikcn i n  lhc CIIIT~III 1 x 1  iod 

s 72 
2.3 

(-1) 
2 

(25) 
(1.3) 

Gloss unioiiiits of increases us a I L ' S I I I ~  01 tax positioiis takcii 111 LI piior pei1{1t1 

e of limitations 

Uirccognized tas benefits at December 31. 2007 s 55 

At Decelnber 31. 2006 and 2005, I'EF had recorded $26 ini l l ion and SI 7 inillion. respectively. ielated to probable tax liabilities associated witli prior filings. 
excluding acciiied interest and penalties, which were included ill noncullent lncoinc tax liabilities on the Balance Sheets 

At December 31. 2006 aid 2005. respectivcly. PIIF Iiad recorded $5 inillion and $7 niillion of lax coiitiiigeiicv rcsciws ~iiidcr ST-AS No 5. excliidiiig accrued 
interest and penalties, which were included i n  othet curieiit liabilities on the 13alance Sllccts 

186 
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We file consolidated federal and state iiicoine tax returns that iiiclude 1’13 During 2007. w e  closed Icderal tax years I998 to 2001 I’EF’s opeti federnl tax 
years are from 2004 fonvard and PEF’s open state tax years are generally from I998 fwward 7hc IRS is currently exaniiiiing our  federal tax retunis for yeais 
2004 tlirougli 2005 PEF cannot predict \vlieii those exaniinations will be coiiipleted I ’ D  is not n w i c  o i  any tax positions lo1 wliicli i t  is ieasonablv possible 
that tlie total amounts of unrecognized tax benefits will significantly increase o r  decrease during the hvelve-nioiitli period endiiig Deceiiibci 31, 2008 

Pursuant to a regtilatory order, PEF records interest expense related to un~ecognized tax beliefits as 3 iegulatory asxi- which is anlortized o v c ~  n lli~ec-year 

period, with die amortization included i n  interest charges on the Stateiuents of Income Penalties are included i n  other. nct on the Statcmcnts of Income 
During 2007, the interest expense recorded as a regulatory asset was $15 niillio~~ aiid pelidties relatcd to unrccognizcd tax benefits \vas $0 AI lnr~uary 1. 
2007, PET; had accrued $7 million for interest and peimlties At Deceiiiber 3 I ,  2007. PEF had accrued $18 inillion foi interest and penalties, which is included 
in otlier liabilities aiid deferred credits on the Balance Sheets 

--.___.I__-- ~ 
- ~ _ _ -  _ _ _ ~ _  

15. CONTINGENT VALUE OBLIGA’I’IONS 

I n  connection with the acquisition o l  Floiida Progress during 2000, the Parent issued 98 6 millioti cotitillgent value obligations (CVOs) 1 
the right of the liolder to receive contingent payincnts based on the peifoiiiiaiice of fbur Eertlico syiitlictic fuels facilities ptlrclinsed by subsidinlies of Floridn 
Progiess i n  October 1999. The payments are based 011 the net aftel-tax cash flows tlic lacilities generate We will make deposits into a CVO trust for estiniated 
contingent payments due to CVO holders based on the results of operations and the utilization of tax credits Monies licld i l l  tlic trust are gcncrallv not pnvable 
to the CVO holders tiiitil the completion o l  inconic tar audits The CVOs ale derivatives and ale recorded at fair wluc Tlic uiirealizcd lossigain recognized 
due to changes in  fair value is recorded i n  other, rict on tlrc Consolidalcd Stalcn~ents of lnconic (SCC Nole 20) At Deccmber 31. 2007 and 2006. thc CVO 
liability included in otlier liabilities and del‘crred credits on our Consolid:lted Bal:iiice Sheets \vas $34 iiiillion :ind $32 niillion, rcspcctiwlv 

Dtuing 2007, a $5 million deposit was made into a CVO ti‘ust for the net after-tax cash llows geiierated by the fbur E.ait1ico synthetic fuels facilities in  2004 
Deposits into tlie tnist will be classilied as a iestricted cash asset until the applicable lax yeais are closed. at \vliicli tiine a payment will be disbursed to the 
CVO holders Future payments will include principal and inteiest eai-ried diu ing the iiivestiiicnt period net oi expenses deducted 71ie interest earlied on tlie 
paynieiit held in trust for 2007 was iiisignilicaiil The asset is included i n  other asscts and deferred debits on the Coiisolidated Bnlalicc Sliect at Decen1ber 31. 
2007 

16. BENEFIT PLANS 

A. POSTRETIREMENT BENEFITS 

We linve noncontributory defined benefit retirement plans for substaiitiall\; all lull-time elliplopes that provide pension bencGts We also Iiave supplemeotaiy 
defined benefit pension plans that provide benefits to Iiiglicr-level eniployees In addition to pciision benefits, we provide contributory other postretirement 
benefits (OPEB). including certain liealtli cnrc and life iristrraricc benelits. for retiled cmplowes wllo incet specified ciitcria We LISC a mcasurcinent date 01 

December 31 for our pension and OPEB plans 

Prior service costs and benefits are amortized on a straight-line basis over the werape reniaining service peiiod o i  active participmts Actuarial gains and 
losses in excess of 10 percent of the greater of the projected beiielit obligatioil or the niatI;ct-rclotcd value of :tsscts are ainortizcd over tlic avcragc letnailling 
senlice period of active participants 

To deterniiiic the market-related value of assets. w e  use a live-vear avcragiilg nictliod for a portion of the pension asscis aiid lair valilc for tlie ieinaiiiing 
portion We have liistorically used the five-yeai averaging nictliod Wlicn w e  acquircd Floiida Progress i n  2000. \\’e ietaiiicd tlie 1:lorida I’roprcss historical 
use of fair value to dctermine market-related \ d u e  for Florida Progress pension assets 



The components oT the net periodic benefit cost for the years ended Deceniber 3 1 were: 

( I l l  Illllllons) 2007 2006 2005 2007 2006 2005 

zatioii ot actliar 

_ _ _ ~  Net penodrc cost s 31 s 12 b 35 J 4 *J 9 u 

Adjusted to rellect PEF.9 rote treatment (See Note 16B) 

7, 

(,i) 

111 addition to the net periodic cost reflected above. i n  2005, we recorded costs for special tcrlniilation knclits related to a voluntary cillmnced retirement 
program oiS123 million for pension benefits and $19 million for other postretirement benefits 

We and the Utilities adopted SFAS No 158. "Employers' Accounting for Delitied Benefit Pension :ind Other Postrctiremciit Plans. :in :lnieiidment of FASB 
Statenienls No 87, 88, I06 aiid 1.32(R)," (SFAS No 158) as of December 31, 2006 SFAS No I58 amended prior acco~rii~iiig reqoireineiiis Ibr pension and 
OPEB p h i s  Prior to tlie implemeiitatioo or SFAS No. 158, otlier comprehensive income (OCI) rellected niiiiimum pension adjustiiieiits ielated to oiir 

pension plans Our pre-tax ininiiiium pension adjiistiiients recognized as a component of OCI Cor the years ended Deceniber 3 I .  2006 and 2005 were net 
nctiiaiial gains (losses) of $78 million and $(.!I) million, respectively No aiiiounts related to o w  OPEB plans w e ~ e  iecognized as a conipoilent 01 OCI for the 
years ended December 31, 2006 and 2005 The table below piovides a siiiiiiiiaw of amounts iecognized i n  other comprelicnsive income lor 2007 and otlier 
compreliciisive iiiconie reclassification adj ustinents for amounts included i n  net incoiiie for 2007 Tlie table also includes coiiiparoble itenis tliat aflected 
regulators assets of PEC and PEF Refer to the PEC aiid PEF sections below for illole infoinintion with regard to tliese rcgulatop! asscts 

Other 
Pension Posti-etireiiieiit 
Beliefits Ueneiits 

Other coinprehensive income (loss) 

16 
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m c  
Pensioii Beneiits 0 th  Postietirement Benefits 

( in millions) 2007 2006 2005 2007 2006 2005 

. .  
i l l  aaditioii io iiie i iei peiioiic cost >m- **:?! 

___ 

piograni 01 $21 iiiillioti foi penslon beiicfits and $8 1ii111101i for other poslretirenle~it be~iefits 

No aiiioiiiits related to PEC’s OPEB plans were recognized as 3 component 01 OCI for the years ended December 31, 2006 nnd 2005 Prc-tax ii i i i i i i i i i i i i i  

pension :idJostiiients Iccognizcd as a coiiipoiicnt of OCl for the years ended December 31. 2006 and 2005 ~ e i e  net actuaiial gains (losses) of%59 million and 
$( 19)  nill lion. I-espccfjvely In conji~iictio~i with the implenientalion of SFAS No 158, amounts that would ollierwisc be recorded in OCI arc iecordcd as 

adjustments to regulatoni assets consistent with the recoven/ of the related costs throt~gh the rateni;ikiiig process The table below provides :i s u m i i i a ~  o i  

ariioiints recogoized in  regula!on/ assets foi 2007 and aniounts ai~ortized lioni regulatory assets to net i~icome for 2007 

Orllel 
Postreti reiii ent Pellsloll 

( i n  iiiillions) Benefits Bcncfits 

Regii1:itory asset (increase) dccreaste 
Recognized for the year 

PEF 
I’ellslon Bellefits Otliei Postietiieinent Benelits 

(111 11111 I lolls) 2007 2006 2005 2007 2006 2005 

Aiiiortizot~on of actuarial 105s 1 3 8 2 1 2 

Net penodtc (benefit) cost 5 (16) !$ (11)  s (2) s 20 E 21 s; 21 

In addition to the net periodic cost and benefit rellected above. in 2005 PEF iecordcd costs fi11 special termi~intioii bc~icfits rclated to ii voluntanr  enlianced 
retiieiiient piograni ofE8.I million for pcnsioii bciicfits arid $7 iiiillion for other postrctirenleiit bcnefils 

No a~iiou~its related to 1’E.F’s OITB or  pension plans were recorded as a coinpoiie~it of OCI for the years ended December 31. 2007. 2006 and 2005 A~nounts 

that wolild o t l i e r~ i se  be recorded i n  OCI are recorded as adjtist~ilent~ to regulntoiy assets coiisistent with the recoveiy of the related costs tlirougli the 
rateniakiiig process The table 
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below provides 3 summary of aniounts recognized i n  re go la to^ assets Tor 2007 and amounts amortized from regulatory assets to net income for 2007 

Other 
Pension Postretirenient 

(in niillions) Benefits Bencfils 

Regulatory asset (increase) decrease 

Tlic following wciglited-average actuarial assuniptions were used by Progress Energy i n  tlie calculation of its net periodic cost: 
~~ - 

Pensioii BencG1.i Otlicr Postretirement Benefits 
2007 2006 2005 2007 2006 2005 

Rate of increase 111 future compensat~on 

Supplementary plans 5.25% 525% 525% 

rlie weighted average actuanal assuniptions used by PEC and PEF were not ~naterially different from tlie asstniipt~ons above. as applicable, except that llie 

expected long-term rate 01 retu~n 011 OPEB plan assets was 9 00% f o ~  PEC and 5 00% lor PEF, lor all years presented 

Tlic expected long-term rates of retum on plan assets were deteniiined by considering long-terin historical returns for the plans and long-term prujected 
rctiiins based on the plans. taiget asset allocation For all pension plan assets and a subsfantial portion of OPEB plans assets. those bcncliniarks support an 
esiiected long-tenn rate of return between I) 0% and 9 5% The Progress Registrants nsed ai cspected long-term rate of '9 0%, the low end of the range, for 
2007.2006 and 2005 

BENEFIT OBLlG.4 TIONS .WD ,-I CCRUED COSTS 

SFAS No I58 requires tis lo recognize in our statement of lina~icial conditio11 tlie funded status of our pension and other postretirement benetit plans. 
measured as the dillerence bet\veeii tlie lair value of the plan assets and the Ixnefit obligation as oftlie end of the fiscal year. 

Rccoiiciliations of the cliangcs in the Progress Registrants' benefit obligations and tlie funded status as of December 31, 2007 and 2006 arc presented i n  tlie 
tables below. wi111 each ~nblc followed b,y related sirppleinen!ary infonmtion 

190 
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Progwss D i n g y  
I’e1151o11 Benefits Other Postretirement Benefits 

2006 

Senwe cost 

The defined benefit pension plans with accuniulated benefit obligetiom i n  excess of plan assets had projected benefit obligntions totaling $463   nil lion and 
$2 123 billion nt Decenibei 31, 2007 and 2006, respectively Those plans had occunlulated benefit obligations tofaling $422 ndlion and $2 083 billion et 
December 31. 2007 and 2006. respectively, and plan assets ol $269 nlillion and $ I  836 billion at December 31. 2007 and 2006. respectively The total 
accumulated beliefit obligation lor pension plans was $2 100 billion and $2 083 billion at Deceniber 31.2007 and 2006. respectively 

Tlie accnicd benclit costs rellected 111 the Consolidated B:d:ince Sheets at December 31 were a$ fnllows 

Pensloll Benefits Other Postietirement Benefits 

1 he table below provides a summary ot aniounts not yet recogillzed 3s a coniponent 01 net penodrc cosf as of December 31 

Pension Benefits Other Postretirement Benefits 
2007 2006 2007 2006 ( I  I1 nlllllolls) 

Other net G 5 1 1 

Total not yet recognized as a component oi  net periodic cost(:i) $ 192 $ 291 $ 40 144 

(il) All components are adjusted to iellcct PLF’s rate treatnicnt (SCC Note 16B). 
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The lollowing table presents the aniot~nts we expect to recognize as coniponeiits of net periodic cost i n  2008 

(Ill mllltons) Pension Benefits Other Post] etrrement Benefits 

Amoitizatioii oi other, iict(a) 2 5 

tn) Adjiisted to icllect PEF’s rate trcatiiicnt (See Note 168) 

( i n  nitllioiis) 2007 2006 2007 2006 

Scruce cost 2.3 22 5 4 
lnteiest cusl 56 52 15 17 
Plan aniendnient G 9 

Actuatial (gain) Ios’i 3 (81) (13) 

All defined bencfit pension plans liad accumulated benefit obligations i n  excess o l  plan assets, with projected benefit obligations totaling $980 million and 
$952 niillion at Deceiiiber 3 1. 2007 and 2006. respectively Those plans liad nccumulated benefit obligations totaling $974 iiiillioii and $946 million at 
December 31, 2007 and 2006, respectively, and plan assets of $805 million and $741 illillion at Deceniber 31. 2007 and 2006, respectively 

The accrued benefit costs rellccted i n  the Consolidated Balance Sheets at December 31 were as follows: 

Pension Benefits 0 t h  Posti etii ement Benefits 
(111 niillioiis) 2007 2006 2007 2006 

Tlic table below provides a summary or amounts not yet recognized as n component of net periodic cost. as of December 31 

Pension Benefits Other I’ostretirenient Benefits 
( i n  niillions) 2007 2006 2007 2006 

Recognized i n  regiilatory assets 

olllel. l l C l  29 23 5 7 

S 133 F 167 S (7) s 76 Iota1 1101 ye1 recoyiizcd as 3 coi i ip~i i~nt  of net p t i i o d ~ c  tiout 
. .  
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Tlic following table picsenis tlic aniounts PEC expecis to I-ccogiiizc as coiiipomiis of net periodic cost iii 2008 

Pension Benefits Other Postrctirciiient Beiicfi ts 

hmoilizatiori ol‘ oilier. net 2 1 

I’EF 

Pension Benefits Other Postretirement Benefits 
( i n  niillioiis) 2007 2006 2007 2006 

Service cost 16 16 2 3 
I 

The defined benefit pension plans with accuiiiiiIa1ed benefit obllgailolis in e ~ c e s s  o l  plan asc ts  had piojected benefit obligations totaling $345 iiiillion and 
$342 million at Dcccniber 3 I .  2007 and 2006. respectively Those plans had accumulaicd beliefit oblrgations totaling $31  3 million and $31 1 million at 
Decembei 31. 2007 and 2006. iespectively, and plan assets 01 $269 million aiid $240 million at December 31.  2007 aiid 2006, respecilvely The total 
accuinulatcd benefit obligation lor pelision plans w35 6849 inillion December 31. 2007 and 2006 

The accrued beiielit costs rcllecied i i i  the Coiisolidated Balance Sliceis at Deceniber ’41 were as loll ow^ 

Pension Benefits Oilier Postretirement Benclits 
( i l l  nlllllons) 2007 2006 2007 2006 

Current liabilities (Z\ f 3 )  - - 
\ - I  \ ,  

Noncurrciii 1i:ibiIiiics (73) (99)  (219) (222) 

Funded qtatiis .% 145 S 72 $ (219) s (222) 

T l ~ e  table below provides a siimtiiary oi ainounts not yet recognized as a coniponent of net periodic cost. as oiDcceiiiber 31 

Pension Benefits Otlici Postretirement Benefits 
(111 nlrll l  0115) 2007 2006 2007 2006 

Recognized i n  rcgulalory assets ncl 
et actuniinl lo 
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1 he followiiig table present\ tlic anioiiiits PI- I cypccts to recognize as compoiieiits of net peiiod~c cost 111 2008 

(in niillioiis) I’eiision Benefits Other Postretireiiient Benefits 

Amoi tization of otlici net (1) 1 

“The following weighted-average actuarinl assutiii.rtioiis ivcre iised i n  the calciilatioii of oiii year-end obligalions: 

Pension Beiielits Other Postretireiiieiit Beliefits 
2007 2006 2007 2006 

Discount rate 

Suppleil1cntnI-y plans 5.25% 5 25% 

Year itlttniate medical cost tielid rate I S  achieved - - 2015 2014 

The nwigliied-avetage actitarid assuiiiptions foi P I X  and PEF weie the same or were not significantly dill’crcnt from those indicated above, as applicable 
1 lie rates ol iiicicnse i n  iiitiiic coinpensation include llic ell’ects of cost o i  living adjiistiiieiits and pioniotions 

Our piiiiiary delitied benefit ~ctiiciiicnt plaii for iioiibargainiiig eniployces is a ”cash balance” poisioii plan as defined i n  EITF Isstie No 0 3 4 ,  “Deter~nini~ig 
tlie Classilicatioii and Bciicfit Altlibutioli Mctliod lor a ‘Cash Balaiice’ Pension Plan ” l~licrcforc, effective Deccmbcr 31, 2003, we began to use the 
traditional unit ciedit iiictliod [or purposes ol incasuting tlie bcnclit obligation of this plan tJiider the traditional u n i t  credit iiictliod, no assutnptioiis arc 
included aboiit future cliaiiges in  coinpensation. and tlie accuiiiiilated benefit obligation and projected benelit obligation arc tlie same 

I h c  tiiedical cost trend Iatcs wcte : i s sund  to decrease gradtially Crotii the initial rates to llic ultiniate iates Tlic effects o i  a 1 percent cliange in  the medical 
cost trend rate are sliowii belmv 

Progress 
( i n  niillioiis) Eiie r gy PEC PEF 

niccticiil cost h cntl 

In  thc p1:in asset reconciliation t:iblos f h t  II>IIIIIV. niir. I’EC‘s and PEFs  employer contribrttions for 2007 include contributions directly to pciision plan assets 
d $63 niillioii. $33 iiiilliuii aiid E l  5 ~ i i i l l i c ~ i i .  rcspectivelv St~bstaiitiallv :dl o i  tlic rciiiaiiiiiig ciiiployer coiitributions represent benefit paynients mode directly 
iroiii the I’rogi-css Registrants‘ assets ‘1 lie OPE13 bciielit payiiients presented i n  the plan asset rccoiiciliation tables that follow represent the cost a h r  

pai~icipant conribiitions l’nr[icipilt coiiti ilititioris rcpteseri~ approsimntely 20 perccnt oi gloss hnefit 
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payiiieiits for Progress E ~ ~ e r g y ,  30 pcrcciil for PFC and 15 percent for PEF llie OPEB beliefils puyiiients 31% also reduced by prescription dry-related federal 
subsidies received 111 2007, the subsidies totaled $3 inillion for LIS, $1 iiiillion f o ~  PEC and $2 iiiillioii for PEF In 2006. t l~e  subsidies totoled $2 inillioi~ for 11s. 
$1 inillion for PEC and $1 million foi I’EF 

Reconc~l~at~ons of tlie 1:ur wluc of plan assets ut Dcceinbei 31 follow 

Progmn Energy 
Pensioii Benelils Ollier Postretiierrierit Benefits 

Actual 
Bellefit 

I’EC 
Pensioii Bciiefits Other Postrctiieiiieiit Benefits 

F iiinl over cotitti hu~ions 7: 7 1 

Pension Benetits Otlicr Postretiiciiient Benefits 

2007 2006 2007 2006 

Actual retiini on 

18 12 17 18 
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’The asset allocation loi tlie benefit plans at the end 01 2007 and 2006 and the target allocation for the plalis. bj, asset catcgow. are piesentcd i n  tlic lollo\riiig 
tables Tiic pension beiiclit pian allocotio~is and targets are consistent for :]I1 P I O ~ I C S S  Ikgistrants 

Pension I h e l i t s  

Percentage of I’laii Assets 
at Year End 1 algel Nlocat lons  

Otlier Postmtiieineiit Benefits 
Peiceiilnge of Plnn Assets 

Target Allocations at Year Elid 

16% 15% 

Peiceniage 01 Plnn A~set s  
at Year End PEC 

Percentage of Plan Assets 
Taxget Allocalions at Year End PEF 

2007 2006 
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In 2008, we expect to make $34 niillioii oi coiitributioiis directly to pensioii plan assets and $1 iiiillion of discictionaiy contributions directly to the OPEB 
plan assets Tlie expected benefit payments for the peiisioii benelit plan Ibr 2008 tlir.ougli 2012 and i n  total for 2013 tlirougli 2017. in  millions, are 
approxiniatcly $149. $153. $155. $157. $164 and $877. respectively The expected beiiefii payiiicnts foi the OPLB plan foi 2008 tlirougli 2012 :ind i n  total for 
2013 through 201 7, in niillions, are approxiiiiately $37. $40. $4.3. $45. $47 and $247. respectively. The expected benefit payments iiiclude benefit paynients 
directly fioin plan assets and benelit payiiieiits directly from our assets The bciielit payiiient aiiiounts iellect our net cost atlei any participant contributions 
and do not reflect reductions lor expected presci iptioii drug-iclated federal subsidies The expected federal siibsidies for 2008 tlirougli 20 12 and i n  total for 
2013 Ilirough 2017, i n  millioiis. arc approsiinatcly $3. $3. 64. $4. $5 and $39. rcspcctivcly 

In  2008, PEC expects to makc $24 million in contributions directly to  txnsion plan assets The expected bciiefit pyinents for tlie pension benefit plan for 
2008 througli 2012 and in total loi __ 2013 tlirough 2017. 111 inillioiis. are appro~rinatel.i $71, $76, $78. 678. $81 and $426. respectively The expected benefit 
payments for the OPEB plan for 2008 tlirougli 2012 and in total for 2013 through 2017. 111 ~nillroiis. ate appicx~iiiatelv $16, $17. $19, $20. $22, and $121, 
respectively The expected benefit payiiients include benefit payments dircctly froni plan assets and benefit paynicnts directly ti.oni PEC assets The benefit 
pnyiiieiit aniouiils reflect the tiel cost to I’EC after any participaiit contributions and do iiot icllect icductioiis foi expected prescription drug-related federal 
subsidies The expected federol subsidies lor 2008 through 2012 and i n  tolal f o r  2013 through 2017. i n  inillions. arc opproxiiiiatcly $1. $2. $2, $2. $2 and $17, 
respectively 

In 2008, PEF does not espcct to riiakc coritribulions diicctly to pciision plan assets and expects to makc $ 1  iiiillion of discrctionaiy coiitiibutions to OPEB 
plmi assets Tlie espectcd benefit payiiicnts for. the pension benelit plan for 2008 tlirough 2012 and i n  total 101 2011 through 2017. i n  millions, arc 
approxiniately $56, $57. $58, $59. $61 :ind 6334. respectively The expected benefit pavnicnts for the OPE13 plan for 2008 tlirougli 2012 and i n  total for 2013 
througli 2017, in  millions. are :ipprosiinatelv $19. $20. $21. $22. $22 and $ 1  08. lespectively The expected bctieft payments include benelit payments directly 
from plan assets and benefit payments directly from PE.F sets The beliefit payiiieiit aniounts reflect the net cost to pE,F after ally participant coiitiibutions 
and do not reflect reductions for expected presci iptioii drug-related federal subsidies N i e  espectcd federal subsidies for 2008 tlirougli 20 12 and i n  total for 
2013 tluoogh 2017, i n  inillions. are approxiiiiately $2. $2. $2, $2, $2 and $14. respectively 

I). FLORIDA PROGRESS AC~QUISITION 

During 2000. we coiiipleted our acquisition 0 1  Floi ida Progress Florida Piogress’ peiision and OPEB liabilities. assets and riel periodic costs are rellecled in  
the above information as appropiiate CeIlain of Floiida Progress’ ~ionboigaiiiing unit benefit plans r\.erc inerged with our benefit plans eflective .January 1: 
2002 

PEF continues to recover qualified plan pcnsion costs and OI’EB costs i n  i d e s  as ii tlie acquisition had no1 occuircd I h c  inforiiiation presented in Note l6A 
is adjusted as appropriate to reflect PEF’s rate treatnient 

We are exposed to vaiious iisls ielarcd to cliaogcs i n  niarket conditions We liavc a risk ~iiaiiageiiient coininittee h a t  includes senior executives from various 
business groups l-lie risk niaiiageiiie~it coininittee is responsible for admiiiisteiing risk iiia~iage~iicni policics and nionitoring coiiipliaiice with those policies 
by all subsidiaries Under our risk policy. we niay use a vaiiety of inst~uiiicnts, including swaps. options and forward contracts. to inanage exposure to 
fluctuations i n  coiiimodity prices and interest rates Such iiistruiiieiits contain credit risk ii the couiiterpaity rails to pet forin under the contract We niiniinize 
such r i s k  by perfoiming ciedit reviews using. ainong other things. publicly available credit iatiiigs of such couiitei-parties I’otential noiipcrforiiiaiice by 
counterparties is not expected to Iiwe a riiaterial cllccl on our financial position or icsults of opeiations 

As disctisscd i n  Note 15, i n  conricctioii with tlic acquisition uf  Floiido I’rogiess duiing 2000. tlic I’arent issucd 98 6 inillioii CVOs. 1 he CVOs ale derivatives 
and are recorded at fair value Tlie unreoliz.ed loss/gain recognized duc to changes in fair \ d u e  is recorded in otlicr. inel on Ilie Consolidated Statements of 
Income (See Note 20) At 
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Deceinber 31. 2007 and 2006. the CVO liability inclutled iii  otliei- liabilities and deferred credits 011 our Consolidated Bnl:ince Sheets \\‘as $34 rnillion and $32 
niillion, respectively. 

A. CORIRlODITY DERIVATIVES 

Most of our physical commodity contracts are not derivatives pursiiant to SFAS No 133 oi qualil’y as nornlal pulclioscs o r  sales pursuant t o  SFAS No 133 
Therefore, siicli contracts are not recorded at fail value 

In 2003, PEC recorded a $38 million pre-tax ($23 million after-tau) fair value loss tmnsilion adju5lnieiit puisuanl lo tlic provisions of FASB Dcrivatwcs 

Ad~ustnient I~eature” (DIG lrsue C20) The related liability IS being amortized to earnings over the term 01 the related conlract (See Note 20) At December 
31, 2007 and 2006, the remaining linbilitj~ was SI0 ni~ll~on :ind $14 inillion, 1espectlvcly 

Implcrnenlation Gioup Issue C20. “lnleipietation of the Meaning 01 Not Clearly and Closely Kclatcd in tJaragioph iO<oj tegar-bb 

DISCONTINUED OPERATIONS 

As discussed in  Note 3A, our subsidiaiy, PVI. entered into :1 series of transactions to sell or assign substontially all of its CCO physical and comniercial assets 
and liabilities On June 1, 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting ol the Geor_gia Contracts. fonvard gas 
and power contracts, gas transportation. structured power and otlier contiacts to a third party This reprcsentcd subs tan ti all^ a11 of o u r  nonregulated energy 
inarkeiing and trading opciatioiis The sale oi the geiieiation assets closed on June 11. 2007 Additioiialh. we sold Gas 0 1 1  Octobcr 2. 2006 ( S e e  Note 3C) At 
December 31,  2007, with Uie escepfon of the oil price hedge insirun~enls discmscd belo~v. our  disconlintrd operations did 1101 liave outstanding positions in 
derivative instrunrents For the year ended December 3 1. 2007. $88  nill lion of alier-tax gains from denvutive iiistriimeiiis rel:iled Lo our noirregulated energy 
niruketing and trading operations were included in disconliniiui operations on the Consolidated Statetnents of lncoine 

On Jonuaiy 8, 2007, we entered into derivative C O I ~ ~ I ~ C I S  to hedge ecoiiomically a portion of 0111 2007 syithetic heis  cash Ilo\v exposure 10 the risk of rising 
oil prices over an average annuaJ oil price iange of $63 to $77 per banel 011 a New Yolk Mercantile Exchange (NYMEX) basis l h e  notional quantity oflliese 
oil price hedge instriiiiients was 25 million barrels and provided protection for the equi\~alenl of appro?;jinatcly 8 inillion tons of 2007 synthetic fuels 
production The cost of the hedges was appro xi mat el^^ $65 ~iiillion 1 he co~~lracts weIe iiiarked-to-market will1 clxmges i n  fail- vdue recorded through 
caniings Tliesc contracts ended on Dcccmber 31. 2007. and were settled for cas11 on 1anuary 8. 2008, with IIO iiiateIia1 inipacl to 2008 canlings 
Approximately 34 percent of tlic notional quantity of thcse contncts was entered into by Ceiedo As discussed i n  Notes IC and 37. we disposed of our 100 
percent ownership inteiest in Ceredo on March 30, 2007 1’1ogress Eneigy is tlie pi-iniary beneficiary of. and continues to consolidate Ceredo i n  accoidance 
with FIN JGR, but we have recorded a 100 percent minority interest Consequently, subsequent to the disposal there is 110 net earnings impact for tlie portion 
of the contracts entered into by Ceredo At December 31, 2007, the fair value ol a11 or these coiitiacts \vas recorded as a $234 nlillioi~ short-tern1 derivative 
asset position, including $79 inillion at Ceredo The fair value of these  contract^ was ii~cluded i n  receiwbles, net on the Consolidated Balance Sheet (See Note 
6A). As discussed i n  Note .3B, on October 12. 2007. we perinanently ceased production O i  syntlietic Tuck at o u r  inaj?loiity-o\\’~led facilities Because we have 
abandoned our majority-owned facilities and our otlier syntlictic fuels operations ceased as of Decenibei 3 I ,  2007. gains and losses 011 tliese contracts were 
included in discontinued operations, net of tax on tlie Consolidated Statement of Incoine in  2007 During llie ycar ended Ilecembcr 3 I .  2007, we recorded net 
pre-tax gains of $168 million related to these contncts OI this aniount. $57 mil l io~~ was attributable to Ccrcdo of whlcli $42 nil l l i~lo11 was attributed to niino~ih. 
intcrest for tlie portion of the gain subsequeiit to the disposal o i  Ccrcdo 

At December 31, 2006, derivative assets oiS107 million and derivati\;e liabilities of $31 niillioii were included i n  :~sseIs lo ix: divesled and liabilities lo be 
divested, respectively. 011 the Consolidated Balance Slicer Doe to Ilie divestilwes discussed a b o ~  ~ n a n a g ~ ~ n e n l  detcniiined Ilia1 i t  \vas no longer probable 
that ilie forecasted trwsactioiis underlying certain deiivative co1itiac1s would be fulfilled. and cash flow hedge acco~~ntiiig for the contracts \vas discontinued 
beginning i n  the second quarter of2006 for Gas and i n  the Iburlh quartel of 2006 Tor CCO Our 
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discontinued operations did not Iiave iiiaterial oirtstandiiig positions in coiiiiiiodity cash flow licdges at Deccnibei 3 I .  2006 For  the years ended December 3 1. 
2006 and 2005. escludiog aniounts reclassified to earnings due to discontinuance of the related cash Ilow hedges. net gains and losses from derivative 
instiunients related to Gas and CCO on a consolidated basis were not inaterial and are included i n  discoiitiiiuetl operations, net 01 tax on tlie Consolidated 
Statements of Iiicoiiic For the year ended December 31. 2006. discontinued opciations. net of tax includes $74 iiiillion iii  nftcr-tas defemd inconic, which 
was reclassified to earnings due to discontinuance of the related cash flow hedges For tlic year endcd Deceiiibcr 31. 2005. tlicrc wcre no rcclassilications to 
earnings due to discontinuance of the I elated cash flow hedges 

Deiivativc products, primarily natuial gas and oil contiacts, niay be entered into from t ime to tinie lor ccoiioiiiic liedging piiiposes While nianagenient 
ses 

and ale nionitored consistent with tmdiiig positions We nianoge open po.;ltion.; wi th  s t ~ t c t  policie? tliat I l n t i t  otli clpowie to niarlct risk and tcqulre dally 
reporting to nianagenient of potential linnncial exposure.; 

The TJtilitics have deiivativc instruments related to tlicir esposiire to piice fluctuations on fuel oil and natural gas purchases llicsc iiistrunicnts receive 
regulatory accounting treatment Unrealized gains and losses are recorded in regulatory liabilities and regulnfor)! assets on llic Balance Sheets. respcctivelv. 
until tlic contracts are settled (See Note 7A) Once settled, any realized gains or losses are passed tlirciugli the fuel clause Ihriiig the year ended December 31, 
2007, PEC recorded a net realized loss of $9 millioii PEC‘s net realized gains and losses were not niatet-ial during the years ended 1)ecember 31. 2006 and 
2005 Dining the years ended December 31, 2007, 2006 and 2005, PEF recorded :I net realized loss oi$46 iiiillion. a iiet realized gain o1%39 iiiillioii aiid a net 
realized gain of $70 niillioii, respectively 

Excluding aniounts receiving regulatory accounting treatment and amounts related to our discontinued opcratioiis discussed above. gains and losses from 
contracts entered into for economic hedging purposcs WCE not riiateiial to our or the Utilities’ results 01 operatioils during tlic years ended Dcceinber .3 1. 
2007, 2006 and 2005 Escluding dcrivative assets and derivative liabilities to be divested discussed above. ive did 1101 11ave niatciial outstanding positions it, 

such contracts at December 3 1,2007 and 2006, other tlian those receiving regulatory accounting treatment at PEC and PEF. as discussed below 

At December 31, 2007, the fair valtie of PEX’s commodity derivative instrunients was recorded as a $19 niillioii long-teini derivative asset position included 
in otlier assets and deferred debits and a $3 million shoil-term derivative liability position included i n  otlier cuncnt liabilities oii the Consolidated Balance 
Sheet At Decenibei 31, 2006, PEC did not have material outstanding positions i n  such contracts. 

At December 31, 2007, the fair value of PEF‘s commodity derivative inslrumcnts \vas recorded as a $60 niillioii shoil-temi derivative asset position included 
in  prepaynients and otlier cunent assets, a $90 million long-terni derivative asset position included in  derivative assets, a d  a $I 5 million short-term derivative 
liability position included i n  other current liabilities 011 the Consolidated Balance Slicct At Decembcr 31, 2006, tlic fair \~aIuc of such instruiiients was 
rccordcd as a $2 million long-tcnii derivative asset position included in derivative asscts, an $87 niillioii short-tenii dcriwtive liability positioii included i n  
otlier current liabilities, and a $36 million long-temi derivative liability position iiiclurled in other liabilities and dcfcrrcd credits on tlie Consolidated Balance 
Sheet 

PEC designates a portion of commodity derivative instrunients as cash llow hedges under SFAS No I 3 3  The objcctivc for lioldiiig these iiistruiiieiits is to 
hedge esposure to inarlet risk associated vvitli fluctuations in the price of power for our loiecasted sales Realized gaiiis and losses are recorded net i n  
operating revenues PEF did not liave any commodity derivative instruments designated as cash 110w licdges at Ilcccmber 3 1. 2007 and 2006 At Dcceniber 
31. 2007 and 2006. we a i d  PEC did not liave riiatcrial outstartding positiotis i n  such contracts The iricffcclive porlioii ol’ coriiriiodits casli flow licdgcs was not 
materid to our or the Utilities’ results of operations for 2007. 2006 and 2005 

199 



Case No 201 1-124 
StatT-DR-01-009 ii attoclmrnt 
(Progress Energy) 
I’ihgr 210 of 314 

At Deceinber 3 1, 2007 and 2006. the anioiint recorded in  our or PEC’s acciniiirlated otlier conipieliensive inconie related io coniniodily cash 110~ hedges \vas 

not material PEF liad no amount recorded in  accuniulated otlier comprehensive inconie related to commodity cas11 I l o ~ v  hedges 31 L)eceinber 3 1. 2007 or 
2006 

B. INTEREST 1 U T E  DERIVATIVES - FAIR VALUE OR CASH FLOW HEDGES 

We use cash Ilow Iiedging strategies to reduce exposure to changes i n  cas11 flow due to fluctuating interest iates. We use fair value Iicdging strategies to 
reduce esposure to clianges i n  fair value due to interest rate cliangcs The notioiial amounts ol interest rate derivatives are not exchanged and do not represent 
esposurc to crcdit loss In the event of delault by the countelparty. the exposure i n  these transactions is tlie cost of replacing the agreements at current market 
rates 

The fair values ofopen interest late cash flow liedges at Deceinber 31 weie as follows: 

Progress Energy PEC PEF 
2007 2006 2007 2006 2007 2006 ( i n  millions) 

Gains and losses from cash flow liedges are recorded i n  acctiniulated other compreliensive inconie and a n ~ o u i i t ~  reclnssilied to eaniings ale included in net 
inteiest cliaiges as tlie Iicdged transactions occur Aiiiounts iii ncciimulated otlier coinprehensive income related to l e i  minated hedges ale reclassified to 
eaiiiings as tlie interest expense is recorded The ineffective poition of inteiest rate cash flow liedges was not material i o  our 01 the Utilities’ results of 
operations for 2007, 2006 and 2005 

rlie iollowi~ig hble  presents selected inionnotion telated to interest iate cash flow Iiedges included i n  acctiniulated ollier conipieliensi\~e iiiconie at Deceniber 
31,2007: 

lterni in  years/millions of dollars) Progress Energy PEC PEF 
less  than 1 Less tlian 1 - 

(3) 

fi) 
Includes amounts related to terniinated liedges 
Actual amounts that \vi11 be reclassilicd to earnings may vary from the expected aiiiounts presented above as a iesult 01 clianges iii interest rates 

At December 31: 2006, including amounts related to teiminatcd hedges, we had $14 million of after-tax deferred Iosscs. including $5 million o i  alier-tas 

deferred losses at PEC and $1 inillion of aftei-tils defeiied Iosscs at PEF. iecorded in  accuniulated otlici comprehcnsive inconic iclatcd to interest rate cadi 

tlow licdges 

At December 31. 2007 and 2006. PEC had $200 niillion notional and $50 millio~i notional, respectively, oi interest rate cas11 flow liedges During 2007. PEC 
entcred into a coinbined $150 inillion riotional of forward starting swaps and amended its $50 million notional I0-yeai forward staititig s w p  i n  order to niove 
the maturity dale from October 1.2017 to April 1, 2018, wliich now tequires mandaton cash setlleinent o n  April 1,2008 

I n  2007. PEF enteicd into a combined $225 million notional of fonvard starting swaps to niitigatc exposure to interest ratc risk i n  aiiticipation of iiiturc debt 
issuances At December 31. 2006, PEF bad $50 million notional o i  interest rate cash flow hedges All of PEF‘s Ihiwa~ci starting s\mps were icrniinatcd on 
Scptcmber 13. 2007. in conjunction with PEF‘s issuance of $500 million o i  First Mortgage Bonds, 6 35O/0  Series due 2037 and $250 ~ i i i l l i c ~ n  
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of First Mortgage Bonds. 5 80'6 Series due 2017 On laiiuary 8: 2008, PET; entered iiito a coiiibined $200 million notional oi  forward starting swaps to 
niitigate esposure to interest rate risk iii  anticipatioii of fiihire debt issuances 

FAIR I 4  L UE HEDGES 

For interest rale fair value hedges. the change i n  [lie fair value 01 the hedging derivative is recorded in  net interest chain,es and is on'set by the cliaiige i n  the 
fair valiie of Ilie Iiedged item AI Deceiiiber 31, 2007. we Iiad no open interest rate fair value hedges At December 31, 2006. we liad $50 ini l l ion notional of 
interest rate fair value hedges At December.3I. 2007 and 2006. tlic Utilities Iiad no open interest rate fair value hedges 

18. RISLATED PARTY TRANSACTIONS 

into priinorily to support or enhance the creditworthiness ollierwse attnbuted to a subsidiary on a stand-alone basis, thereby laeili~ating tlie e.;tension of 
sufticient credit to accoinplisli the subsidiaries' intended coiiiiiiercial purposes Our guarantees include performance oblipations under power supply 
agreements. traiisniissioii agreeiiientq, gas agreenients, luel piocureiiieiit agreenients and tiadrng operations Our guaiuitees also include standby letters of 
credit and suiety bonds At December 31, 2007, the Parent had issued $433 million 01 guarantees foi futiiie finaiicial or peifoirnaiice assiiiance on behalf of its 

subsrdiaiies This includes $300 millioii 01 guamntees of ceitain payiiients of two wholly owned indirect subsidlanes (See Note 21) We do not believe 
conditions are likely for significant perforniance under tlie guarantees of peiforiiiaiice issued by or on behalf 01 affiliates To the cutcnt liabilities are incuired 
as a result 01 the activities covered by the guaranlees. sucli liabilities are included in the Consolidated Balance Sheet 

Our subsidiaries provide and ieceive services. at cost. to and from the Parent and its subsidiaries, in  accordance with agiecnicnts approved by the SEC 
pursuant to Section 13(b) of PLJI-ICA 1935 The repeal of PUI-ICA 1935 effective February 8. 2006, and subsequent regulalion by the FERC did iiot change 
our current interconipony services Services include purchasing, 1iuni:in resources, accounting legal, tIansmission and delivery siiplmi-t engineering inaterinls. 
contract support, loaned employees payroll costs, construction managenient and other centralized administntive, management :ind suppoi t services. Tlie costs 
of the services are billed 011 a direct-charge basis, wlienever possible, and on allocation factors for geiieinl costs Illat cannot be diiectly atti ibuted Billings 
from affiliates are capitalized or espensed depending on the nature of the sewices rendered. Amounts receivable froin and/or payable to affiliated companies 
for these services are included i n  I eceivables froiii affiliated conipaiiies and payables to affiliated coinpanics 011 the Balance Sheets 

PESC provides the majority of the al'liliakd serviccs onder tlie approved agreerneiits. Services provided by PESC dtrririg 2007. 2006 a d  2005 10 PEC 
aiiioiuited to $1 82 inillion, $188 million and $202 million, respectively, and services provided to PEI: were $174 niillioii, $165 niillion aid $169 million, 
respcctivel y. 

PEC and PE.F also provide and receive services at cost Services provided by PEC to PE,F during 2007, 2006 and 2005 amounted to $54 million, $34 million 
aiid $54 million, respectively Services provided by PE.F to PEC during 2007, 2006 and 2005 amounted to $10 niillion, $8 niillion aiid $14 million, 
respectively 

PEC and PEF participate i n  uii intenial money pool. operated by Progress Energy, to niore effectively utilize cash resources and lo reduce outside short-tcmi 
borrowings Tlie inoiiey pool is also used to settle intercompany balances The weiglited-average interest rate for the iiioney pool wus 5 49"6. 5 179'0 and 
3 77% at December 31, 2007, 2006 and 2005. rcspcctively Aiiiouiils pavable to the money pool are included in notes payable to allilialed coiiipanies on tlie 
Balance Sheets PEC aiid I'EF recorded insignificanl inteiest expense relaled to the money pool for all lhe years piescntcd 

Progress Fiicls sold coal to PEF at cost in 2007 and 2006 and f o r  an insigrriticmt profit in 2005 These intercoinpany revenues and expenses are cliiiiinafcd in 
consolitlation; however. i n  accordance with SFAS No 71. profits on intercompany sales to regulated aEfiliates arc not eliminated if tlie sales price is 
reasonable and tlie future recovery of sales price tlirougli tlie ratemaking process is probable Sales, net of insignificant piofits. if any. oi $2  nill lion, $321 
niillion and $402 iiiilliori for the years ended December 3 I ?  2007: 2006 aiid 2005, respectively, are included i n  fuel 
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used in  electric gcoeration oii the Consolidated Statements o l  liiconie In 2006, PEF began entering into coal contracts on its owii behalf 

PEC aiid its wholly owned sulxidimks and PEF have eniered into the Tax Agreemenl with [lie Parent (See Note 14) 

19. FINANCIAL INFOliRlATION 1%)’ DIISINESS SEGRIENT 

Our ieportable PEC and PIlF business segments are primarily engaged i n  tlie generation, transmission, distribution aiid sale of elcctricity in portions of North 
Carolina, South Carolina aiid Florida These clecti-ic operations also distribute aiid sell electricity to other utilities, primarily i n  the eastern United States 

111 addition to the repoitable operaiuig segments. the Corporate and OUiei segment includes Uie operations of lhc Parent and PFSC and other mlscellaneous 
nonregiilated businesses that do not separately meet tlie quantitative disclo.iure requiiements of SFAS No 131. “Disclost~res about Segnieiits 01 an Pnteipiise 
and Related Infonnation,” as a separate business segment The profit or loss 01 our reportable segments plus tlie pinfit or loss 01 Corporate and Other 
iepieseiits our total inconic from co~itirio~ng opeintiom 

Our fonner Cod and Synthetic Fucls segmcnt was pieviously iiivol\~ed i n  the pioduction and sale of coal-based solid synthetic luels as defined under the 
Code, the operation of synthetic luels facilities lor third puilies and coal terminal services I n  2007, we reclassified the operations of our synthetic fiiels 
btisincsscs and coal tcrininal services as discoiitinucd operations (See Note 3B). For comparative ptirposes. prior ycai results have been restated to confonn to 
the current seginent presentation 

The poslretirement and severance cliarges incurred i n  2005 resulted froin :I ivorkforce restmcturing and v o l u ~ ~ t a r y  erilianced retirenierit program that was 

approved i n  Febi uar j  2005 and concluded i n  Deceiiibcr 2005 I’ostretire~nent and sevemnce cllarges reclassified to discontinued opeiatioiis are not included i n  
the table below 

Products and seivices are sold between the vai  ious reportable segments All intersegment transactions are at cost except for transactions between PEF and the 
former Coal and Synthetic Fuels seginent, wliicli are at rates set by the FPSC I n  accordance with SFAS No 71, profits on intercompany sales between PEF 
and the forincr Coal and Synthetic Fuels segment are not eliminated if the sales price is rcosonablc and the fillwe recovery of sales price tliroiigh the 
ratcma1;ing process is probable The ploiits realized for 2007. 2006 and 2005 were not significant Prior to 2006, incollie tax expense (bencfi1) by segment 
includes the Parent’s allocation to pi olitable subsidiaries of income tax benefits not ielatcd to acquisition interest expense i n  accordmice with the Tax 
Agreement Due to the repeal of PUI-ICA 1935, the Parent stopped allocating these 13s benefits in  2006 

In the lollowing tables, capital and iiivestincnt espendituies include property additions, acquisitions 01 nuclear fuel and other capital iiivestinents Operational 

results and assets to be divested are not included in  the table piesented below 

(in millions) PEC PEF Corporate nncl Otlier Eliniinntions ‘rotills 

As of ant1 for the ycnr ended 1)eccinber 31,2007 
Revenues 

Capital and investment expendihr~ es 94 1 1,262 3 (2) 2,204 
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(in iiiillions) PhC PEF Corporate and Otlier Ellminatlons Totals 

As of and for the year ended December 31. 2006 
Rcveniic.; ~. .  ~ . .  ~ 

IJ nallilinlcd S 4.086 54,638 S - s  - $ 8.724 

-___ -- 

1 otal interest cliaiges, net 215 150 

Capital and iiivesttnent expenditures 808 74 1 12 ( 9 )  1.552 

Corporate and 
(Ill 1111111ons) PEC PEF Otlicr Ellmlnatlons Totals 

As of and for the year ended December 3 1. 2005 

I l l ICl  scglllclll - 823 (XS9)  - 
‘ Io tu l  1eveIllles 3.!)91 3.955 84 1 (839) 7.1218 

Total interest charges, net 192 126 342 515 
P 

20. OTHER INCOR4E AND OTI-IEIZ EXPENSE 

Otlier iiiconie and expense ineltides interest iiiconie and ollicr incoriie and cspense items as discussed below Nonieg~~latcd energy and delivery services 
include power protection services and iiiass market progiann sitcli as sui ge protection, appliance services and a ~ ~ a  light sales, and delivery, transmission and 
substation work for other utilities AI:UllC eqilit\~ represents the cslinlated equity costs of capital funds necessaw to finance the construction of new regolatcd 
assets The coiiiponcnts oi  other. iict as sliown on tlie accompnnviiig Statcniciits oT Iiicoiiie for the years ended December 31 \vere as follows: 



Progrtss Eiiergy 

(111 Ill1 I I lolls) 2007 2006 2005 

5 3 I 

Other. iiet - Progress Eiiergy ( 1 )  

i’EC 

(Ill mllllons) 

0 ollle 
N atcd 

2007 2006 2005 

11 

A 

8 7 9 

FERC audii sciilciiieni 

1ndeiiiiiiGcaiion liability (Note 21H) 

Other. iict - 1)l-C s (15) 

20-1 



PEP 
(111 niillionr) 2007 2006 2005 

Otlier iiiconie 
d de 

1 I 

Other esDeiise 

I)onations U 

L lllent 

1 otal otliei expense 29 33 28 

(n) O h  income incliides pre-tax gains of $32 niillicrii krr the yeai- ended Ileceinber 31. 2006. iioiii tlie sale oiapprosiinately 20 i!iillion shares of Level 3 
stock received as part oTtlie s:dc of oiir interest i n  1’1- LLC (See Note 3E) These gains are prior to the considerdon of niii~oiity Interest 

(11) On Novciiiber 27. 2006. l’icigress Encigy iedecnied the entire outstanding $350 inillion principal aniount d i t s  6 05’90 Senior Notes due April 15. 2007. 
and the entire outstruidiiig $400 tnillioii principal mount  of its 5 X506 Senior Notes due October 30. 2008 On Deccinber 6. 2006, 1’1ogress Energy 
repiirchased. piir’suaiit to a teiidei oKer, $550 million, or 4 4  0 pei-cenL of the aggregate priiicipnl aniotnit of its 7 I090 Seiiioi Notes due March I .  201 1 
We recognized a total pie-tm loss of$59 inillion i n  coiijnnctioii with tliesc redeiiiptions 

21. ENVIRONhIEN1’AIJ bLA11’EliS 

We are subject to regnlatioii by various federnl. state mid local autliorities i n  the areas o i  aii qiialitv. water qnalily, contiol 01 toxic s i~bsbnces and hazardous 
and solid wastes. : i d  oilier enviioninental mailers We believe 11131 we are in substaiitial compliance with those eiiviiol~iiieiitol replalions ctirrently applicable 
to 0111 bnsiiiess and operations and believe we Iiave a11 iicccssary permi& to coiiducl such operations Envilonineiital laws and reyt~laiions fieqi~eiitly chaiipe 
and tlre iiltirnatc costs oi  coinpliance caiiiiot aI\vays be precisely estiniated 

The piovisioiis cri the Compieliensive E,iiviroiiinentol Response, Compensatioii and Liability Act of 1080, as oiiiended (CERC1.A). authorize the United States 
Eiivirorinieiital I’roteclioii Agency (EJ‘A) to requi ie Ibe clwniip of liazardoiis waste sites This statute iinposes retroactive joint and several liabilities Some 
states, iiicludiiig Nor111 Carolina. Soutli Cniolinn and Floridg liave siniilar types of statutes We ore periodically notified by regtilators. including the EPA and 
various state agencies. of onr iii\~ol\~ciiicnt o r  potential iiivoiveiiicnt i n  sites that iiiav rcquirc iiivestigation aiid/oi i eincdiation Tlicr e :ne prcsently several sites 
with respect to ~vliicli we 11avc becii notilied of our potential liability by tlie EPA. tlic state of North Carolina. tlic st:ltc of I%iida. 01 potciitially responsible 
party (I’R1’) groups as described below ii i  grcater d e h l  Various nintcrials :issoci:ited with the production of inanniactured gas. generally referred to as cod 

[ai: are iegiilated under federal aiid slate laws I’FC and 1’1 re each PRI’s at se\~crnI iiiniiuiaclured gas plant (MGI’) sites We we also ct~r~errtly iii the 

piocess 01 assessing potential costs and esposurcs at otlicr sites ‘I‘liese costs arc eligible for reguiatoiy iccovery tlirougli either bmc rates or cost-recovery 
c1:iiises I3odi PIX mid I’EF evaluate poteiitial claiins ngaiiist otlier I’RPs and insurarice car riers aiid plan to snbniit clairns li,r cost iecoveiy wliere appiopriate 
1-lie ontconic 01 lliese potential clninis caiinot be predicted No niatcrial claiins arc crirrently pciiding A discussion o l  sites bv legal eiititv follows 

We recotd accrn:iIs io1 probable and estiiiiable costs related to ciiviioiiiiie111~i1 sites on aii uiidiscouiited basis We inensnre o w  Iiability lor tliese sites based on 
available cvideiicc including our experience i i i  investigatiiig and ieiiiediating eiivironiiiciitally impaired sites 1 lie pioccss olieti iiivolvcs assessing and 

developing cost-slini iiig 
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arraiigeincnts with other I'IZl's For all sites. as  assessments are developed and analyzed. we will accrue costs for the sites 10 the esiciii our liability is probable 
:ind the costs can he reasonably estiniatcd Bcc:iuse the extent o i  eiivironmeiit:il impact, allocatioii among PRl's for all sites. rciiiediation alternatives (which 
could involve eitliei, ~ninininl or sipnificaiii efforts), and coiiciii rence oi the rcgiilatoiy aiitliorities have not yet reached the stage where a reasonable estimate 
01 tlie reiiicdiatiori costs can be inade. we cannot determine the tola1 costs i l lat  may be incurred in coiineciioii with the remedialion of all siies 31 Illis lime I t  is 
piobablc that current cstima!es will cliongc and additional losses, which could be inaterial, may be incurred i n  the fiiture 

The Iollowiiig table coillains inionnation ahitit accruals f'oi etivironriienlal reniediatiori expenses described below Accruals for probable and estimable costs 
ielated to various ciiv~roiiincntal sites, wli ic l i  wcrc included i n  other liabilities and deferred crcdiis on the 13aIaiice Sheets. at Decciiiber 31 were: 

iiii niillioiir\ 2007 2006 

MGP and otliei vies 17 18 
otal PIT environiiiental reinediaticii 

(oj 
(11) 

Expected i o  be paid out over one to live years 
Expected io be pnid ont over one io lifieen sears 

In :idditioii to the IUtiIities' siies. discussed ~indei "I'EC." and " P E P  below. 0111 environmental sites include the following related to our nonregiilatcd 
opers!ions 

In 2001. we. tliiougli OIII  Progress Fuels subsidiary, establislied ai1 acciual to address iiideinniiies and retailled a11 environinental liability associated with the 
sale O i  onr Inland Marine '1-ransportation business Ai Deceinber 31. 2006. the remaining a c c i ~ ~ a l  balance was approxiinately $3 million FOI \he year ended 
December 31.  2007. tlie accrtial \vas reduced by approsiiiiaiely $3 million due to o reduction in ihe anticipated .stop of woik based on responses rroiii 

regulatory ageiicies lirpendituies ielatcd lo this liability were not ninterial duiiiig 2007 and 2006 

On March 2-1, 2005. we coiiipleted tlic salc of 0111' Progress I M  subsidiaiy I n  connection with the sale. we incurred iiideniiiity obligations related to certain 
pre-closing liabilities. including ccitaiii ciivironme~ital niaitecs (See disctlssion tinder Guarantees i n  Note 22C) 

Tlieie aie cti~reiiilv eiglii foniier MGI' sites and :I iiiiiiiber oi otlier sites associated with PEC that h v e  required or are aiiticipa1ed to require investigaiion and/ 
oi reinediaiion Tlirce oi tliese sites aie i n  the long-ierni iiio~iiioiiiig pliase 

For the w a r  ended I?eceiiiIm 31. 2007. including tlie Carolina lronsiorniei site, the Ward Trniisfornier site and MGP sites disciissed below. PEC's accnial 
\vas ieduced bv a net ainouiit ol  approriinately $2 iiiillion and I'EC spent approslniately $4 million For the year ended Deceinber 31, 2006. PEC acci-tied 
approsiiiiatcl\ $2 I million and s p i t  approxilnatel\ $6 niillioii In Octobcr 2006. PEC receivcd orders fioin tlic NCUC and SCI'SC to defer and amortize 
ccrtxiun ciivi~onniental icincdiaiioi~ expenses, net or i n s ~ ~ ~ a n c c  proceeds (See Note 7B) 

For the year cridul l>ecciiiber 31. 2006. based iipoii iiewly available data for several o i  I'EC's MGP siieq which liad individual site remediation costs ranging 
froin appi-oxiiiiatel!; $2 iiiillion t o  XI niilliciii. a reniediaiiori liability of approximately $12 niillioii \vas recorded L'or ilte niiniinuln esiiniaicd iota1 reinediatioii 
cosi hr 311 01 I'EC's reniaininp MGI' sites Tlie ~iiasiii~ciiii ai i io i i i i t  of the range for all i l ie sites cannot be dcierrnined 31 this lime 3s one of 
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the rcniaining sites is signilicaritly larger than tlic sites for which we have historical experience Actual experience may differ from current estimates, and i t  is 
probable th:it cstiniatcs will continiic to cli,uigc in the fiiturc 

Dunng the loiiith quartel 01 2004. the 1:PA advised PEC tliat i t  had been identilied a5 a PIW at tlic Ward ’lransfonncr a t e  located i n  Raleigli. N C llie EPA 
olfc~cd PEC aiid a iitinibci of other I’Rl’s the opportunily to negotiate clcantip of the site and rciniburseiiieiit to the EPA for the EPA’s past eupcnditurc.i 111 
addressing coiiditions at thc 51tc Stibieqtieiilly. PEC and otlier PRPs srgried a settlement agicenient, wlircli requires the pnrtrcipatiiig PRP5 to ieniediate the 

site F o i  the year ended Deccnibci 31. 2006, based upon continuing asscssnient woik perlarnicd at the s~te,  PEC ieco~dcd an add~tionnl $9 mllllon accnial tor 

its poitioii o l  tlrc cstiiiidtcd rcnicdintioii costs At Dcccriibcr ’31, 2006, aftcr cumulative c\peiiditures for the Ward site o l  approxiniatcly $3 million, PEC‘s 
iccorded liabiliiv foi tlic sitc \vas approuiiiintclv $9 inillion During 2007. the PRP agrcemcnt \vas amended to ~nclude an a d d ~ t ~ o ~ i a l  participating PRP, wh~cli  
lcduccd PLC‘s allocable slidre. mid tlie cstiniatcd wopc 01 woik incieascd lliesc la~tors  icsulted 111 a net reduction to PEC’, accrual for tlils slte At 

ay differ from c1llTClit cstmatcs. and It IS 

The EPA lias also pioposed. but not yet selected. 3 liiial reniedial action plan to address strcani segnients downstreaiii from the Ward Transformer site The 
outconie of this iiiattci c:iiinot be picdicted 

I n  Septeinber 2005. tlic LPA advised PIX that i t  had bceii idcirtilicd as a IWP nt llie Carolina Traiisforiiicr sile located i n  l~ayellcville. N C The EPA offered 
PEC and a iiuiiibcr of other PRPs tlic opportuiiity to sliarc i n  tlic rciniburscmcnt to tlic EPA of past expenditures i n  addressing conditions at tile sitc, wliicli are 
ciirreiitly approriiiiatelv $ 3 3  million During tlic year endcd Dcccinbcr 3 I. 2007. a scttlcnicnt \vas rcaclied between the PRPs and the EPA. and PEC recorded 
and paid 311 iiiiiii:iteri:iI aniount Ibr its sli:itc of the sctllcnicnt 

PEF has received approval lioiii the FPSC for recovery of the ninjoiity of cosls associated with the remediation of distribution and substation traiisformers 
tlirougli tlic Eiiviroiiiiientnl Cost Rccovery Claiisc (ECRC) Under agreements with the Floi ida Department of Environmental Protection. PEF is i n  the process 
of cxaiiiininp distribution traiislornier sites and substation sitcs fbi iiiincral oil-iinpoctcd soil reiiicdiation caused by equipment iiitcgrity issues PEF has 
reviewed a iiiriiibci of distiibution transfoi mer sites and all substation sites Based 011 changes to the estimated time frame lor inspcctions of distribution 
transfornicr sites. PEF currciit lv crpects to liave coiiiplctcd this review by the end of2008 Should fwllicr sites bc idciltified, PEF believes that any estimated 
costs would also be rccovercd tliroiigli thc ECRC For the year ended Dccclnber 31. 2007. PEF accrued approximately $10 million due to an increasc i n  
estiniatcd rcnicdialjon costs and  spciit approxiniatcly $22 million rclatcd to the remediatioil o i  tmnsfornicrs For the year ended December 3 1. 2006, PEF 
accriied appioxiniately $42 inillion due to additional sites expected to requiic rcniediation and spent approximately $19 million related to the remediation oi 
iransfornieis At Deceinbei 31. 2007, PE.F 113s recorded a icgulatory asset for the probable recovery of tliesc costs through the ECRC (See  Note 7.4) 

The aiiiounts ior MGP and other sites, i n  the table above. relate to two former MGP sites and other sites associated with PEF that have required or are 
anticipalcd to rcqiiirc investigalioii and/or ieniediation. The aniounts include approxiniatcly $12 million in insurance claim sctllement proceeds received i n  
2004, wliicli arc restricted lor we i n  addiessing costs associated with environlnental liabilities Foi the year ended December 31, 2007, PLF made no accruals 
and spent appir~xiniatcly $ 1  niillioii For tlie yeor cndcd Ikccinbei 3 I .  2006. PEF inadc 11o accruals and PEF‘s expenditures were not nioterial to our or PLF‘s 
results o i  operations or iiiiancid condition 

13. AIR ANI) \\’.A1 liR QIIALITI’ 

We arc sihicct  tu vaiioiis cui tent I’edetal. state and local cnviioiinicntal conipliaiicc h s  and icgiilations governing air and wakr  quality, rcsi~lting in capital 
cxpciiditurcs and increased OKrM cxpcnscs l’hcsc conipliancc laws and rcgulations include the Clean Air Interstate R L I ~ C  (CAIR). tlic Clean Air Visibility 
Ilulc (CAVR). the N O s  SIP Call Rulc under Section I I O  of die Clean Air Act (Nos SIP Call). tlic Clcnii Siiiokestacks Act a ~ i d  rnercury rcpilatioii (see 
“Other Matteis - Eiivironniental Matters“ for  discussion regarding Clean Air Mercury Rule (CAMR)) At December 31, 2007. cuiniilativc cnvironniental 
conipliance capital expenditures to date witli r g a r d  to iliesc 

207 
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environiiicntal I a \ w  aiid rcgu1:itioiis \vcie X I  567 billio~i. including $1 244 billion at PEC and $ 3 2 3  inillio~i at PEF AI  Ikcembcr 31. 2006. cuniulative 
c~ivironiiientnl coiiiplioncc capital c?;peiiditurcs to dale \villi regard to tlicsc criviroiiincntal I a ~ s  and regulations were $932 million, including $904 niillioii at 

PEC and $28 ini l l ion at PIT 

As dtscossed in Notc 7A i n  Jiine 2002 the Clcaii Smohe.;tacLs Act was enacled 111 North Carolina requiring the slate’s cleclrrc utdilics to reduce the eniissio~~s 
o l  NO\ and SO2 Ironi their North C~ioli i ia Leal-lircd powcr pInnl\ i i i  pli:ixs b\ 2013 Two 01 PFC’s larger1 ~wnl-fiied generating units (tlie IZoxboro No 4 
and Mayo 1Jnits) inipnctcd by Uie Clean SmoLestncLs Acl are lointlv o\vncd I’tlrsuaiit lo jomt o\viicrsliip agi-ecnienls Ihe joint owiieis atc required lo pay 3 
portion ot the costs 01 oiviiiiig aiid opernt~rig these plants PTC 1135 dctcrni~iicd 11131 the most cost-ellcctive Clean Smokestachs Act coniplia~ice strategy IS lo 

~iiaxtiiitze tlic SO2 rciiiovnl Iroiii 11s larger coal-filed iiiiits iiicludiiig I?oxboio No -1 aiid M a w .  50 as lo mold tlic installation of expensive eiiitss~on conlrols 
011 its smallei coal-fiicd i~ii its I n  order IO addrcss the joint ownel’), coiiccnis lliat sucli a co~npliancc stialcgy \\fould result i n  a disproportioiinte sliarc 01 the 
cost of comp~iancc foi liic jointly owned oiirts, P t C  cillcred lllto ai1 ogleenicnt with tile Joiiil owner to ~ I n l l t  115 aggregate costs assoclutcd w l t h  caprtni 
expenditures to coiiiply n i t l i  tlie Clean Smoheslacks Act to a p p ~ o ~ ~ i i i a t e l ~  Y;JX million I’tC recorded a reiatcd iiabi-r;l’s s-6 
cost5 in execs5 of the conhact amount At Dcccnibet 31. 2007, and 2006. tlic anioiuit of tlic Iiobllity was $30 Inllllon and $29 million. rcspcctlvcly. bascd upon 
the icspcctivc cuiiciil crtiiiiatc5 for Clcan Siiiokcstads Act coiiipliance Dccausc PEC 1135 tahcn a systcm-wide coiiipl~ancc approach. i t 5  North Carolina retail 
ratcpaycis 1ia\~e sigiiificaiitly bcncfitcd fioiii tlic s t i a t cg~  of focus~iig cni15s1on icduction e lhi ts  oil llic lolntly owned units. and. tlleicforc, PEC bclicvcs that 
any costs i n  c \ ~ c s s  01 tlie joint owner’s share sliould be rccovcied froin No1111 Caiolina 1cta11 r:ilepnyers, consistcnl wlth otlicr c:ipilal e\periditures associated 
with PEC’s compliance \villi tlic Clem Siiiohcstacks Act 111 2006. I’EC notified tlic NCUC of 11s intent to record these cslimated cxccss costs as part of the 
$569 riirllron a~iiort~zatiwi ieqiiircd 10 be recoided by Ikccniber 31. 2007. and a c c o ~ d i i ~ g l ~ ,  recorded the ~ndeninification expense lo Clean Siiiokestacks Act 
aniorliza11oii I n  a sc~tlcmcnl agicciiieiit piovivonally approved by tlic NCUC on Dcccnihr 20 2007 eligible coiiipliancc costs iii excess of tlic joint ownei’s 
share will be treated i n  the mi i c  iiiaiincr as I’EC’s Clean SniolLeslacLs Acl compllniice costs 111 e\ccss 01 the ongrnnl estinintcd coiiipliance costs, as ultimately 
approvcd by the NCUC (See  Note 7A) 

22. C‘ORIR.IITICIIIN’PS ANI) CON‘TINGENC‘IES 

A. PUllCllASE OBLIGATIONS 

At December 3 1. 2007. tlic fi,llowing table rcflccts contiaclual cnsli obligations and otlicr commercial comniilmcnts i l l  tlic respective periods in which they 
arc due: 

I’rogres F En wgy 

( i n  niillio~is) 2008 2009 2010 201 1 2012 Tlierenner 

Othei ptircliase obligat~oii~ 94 39 32 16 16 64 

PEC 
( I  11 mi I l l  oil\) 2008 2009 2010 201 1 2012 1 hereafter 

Fuel 
Purchased powei 85 87 69 80 63 540 

84 2 
Other purchase obIiga1ions 26 12 7 J 3 13 
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(in niillioiis) 2008 2009 2010 201 1 2012 Thereafter 

F 1,060 $ 7 

rn, 
111 \ inr cn:il nil P:I h i i  fucl. Oui aaviiietits imdcr tlicse coiniiiitiiients weie 
$2 360 billioii. $1  628 billioii aiid $1 470 billion foi 2007, 2006 :iiid 2005. respectively PTC’s total pnyniciits under tliese coriimihnents Ior its generating 
plaits were $1 049 billioii, $1 051 billion and $964 inillion i n  2007. 2006 and 2005. respectively PI s pawiietits totaled S I  il 1 billion. $577 inillion aiid 
$506 inillion in 2007, 2006 and 2005, iespectively 

Both PEC and PEF Iiave oiigoiiig purcliased power coiltracts with certain cogciieiators (priiilarily QFs) with espiration dares ranging from 2008 to 2030 
These purchased power coiilrocts geiicrally provide I h r  capacity and eiiei gy pa)’nlcnts 

PEC 110s a long-tenn agrectiicnt for the purcliase of power arid iclated Imiis~nission services Iron1 lndiaiia Michigan Power Coiiipniiy’s Rockport Uiiit No 2 
(Rockport) The agiecnieiit providcs for tlic purchase of 250 MW of capacity tliiougli 2009 with cstiinated iiiiiiinitiiii animal payments of appiosiniately $42 
million, representing capital-ielated capacity costs. Total purcliascs (iiicludiiig ciieigy and tiaiisniissioii use chi-gcs) undci the Rockport agreeiiiciit aniountcd 
to $77 million, $80 iiiillioil aiid $71 iiiillioii for 2007. 2006 :ind 2005. respectively 

PEC executed t\vo long-teriii agreeineiits for tlic purchase of porvei from Broad Rive, LILC‘s Broad Riwr Iacility (Broad River) One agrceinent provides for 
the purchase of npprosiniately 500 MW of capacity through 2021 with an oiiginal iiiiiiiniuin aiiiiual payiiiciit of approximately $16 million, priniarily 
representing capital-related capacity costs Tlie second agreeineiit provided for the additional purcliase of npprosiiiiately 335 MW of capacity tliroagli 2022 
with nil original iiiininiuiii aiiiiual payiiieiit of oppiosiinately $16 millioii reprcsentiiig capitol-i-elated capnciiy costs Toto1 purchases for both capacity and 
energy under the Rioad River ogieenieiits aiiioiiiited to $39 iiiillioiL $40 iiiillioii and $44 iiiillioii iii 2007, 2006 aiid 2005, iespcctivelv 

I n  2007, PEC executed a long-term agrcelncnt foi the piii cliasc of power from Southern Power Company Tlie agiceinent provides foi capacih, purcllases of 
305 MW for 2010,. 310 MW Tor 201 I and 150 MW annually tIicre:iftcr tlirougli 2019 Estiiix~ted payiiients for cnpaciiy and energy under the agrceiiiciit arc 
$22 million for2010. $33 inillion for2011 and $14 niillioii aniiunlly tlicreafter tlitougli 2019 

PEC 113s various pay-lbr-perfoiiiiaiice coiltracts with QFs for approsiiiiatelv 195 MW 0 1  capacity espiriiig at various times itirougli 2014 Paynients for both 
capacity aiid cnergy are contingent upoii the QFs’ ability to generate I’ayiiients ninde iiiidei tlicse contracis werc $95 million. 6182 inillion and $1 I2 inillion 
in 2007. 2006 aiid 2005. respcctivcly 

PEF Iias long-leriii coiitracts for appiosiiiintcly 489 MW 01 purcliased polve~ with otlier utilities. including a contract with 1.11~ Soutlicrii Conipuiiy for 
approsiinatcly 414 MW of puicliased power annually tlirougli 2016 1 otal purcliascs. ioi both cncigy aiid capacity, undcr these agrccnieiits aiiioiiiited to $161 
million, $162 million aiid $1 75 inillioii for 2007. 2006 and 2005, respectivelv Miiiiinuni purchases tinder these coiitr:icts. icprcseiitiiig capitol-related capacity 
costs. are approxiinately $70 niil l iori  :iiinuallv through 201 I .  $50 millioll Ibr 2012 and 632 niillion annoally tlicrc:ificr through 201 6 

PPF 113s oiigoing piiicliased power contiacts with certain QFs Cor 965 MW of capacitv wiili espiratioii dstcs ranging froni 2008 to 2030 Energy pnyiiieiits are 
bosed on the actual power taken under tliese coniiacts Capacit\f pnyineiits ale subject to the QFs iiieeting certaiii coniract plbrniaiice obligations In most 

cases. these coiitracts account for 



100 percent of tlie generating capacity of each of tlie facilities All coniniit~iients, except one for 75 MW, have k e n  approved by tlie FPSC Total capacity 
purchases uridei these contracts aniounted to $288 iiiillioii, $277 niillion and $262 ~iiillion lbr 2007. 2006 and 2005. rcspcctively At December 31, 2007. 
minimuin expected future capacity paynieiits under these c~ntracts were $297 tnillion. $263 millioii. $267 niillion. S281 niillion and $292 niillioii for 2008 
through 2012, respectively, and $ 3  053 billion tliereafler The FPSC allows the capacity pa)nteii~s to be recoxled t11Jougli a capacity cost-recovery clause, 
wliicli is similar to, and works in conjunction with, energy payments recovered tliiough the fuel cost-iecovcrs clause 

111 Januruy 2006. PEF cntcied into  a conditional contract with Gullstrcaiii Natural Ga5 Systcm. L L C (Gullstreain) lo1 f i l i i 1  pipeline tianspoitation capacity to 
a~~gment  PEf’s gas supply needs for tlie F i i o d  from Septembci 1. 2008. tluougli Januaiy I .  2031 llic total cost to PET; associated with this ngreeniciit 15 
approslmately $777 niillion Tlie tmnsachon I S  subject to seveid conditions piecedent. ~ncludiny tl~e complctioii and c c i ~ ~ ~ ~ i ~ e ~ i c ~ ~ i ~ e ~ ~ t  01 opcl:ition 01 the 
iiecessaiy related espaiisions to GuIIStream’s iiahiial gas pipeline system, and oiiiei w i i l  

estimated costs associated witli  this agreement are iiot ~ricliided i n  the contractual cash obligations table alxxe 

In July 2006, PEF entered into a conditional contract with Devon Gas Services lor tlie supply o i  nat~iral %as lo auyiiient PEF’s yas supplv iieeds Ihr the period 
From May to September for tlie years 2008 through 201 1 The total cost to PE,F associ:ited with tliis ogreenient is approxiiiiiltely $251 niillion The transaction 
is subject to seveial conditions precedent including tlie conipletioii and coni~nenceiiiciit of operation 01- necessan/ relaled interstate pipeline expansions. and 
other standard closing conditions Due to t l ie conditions of this agrecnient the cstinratcd costs associated \\,it11 this agrecnicnt arc iiot incliided i n  the 
contractual cadi obligations table a h v e  

In December 2006, PEF entered into a conditional contract with Cioss Timbers Energy Services. liic lor tlic supply oi riahiral 83s to aiigment PE,F‘s gas 
supply needs for tlie period froni June 1,  2008, tlirougli May 31. 201 3 The total cost to PE.F associated with this agreeincnt is appioxiiiintely $1 026 billion 
The transaction is subject to several conditions precedent including the coiiipletion and coiiiiiieiiceiiie~it oi opc~atio~i oi necessaiy related interstate iiatutal gas 
pipeline system expansions. and other standmd closing conditions Due to !lie conditio~~s ot this :igicement the estinintcd costs associated with this agrcenient 
are iiot included i n  the coiitrnctual cash obligations table above 

In  Decembct 2006, PEF entered into a conditional contract with Southeast Supply I-leader, 1, L C (SESI-I) lor finn pipel~ne transportation capacity to augment 
PEF’s gas supply needs for the period from June I .  2008. throi~gl~ May 31, 202.3 The total cost to PEF associated wit11 this agrcciiient is npprosiiiiately $271 
million Tlie transnctioii is subject to several conditions precedent, including FPSC approval. the completion and ~oniniciice~ncnt oi  opciation of tlie SGSH 
pipeline project. and ollier standard closing conditions Due to the conditions o i  this ogrectnci~t the estimotcd costs associated with this ngrecinent arc not 
included i n  the contractual cash obligations table above 

I n  December 2006, PEF enieicd into a conditional contract with a private oil and gas coinpany loi tlie suppl“ oi natuial gas to augment PE.F’s gas supply 
needs for the period from June 1. 2008, thiuugh March 31, 2013 The total cost to PEF associated with this agieenient is approxi~natcly $146 niillioii The 
transaction is subject to several conditions precedent. including the completion and ~oninieii~eiiient of  operation o i  necessa~y ielated interstate natural gas 
pipeline system expansions, and other standard closing conditions Due to tlie conditions 01 this ogieenieiit the estimated costs associated \villi this a~rcement  
are not inciuded i n  tlie coiitmctual cash obligations table above 

In  Januar)~ and February 2007, 1’1117 entered into conditional contracts ivitli Clievmn Natural Gas lbr lhc supply oi natural gas to aogiiiciit PEF’s %as supply 
needs for the period from lune 1. 2008. to May 31. 2013 Tlie total cost to PEF associ:ited with tlrcsc agreeiiients is appmxirii:ttely $935 niillion Tlie 
transactions are subject to several conditions precedent. including the conipletion and conimenceniciit oi operation o l  nccessaiy related interstate pipeline 
expansions. and other standard closing conditions Due to the conditions o i  these ag~eei i ie i i ts  the estiniated costs associated with tlicse ayreeniciits are not 
included i n  the contractual cash obligations table above 
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We liave piircliase obligations related to varioiis capital construction projects Our total paytncnts under these contracts were $675 Inillion. $365 ~nillioii and 
E91 million for 2007, 2006 and 2005, respectively PEC’s future obligations related to Clcan Sniokcstacks Act capital projects arc $84 inillion f o ~  2008 and 
$22 inillion foi 2009 ‘Total payments under PEC’s contracts I-elated to Clean Sniokcstacks Act projects were $208 niillion and 6225 niillion Cor 2007 and 
2006, respcctively 1’E.C did not Iiavc any payments related to constniction obligations i i i  2005 I’EF has porcllase ob1ig:ltions related to various capiial 
projects related to new generation and Flotida CAIR Total payments under ITF’s contracts were $467 niillion. SI40 niillioti and 691 million foi 2007. 2006 
and 2005, respectively I’FF‘s future obligations under these contrac~s arc $631 nlillion, $1 88 niillion aiid $42 million for 2008 tlirough 2010. respectively 

We have entered into vm ious other contract~inl obligations priniarily related to service contiacts lor operational semices entered into bv I’ESC, parts and 
senGces contracts, and a PEF service ngrcenieiit related to the 1-lines Energy Complex O w  pay111cnts ~rndcr tlicse ;~gree~iicnts were $97 iiiillioii, $122 niillion 
and $100 million for.2007, 2006 aiid 2005, respectively 

We Iiave entered into v:irious other contractual obligations prirnarily related to capacity and seivice contracts lor operational services associated with 
discontinued CCO operations Total payments under these contracts were $8 niillion, $18 niillion and $17 iiiillioii foi 2007, 2006 :ind 2005, respeciively 
Estiiiiated fittiire paymeiits under tl~ese contracts of$6 million are not reflected i n  h e  contract~ral cash oblig:iiio:is table a b o ~ e  Included i n  tliese contr:~cts arc 
purcliase obligations with a coiiiiterparty for pipeline capacity through 2009 

PEC has various purcliose obligations foi emissiori obligations, limestone supply and the purchase 01 capital pads Total purchases uiidei tliese coiitt acts \\’ere 
$21 million, $2 million and $10 million lor 2007, 2006 and 2005, rcspcctively Future obligations mder thesc coiitracts arc $22 nlillion lor 2008. $4 inillion 
each for 2009 and 2010. and $ 3  million each for 201 1 and 2012 and $1.3 million tlicrealier 

PEC lias variotis purcliase obligations related to reactor vessel head replacements, power upratcs aird spent ftiel storage Total purchases under tlrcse contracts 
weie $8 million for 2006 and $13 million for 2005. with no piiicliases i n  2007 Futuie obligations tinder tliese contiacts arc for spent fiiel storage and rota1 $5 
million, $8 million. $ 3  niillioii and $1 million for 2008 through 201 I ,  respectively 

PEF has long-terni service agreements for the Hines Energy Complex Total payments under tliese coiitracts were $1 1 niillioir. $12 niillioii and $8 inillion for 
2007, 2006 arid 2005, respectively Future obligatioi~s iriider fliese coiitrncts are $21 iiiillioii. 614 million, $19 inillion, $12 million mid $12 riiillioii for 2008 
through 2012. iespectively, with approsiniatelv $50 million payable thereafter 

PEF 113s vaiious purchase obligations and contractual commitments related to the piircliasc and replaccinetit ol niacliinery Total payiticnts under tllcse 
contracts were $22 inillion, $21 million and $34 million for 2007, 2006 and 2005. respectively Fritiire obligations rinder these contracts arc $8 million and $6 
niillion for 2008 and 2009. respectively 

u. LEASES 

We lease ofiice buildings. coniputer eqtiip~nent. vehicles, railcars and other property and equipment witlr vai ious tern~s :md expiration dates Some rental 
payniciits for ~iairspor~atio~i equip~iietr~ include minimom rentals plus contingent rentals based on inileage Tliesc contiilgcnt rentals ale not significant Our 
rent expciise under operating leases totaled $40 million, $42 niillio~~ and $38 inillion for 2007, 2006 and 2005. ircspcctivclp Our purcliascd power cxpensc 
tinder agreements classified as operating leases was approxiinalely $69 niillion. $60 niillion and $14 inillion iil 2007. 2006 :md 2005. rcspecti\~elp 
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PEC's rent expense under opcrating leases totaled $23 million, $25 niillion and $24 million dtwiiig 2007, 2006 and 2005. respectively 'rllese amounts include 
rent expense allocated from PESC to PEC o l  $6 million. $8 million and $7 inillioli for 2007, 2006 and 2005. iespectivcly Purcli:lsed power expense under 
agrecmciits classified as operating leases \vas approsiinately $10 iiiJ1lio11. E l  0 niillion and $1 I i nil lion 111 2007. 2006 and 2005. respectively 

PEF's rent expense tinder operating leases totaled $ 1  5 million, $16 million and $1 1 million during 2007. 2006 and 2005. respectively These mnonnts include 
rent expense allocated fiom PESC to 1'E.F oi $6 million Tor 2007 and $7 inillion each Tor 2006 and 2005 Piirclioscd po\\,ei expeiise under agreenients 
classified as operating leases \vas approximately $59 million. $49 million and $3 inillion i n  2007, 2006 a d  2005. respectively 

Assets recorded under capital lcases at I>ecember 31 consisted oT: 

L e ss Acc ti in ol nted ani orti ~a b on (20) (12) (13) (12) (7) - 

At December 31. 2007. ii1iiiiiii1iin aiinnal payiiieiits, excluding executoiy costs such as property loses, insiiraiicc and iiiaintenance. under long-teim 
iioncancelable operating arid capital lcascs w r c :  

Progress Energy PEC PE I: 
Caoital Ooeratiiin Caoital Oucratim Caoital Oneratine , . .. ,, .. . . . -. . ,, 

2 22 
2009 29 4 1  3 30 26 6 
2010 28 25 I 17 26 4 
201 1 28 20 7 1 3  26 'I 
2012 28 38 2 13 26 21 
'1 liereafter 308 554 I O  127 298 42-1 
Mininiuni i~nniial  payiiiciils 449 s 740 21 S 235 428 S; 483 

7 

I n  2003, we entered into an operating lease for a building for which minimtiin annual rental payments are approximately $7 million The lease telni expires 
July 2035 aiid provides for no iental  papiiients doring tl~e last 15 years of tlie lease, during whicli period $53 million of rental expense will be recorded i n  the 
Consolidated Statements of' Iiicome 

I n  2007. PEF ciltercd iiito a purcliascd powcr agreeinent, wliich i s  classified as an opei-ating lease l h e  agi cciiicnt calls hi ininiinuin anntlal pavincnts o i  
approsiinately $28 million lion1 2012 through 2027 for a total olapprosimatcly $420 million 

In 2005, PEI; entered into an apreeiiieiit for a capital lease for a building completed during 2006 The lease lerni expiies March 2047 aiid piovides foi annual 
payinenls oi approximately $5 inillion from 2007 through 2026 for a total of approximately $103 million 7-lie lease teiin provides for no payments during the 
last 20 ye:irs o i  the lease. during which period approsiinately $51 niillion of rental expense will be recordcd ill the Stateinenls olliicotiie 

I n  2006. PEF ehleiided the ternis oi an agreeinent for purchased power, which is classified as n capital lease. for an  additional 10 yeais The agrccnieilt calls 
Lor iiiinimuni annual payoieiits of approximately $21 million from 2007 through 2024 for a t o ld  01 appioxinintely $348 iiiillion Due to tlie conditions of the 
agreement. the capital l e s e  was not recoided oil our or PEF's Balance Sheets until 2007 
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I n  2006. I’EF cnteied into an agrcciiieril for pitrcliased powei, wliicli is classified as a capital lease Due to tlic conditions oi \he agreement, tlie capital lease 
will not be recorded on PEF’s Balance Sheet until approximately 201 I Tlierefore7 this capital lease is not included i n  the table above The agreement calls for 
minimum annual payments ofapprosiinately $8 million froti1 2012 througli 2036 for a total of approximately $208 million 

Excluding the lJtilitie5. wc ale also a lessor of land. buildings and other types of properties w e  o w  under opeiating leases with various teniis and expiration 
dates The lensed buildings are dcpieciated wider the same teims as other bulldings included in drvcisified business properly Miniinurn rentals receivable 
under noncancclablc leanes aic approsimately $8 niillion, $7 inillion, $> million, E4 million and $7 miiiton For 2008 ti iroug h 
rcccivcd under these opeiatiiig 1cam totaled $8 niillion. $9 million and $8 million foi 2007, 2006 and 2005. respectively 

The LJtililics :ire lessors of electi-ic poles, strcetliglits and other Cacilities PEC’s minimum rentals reccivable under noncancelable leases are $10 lidlion for 
2008 and nolie tliercd‘ter PIE’S rents received ale contingent upon usage and totaled $33 million for 2007 and $31 Illillion each t‘o~ 2006 and 2005 PEF’s 
rents received are based on a fixed ~niniinum rental where price varies by type of equipment or contingent t~sage and totaled $78 million, $72 niillioii and $63 
million for 2007, 2006 and 2005, rcspectivcly PEF’s iiiiiiiniiiiii rent:tls receivable under ~ioncaiiceloble leases ore not material for 2008 and therealter 

C.  GUAIIANTEES 

As a part of iioniial biisiiiess, we enter into various agreements providing future financial or perfomiaiice asstiraiices to third parties, \vhicli are outside the 
scope of FASB Inteiyretntion No 45, “Guarantor’s Accounting and Disclosure Requircnlents for Guarantees, Iiicluding Indirect Guaiantees of Indebtediiess 
oi Others” (FIN 45) Such agrcciiieiils includc guarantccs, standby letters o l  credit and surety h n d s  At December 31. 2007. we do not believe conditions ale 
likely for significant performmice under these guarantees To the extent liabilities we irlcurred as a result of the activities covcrcd by tlic guarantees, such 
liabilities are included i n  the accompanying Balo~icc Slieets 

At Deceiiiber 31, 2007, we have issued guarantees and indemnifications of and for certain asset perforii~ance, legal, tax and eiiviroiiiiientd matters to third 
parties. including indemnifications inadc i n  connection with sales of businesses, and for timely payment of obligations i n  support o i  our non\vholly owned 
syiiilietic fuels operatioris. wliicli arc within tlie scope of FM 45 Related to the sales of businesses, Uie latest notice peiiod eslends until 2012 for the majority 
of legal, tax and environmental matters provided for iii the indemnification provisions Indeninifications for the perforniaiice of assets excciid to 2016 For 
certain matters for wliicli we ieceive timely notice. our iiidemnity obligations may extend beyond the notice period Certain indeinnificatioiis liave no 
limitntioiis os to tiiiie or masimum potential fiiture payments 111 2005, PEC entered info an ogreenient with the ,joint oiviicr of certain facilities at tlic M a w  
and Rosboro plants to limit their aggregate costs associated with capital expendittires to coiiiply with the Clean Smokestacks Act and recognized a liability 
related to this indeiniiification (See Note 2lB) PEC’s inaxiniuiii esposure cannot be determined. At December 31. 2007, the cstiinated masimum expsiire 
Tor gttarantccs and indemnifications for which a maximum exposure is determinable was $427 inillion, including $32 million at PEF At December 31. 2007 
and 2006. we liave recorded liabilities related to guarantees and indemnifications to third parlies o f  approsiniatcly $80 inillion :ind $60 million. respectively 
Tliese aiiioiints include $30 ~iiillion and $29 niillion. respectively. for PEC and $8 ndlion for PEF at 1)eceinber 31, 2007 and 2006. As current estimates 
cliange. it is possible that additional losscs related lo guar:intees and indciiinifications to third parties, ivliich could be mateiial, may be recorded in  tlie future 

I n  addition. the Paicnt has issued $300 million of goaimtees of certain payments oftwo wliolly owned indirect subsidiaties (See Note 23) 
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D.. OI’IIER CO~lblll’hlENTS A N D  CONTINGENCIES 

Pursiiant to tlie Nuclear Waste Policy Act of 1982, tlie Utilities entered into contracts with tlie DOlS under which tlie DOE agreed to begin taking spent 
nuclear fire] by no Ialer tliaa January 31, 1998 All siinilai-iy situated utilities were rcquired to sign the same standard contract 

The DOE failed to begin taking spent nilclear luel by Januaw 31, 1998 In January 2004, tlic Utilities filcd a coiiiplatnl 111 tlie Unlted States Court of Federal 
Claims agairist tlie DOE, claiming that tlie DOE bleached the Standard Contiact for Disposal of Spent Nuclear Fuel by Farling to accept spent iluclcar fuel 

Approainately 60 case5 involving tlie govcniiiient’s actioiir in connection with spent iiucleai fttel aie currently pending in tlie Coui t of Federal Cla~ins 

lion1 our various tacilities 011 oi bciole J ~ I J L ~ ~  ~, 

Tlie DOE and tlie Ulilities agreed to, atid tlic trial court entered, a stay of proceedings, i n  order to allow for possible efficiencies due to tlie resolution of legal 
and factual issties i n  pievioiisly Filed cases i n  which similar claims are being pursued by other plaintiffs These issues olay include, among others, so-called 
“rate issues.” or tlie ininiiiioiii mandatory scliedule for tlie acceptmice of spent iiucleai hiel and high-level radioactive woste by wliicli the government \vas 
contrachially obligatcd to accept contract Iioldcrs’ spent iiiiclear fuel and/or high-level waste, and issucs regarding recovciy of damages wider a partial breach 
of contract theory tliat will bc allcgcd lo occur i n  the future These issiics liave been piescnted i n  the trials 01 appeals duiing 2006 and 2007 Resolution of 
tliese issues i n  other cases could facilitate agrcenicnts by the parties i n  tlic 1Jtilities’ lavvsiiit, or at o ininitnuin, inforni tlic court of decisions reached by other 
couiis if they remain contested and require resolution i n  this case In J d y  2005, tlie parties jointly requested a c o ~ i t i ~ i u a i i ~ ~  of t11c slay tlirougli December 15, 
2005, whicli the trial court granted Stibscqiiently. the trial court continued tlie stay until March 17, 2006 Tlie trial cowt lifted the stay on March 22: 2006, 
and discoveiy coniiiienced. The trid coiirt issued a sclieduling order on March 23, 2006, and tlie case went to trial beginning November 5, 2007 Closing 
arguments are anticipoted in  the second quarter o l  2008 with a ruling expected later i n  2008. Tlie Utilities canliot predict the outconie of tllis m3tter. In the 
event tliat tlie Utilities recover damages i n  this matter. such recovery is riot expected to liave a material inipact on the Utilities’ results of operations given tlie 
anticipated regulatory and accouiiting trentnieiit 

In July 2002. Congress passcd an ovcrride resolution to Nevada’s veto of the DOE’S proposal to locate a pcrn1anclit underground nuclear waste storage 
facility at Yucca Mountain. Nev I n  January 2003. llie slate of Nevada, Clark County, Nev ; and the city of Las Vegas petitioned the U S Court of Appeals for 
the District of Columbia Circuit for review of tlie Congressional ovenidc resolution Tliese smile parties also cli:illengcd the E,PA’s radiation standards for 
Yucca Moinitaiii On Jnly 9. 2004. Ilie Coiirt rejected the clinllenge to tile constitutionality of the resoltilion approving Yucca Mountain, but niled that the 
EPA was wrung to set a 10.000-year coinpliance period in tlie radiation protec~on standard In August 2005: tlie E.PA issued new proposed standards Tlie 
proposed standards include a 1.000.000-year compliance period in tlie radiation protection standard, Conimeiits were due November 21, 2005, and are being 
reviewed by tlie EPA. Tlie DOE originally planned to submit a license application to h e  NRC to construct the Yucca Mountain facility by tlie end of 200.1. 
I-lowever, i n  November 2004, tlie DOE aiinoiinced i t  would not submit tlie license application until mid-2005 or later. Tlte DOE did not subniit the license 
application in 2005 and si~bscqiienlly reporled Ilia1 tlie license application would be submitted by Tunc 2008 if MI funding was obtained for tlie project The 
DOE reqiicstcd $545 inillion for fiscal ycai 2007 and received $445 inillion Tlic DOE requested $495 niillion for fiscal ycar 2008 I-Iowevcr. Congress passed 
a11 appi-opiiatioiis bill wliicli allocates $390 iiiillioii i n  fiscal ycar 2008 for DOE‘S Yucca Mooiitain rcpository piogram As a result of the fiscal year budget 
reductions, the scliedule for siibiiiittiiig tlie liccirse application is being re-evaluoted by tlie DOE Tlie impact to the Yucca Mountain repository program 
cannot be prcdicted at this tiiiic 

On October 19. 2007. tlie DOE certified tlie regitlatoiy complimm of the document database tliat will be used by all parties involved in  tlie federal licensing 
piocess for tlic Yucca Mountain facility The NRC did not uphold the DOE’S prior ceitification in 2004 in  response to clialleiiges from tlie state of Nevada 
The state again is expected to clialleiige the L>OE..s ccrtilication process Ihe DOE Iias stated tliat i f  legislative changes requested by tlie Bus11 
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administration are enacted. the repository iiiay be able to accept spent nuclear Iiiel starting in 2017, but 2020 is iiiore probable due to anticipated litigation by 
the state ol Nevada The Utilities cannot predict the outcome of this matter 

With certain modifications and additional approvals by tlie NRC, including tlic installation of on-site drv cask stoiagc iacilities at Robinson, Bninswick and 
CR3, die Utilitics’ spent niiclcar Gicl storage facilities will be siifficieiit to provide storage space for spent fuel gcnemicd on their rcspectivc systems through 
the expiration of tlic operating licenses, iicluding any liceiise extetisioiis, Tor tlieir nuclear gcriexitiiig units Harris 113s sufficient storage capacity i n  its spent 
he1 pools tlirougli the expiration of its opeiatiiig license. iiiclitdiiig any license e?;tensions 

SYNTHEI7C FUELS ALI 7TERS 

A number of our subsidlanes aiid afliliates are pailies to two lawsuits ansing out 01 ai Asset Purchase Agreenient dated a$ oi  October 19, 1999, by and 
among U S Global, LLC (GI 
by Piogrcrs Energy. Iiic ) aiid ceilarii of its affiliates. iricliidiiig Solid Erielgy LLC, Solid h e 1  LLC, Ceredo Syiiiuel LLC. Gulf Coast Synfiiel LLC (currently 
iiaiiied Sandy Rivci Synfiiel LLC) (collectively. the Progress Affiliates), as amended by ail aniendmeiit lo Purchase Agieerncnt as 01 August 21, 2000 (tlic 
Asset Purchase Agieeiiient) Global has assertcd ( I  ) that pursuant to the Asset Purcliase Agieement, it I S  entitled to an interest in  two svnthetlc fuels facilities 
ciiriently owned by the Piugiess Afiliales and a11 option lo piircliase additional interests it1 tlie tno 5yntlietic luels ~acilittes, (2) that it IS  entiiled lo damages 
because tlic Pi ogrcss Affiliates prohibited i t  fioiii procuring ptircliascrr for tlic syntlictic file15 faciliticr and (3) a number of tort claiiiis related to the contracts 

The lirst siiit. U S  Glohnl, L LC IT Progress EiicrmJ, bic et nl (tlie Florida Global Case). asserts the :hove claims i n  :i case iilccl in llie Circuif Court for 
Uroward Cotinty, Fla , i n  March 2003, and requests a11 tinspecified ainoiint of compensatory damages: as well as declarntoiy reliel The Piogress Affiliates 
Imve answered tlie Coinplaint by generally denying a11 of Global’s substantive allegations and asserting iiuiiierolis substantial allirniativc defenses. T h e  case is 
at issue. but neither party has requested a tiial The parties are currciitly engaged in discovery i n  tlie Florida Global Case 

The second suit, Pi,ogres.r L$~i!firel Holiiiiigs, Inc. et ol 12. U S  G/obn/, L.LC (the Nortli Carolina Global Case), \vas filed by the Progress Affiliates in the 
Superior Court lor Wake County, N C., seelung declarotois relief consistent will1 oiir intei pretntion of the Asset I’urchasc Agreement Global was served with 
the Nortli Caiuliiia Global Case on April 17. 2003 

On May 15, 2003. Global moved to dismiss the North Carolina Global Case for lack oTpcrsonal jiirisdiction over Global In  the alteniative, Global requested 
that tlie court dccliiie to exercise its discretion to licar the Progress Alliliatcs’ declaratow judgment action On August 7. 2003. the Wake County Superior 
Coirrt denied Global‘s rnotion to dismiss. biii stayed the Noi-tli Carolina Global Case, pending the outcome o l  die Floiida Global Case Tlie Progress Affiliates 
appealed the siiperior coiii?’s order staying the case By order dated September 7. 2004. tlie Notth Carolina Coiiil of Appeals dismissed the Progress 
Affiliates’ appeal Since that tiiiie, the parties liave been engaged ii i  discovery i n  the Florida Global Case. 

I n  Deceinber 2006, we reached ogreeiiient with Global to settle ai l  additional claim in  the suit related to amounts due to Global that were placed in escrow 
pursuant to a dclined tax event Upon tlic succcssfiil resolutioii of the IRS audit of die Eartlico synthetic luels facilities i i i  2006, and puisuant to a settlement 
ogreemeiit. the exrow totaling $42 tiiillioii as of Dcccniber 3 1. 2006. wils paid lo Global i n  Iniruary 2007 

I n  January 2008, Global agreed to simplify tlic Florida actioii by disiiiissing tlic tort claims TIic suit continues now under contr:ict tlicories aloiic We cannot 
predict tlie oiitcoiiie of this inaiter 

We and our siibsidiaries are involved i n  various litigation iiiatters in  the ordinary cotme of btisiness. sonie of whicli iiivolve substantial ainoonts Where 
appropriate. we liavc made acciuals and disclosures i n  accordance with SFAS No 5 to provide lor sucli niatlers 111 the opinion ol management, the final 
disposition of pending litigation would not Iiave a rnateiial advcrsc cfrcct on our coiisolidatcd results ofoperalioiis or liiiancial position 
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23. CONDENSED CONSOLIDiYTINC SlAlEMENTS 

Piesenled below arc tlie coiideiised coiisolidatiiig Statenients of Inconic, Balance Sheets mid Cash Flows as required by Rule 3-10 of Regulation S-X. I i i  

September 2005. we issued oiii guninntee ol  certain payiiieiits of two wholly owned indirect subsidiaries, FPC Capital 1 (the Trust) and Florida Progress 
Funding Corporatioii (Funding Corp ) Our guarantees are i n  addition to tlie previously issued guaraiitees of our wholly owned subsidiary. Florida Progress 

1 he Trust, a finance Pubsidinry, was eslablislied iii 1999 lor the  ole purpose of issuing $700 inillion of 7 1 0"/0 Cumulative Qiiarterly Inconie Preferred 
Sccuiitics due 2019. Seiics A (Pielerred Securities) and using tlic proceeds tlicicol to purcliasc froiii Funding Coip $300 iiiilltoii of 7 10% Juiuor 
Suboidiiiated Defcrrable Intcresi Noies %e 2019 (Subordinated Nofcy) 1 lie I'rust 113s no other operations and tts w l c  asscts aie tlic Yulxxdinared Notes and 
Notes Guarantee (a$ discussed below) Fiindiiig Corp I.; a wliolly owned s i i ld ia iy  ot Florida Progress and was formed lor the sole purpose of providing 
Liiiancing to Flonda Progiess and its subridiaries Fiiiidiiig Coip doe5 not engage i i i  lxisiiiess activities oilier t1i:in sucli financing and has no independent 
operations Since 1999, Florida Progiess lias fully aiid iincoiiditioiially guaranteed the obligations of Funding Corp under tlie Subordinated Notes (the Notes 
Guarantee) In addition. Flonda Progress guaianteed the payment oC all distributions related to the $100 inillion Prdcrred Securities required to be made by 
the Ti uyt, but only to the extent that the 1 rust 113s fiind.; available for such distributions (the Prefcried Securities Guarantee) Tlie Picferred Securities 

Guarantee, consideled together witli tlie Notes Guarantee. coiistitutes a full and unconditional guaiantee by Flonda Progress 01 tlie 1  rust'^ obligations under 
the Pieferred Seciiiities The Prefeired Secirrilies and Refericd Seciiiities Guarmitee are listed on tlie New Yoik Stock Exchaiige 

- - ~  

The Suhrdinatcd Notes iiiay be redeciiicd at the option of Funding Coiy at par value plus accrued iiiteiest through tlic redcinptioii date l-lie proceeds of any 
icdciiiptioii of the Subordinated Notes will be used by the Tnist to redceiii proportional amounts o i  the Preferred Securities and coniiiion securities i n  
accordance witli tlicir terins Upon liquidation or dissoliition o l  Funding Corp , holders of the Preferred Secui-ities \vould be entitled to die liquidation 
prefcreiice d $ 2 5  per share plus all accrued and unpaid dividends thereon to tlie date o l  payiiieiit The yearly iiiterest espeiise is $21 million and is reflected i n  
the Coiisolidated Statements oi  Incoiiic 

We liavc guaranteed tlie payiiient of all distributions related to tlie Trust's Preferred Securities As of December 31. 2007. tlie Trust liad outstanding 12 million 
sliares o i  tlie Preferred Securities witli a liqiiidatioii vdue of $300 million Our guarantees are joint and several. fiill aiid uncoiiditional and a n  in addition to 
the joint aiid several. full and iiriconditioiial guuraiitees previously issued to the Tiust aiid Funding Corp by Florida Progress Our subsidiaries have provisions 
rcstriciiiig the pnyiiieiii oi dividends to the Pareill iii certain limited circ~in~stances arid. as disclosed i n  Note 12B, tlicrc were no rcstrictioris on PEC's or PEF's 
ictaiiied earnings 

Tlie Trust is a special-purpose entity and in accordance with the provisions of FIN J6R, we deconsolidated the Tnist on December 31, 2003 The 
decoiisolidatioii was not iiiaterial to our fiiiancial statements Separate financial stateiiieiits and other disclosures coiicei iiiiig tlie 1-rust liave 1101 been presented 
Iwcause we believe that sucli iiifoniiatioii is not niaterial to investors 

I n  tlie followiiig tables, Ihe Parent coli~iiin iiicludes tlie linaiicial results ol the parent holding company oiily Hie Subsidiaiy Gunmiitor coliinin includes the 
Giiancial results of Florid:i Progress ilie Otlier column includes the consolidated financial results of all ollier iionguaranlor subsidiaries and eliiiiiiiatioii 
entries lor a11 iiitercompaiis traiisactioiis All applicable corporate expenses liave been allocated appropriately aiiioiig the giioraiitor and iioiiguarantor 
subsidlanes The financial inforiiiation ilia) iiot iicccssai ily be iiidicative of results of operations or finailcia1 position liad the Subsidiaiv Guarantor or other 
iionguai iuitor siibsidiaiics opciated as independent entities The accoiiipmiying condensed coiisolidatiiig liiiaiicial staieiiieiits have been restated for all periods 
presented to rellcct the operations of Terminals aiid the synthetic l'iicls businesses as discontinued opcratioiis as described i n  Note 3B 
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Condcnscd Consolidating Stalcnient of Incoine 
Yeor ended Dcccniber 31. 2007 

Progress 
( i n  I lI l l l lOllS) I'arent Subsicliaiy Gu;irrntor Other Enera, Inc. 

768 

'lotid opwiting vsp~*:iscs 10 4.178 3.411) 7.607 

117 296 
'kited subsithri 
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Co~~densed Consolidaii 118 Statement 01 Incoine 
Yea1 ended Deceinbci 3 1. 2006 

(in niillioii.;) 

Progress 
Parent Subsidiary Guarantor Other Energy, Inc. 

624 

(323) 530 699 906 

182 I66 lIltClCSl Cllnl ges. l lCl  216 

(1.0s) iiicoiitr rroni continuing oprrntio~is 1)rforr iiiconie tas, rquity in earnings oleonsoliclutrd 
subsit1i;iA-s ;ind niinol-ih. intricst 

dated sub 
\ l i i i o i  io iiitcrrst in subsitliilrirs’ ~ I I C O I I I C ,  nrt 0 1  

579 3.10 (368) 551 incoinr (loss) fioiii contiiiui~~g oprrstions 
1)iscoiitinued opci iitions, net of ta\  
Net incoiiir (loss) S; 571 S 699 S (699)s 571 

( 8 )  359 (331) 20 
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Coiideiised Coi~solidnUng Stnremeilt oi  Incotne 
Year ended Decembei 31. 2005 

(in millioiis) 

1'YogYess 
Pnr ent Subsiciiaiy Gu;wantor Other Energy, Inc. 
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Condensed Consolidntinp Balance Sliect 
December 31.2007 

Progress 

Current assets 

Total capitaliration and liabilitiiu: $1 1.481 $ 10.609 S; 4.196 $ 26.286 
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Condensed Coiisoiidating Balance Sliect 

Deleel red debits and other assets 
10,740 (1 0,740) 

Gnndtvill - 1 3654 3 655 - . -  - - . . . . . 
Otlier asse~s 2nd dclkilcd debits I26 1.556 1.511 3. I93 

‘ I ’ o t d  tlclrrrrcl tlel~its ;inti otlter itsscts I0.XbO 1.557 ( 5 5 7 5 )  6 818 
‘1l)td nssets Sll .125 s; 9.152 S 5.430 S 25.707 

Capi t itliz ;I tiori 
Common stock cqtiity S 8,286 $ 2.708 S (2.708)s 8.286 
I’iet‘cncd $tack of subsidiaries - tiot subject 10 iii:iiid:ilwy iedeiilplioii - 34 59 93 
Minority ititerest 6 4 10 
Loiig-tciiii debt, :ilGliatc ,309 (38 )  27 1 
Long-teriii debt, net 2.592 2.512 3.470 8.56.1 

‘ 1 d : i I  c ; i l~ i td i t  :ition IO.868 5.509 787 17.22-1 
Current 1i;tbilitirs 

Cui rciit portion 0 1  long-tcriii debt 12-1 200 324 
- 77 (77) - 



Year ended December 3 I ,  2007 
i’rogress 

(31  I JL  L:, Other iii\,cs~iilq acli\ irks 
Nct cash prwidcd (USNI) by investing :icrivirirs 23 1 (1.291) (397)  (1.4571 
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- Condensed Consolidatmg Slalement of Cash Flows 
Year ended December 3 1,2006 

PI og1 css 
( i i i  inillioiis) I’:irtmt Sul)siclini? (;uii::intor Otliri. Iriicr5, Inc. 

Net cas11 provided (usnl)  11y optwitiiig activitics 
lnvcstinz xtir-itics 

1.1 10 s (404)s 2.001 S 1.295 S 

Gross p’upzdy :idditiom - (865) (707) (1,572) 

Retui i i  of investment i n  consolidated siibsidiarics 287 - (287) 

C:isIi arid cash equivalents :it end of year 40 $: 72 X 265 
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c p s l 1  Flows 
Year ended December 3 1.2005 

Progress 



24. QUARTIiRLJ' FlNANC'I.AL DATA (UNAUDITED) 

Results of operations Tor a11 interim peiiod niav not give a ti'ue indication ol  results lor the year 111 the opinion o l  tiia~iagc~iicnt. all adjustnicnts ncccssaiy to 
fairly present :imouiits sliowii lor intei-im periods have been made Suniniarized quarterly linancial data was as Tollows. 

2007 

0per;tting rcvcnucs S 2,072 S 2,129 S 2,750 S 2202 

Operating income 351 301 610 284 

Net income (loss) 275 (193) 319 103 

Net income (loss) 

Dividends cleclarrtl per eoninion sh;~rc 0.610 0.610 0.610 0.615 

47.05 45.15 43.12 -14.75 
2006 
Ope~utiiig re\ ci iwi  6 1,985 rfi 2,083 S 2,599 S 2.057 
Upeixii tis I I I L ' O I I ~ C '  295 3.32 5 70 290 
I i~co~iie  lrom coii~iniiiiiy cipcmtions G7 110 268 106 
Nct inconic (105s) 45 (47) 719 254 
Cooiinoii stock c13t:i 

I3:isic C ~ I I ~ I I I ~ S  per con1nio1i sliatc 

Incoiiie fioiii coii~iiiuing operations before cuniula1ivc effect of cliaiige in acc~ t i i i i i i i~  priiiciplc 0.27 0.14 1.07 0.42 
Net inconic ( loss)  D I X  (019 )  1.27 I O 1  

1)iluted wiiiings per coninioii slii~ic 

Iiicoiiie fioiii coiitiiiiiing op~'mtioiis bclbic cuiniilntive clicct 01 cliaiipe i n  accoiiiitiiig principle 0 27 0.44 1.07 0.42 
Net incoine (loss) 0 1 8  (0.19) 1.27 1.01 

I h v i d e i i d ~  dccl:ircd pci coniii ioii s h r e  0.665 0.663 0.005 0.610 
Mxkkst price per sliarc -- Iligli 4 5 3 1  45.16 4622 ~l9.33 

I l)\\ 42 54 -10.27 42 0 5  44.40 

(a) Operating iesults liave been iestnted lor discontiiiued operations 

In the opinion o i  ~nanageiiiciit. all adju~tiiieiits necessary to Tairly present ainounts s l iow Tor interim periods 11ave k e n  mnde Results of operations for 
311 interim pciiod niay not give a true indication of iesults for tlie yea1 ~l'lie 2007 and 2006 niiiounts were iestated ht. discontinued operations (See Note 

3 )  
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SninniariLed quanei ly financial data was as follows: 

fin millions) Fiist Second T h i d  Fourth 
2007 

235 180 375 173 
Opela  ting 
inconie 

2006 
Opemirig 
~ v e n l l e s  $ 978 s 936 s 1.200 5 972 
Operating I nconie 189 174 346 178 

I n  the opinion of nianagcinent. all adjustnients ncccssa~y to fairly piesent amounts sliown for interim periods have been made Results of operations f o ~  an 
interim period may not given true indication ofresults for the ycnr 

Summarized cluartcrly financinl data was as follows 

( I  I1 1111 11 lolls) First Second Third Fourth 

2007 

Operating incoriie 117 125 235 109 

In  the opinion of managcnicnt. a11 adjustments necessary to h i r ly  present anlounts shown for interim periods have been made Results of opentions for 
an intcrim period may not give a true indication of results for the ycar 
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REPORT OF INDEPENDENT REGISTERED PUBLIC' ACCOUNTING FIIIM 

r0  1 H E  BOARD OF LXIIECTORS AND SlIAREIIOLDERS OF PROGRESS ENFRGY. INC 

We liave audited the consolidated financial statements of Progress Energy, inc , and its subsidiaiies (the Company) at Deceniber 31. 2007 and 2006, and for 
each oftlie three years i n  the period ended Deceiiibcr 31. 2007, and the Company's internal control over linancial rcporting as of December 31, 2007 and have 
issued oiir reports tliereon dated February 28, 2008 (wliich report on consolidated finmicial statenients expresses an iinqualiGed opinion and includes an 
esploiialory paragrap11 concerning tlic adoption of new accowiting principles i n  2007 and 2006); such consolidated financial slutcinetits and reports are 
included elsewliere i n  this Foriii IO-K. Our audits also included the consolIdatcd financial statement scliedule or the Company listcd in Item 15" This 
consolidated financial statcnlent scliediile I S  the responsibility of tlic Co1npany.s nianagemcnt Our rcsponsibility Is to cxpress an opinion based on our audits 
In  our opinion. siicli consolidated financial statement schedule, wlicn considered in iclatiori to tlic basic consolidated financial statements taken as a wholc, 
presents fairly. i n  all materid respects. the information set Ibrth tlicrein 

Raleigli, North Carolina 
February 28. 2008 
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I'IIOGRESS ENERGY, INC'. 
Schetlule I1 - Vnluation and Qualilying Accounts 

Foi tlie Years Ended 
( I l l  nlrlllons) 

-__. n s  __ 13almce at 

Dewinticxi of I'eiiod Expenses Additions Deductlollstn) Period 
Beglnnln!: C h g e d  to Oilier End of 

Valuallon and qiialif%np accotlnts deducted in  ihe bahncc sheet from tlie related assets: 

IXCEMI3I~I1 31, 2006 

Ullcollectlblc account, 19 29 28 

Nucleai reliieling outage 

reserve 2 26 

Fossil luel plants 
dismnntlemcnt ieseive 1 

(,,) Deductions f r o m  provisions iepresent losses or expenses I'or which llie respective provisions w e ~ e  crenled I n  tlie case of the provision Tor tincollectible 
accounts. such dcduciions are reduced by recoveries of oinounts previouslv written off 

( l i t  I?eorcsents imvnieiits o f a c t ~ ~ a l  esncndiiures related to the ootages 
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TO 1 IIE BOARD OF IDIRECI ORS AND SIIAREIIOLDIiRS OF CAROLINA POWER & LlGllT COMPANY diWa PROGRESS ENERGY CAROLINAS, 
INC 

Wc Iiavc audited tlic coiisolidated financial statcmciits of Caroliiia Power & Light Compaiiy dibla Progress Enc~.gy Carolinas. 1nc , and its subsidiaries (PEC) 
a i  Dcccmbcr 31. 2007 and 2006. ant1 I‘or each of the flirce years in the period ended December 3 I .  2006, and have issued our report tliereoii dated Febniary 28. 
2008 (wliicli report expresses an uiiqiialified opinion and includes an explanatory paragraph concerning the adoption of IICW accotrnting principles in  2007 and 
2006): siicli consolidated liii~iicial stateiiieiits and r e p r t  are included elseivliere in this Form IO-K Our d i t s  also included the coiisolidated financial 
stateiiieiii schcdiile of PEC listed i n  Item 15 This consolidated financial stateiiieiit schedule is the responsibility o i  PEC’s nianagement Our responsibility is 
to express a11 opiiiioii hsed 011 OIW audits I n  our opinion. sircli consolidated financial statement scliedule, wllen coiisidercd i n  relation to the basic 
coiisolidoted fiiiancial statei i ie i i~s talieii as a wliolc. presents fairly. in all niateriul respects. the inforination set forth tlieieiii 

/ s i  Delotttc CI. Toiiclic LLP 

Raleigh. Norili Carolina 
Febiwiry 28. 2008 
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.___-- 

CAROLINA POWER Sr LIGIIT C'OhIPANY 
cI/b/a PROGRESS ENERGY CAROLINAS, INC'. 
Schcdule 11 -Valuation :ind Qualifying Accounts 

For the Years Ended 
(in millions) 

- - _ _ ~  _ _ _  

Bal:~lcc at Additions Balance at 

13cp1nnriig Charged to OU1cr End of 
Ilescription oiPeiiod Expense Additions Lhhictions (3) Period 

Valualioii and qualif) iiig accounts deducted i n  the balance slieet Goni the related assets: 

(a) Deductioiis from piovisions repiesent losses or expenses foi whicl~ the respective provisions were created Such deductions are reduced by recoveries of 
amounts prcviously written off 
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REPORT OF INDEPENDENT RECISTERFD I’lIBI,IC ACCOUNTING FIRhl 

I O  T11E BOARD OF DIRECTORS AND SllARbl IOLDER OF l*LOIZIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA. INC 

We have aitdited the linniicinl staleiiieiits o i  Florida Power Corpomtion d/b/a I’rogiess Eiiergy Florida Inc., (PEF) a1 Decenibcr 3 I ,  2007 and 2006, and for 
each of the thee years iii the period ended Decciiibcr 3 1 ,  2007. and Iiaw issued our report tlicreoii dated Febiuan. 28. 2008 (wliich report on financial 
statements expresses ai1 tiiiqiialificd opinion and includes ai1 explanatory paragraph concerning the adoption of iiew accounting principles in 2007 and 2006): 
such fiiiancial stotenicnts and repoil ale included elsc\\~Iicie i n  this 1:oriii IO-K Oui audits also included the financial stalcnient schedule of PEF listed in Item 
15 This I~nancial stateinent scliedule is the respoiisibilitv of 1’1 s inanageiiieiit Our responsibility is to express an opinion based on our audits I n  o w  
opinion, such financial statenient sclicdule. wlien considered i n  relation 10 the basic liiinncial statements taken as a whole. presents Iiirly. io all material 
iespects, the inlbmiatioii set forth Iliereiii 

is/ Deloitte & rooclie L.LP 

Raleigh, Noilh Cmoliiia 
February 28. 2008 
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I~LORIDr\ PO\VER C~OIII’ORI\TION 
tllbhi PROGRESS E N E R G Y  FLORIDA, INC. 

Schedule I1 - Valuntion tinil Qudifying Accounts 
For tlic Years Ended 

( in  oiillions) 

Balance at Additioiis Balance at 
Bcglnnlng Cliai ged to Olllel End of 

Descnption OE Period IZupeiise Addition., L>eductions (a) Period 
-Î __ - - 

Valuation and qoalifying accoiints deducted in the balance slicet kom the related assets: 

DECEMBER 31.2007 
Uncollectible 

;Icrollllts S 8 S 14 S 1 S (13) S 10 
Fossil fuel plzints 

tiisin antlenient 

Nuclear refiieling 
outage resenre 2 16 

Fossil fuel plants 
dismantlcnient 

reserve 

(a) Dcductions lroni provisioiis represent losses or erpctises Ibi wl~icli the rcspcctive prosisiotis were crc:ited Iii  tlic case of the provision lbr uncollcctiblc 
accounts, siich deductions are reduced by recoveries ol  miioiiiits previoiislp written off 

(b) Represents payments oiactunl eupenditures related to the outages 
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CIIANGIIS IN AND DISAGRETMEN 1 S WI11 I ACCOUNl AN7 S ON 
ACCOUNTING AND TINANCIAL DISCLOSURE 'IEM ' 

None 

ITEM 9A CONTROLS AND PROrEDURFS 

PROGRESS ENERGY 

DISCLOSURE CONTROLS AND PROCEDURES 

nf 107J rrn W l l h  1 ol oui m n i e i i t .  ~ncludinlr our Chic1 Executive 

Officer and Chief Ftnaiicial Officer, of the e1fcctivencss of our disclosure controls a id  piocedurcs (as dcliiied under tlic Sccuntres 
01 tlic end of the pcnod covered by this report Based iipoii that evaluation. our Cliicl E\;ecutivc Ollicei and Cliicl 1 iiiaricial Ollicci concluded tliat our 
disclosuic contiols and procedures are effcctlvc to eiisiiie that iiifoiinatioii reqtiiicd to be disclored bv 115 111 tlic icpoits that \\e file or subniil under the 
Exchange Act, I S  recorded, processed, siimmarized and reported, within die t ime periods specified 111 the SEC's rules and forms and that such Inforiliation is 

accumulated and commuiiicated to oiir matiageinent, rncliiding 0111 Chef Executive Officer and Chiel Tinancial Ollicci, as appmpriale, to allow ttniely 
decisions regarding requiied disclowre 

MANAGE R4 EN 7' S RE PORT ON INTERNAL C'ONTROI, OVER FIN AN CIA I, IIEI'OIZ 1 ING 

It  is the responsibility of Piogress Energy's nianageiiient to establish and niaintoiii adequate internal coiitrol over fiiiaiicial repoiliiig. 
liules 13a-lj(f) and I5d-15(1) of tlie Securities Exchange Act of 1934. as amended I'rogless E1iergy.s iiitenial control over liiiaiicial reporting is a process 
designed to provide rcasooable assuraiice regaiding the reliability oi financial ieportiiig and the preplation of financial statcmciits for csteii ial purposes i n  
accordance with accounting principles generally accepted in the United Stales of' America Internal control over financial repcwtiiig includes policies and 
procedures that ( I )  pertain to tlie niiiinteiiance oi  records tliat. i n  rcasoiicible detail, accurately and fairly reflect tlie ti-amactions and dispositions of the assets 

of Progress Energy; (2) provide reasonable assiiraiice tlial transactions are recorded as iicccssary to permit pieparation of financial statciiients in accordance 
with aecoiiiiting principles generally accepted i n  the United States of America: ( 3 )  provide ieasonable asswillice that receipts and expenditures o l  Progiess 
EiieiEy are being made only i n  accordance with authorizatioiis of niaiiageiiieiit and directors of Progress Energs: and (4) provide reasonable asstiiaiice 

iegarding prevciition or t i d y  detection oi unauthorized acquisitioii, use or disposition of Progress Energy's assets tlint could have a inatcrial elfect on the 
financial statements 

Because of its inherent liinitations, internal control over financial reporting iiiay not prevent or dctcct niisstatcnicnts Also, projections of any evaluation 01 
efi'cctiveness to hture peiiods are siib,ject to the iisk tliat contiols may become inadequate because of changes in  conditions. oi that the degice of conipliaiice 
with the policies or procedures may deteriorate 

Management assessed the efi'ectiveness of Progiess Eiiergv's iiiteriial cotitid over 1in:uicial reporting at Dcceniber 3 1. 2007 Management based this 
assessment 011 criteria for ell'ective internal control over financial reporting desciibed i n  "Iiitemal Contiol - lntegicited I~raiiicwork" issued by the Coininittee 
of Spoilsoring Organizations of the Treadway Conimission Manageineiit's assessiiieiit includcd an evnluation of the dcsigii oi Progress Eiieigy's internal 
control over financial reporting and testing of the operational effectiveiiess of its intcriial coiitiol over linancial leportiiig Manageniellt icvicwed tlie results o i  
its assessineiit will1 the Audit Coininittee oithe boaid ofdiiectors 

Based on oiir assessment. maiiagcnieiil determlncd Illat. at December $1. 2007. Piogress F~ie igv iiiaiiitaincd cffcctivc iiileiiicd contiol o\er  liiiancial reporting 

Deloitte Rr Touclie LLP. an independent mgistered public accouiiting firm. has audited the i i i temal conti-ol cnct- liiinncial rcpoiliiig ol Propi-ess Ehiergv 3s of 
Deceinber 31, 2007, as stated i n  their report which is included below 
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CIIANGES IN INTERNAL CONTROL OVER FINANCIAL RIWORTING 

Tliere lias been no cliange i n  Progress Energy's internal control ovei financial repolling during the qualtez ended 1:)ecenibcr 3 I .  2007. Ilia1 113s niatcrially 
alTected, or is reasonably lil;ely to nialerially afiect its intenial control ovei financial reporting. 

REPORT OF INDEPENDEN'T REGISTEIIED PUBLIC ACC'OUNTING FIRhl 

--.....-.... 
TO TIIE BOARD OF DIRECTORS AND SIIAREIIOI DERS OF PROGRFSS ENFRGY. INC 

We have audited the intcrnal control over' finincia1 reporting of Progress Energy, Inc . (die Coinpany) as of Decenibei 31. 2007. based on ihe criteria 
established in Iufeninl Coiilrol- I///egl.n/edFrnn/7reir'ol.k issued by tlie Committee of Sponsoring Organizations of tlie 1 ieadway Coniniission 'Tile Company's 
nianagement is responsible for mnintnining effective internal control over financial repor ling and for its assessment o i  tlie efkctivcricss o i  intenial coritiol 
ovei financial reporting, includcd i n  LIic accompanying Mn/rcigcnrc/t/'s Repor/ oti hkmrnl Con/rol O w r  F i w ~ ~ c i n l  Rcpor/i,ig Our responsibility is to cxp~css 
an opinion on the Company's iiitenial control over financial reporting based on our audit 

We conducted our audit in accorcJarice ivilli the standards of the Public Comp:iny Accoiinting Oversight Board (United States) Tliosc standards require that 
we plan and perfoonii the audit to obtain reasonable assurance a b u t  \vlietlier effective intenla1 control ovei financial reporting \vas niaintained i n  all niaterial 
respects Our audit included obtaining an wderstanding of internal control over linancial reporting, assessing tlic risk that a niateiial weakness exists. testing 
and evaluating the design and operating elTectivcness of internal control based on tlie assessed risk, and perfoiiiiing such oilier procedures 3s we considered 
necessary i n  the circunistances We believe that ow audit provides a reasonable basis for our opinion 

A company's internal control over financial reporting is a process designed by, or under l l ~ e  supervision of, the company's piincipal executive and principal 
financial officers, or persons pcrfomiing similar functions, and effected by the conipany's board of diiectors, managcnicnt and other personnel to provide 
rcasonablc assurance regalding the reliability of financial repoiting and tlic preparation of financial statements for cxternal purposcs i n  accordance with 
gencially accepted accoiinting piinciples A conipany's internal contiol over financial reporting includes lliose policics and proccduics 11i:ii ( I  ) p l a i n  to the 
mninteiioncc of records that, i n  reasonable detail, accurately mid fairly reflect the transactions and dispositions of tlie assets of tlic company: (2) provide 
reasonable assurance that transactions are recorded as necessary to perniit preparation of financial stateiiients i n  accordance \vitli generally accepted 
accoiinting principles, and that receipts and expenditures of tlie company are being made only i n  accordance witli autllorizations of maiiagenient and directors 
oi tlie company; and (.3) provide reasonable assurance regarding prevention or tiniely dclection 0 1  unau~lio~izcd acquisition. use o r  disposition of tlie 

company's assets that could have a niaterial effect on the financial statcnients 

Because of the inlierent liniitntions of intenial control over financial reporting, including the posslbilitv or coIIusion or improper mnnageti~ent ovcrridc 01 
controls, nialerial niisstalenicnts due to error or fraud may not be prevented or dctcctcd on a tinielv basis Also. projections o l  anv evaluation of tlic 
cfl'ectivcness of the internal control over financial repolting to futurc periods ale subject to tlic risk that tlic contmls niav bcconic inadequate because 01 
changes i n  conditions, or that thc dcgree of complinncc with tlic policies or procedures niay dcterioratc 

I n  our opinion, tlie Company niaintained, i n  all inaterial icspects. etTective internal control ovei linancial repoiiing at Dcceniber 31. 2007. biscd on the 
criteria established i n  btkrml Co/r/rol- Iiiregrntecl Frwiiework issued by the Coiiimit1ee of Sponsoring Organizations oi tlic l~rcxJ\\'ay Coniniissioii 
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We liave also audited, in  accord:ince with tlie standards of tlie Public Coiiipany Accouiiting Oversight Board (United States), tile cotisolidated fiiiaiicial 
stateiiiciits as of and for tlie year elided December 31, 2007, of tile Coiiipaiiy and our repoit dated 1;ebruaiy 28, 2008. espiesscd an uiiqualilied opinion on 
those consolidated financial statemeiits and included a11 explanatory paragraph concerning the adoption of new accountiiig pi inciples i i i  2007 and 2006 

/s i  Dcloitte & Touclic LLP 

Ralcigli. Noi-tli Cmoliria 
February 28,2008 

ITEM 9A(T) CONTROLS AND PROCEDIJRES 

__-- - 

DISCLOSURE CONTROLS AND PROCEDURES 

Pursuaiit to tlic Securities Exchange Act of 1934. PEC carried out an cvaluation. wit11 tlic participation of its managemcnt, including PEC's Cliiei Executive 
Officci and Chief Financial Officer. of the effectiveness of PEC's disclosure contiols and proccdnres (as defined under tlic Sccuiities Escliangc Act ol 1934) 
as a i  the end of tlie period covered by this report Based upxi tliat evaluation, PEC's Chief Executive Officer and Chief Financial Ofliccr concluded tliat its 
disclosure controls :ind procedures are effective to ensun: that information required to be disclosed by PFC i n  the repolls tliat i t  files or submits under the 

Iiange Act. is iecorded, processed, sunimarizcd and reported within the tinie periods specified in the SE.C's rules and forms. and that such i n  forination is 
accumulated and comniiinicated to PEC's nianagemeiit, including the Chiel E.xeciitive OUiccr alid Cliief Financial Officer. as appropiiatc. to a l l o ~  timely 
decisioiis i egarding required disclosure 

I\MNi\GISMENT'S REPORT ON INTERNAL CONTROL OVER FlNANClAL REPORTING 

I t  is tlic responsibility of PEC's iiianagcment to establish and inaintain adequate internal control over finaiicial reporting. os such term is defined i n  Rules 
13a-lj(i) and l j d - l j ( f )  of tlic Sccuiities Exchange Act of 1934, as amended. PEC's internal control over finaiicial reporting is 3 process designed to providc 
reasonable assurance regarding tlic reliability of financial reporting and tlie preparation of financial statements Cor eslemal puqioses i n  accordancc \villi 

accounting principles generally acceptcd i n  tlie United States of Anierica Internal control over fiiiancial reporting includes policies and procedures tliat ( 1 ) 
pertniii to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions oi  the assets of PEC: (2) provide 
reasonable assurance tliat transactions are recorded as necessarj to perniit preparation of financial statements i n  accordance with accounting principles 
generally accepted i n  the United States of America; ( . 3 )  provide reasonable assurance that ieceipts and expenditures of PEC ale being niade only i n  accordance 
with autlioiizntioiis of nianagenient and directors of PEC; and (4) provide reasonable nssurniice regarding prevention or timely detectioti of uiiautliorized 
acquisition, use or disposition of PEC's assets lliat could Iinve a ~iiaterial effect on the finaiicial statenients 

llccause of its inherent limitations. inteinal control over financial reporting may not prevent or detect misstatemcnts Also. projections or anv  cvaltiation oi 
cllcctivcness to future periods are sub.iect to the risk that controls may bcconie inadequate because of changes i n  conditions. or th0l the degree o i  compliance 
with tlic policies or procedures may deteriorate 

Managciiient assessed tlie eKcctivcness o i  PEC's iiitei nal control over financial raporting at December 31. 2007 Managemeiit based this assessment on 
critcria for el'fective intenial conuol over financial i-epoi-ting described in "lnteriial Control - Integrated Framework" issued by the Coniniittce o i  Sponsoring 
Organizations of tlie Treadway Coiiimission M3nageiiient's assessiiieiit included an evaluation o i  tlic design o i  P1;C's internal control ovci financial 
rcpofliiig and testing of tlie operational etlcctiveness oi its internal control over financial repoiling Managenlent reviewed the rcsults of i ts  assessmelit with 
tlie Audit Coniiiiittee ofll~e board of directors 

Based on our assessmciit. innnagentent dcterniiiied that. at December 3 1. 2007, PEC liiaintaincd effective internal control over linaiicial reporting 
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This annual report does not include an attestation report o i  PEC's registered public accoiinting f i rm regarding intcinal control over financial ieporting 
Managenlent's report was not subject to attestation by PEC's registeied public accounting firm piirsuaiit to the teiiipoiaiy niles of the SIIX tliat pemiit PEC to 
provide only niaiiagenient's report in this annual report 

C'IJANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING 

Tliere has been no change i n  PEC's internal control over linancial I eportiiig during the quarter ended December 31, 2007 that 113s materially affected, or i s  

reasonably likely to niaterially afiect. its internal control over financial reporting 

I'EF 

DISC'1,OSlJRE CONTROLS AND PROCEDURES - 

Pursuant to die Securities Exchange Act of 1934, PEF carried out on evaluatioii wid1 the participation of i ts  nianagernerit, including PEF's Cliiei Executive 
Officer and Chief Financial Oflicer, of the effectiveness oi PEF's disclosure controls aiid procedures (as defined under tlie Securities Excliange Act o i  1934) 

as oi the end of the period covered by this report. Based upon that evalunlion, PEF's Chief Executive Officer and Chiel Financial Ollicer concluded that i ts 

disclosure controls and proceduies are effective to ensure that information required to be discloscd by PEF in  tlic rcpr ts  that it files oi submits wider the 
Escliange Act. is recorded. proccsscd, suininnrized and reportcd within the tinic periods specified in the SEC's rules and fains. and that sucli infomiation is 
accnmulated and communicated to PEF's managenieiit including the Chief E.aecutive Oflicer and Chiel Finaicial Oflicer. as appropriate, to allow timely 
decisions regarding required disclosure 

MAN..\GEhU?NT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

I t  i s  tlic responsibility o i  PEF's maiiogement to esbblisli aiid maintain adequate internal control over financial repoiling, as such temi is defined in Rules 
I 3 a - l j ( f )  and l j d - l j ( f )  of the Securities Esclinnge Act 01 1934, as amended PEF's internal control over financial reporting is a process designed to pmvide 
reasonable assurance regarding the reliability of financial reporting and the prepaiatioii of financial statements for external purposes i n  accordance with 
accounting piinciplcs geiicrally accepted i n  the United States of America. Internal control over financial reporting includes policies aid procedurcs that (1) 
pcitaiii to tlie inaintenance of records that, in reasonable detail. accurately and fairly reflect the transactions a id  dispositions of the assets of PEF: (2) piovide 
rcasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with accoiinting principles 
generally nccepted i n  the United States of America: ( 3 )  provide rwsonablc assurance that receipts and cspenditures of PEF are being made only in accordance 
with authorizations o i  iiianagenient and directors of PEF: and (4) provide reasonable assurance regarding prevention or timely detection of unauthorized 
ocquisilion, IJSC or disposition of PEF's assets that could liave a niaterial eKcct on tlie financial stateinents 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstateineiits. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls inny beconie inadequate because of cliaiges i n  conditions, or that the degree or coiiipliaiice 
with the policies 01 procedures may deteriorate 

Managcnient assesscd the cffcctivencss of PEF's internal control ovei financial reporting at December 3 1 ,  2007 Manageiiicrit bascd [his assessinelit on 
criteria for effective intenial control over financial reporting described i n  "Internal Control - Integrated Framework" issued by the Coniniittce of Sponsoring 
Oigaiiizations o i  the l~readway Commission Maiageinent's assessiiieiit included an evaluation ofthe desigii of PEF's internal control over liiiaiicial repoi ring 

and testins of tlie operational effectiveness of its internal control over financial reporting Management reviewed the results of i t s  assessment with the Audit 
Committee of the board of directors 

Based on our assessment. manageineiit deteriiiiiied tliat, at Deceiiiber 3 I .  2007, PEF maintained effective internal control over financial reporting 

This annual report docs not include an attestation report of PEF's registered public accounting firm regarding iiiternal control over liiiancial reporting 
Maiiagcnieiit's icport \1"s not subject to attestation by PEF's registered 
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public accounting finii pursuaiii to the teiiiporaiy rulcs oftlie SEC that pcrniit PEI; to provide only iiianageineiit’s repoii i n  this annual icpoii 

CtIANGES IN INTEIZNAL CONTROL, OVER FINANCIAL REI’ORITNC 

There lias been 110 cliange iii IZF‘s interiinl control over liiiancial reporting during the quarter ended December 31, 2007 that has nialerially atTccted. or i s  
ieasoiinbly likely io materially affect, its internal coiilrol over finailcia1 reporting 

ITEM 9B OTI-IER INFORMATION 

Noiic 
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P A  R1‘ I I I 

DIRECIORS, EXFCIJTIVt OFFICERS AND CORPORATE 
ITFM GOVERNANCE 

a) Infoniiation oii Progiess Energy. Inc ’s directors IS set foiili i i i  Piogress Energy’s delinitive proxy stateiiiciit 101 tlie 2008 Aiiiiual Meeting of 
Sliaieliolders and incorporated by reference liereln Inloniiatioii on PEC.9 directors is set forlli 111 PFC’\ d e f i ~ i ~ t ~ v e  proxy ~tatcii~eiit for the 2008 
Annual Meeting of Sliarcliolders and incorporated by relereiicc herein 

lnfoiiiiation on both Progress Energy’s and PIX’S executive officers I S  set foitli i n  PART I and iiicorpurated by reference Iweln b) 

c )  
.~ We liavc adopted a Code 01 J9Iiics tliat applies io a11 01 our etJf L .  

Accounting Ofiicer and Controller (or persons performing siinilar fiinctions) Our board of directors lias adopted our Code of Ethics a$ i t s  own 
5tondard Board meniben, Piogress Energy oficers aiid Progress Energy employees cerlify their compliance with tlie Code of Ethics on an aiinual 
basis Our Code of Ethics IS posted on otir Web slte at w\\w progress-energy coni aiid is available 111 pnnt to any shareliolder t~poii writlen request 

We intend to satisfy tlie disclosure recltiireinent under Item 5 05 of Form 8-K relating to ainend~iients to or- waivers from aiiy provision of the Code 
of Etliics applicable to otir Chief E,xecutive Ollicer, Chief Financial OKicer. Chief Accounting Ofiicer and Controllei by posting such information 
on our Web site cited above. 

Tlie board of dircctors lias deteniiincd tliat Carlos A Saladrigas and Tlicrcsa M. Stone are tlie “Audit Coninlitlee Financial Experts,” as that temi is 
defined iii tlie rules promiilgated by tlie SEC pursriaiit to the Sarbanes-Oxley Act of 2002. aiid Ilave designated them as such Both M r  Saladrigas 
and Ms Stone are “independent” as that tern1 is defined i n  the geneml independence standards ofthc New York Stock Exchange listing standards. 

a) 

e )  lofomiatioii regarding oiir compliance wit l i  Sectioii 16(a) of the Securities E.xcliange Act of 1934 aiid certain cotporate governance matters is set 
forth i n  Progrcss Energy’s and PEC’s definitive proxy statements for the 2008 Annual Meeting of Shareholders and incorporated by reference 
liercin 

1) ”I‘lie following are available on o w  Web site cited above and iii priiir at 110 cost: 

Audit and Corporate Performance Coiiimittee Chailcr 
Corporate Goveniaiice Coiiimitlcc Charter 
Organization and Conipeiisatioii Coininittee Cliartcr 
Corporate Goveniance Guidelines 

The infomation called for by Item 10 is omitted for PEF pursuant to Instruction I(Z)(c) to Foriii IO-I< (Omission of Inforinntion by Certain WI~olly 
Owned Subsidiaries). 

ITEM 11 EXECUTIVE COMPENSATION 

Infoniiation on Progress Energy’s executive coiiipensatioii is set rortli in  Progress lincrgy‘s definitive prosy statement for the 2008 Anniial Meeting of 
Sliarel~oldcrs and incorporated by reierencc Ilerein Iiiiormation on PEC’s executive conipeiisntiori is set tbrtli in PEC’s defiiiitive piosy statement for the 
2008 Annual Mcctiiig of Sliarclioldcrs aiid incorporated bv refcrciice licrein 

‘llir info~miation ~ ~ i l l e d  for by Itcni 11 is omitted fni PEF puisuant to Inshuctioii I(2)(c) to Foiin 10-1< ((hission of‘ Inforntation by Ceitaiii \vholly 
Onwed Subsidiaiies). 
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I IEM 12 S lXURI l  Y OWNERSllIP OF CEliTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED S IOCKIIOLDER 
MATTERS 

a) Infonnation regarding aiiy peison Progiess Energy kiiows to be tlie beneficial owner of more U ~ a n  five ( 5 % )  percent of aiiy class of its voting 
securities is set forth i n  its definitive pioxy stateinent Cor the 2008 Annual Meeting of Shareholders and incorporated herein by reference 

Iiif~niiietion regarding any person PEC knows to be the beneficial owner o i  inore tlinii live percent of any class of its voting securities is set forth i n  
its deliiiitive p r o q  stateiiient for tlie 2008 Annual Meeting of Sliateliolders and incorporated herein by reference 

b) liifonnatioii on security ownersliip of Progress Energy’s a id  PEC’s nianagement I S  set forth, respectively, i n  Progress Energy’s a id  PEC’s -_ -- ___ 
delinittvc proxy stateincnts lor the ZUUX A nniial Meeting 01 bliarclioldeis and ~ilcoipoiatea 0)’ rClcrCncc 1iCreiii 

c )  Iiilbnnation on the equity compensation plans of Progress Energy is set forth under the Iieading “Equity Coinpensation I l n n  Iiiforrnatioii” in 
Piogress Energy’s definitive proxy stateiiient for tlie 2008 Annual Meeting of Sliareholders and incoipoiated by reference lierein 

The inforination clllctl for by Itein 12 is omitted for ITIT pursunnt to Instruction I(2)(c) to Form IO-I< (Oiuission of Information by Certain Wholly 
O~vvnc11 Subsicliiiries). 

1-1E.M 1.3. CERTAIN RE,I..ATIONSI-IIPS AND RELATED TRANSACl‘IONS, AND DIRECTOR lNDE,PENDE.NCE 

Inforniation oii ceriaiii rclationsliips and related transactions is set fortli, respectively, in  Progrcss Inergy’s and PEC’s definitive proq‘ statements Ior the 2008 
Aniiual Meeting oi Sliarclioldcts and incorporated by rcfcrcncc herein 

The infoiiii:ition c:illed lor by Itein 13 is omitted lor PEF pursu:int to Instruction I(2)(c) to Foim 10-I< (Oniission ol‘ 1nforni:ilion by Certain Wholly 
OIviirtl Subsicliar ies). 

ITEM 14 PRINCIPAL ACCOUNTING FEES AND SERVICES 

The Audit and Corporate Performance Coininittee of Progress Energy’s board of directors (“Audit Committee”) has actively oioiiitored all senices provided 
by its independent registered public accounting firm, Deloitte RC Touclie LLP, tile nieinber limis of Deloitle RC Touche Tolnnatsu. and their respective 
atl>liates (collectively. “Dcloitte”) and the relationship betweeii audit and nonaudit services provided by Deloitte. Progress Energy has adopted policies and 
piocedures for approving all audit and peiinissible nonaudit services rendered by Deloitte, and the fees billed for those services The Controller is responsible 
to tlie Audit Coniniittce lor enforcement of tliis procedure, and lor icpoi Ling noncompliance. The Audit Conmittee specifically preapproved the use of 
Deloitte foI audit. audit-related. tax and nonaudit services. subject to tlie liiiiitatioiis o lou r  preapproval policy 

The preapproval policy rcqiiircs management to obtain specific preapproval rrom the Audit Comniit~ee for the use oi Lkloitte for any permissible nonaudit 
services, wliicli. generally, are liinited to tax services, including tax coinpliniice. tax planning, and tax advice services such as retwii review and consultation 
and assistance Otlici- types o i  permissible nonaudit senGces will not be considered for approval except i n  liinitcd instances. wliich niay include proposed 
serviccs tliat piovide significant economic or other beneiits 111 detenniniiig n~lietlier to approve these services. tile Audit Coiiimittee will essess wlietlier these 
sen4ces adversel!, impair the independence of l>eloitte Any pemiissible nonetidit sentices provided during a liscal year that (i) do not aggregate more tlian 
live percent of flie total fees paid to Deloitte for all services rendered dnring that fiscal year and (ii) were not recognized a s  noiiatidit services a1 the t h e  of the 
eiigogenicnt iiiiist be brought to the atlention ol tlie Controller lor prompt 
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subniisrtoii to the Aiidit Committee toi appioval 1 hese “de miniinis” nonaodit services inirnt be approved by the Audit Coniniittee or 11s designated 

lepiescntative befoie the completion of the sewices 1 lie policy also requ~ies llie Controller to iipdate the Audit Commillee througliout tlie year as to the 
senwes  provided bi Deloitle and tlie costs of tlione sewices The p o l i c ~  also requires Deloltte lo annually confimi its independence 111 accoidance wlth SEC 
and Nciv Yolk Stock Eucliangc slandards The Audit Coniaiittcc will assess the adequacy of ths policy and iclated procedure as t t  dcenis necessary and revise 
accordingly 

inforinnlion regarding principal accountant fees and seiviccs 19 set forth. iespectivels, in Progress Energy’s and PEC’s dcfiiiitive provy statements for the 
2008 Annual Meeting of Sliaieliolders and incorpoiated by ieference liererii 

- - _ _ ~  

PEF 

Set loitli i n  the table below is certain infomintion relating to the aggregate fees billed by 1)eloitte for professional services rendered to PEF for the fiscal years 
cnded Dccciiibcr 3 1 

2007 2006 

Audit lees include I‘ees billed foi services rendered i n  connection with ( i )  the audits of the ai1nuaI financial statenieiits of I’EF ( i i )  the audit of managenient’s 
asscssiiieiit of iiiteriial coiitrol over financial reporting; (iii) the reviews of the fiiiancial stateiiients included i n  the Quarterly Reports on Fonm 10-Q of PEF, 
(iv) SEC liliiigs. ( v )  i)ccoiiiitiiig consultations arising as parl of tlie audits and (vi) comfort letters 

Audit-related fees iiicludc fees billed for ( i)  special ptocedurcs and letter reports. ( i i )  bcnefit plan audits wlieii fees are paid by PEF rather than directly by the 
p h i :  and (iii) eccoiinting coiisullations for prospective trruisactions not arising directly from tlie audits 

‘Iw fees incliide fees billed for ~ n s  conipliance nianers and tax planning and advisory services 

All oilier fees include lees billed for utility accounting training 

I lie Audit Conimiltcc 113s coiicluded that tlie provision of tlic nonaudit seivices listed obove as “NI other fees” is compatible with inaiiitaining Dcloitte’s 
i ndependciice 

Noiie o l  tlic scniccs  provided weie approved bv the Audit Coniniittec pursuant to tlic “de niiiiiniis” waiver provisions dcscribed above 
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I I F M  15 E X l l l B I l  S AND FINANCIAL SI  ATEMENT SCIIEDULES 

a )  1 lie follo\ving docuiiients are filed os part of Ihe report: 

I I~iii~ncial S~atenients Filed: 

See Iteiii 8 -Financial Statemenls and Supplcmentaiy Data 

2 I~innncial Statement Sclicdules Filed: 

See Ilem 8 -1;iiiancial Statements and Supplemenhiy Data 

3 I~sliibits Filed: 

See EXHIBIT INDE,X 
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SIGN A I U  RES 

Pursiiaiit to the reqt~irements of Section 13 or l5(d) 0 1  tlic Securiljcs Exchange Act of 1934. the registrants IUNC duly cntised this report to be signed on their 
behalf bv tlie niidersigned. thereunto duly :iuthorized 

D:ite: Febriiay 28. 2008 
PROGRESS ENERGY. 1NC 
(Regisirniit) 

By: i s /  Wil1i:iiii t) .lohiisoii 

(William D lolinsoii) 

Clinirinan. Picsident and Cliief Execiitive Officer 

Peter M Scott I11 
Executive Vice Presideiit niid ChicT Fi~iaiicial O f h e r  

By: / s i  Jeffrey M. Stone 
JelTiey M Stone 
Cliief Accoinitiiig Olficer and Coiitrollcr 

Pursi~iiit to tlie reqiiiremcnts 0 1  tlic Sccuritics Exchange Act of 1934. this report has hecn signed below by the following persons on behalf of the registrant 
and i n  the capacities and on tlie d:ite iiidicnted 

Signattire Tide Date 

/ s i  Williani ID loliiison 

(Williani D loliiison) 

/ s i  .latiles E, Bostic. Jr 
(.Jaiiies E Bostic. J I  ) 

is/  David 1. Bornci 
(David L Burlier) 

i s /  Iliclinrd 1.. Daiiglicrty 

(Riclinid 1.. Daiiglierly) 

i s )  I-larris E DeLoacIi. I r  
(I-laiuis E DeLoacli. J i  ) 

Is/ Roberl W lone.; 
(Robert W Tones) 

/si  W Steven h i e s  
(W Steven Jones) 

CIiaii iiinn Febrtiniy 28,2008 

Director 

Director 

Directoi 

1)irectoi 

Febitiaiv 28, 2008 

Fcbruary 28. 2008 

Febrti:iry 28. 2008 

l~cbruan. 28. 2008 

I)i rector Febr11nn' 28. 2008 

Directcii Febi t i a q  28. 2008 
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i s i  E Marie McKee 
(E Marie McKee) 

i s i  John I 1  Mullin. 111 
(John 1 1  Mullin. 111) 

i s i  Charles W l’ivor, J i  

(Cllalies w Pryor, Ir ) 

i s i  Cailos A Saladrigas 
(Carlos A Saladiigas) 

i s /  Iheiesa M Stone 
(Theresa M Stone) 

/ s i  Alfred C Tolllson. Jr 
(Allied C T O ~ ~ ~ S O I I .  JJ  ) 

Director February 28, 2008 

Director 

LXrector 

Directoi 

Directoi 

Director 

Fcbrii:iiy 28. 2008 

1,ebriiniv 28. 2008 

Febriiaiy 28. 2008 

I%bruaiy 28. 2008 

Fcbriixy 28. 2008 
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Pursiiant to tlie requirements oiSection 13 or l j ( d )  of tlie Secu~ities lischangc Act of 1934. tile registrants 11ave dulv caused this report to  be signed on their 
behalf by the undersigned, thereunto duly at1t1101 izcd 

Date: February 28. 2008 

CAROLINA POWER R: LIGHT COMPANY 
(liegis&oiit) 

By: i s /  Williaiii D .lohiisoil 
(Williaiii D Johnson) 
Chaiiiiian 

By: Is/ L.loyd M Yales 
Lloyd M Yates 
President and Chiel  Eseculive Olliccr 

By: / s i  Peter M Scott I11 
Peter M Scott 111 
Fsecutivc Vice Prcsidciit and Chief Fi~ianci:il Olliccr 

By: i s /  Iclfrcy M Stoiic 
Jefirey M Stone 
Chiei Accounting Olticcr 
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(John R Mchrtliur) 
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i s /  Peter M Scott I11 
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(Lloyd M Yates) 

Chairinan Febiiia17.28.2008 

Diiector Febrii:iis 28. 2008 

Dircctor 

Dircctor 

Dircctor 

Febriiai) 28. 2008 

Februan 28. 2008 
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SIGNATURES 

Pursuant to the reqoiienients of Section 13 o r  15(d) ol‘tlie Secuiities Exchange Act of 19’34. the rcgislrants have duly c:luscd this report to be signed 011 he i r  
bellall by the undersigned, tlicreunto duly autlioiized 

Date: Febi iiary 28, 2008 
FLOJUDA POWER COJWORATION 
(Registi ant) 

By: / s i  Jeffrey I Lyasli 
Jeffrey .I Lyash 
President and Chief Executive Ofiicer 

By is1 Pete1 M Scott I I I  
Peter M Scott I11 
I-secutive Vice l’resident and Chief I iiiaiicial Ullicer ~- ~ - ~ ~ -  

By: l s l  Jeffrey M Stone 
Jeffrey M Stone 
Cliief Accounting Oficci  

Pursuant to the requirements of the Securities E,xcllange Act oi  1934, this report Im been signed below b~ the fdlowiiig persons on lxllalf of the registrant 
and in the capacities and 011 the date indicated 

Signatuic Title Date 

Is/ Willinin D .Jolmson 
(William D Johnson) 

i s /  Michael A Lewis 
(Micliael A Lewis) 

i s /  Jeffrey I L.yasli 
(Jeffrey J L.yash) 

i s /  John R McArtliur 
(John R McArthiir) 

Is1 Mark I; Mulliern 
(Mark F Mulliern) 

Is/ Pekt M Scott I11 
(Peter M Scott 111) 

Is1 1 loyd M Yates 
(Lloyd M Yates) 

Cliairiiian February 28. 2008 

Director Feb i r~a iv  28. 2008 

Director 

Director 

Directoi 

Diiector 

Director 

February 28. 2008 

Fcbritaiv 28. 2008 

Febriiaiv 28. 2008 

Febrii3iv 28. 2008 

Febriiaiv 28. 2008 



Case No 2011-12J 
StafY-DI1-01 -MI9 ii ;ittach~iieiit 
(Progress Eiiergj) 
I’iige 256 of 314 

ESI-IIBIT INDEX 

Restated Cliaiter olCarolina Power &. Light Conipany, as amended May 10. 1995 (filed ns Exhibit No 3(i) to Quartcrly 

Rcstated Charter ofCarolina Power LOC Light Company as anicnded on May IO, 1996 (filed as I~xliibit No 3 ( i )  lo Qualtclly 

Amended and Restated Articles o i  Incorporation of Progress Energy, lnc (f/k/a CP&L Energy. liic ). 3s aniciided and 

X 
Report on Forni 10-Q for tlie quarterly period ended Jone 30, 1995, File No. 1-3.382). 

X 
Report on Form 10-Q for the quarterly period ended June 30, 1997, File No. 14.382). 

x 
restated on Junc 15, 2000 (filed as Exhibit No 3a(l)  to Quarterly Rcport on Form IO-Q for thc quaileily pciiod ended Tunc 
30, 2000, FileNo. 1-15929 nndNo 1-3382) 

Anicnded and Restated Articles of Incorporation oT Progress Energy, lnc (i/k/a CI’&l. E,nergy. lnc ), :is alilended and x 
restated on Decenibcr 4,2000 (filed as Esliibit 3b(l )  to Annual Repoil on Form 10-K for tlic ycar cndcd Ilccenlbcl 31, 
2001, as tiled with the SEC on March 28, 2002, File No 1-15929) 

Amended Articles of Incorporation oi Progress Energy, lnc , as nniended on May 10, 2006 (filed as C\liiblt 3 A to 
Quarterly Report oii Form 10-Q for the quailerly penod ended June 30. 2006. File No 1-1 5929 1-1182 and 1-1274) 

Amendcd Articles of Incorporation of Florida Power Corporation (filed as E\hibit 3(a) to Ihc Progrms Energv Florida 
Annual Report on Form IO-K lor the year ended Dccembcr 31, 1991, as liled a t t l i  the SEC on March 30. 1992. FlleNo 
1-3274) 

X 

x 

By-laws of Progress E,nergy, lnc , as amended on May 10, 2006 (filed as Exhibit 3 I3 to Q ~ 3 1 t c i I y  Rcpol-I on Foitn 10-Q 

By-L.aws of Carolina Power & Light Company, 3s amended on September 17. 2007 

x 
ior tlie qunrterly period ended June 30, 2006, File No 1-15929, 1-3382 and 1-3274) 

X 

Bylaws of Progress Energs Florid& as nniended October 1, 2001 (filed as Exhibit 3 (d) to the l’rogrcss Energy Floiido 
Anniial Report on Forni 10-K [or llie year endcd December 31. 2004. 3s filed with the SEC o n  Ma1c11 16. 2005. File No 
1-8349 and 3-3274) 

Description of Preferred Stock and the riglils of the holders tliereof(3s set forlh i n  Articlc Fourth oitlic l<cstated Chi-lcr of X 
Carolina Power L Light Company, as 

X 
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nmended, and Sectioiis 1-9, 15, 16. 22-27, and 31 oitlie By-Laws of Carolina Powel & Light Company, 3s amended (filed as Exhibit 4(l), File 
No.33-25560). 

Statement of C1assilicatioti oi Shares dated .January 1.3, 1971, relating to the authorization ol. and establislii~ig the seties designation, dividend 
rate and redemption prices for Carolina Power 8.. L.ight Company’s Serial Preferred Stock $7 95 Series (filed as Exhibit 3(f). File N o  33-25560) 

Statement o i  Classification o i  Sliares dated Septeniber 7, 1972, relaling to the autliorizntioti of, and establishing the series designation, dividend 
rate and redemption piices for Ca~uliiia Power & Light Company’s Serial Prefened Stock, $7 72 Series (filed 3s Exhibit .3(g), 1% No 
33-25560) 

Mortgage and Deed olTiiist dated as oi May 1, 1940 between Carolina Powei & Light Company and Tlie Bank olNew Yolk (forniclly. living 
Trust Conipany) and Frederick G Herbst (Doiiglas .I Maclnnes, Successor), Tnistees and the First tlirough Fifth Suppleinental Indentures tliereto 
(Exhibit 2(b), File No 2-01189): tlic Sixth througli Sixty-sixth Stipplcniental Indentures (Exhibit 2(b)-5, File No 2-16210; Exhibit 2(b)-6, File 
No 2-16210; Esiiibit 4(b)-8, File No 2-191 18; Exhibit 4(b)-2, File No 2-22439; Exhibit 4(b)-2, File No 2-24624; Exhibit 2(c), FileNo 
2-27297: Exhibit 2(c), FileNo 2-30172; Exhibit 2(c), File No 2-,35694; Exhibit 2(c), FileNo. 2-37505; Exhibit 2(c), File No. 2-,39002; Exhibit 
2(c), File No 2-41738; E,xliibit Z(c)? File No 2-434.39; Exhibit 2(c), File No. 247’751; Exhibit 2(c), File No 2-49.347; Exhibit 2(c), File 
No 2-531 13; Exhibit 2(d), File No. 2-531 13: Exhibit 2(c), File No 2-5951 I ;  Ediibit 2(c), FileNo 2-6161 I ;  Exhibit 2(d). File No 2-64189; 
Exhibit 2(c), FileNo 2-65514; Exhibits 2(c) and 2(d), FileNo 2-66851; Exliibits4(b)-l, 4(b)-2, and 4(b)-3. File No. 2-81299; Esliibits 4(c)-1 
thiougli 4(c)-8, File No 2-95505: Exhibits 4(b) through 4(li), File No 33-25560; Exhibits 4(b) and 4(c), File No. 33-33431; E,xliibits 4(b) and 
4(c): File No 33-38298; Exhibits 4(11) mid 4(i), File No 33-42869; Exhibits J(e)-(g), File No 33-48607; Exhibits 4(e) and 4(Q, File No 
33-55060: Exhibits 4(c) and 4(Q, File No. 3.3-60014; Exhibits 4(a) and 4(b) to Post-EKeetivc Amendment No 1. File No 3.3-38349: Exhibit 4(e). 
File No 33-50597: Exhibit 4(e) and 4(Q9 File No .3.3-578.35; Exhibit to Current Report on Forni 8-K dated August 28, 1997, File No. 1-3382; 
Forni of Carolina Power & L.iglit Company First Mortgage Bond, 6 80% Seiies Due August 15, 2007 filed as Exhibit4 to Form 10-Q for the 
Ixriod ended September 30, 1998, File No  1-3382; E,xhibit 4(b)> File No 333-69237; and Exhibit 4(c) to Current Repod 011  Form 8-K dated 
March 19, 1999, File No 1-3382 ); and the Si?;ty-eighth Suppleniental Indenture (Exhibit No 4(b) to Curient Report on Form 8-K dated April 
201 2000. File No 1-3.382: and the Sixty-ninth Slippleiiiciilal Indenture (Exhibit No 4b(2) to Annual Report on Forin IO-K dated March 29. 
2001. File No 1-3.382); and the Seventieth 

X 
*4:1(2) 

*4a(3) X 

*4b( 1 )  X 
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Supplenieiital Indenture. (Exhibit dlb(3) to Annual Report on Form IO-K dated Maich 29, 2001, File No 1-3382). and the Seventy-first 
Supplemental Indenture (Exhibit Jb(2) to Annual Report on Fonn 10-K dated March 28, 2002, File No 1-7382 and 1-15929), aiid tlie Seventy- 
recond Supplemental Indenture (Exhibit 4 to PEC Report on Form 8-K dated September 12. 2007. File No 1-3382). aiid the Seventy-third 
Suppleniental Indenture (Exhibit 4 to PEC Report on Fonn 8-K dated March 22, 2005, F ~ l e  No I-7382), mid the Seventy-fourth Supplemental 
Indenture (Editbit 4 to PEC Report on Fomi 8-K dated November 30,2005, FileNo 1-3382) 

Indenture. dated as 01 January 1. 1944 (the "Iiidenturc"), between Florida Power Coiporation and Guaranty Tnlst Coinpnny of New York and The X 
Flonda National Bad; of lacksoriville, as Tru.stees (filed as Exhibit B-18 to Florida Powcis Registration Stnteiiient on Foim A-2) (No 2-5293) 
filed WIUI the SEC on Ianuary 24, 1 9 4 )  

Seventh Supplemental Indenture (filed a5 Exhibit 4(b) to Flonda Power Corporation's Rcg~stiaiion Statcmcnt on Fomi 5-3 (No 33-16788) filed 
witli tlie SEC on September 27. 1991), and ihe Eighth Suppleinental Indenture (filed as Exhibit 4(c) to Florlda F'o\vei Cotporation's Registration 
Statenieiit on Foiiii S-3 (No 73-16788) filed w i t h  tlie SEC on Septeiiibei 27, 1991). and tlie Si\~eenth Suppleniental Indentuie (filed as Exhibit 
4(d) to Florida Power Corporation's Regirtratlon Statement on Form S-3 (No 33-16788) filed with the SEC on September 27, 1991), and the 
Twent~-niritl~ Supplcmcntal Indentrrrc (filed as  Eshrbi,lt4[c) to I:Iorida Power Corporatlon's Registration Statement on Fomi S-3 (No 2-79832) 
filed widi tlie SEC on September 17,  1982), and the 1 liirty-eighth Supplemental Indenture (filed as exlilblt 4(f) to Florida Power's Registration 
Stateinent on Foiiii S-3 (No 33-55273) as filed with the SEC on August 29, 1994). and tlie Thirty-ninth Supplemental Indenture (filed s Edliblt 
4 to Cuncnt Report on Form 8-K filed with the SEC on Jtdy 23. 2001), and the Fortieth Supplemental Indenture (filed as Exhibit 4 to Current 
Report on Form 8-K filed with the SEC on Febiuary 18, 2003), and t l~e  Forty-first Supplemental Indentu~e (filed as Exlitbit4 io Current Report 
on Fomi 8-K filed with the SEC on Februaiy 21, 2003). and tlie Forty-second Suppleinental Indcntirre (filed as  Ediibrtil to Quarterly Report on 
Form IO-Q for tlie quarter ended June 30, 2003 filed with the SEC on September 11, 2003), and the Forty-thud Siipplemental Indenture (filed as 
Exlubit 4 to Current Report on Foiiii 8-K Glcd with the SEC on November 21. 2003), and the Foity-foul th  Supplemental Indenture (filed as 
Exhibit 4 (m)  to the Progress Eneigy 1.Iorida Annual Repo1.1 on Form 10-K dated M a c h  16, 2005). and the Foi-ty-filth Supplemental Indeiituic 
(filed a5 Fxhibit4 to Current Report on Foiin 8-K. filed on May 16. 2005). and tlie Forty-sixth Suppleinental Indenture (tiled as Eslubit4 to 
Current Report on Form 8-K filed with the SEC on September 19, 2007). and the Forty-seventh Supplenienlal Indentun: (filed as  Eshrblt J to 
Current Report on Form 8-K filed 

*4b(2) 

*4b(3) X 
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with tlie SEC on December 11, 2007) 

* 1 P ?&iyJ? Tr,,rl r ! y  9s X 
Triistce with respect to Sciiioi Note,, (filed as Euliibit 4(a) to Ciiirerit Report on Fonn 8-1; dated Decenikei 13.2005. Filc No 1-327-1) 

"4b(5) 

"4C 

*4d 

*4e 

*loa( I ) 

* lOa(2) 

"IOa(3) 

lodentiire, dated as o l  February 15. 2001. betweell Progress Energy, Inc and Bank One Trust Conipany. N.A , as Trustee, with respect to 
Senior Notes (filed as E.shibit 4(a) to Fomi 8-K dated February 27. 2001, File No 1-15929) 

Indent~ire (for Senior Notes), dated as o i  March I ,  1999 between Carolina Power B Light Company and i l i e  Bank of New Y o r l ~  os Trustee, 
(filed as E.sliibit No 4(a) to Current Report 011 Fonii 8-K dated March 19, 1999, File No 1-3382). and ;lie First and Second Suppleniental 
Senior Note Indentures thereto (E,sliibit No 4(b) to Current Rcporl on Form 8-K dated March 19, 1999, File No 1-3382); Exhibit No 4(a) to 
Current Report on Form 8-K dated April 20. 2000. File No 1-3382) 

Indentiire (For Debt Securities), dated as o i  October 28, 1999 between Carolina Power & Light Company and The Cliase Manhattan Batik, as 
Trustee (tiled 3s Esiiibit4(a) to Current Report on Form 8-K datedNoveinbcr 5 ,  1999, File No 1-3382), (Exhibit J(b) to Current Report on 
Form 8-K dated November 5, 1999, File No 1-3382) 

Contingent Value Obligation Agreement. dated as of November 30. 2000, between CPBL E.iiergy, Itic and The Chase Manhattan Bank, as 
Trustee (Exhibit 4 1 to Curlent Report on Fomi 8-K dated December 12, 2000, FileNo 1-3382) 

X 

X 

X 

X 

Purcl~ase~ Coostruction and Owiiersliip Agreeinen1 doled July 30, 1981 between Caroha  Power fi Liplit Coinpany a id  North Carolina X 
Miinicipal Powei Agency Number 3 and Eshibits. together with resolution dated Deceiiiber 16, 1981 clianging nanie to North Carolina 
Eastei'n Municipal Power Agency. aiiiending letter dated Febniaw 18. 1982, and aniendmeiit dated Fcbruai-y 24. 1982 (filed as Eshibit lO(a), 
File No 33-25560) 

Operatirig and Foe1 Agreeiiient dated July 30. 1981 between Carolina Power B Light  Company and North Carolina Municipal Power Agency 
Number 3 and Ediibits. togcthcr with resolution dated December 16. 

X 

1981 changing iiatiie to North Carolina Eastciii Municipal Power Agency. aiiiending letters dated August 21, 1981 and December 15, 1981, 
and anieiidmcnt dated Fcbniary 24. 1982 (filed as Exhibit IO@), File No. 3.3-25560). 

Power Coordination Agreement dated .July 70. 1981 between Carolina Power B Light Company and North Carolina Municipal Power Agency 
Niunbcr 3 and E,sliibits, together with resolution dated December 16, 

X 
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1981 clianging nanie to North Carolina Fastern Municipal Power Agency and aincndirig letter dated lanuary 29. 1982 (filed as Esliibit 
lO(c), F ~ l e N o  33-25560) 

"10a(4) Aniendnient dated Deccinber 16. 1982 to Poicli:ise, Construction and Ownership Agreement dated July 30, 1981 between Carolina Power d X 
L I E ~ ~  Coiiioany and Noilli Carolina Eastern Municipal Power Agency (filed as Exhibit 10(d), File No 33-25560) -__- 

'L 1 Ob( 1 ) 

* 1 0 l ~ 2 )  

* 1 0H3) 

*10H4) 

*IOb(5) 

--e* 1 0c( 1 ) 

+*I Oc(2) 

-1- * 1 Oc(3) 

4-* 1 Oc(4) 

+*10C(5) 

Progress Energy, Inc $1,130,000.000 5-Year Revolving Credit Agieenient dated as of May 3: 2006 (filed as Exhibit IO(c) to Quarterly 
Report on Fomi IO-Q for die quarterly period ended March 31, 2006, File No 1-1 5929, 1-3274 and 1-3382) 

PEF 5-Year $450,000,000 Credit Agreement. dated as of March 28. 2005 (filed as Eshibit IO(ii) to Current Report on Foini 8-K filed April 
1,2005, File No 1-3274) 

Anicndnicnt dated as of May 3,2006, lo the 5-Year $450.000,000 Credil Agreeinelit among PEF and ccrtilin leiidcis, dated March 28, 2005 
(filed as Exhibit 10(e) to Qtinrteily Reporl 011 Forin 10-Q for the quarlerly period ended March 31.2006, File No 1-15929, 1-3274 and 

X 

1-3382) 

PEC 5-Yt-Year $450,000,000 Credit Agrcenient dated as uf March 28, 2005 (filed as Exhibit 10(i) to Current Report on Form 8-K filed 
April 1. 2005. FileNo 1-3382) 

Aniendnient dated as O C  May 3,2006, to tlie j-l,:-Year $450.000,000 Credit Agreement among PFC and certain lenders, dated March 28, 
2005 (filed as Exhibit fO(d) to Quarterly Report on Form IO-Q for [lie qiinrlerly petiod ended March 31, 2006, File No. 1-15929, 1-3274 
and 1-3.382) 

Retirenient Plan for Outside Dii-ectors (filed as Exhibit 10(i), File No 33-25560) 

Resoliitioiis of Board of Directois dated .iiily 9, 1997, amending tlie Deferred Coinpensolion Plaii for Key Manageiiient Eniployees of 
Carolina Power ;2: I..ight Coinpaiiy 

X 

X 

X 

X 

X 

X 

Progress Energy, liie Form of Stock Option hgreeinent (filed 05 Exlliblt 4 4 to F o m ~  S-8 dated September 27, 2001. Ftle No 333-70332) 

Progress Pnergy, Inc Foiin 01 Stock Option Award (iiled as Evliibit J 5 to Fonn S-8 dated September 27, 2001. File No 333-70332) 

2002 Progress Eneigy, Inc Equity Incentive Plan. Amended and Restated effective January 1, 2007 (filed as Ldiibit IOc(5) lo Annual 
Repoit on Fonn 10-K for tlie year ended December $1.  2006. a5 tiled wi th  the SEC on 

XXX 

XXX 

XXX 



Case No. 2011-124 
SkifllDR-01-009 ii attaclinioit 
(I'rogrcss 151irrgy) 
I'ngr 261 of 314 

Mach I ,  2007, FileNa 1-3382,No 1-15929. aiidNo 1-327-1) 

._I____-_ 1 *-I Oc(6) Amended and Restated Bioad-Based Perforniance Sliare SubPlan, Exl i~b~t  B to the 2002 Progress Energy, Inc Equity Incentive Plan. 
effective January 1, 2007 (filed as Exhibit IOc(6) to Annual Report on Form 10-K for the year ended Deceinbei 31, 2006, as filed w ~ t h  the 

XXX 

*-*I Oc(7) 

- i " l 0 ~ ( 8 )  

I-* I 0c (9) 

! * 1 0c( I O )  

-1 * I  Oc( 1 I )  

i-'E I Oc( 12) 

1-*10c(13) 

SEC on Morcli 1, 2007, File No 1-3.382. No 1-15929, and No 1-3274). 

Amended and Restated Executive and Key Manager Perloriiiance Sliare SubPlon, Exhibit A to the 2002 Progress Energy, Inc Equity 
Incentive Plan (effective Jaiiiiaiy 1, 2007) (filed as Exhibit IOc(7) to Annual Report 011 Foim IO-K for tlie year ended December 31,2006, 
as liled with the SEC on March 1. 2007, FileNo 1-3382. No 3-15929. and No 1-3274) 

Executive and Key Manager 2007 Perfomlance Sliarc Sub-Plnii, Exhibit A to the 2007 Equity Incentive Plan, effective lanoo~y 1. 2007 
(filed as Exhibit 10 1 to Current Report oil Form 8-K dated July 16, 2007, FileNo 1- 15929, No 1-3382 and No 1427.1) 

Aiiicndcd and Restated Managcinent Inccntivc Compensation I'laii o i  Progress E.ncrgy, Inc , effeclivc J a n ~ ~ n i y  1, 2007 (iiled 3s Exhibit 
IOc(8) to Annual Report on Form 10-K for the war  elided December 3 I ,  2006, as filed with [lie SEC on Mach 1, 2007, File No 1-3382, 
No 1-1 5929, and No 1-3274). 

Amended and Restated Mcuiagcment l>efcircd Conipensation Plan of Progress Eneigy, Inc , el'fcctive as of January I ,  2007 (filcd as Exhibit XXX 
IOc(9) to Annual Report 011 Fomi 10-K for Uie year ended Deceinbei 31,2006, as liled with tlie SEC on Morcli I ,  2007, FileNo. 1-3382, 

XXX 

XXX 

XXX 

NO 1-1 5929, and NO 1-3274). 

Amended and Restated Mmiagenicnt CIia~ige-in-Co~~trol Plan of Progress Encrgy. liic , effective as ol  Jaiiuais I .  2007 (filed as Exhibit 
IOc(10) to Anntml Report on Form 10-K for the year ended Decctnber 31. 2006, ils liled with Uie SEC on March I .  2007, File No 1-3382, 
No 1-15929, and No 1-3274) 

Aiiiciided and Restatcd Noii-Employee Director Deferred Compcnsation Plan of Progicss Energy. Inc , effective Januaiy 1,2007 (filed as 
lkhibit 10c( 11)  to Annual Report on Form 10-K f o ~  the year ended Deceinber 31, 2006. as filed with the SEC on March 1, 2007, File No. 
1-3382, No 1-1 5929. aiid No 1-3274). 

XXX 

XXX 

Aiiicnded and Restated l?cstoration Retirement Plan of Progress Energy, Inc , effective January 1. 2007 (filed as Exhibit lOc(l2) to Aiiiiual XXX 
Report on Forni IO-K for the year ended Decenibci 31. 2006. as liled wit11 the SEC on Maicli I .  2007, File No 1-3182. No 1-15929, aiid 
No 1-3274) 
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I *lOc( 11) Aniended and Restated Siipplemeiilal Senior Eseciitive Retirement Plaii ot Piogres.; Energv, liic , enective Januaw 1, 2007 (liled 0.; 
Exhibit 10c( 1 3 )  to Amiiial Report on Foiiii 10-K lor the yeai elided December 3 1, 2006, as filed with the SEC on Maicli 1, 2007, File N o  
1-3382, No 1-15929, and No 1-3274) 

XXX 

-- 

+*10C(l5) 

-1 * 1 0c( 16) 

-I-* I Oc( 17) 

! * 1 0c( 18) 

+ * I  0c( 19 ) 

-1- * 1 Oc(20) 

+* 1 Oc(2 I ) 

Aniended and Restated Noli-Eniployee Director Stock IJnit Plan of’ Progress Energy. Inc., effective Jn~iuary 1, 2007 (liled as Exhibit 
10c( 14) to Annual R e p r t  on Forin IO-K for the year elided December 31, 2006, as filed with tlie SEC on March I .  2007. File No 1-3382. 
No 1-15929. and No 1-3274) 

Forni o l  Progrcss Energy. Inc Restricted Stock Agreemeiil pursuant to tlie 2002 Piogress Energy liic Equity Incentive Plan. as nmended 
July 2002 (liled as Exhibit IOc(18) to Annuid Report o n  Form IO-K for the year ended Ilecenibei 31. 2004. as liled with the SEC on March 
16.2005. FileNo 1-3382 and 1-15929) 

Form o i  Restiicted Stock Unit Award Agreeiiieiil as of March 20, 2007 (filed as Exhibit 10 I to Current Report oii Form 8-K dated March XXX 
26, 2007. FileNo. I -  15929. No 1-3382 and No. 14274) 

Form or Einployiiienl Agieeiiient dated May 8. 2007 between ( I )  Progress Energy Service Company. LLC and Robert McGclicc, Ioliii R. 
McAi-tliur and Peter M Scott Ill: (ii) PEC and Lloyd M Yates, FiedrickN. Day lV, Paula M Sims, William D Jolirison and Clayton S. 

lid Jeffiey A Corbett and Jelfrey J Lyash (filed as Exhibit 10 to Quaiterly Report on Form 10-Q for the period 
ended March 31.2007, File No 1-15929. No 1-3382 and N o  1-3274) 

Form of Einployment Agreeiiient betweeii Progress Eneigy Service Conipany, LLC and Mark 1: Mulhem. dated September 18,2007 (liled X 
as Exhibi t  10 to Quarterly Report on Form IO-Q for the period ended March 31, 2007, FileNo. 1-15929. No 1-3382 and No 3-3274) 

Anietidineiil. dated August 5 ,  2005. to Employnieiit Agieenient dated between Piogress Energy Service Compnnv, LLC a i d  Peter M Scott XXX 
I11 (filed as Exhibit 10 to Quarterly Repoil on Foim 10-Q for the period ended .lune .30? 2005, FileNo 1-15929, 1-3382 and 1-3274) 

Selected Executives Supplemental Deiierred Coiiipeiisation Program Agreement, datcd Amps& 1996, bet\vcen CP&L and C S I-Iinnant 
(liled as Exhibit IOc(22) to Annual Report oii Form IO-K ior the year ended December 31, 2006, as liled with the SEC on Febi-uary 29, 

XXX 

XXX 

XXX 

X 

2006. FileNo I-3382.No 1-15929,ni1dNo 1-327.1) 
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-1-“10c(22) Form o l  Exccuti~e Petmanent Liic Insliraiicc Ag~cciiicnt (filed as Exhibit IOc(2.3) to Annual Report on Fonn IO-K for the year ended 
Dcceniber 31. 2006. os Gled with the SEC 011 Febriiai-s 28, 2006, 1:‘ileNo I-3382,No 1-15929, andNo. 1-3274) 

*10d( 1) Agrecmcnt dated November 18,2004 behvecn Wiiicllcster Production Company. Ltd , 1 GG Pipeline Ltd , Progress Eiicigy, Inc and EnCana 
Oil & Gas ([JSA). lric (filed as Exhibit 10d( I )  to Annual Repoi-t on Foim 10-K for the year ended December 3 I ,  2004, a~ illcd with the SEC 

X X ___- 

on March 16. 2005. File No 1-3382 and I - I  5929) 

I~recedent and Related Agreeaiciits among Floi ida Po~vei Corporation d/b/a Progiess Energy Florida, Inc (“PEF”), Southern Natural Gas 
Company (“SNG”). Florida Gas Tiansniissioti Con~paiiy (“FGT”). and BG LNC Services, LLC (“BG). includii~g: 

* 1 Od(2) X X 

a )  Precedent Agrcement by and bctwccn SNG and PIX‘. doted December 2. 2004; 

b)  Gas Sale and I’iirchase Contract betiveen 13G niid 1’13, dated Deceinber I .  2004; 
c)  Interim Firm Transportation Service Agreement by and betivcen FGT and PEF, doted December 2, 2004: 

d)  Lcttci Agreement betv een FGT and PET;. dalcd ilecenibcr 2, 2004 atid Fir711 Irarisportnlioti Service Agreeriierit by and bciiveeii FGT and 

PEF to be entered into npon wtisfaction of certain conditions preccdcnt: 

e) Discount Agreenient between FGT and I’EF. dated December 2, 200-1; 

I) Anicridment to Gas Sale end Purcliase Contract betiwe11 13G and PET;. dated January 28, 2005: and 

g) Letter Agreeinent behveeii F G l  and PEF. dated Jaiiiiaiy 31. 2005. 

(filed a s  Exhibit 10 1 to Current Report on Form &KIA f i led March 15, 2005) (Confidential treatment has been reqiiested fur portions of this 
exhibit Tliese porliuiis Iiaw been oniilted from the above-iclcrenced Ciirrent Report and submitted separately to the SEC ) 

12(3) Co~nptitation of Ratio of Earnings to Fixed Climges X 

12(b) 

12(c) 

21 Subsidiaries of Progress Eiiergy. Inc X 

2 3 ( 3 )  Co~isent o i  Lkloitte & Toticlie I. 1.J X 

Coiiiputatioii of Ratio 01 Eariiiiigs to Fixed Cliarges and Ratio of Earnings to Fixed Cliarges and Preferred Dividends Combined. 

Coinputation of Ratio of Eariiings to Fixed Cliargcs and Ratio oi Earnings to Fixed Charges and Piderred Dividends Combined 

X 

X 
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23(b) Coiiscnt 01 Dclo~ttc & Toiiclic L LP X 

23(c) Coiiscnt 01 Deloittc & I ouclic LLP X 

31(a) 302 Certification ofChic1 Fuccutiw Olliccr X 

3 1 (L.) 302 Ccrtlficatlon 01 C l d  F~~ianciol Ollicci X 

31(c) 302 Ccrtificatioii of Chic1 Excciitivc Olliccr X 

31(d) 702 Certification 01 Cliicf I~iiiaiiciol Officei X 

31(c) 302 Cc~tilicabon of Cliict E~ccutivc Olliccr Y 

71(1) 302 Ceiilficatloii 01 Cliicl Financial Orficcr X 

32(a) 906 Cciiific:ition ol Cliicl E\ccutivc Olliccr x 
WL.) 906 Cciiificatioii 01 Cliicl Fiiioncinl Ofliccr X 

32(c) 906 Certification of Cliicl Exccutivc OIficci X 

32(d) 906 Certification of Cliici Fiiiaiicial Ofliccr X 

32(c) 

32(f) 

906 Certificatioo 01 Cl~icTExcciitivc OIlicci 

906 Certification of Cliicf Financial Olliccr 

X 

X 

*IIICOI poratcd hercin by icfcrcncc as indicated 
-~-Manngeiiicnt contract or coiiipensatioii plan oi ai~oiigcnicnt required to bc lilcd as an exhibit to this report pursuant to Itcin 14 (c) of Foiin 10-K 
-Sponsorship o i  this mnnagcincnt coiitracl or coinpciis3tioii plan or nimiigeiiieiit was traiisfcrrcd from Carolina Povver & Light Conipany to Progress Eiicrgy, 
Iiic . eflcctivc Aiigust 1,  2000 
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Exhibit 3b(2) 

13 Y - L A 11' s 
O f  

~ A R O L I N A  POWER L I G I I ~  C'O~WANI 

...._. C.., ..-. ... -... V...... 

Section I The annual nieeting of the stockholders of [lie Coinpanv sliall be Iield at the piiiicipal ollice oT the Company, on the second Wednesday 

of May i n  cadi year, if not a legal Iioliday, and ii a legal holiday. tlien on llie nest day not a legal lioliday. at ten o'clock A M . or at such other date, o r  hour. or 
at such other place withiii or without tlie State oiNortli Carolina as  stated i i i  the notice oitlie niecting as the Board of Directors m:iy detei-inine 

Section 2 Special meetings of the stockholders of the Company ma\' be held upon c;ill by :I m~ijoritv of tlic Board 01 Directors or of  the Executive 

Committee, or by the Chairinan of the Board, or by tlie President o i  the Coiiipaiiy; at the piiiicipal oliice oi llie Company or at sucli other place will~in or 
without the State of North Carolina, and at such time, as may be stated i n  the call and notice 

Section 3 Writtcn notice of the time a i d  place of cveqf meeting of stockliolders may be given, and shall be deemed to have I ~ C C I I  duly given, by 

inailing the sanie at least ten. but not more than sixty, days prior to the meeting. to each stockholder 01 recoid, entitled to vote at such nicetiiig. and addressed 

to liiin at his address as i t  appcn~s on the rccoids ofthe Company. with postage tlicrcoii prepaid Nolice ~nav  also be given by any other lawliil inems 

Section 4. In accoidancc with Scc t io~~ 55-7-20 of the General Statutes oiNoit1i Carolina. the Company. or an otliccr having charge of the recoid of 
stockholders or the Conipany, sliall prepare a list of stocldiolders whicli sliall be available I'or inspection bv stockliolders. or their agents o r  attornevs 

Section 5. The holders of a majority of the stock o i  the Company Iiaviiig voting powers iiiiist be present in person or iepresented by p r o w  at each 

ineeling of tlie stockholders to constitute a quorum; absent such qiionini. the meeting may be ad,lourned by a inajority of sliarcs voting on a inotion to 

adjourn IT such adjourmnent is for less than tliirty days, notice other tlian a~inoi~iiceiiieiit at the meeting need not be given At an\' adjourned iiieeting at 

which a quorum shall be present or repieseiitcd. any biisiiiess niav be transacted ivliich iniglit haye been transacted at the onginal ~ncetirig 

Section 6. (a) When a quorum is preseni at any mcctiiig. thc vote of tlic lioldeis o i  a majority of thc outstanding stock I i a ~ i n g  voting power present 

in person or represented by proxy shall decide any question brought b e h e  sucl~ meeting. unless the question is one upoii which by express 
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provision of any applicable statute or of the Charler a different vote is ieqiiired, i n  which case such express provision shall govein aiid control tlie decision 01 

such question 

(b) To be properly brought bcfore a meeting of shareholders, business niost bc ( I )  specified i n  the notice of meeting (or  an^ supplcnient tliereto) 

given by or at tlie direction oTIhe Boaid of Directors. (11) otherwise pioperly biought Ixfoie tlie meeting by 01 at tlie diiectioii 01 the Boaid of Diiectois oi ( 1 1 1 )  

piovided loi 111 Section 3 of these By-Laws and who IS entitled to vote at tlie mecting Iii addition to any otliei applicable ieqiiireiiieiits, f a  btisiness to be 

propetly brouglit before an annual nieeting by a shareholder, the shaielioldei must give timely notice 01 !lie pioposal iii wirtiiig 10 tlie Sccictaiy 01 the 

Coiiipany To be timely, a shareholder‘s notice most be ieceived by tlie Secretary o i  the Company at tlie piincipal cxecritivc ollices 01 the Coinpan) not later 

than the close 01 business on the 60111 day pnor to ilie first anniversary of tlic immediately preceding year’s a n n ~ ~ a l  meeting In  no event shall the p~iblic 

aiiiioiincenieiit 01 an adjoliiiiiiient or postponcnient of an annual ineeting or the hc t  that an annua~ meeting IS held after the aiintvcrsaiy 01 the preceding 

aiinual meeting coniiiieiice a new tinie period for the giving 01 a sliaieholdei notice as dcsciibed above A shaiclioldei‘s notice shall x t  forth as to each 

iiiatter 1he shareholder pioposes to bring before [he meeting ( I )  a brief description 01 tlie business desired to be biouglit befoic the annual meeting. ~ncluding 

the coniplcte IC\? of any resolutions to be presented at the annual inceting with iespcct to such biirincss. ( 1 1 )  tlic icasons foi conducting such business at h e  

aiiiiiial ineetirig, ( 1 1 1 )  Uie name and add le s  of record of the shareholder and the beneficial owner, 1 1  any. on wliose beliall tlic proposal I S  inade. ( I V )  tlie class 

and number of sliarcs of the Company which are owned by thc sharclioldcr and such beneficial owner. (1 ) a icprcneiitation that the sliaiclioldcr IS a holdci ol 

record of sliaies of the Company entitled to vote at such meeting and intends to appear i n  perwii or by proxy at tlie ineeting to propose sttcli bus~ness. and (VI) 

any material iiitcrcst of tlie sharelioldei and such beneficial owner III  sttch btisiiiess 

In the event that a shareholder attempts to bring business belore a meeting without coinpl~ing with the procedures set forth ii i  this Section 6(b), 

such business shall not be tiansacted at such iiieetiiig. The Chainiian of tlie Board o i  Directors. or any other individual presiding over tlie niecting ptirsnant to 

Section 8 of tlicsc By-Laws. shall have the powei aiid duty to determine wliclhcr any proposal to bring busiiicss bcfore tlie nieeling was made i n  accordance 

with tlie procedures set forth i n  this Section 6(b), and, if any bwiiiess is not proposed i n  coiiipliaiice with this Section, to declaie that such defective proposal 

shall be disrogatded and that such proposed business shall not be transacted 01 such iiieeting 

Section 7 The Board of Directors in  advance of any meeting o i  stocklioldeis m a y  appoint two voting inspectors lo act at any such nieeting or 

ad.joiiriiment thereof If they fail to innkc such appointment or if their appointces or any  of tlieni fail to :ippcar at tlic meeting o i  stockholders. the cliairniaii o i  

the meeting may appoint such inspectois or any inspector to act at that nieeting. 

Section 8 Meetings of the stocldiolders shall be presided over by the Clmirinan o i  tlie Board o i  Dircctois, or. if he is not prcsent, the I’iesident or. 

if the President is not present a Vice President. or if neither o i  said officers is present, by a cliairniaii pro lcin to lx: elected at tlie meeting Tlic 

2 



Secretaiy of the Coinpnn~  shall act as secretary of such meetings, il present, but if iiot present some person shall be appointed by the piesidiiig officer to act 
during tlie meeting 

Section 9 Each holder of Preferred Stock and/or Common Stock 5hall at every nieeting of the stocliholden be entitled to one vote 111 person or by 

proxy lor each share o l  such stock held by such stoclilioldcr Except where thc transfer books of the Company have been closed or a date ha5 bcen lived as a 

iccord dale for the determination 01 its stockholders entitled to vote, no shale 01 stocli shall be voted at any electlon for directois u h c h  has beeii tral lSfClTed 

Director's and Meetings 01Directors 

Section I O  (a) Tlie number of directors of the Conipany sliall not be less than eleven ( I  1) nor more tlian tifieen (1  5 )  The authoiizcd number of 

directors, within the limits above specified, shall be determined by the affirniative vote o i  a majority of the whole board given 31 any regular or special 

meeting of tlie Board oi L>irectors, provided that, the number o i  directors shall iiot be reduced to a number less than tlie niimkr of dircctois tlieii i n  ollice 

unless siich reduction shall beconie effective only at and after llie nest ensuing meeting o l  the sliaicholdcis for Uie elcctioii of directors This subsection (a) 

\vas adopted by the stockholders of the Company 

(b) Any eniployee of the Company or any of its alliliates who currently serves, or wlio is. i n  the l'uttue, elected to sen% on tlie 13oaid o l  Directors of 

the Company must remain an employee of the Company or one o l  its affiliates in order to be qualified to serve on the Board of Directors The temi o i  any 

such Director's service on tlie Bomd will telminate iniinediately upon teiiiiiiiation of his 01 her employment with tlie Coinpony and its aniliates 

(c) The directors shall appoint froin among their niiniber a Chairinan, who shall serve at the pleasure of the Board Menibcrs of the Board of 

Directors of the Company wlio are full-time employees o f  the Company shall retire from the Bead upon their rctircmciit froni employment or upon attaining 

the age o l  65 years, whichever occurs first; piovided, Iiowever, that tlie Chairinan oltlie Board, if then a full-time employee oftlie Company. shall be eligible 

to contiiiiic as a member of the Board until the first Annual Meeting of Shareholders occurring at least one year after retirement from eniployinciit or after 
attaining tlie age of 65 years, whichever occurs first, if so requested to remain by the Board Those persons who are not employed lilll-tinie by the Company 

sliall not be cligiblc for election as a Dircctor in any calendar ycar (or subsequent year) in which he or she has rcached or will math the agc o l 7 3  vcars. unlcss 
requested by the Chairman of the Board and approved on an annual basis by the full Board Olhcrtvise, any Director who reaches the age of 73 duiiiig a terni 

of o f i ce  shall resign as of the lint day of the month so following unless othcnvisc determined by the Board 

(d) Tlie election of directors shall be held at tlie annual meeting of stockholders The dircctors. other tlian tliosc who niay be clcctcd ilildcr 

ciicuiiistances specified i n  the Company's Restated Charter, as it may be amended, by tlie holders ol any class of stock having a prefeteiicc over the Coninion 

Stock as to dividends or in liquidation. shall be classified into three classe$ as nearly equal iii number as possible TIie initial ternis of dircctois liist clccted 

oi re-elected by tlie 
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stockholders on the date this ainendnient to tlie By-Laws is adopted sliall be for tlie following teniis of oflice: 

Class One 
I )Wll 
Class Two 
11 years 
Class Tliree 

I l l  years 
- 

and until their siicccssors shall  be elected and shall qualify Upon tlie expiration o i  the initial term specified for each class oi directors tlieir successors shall 

be elected for three-year tetnis or until such time as tlicir S I ~ C C C S ~ ~ I S  sliall be elected and qualified I n  tlie event of any increase or decrease i n  the number of 

ditcctors. the additional or eliminated directorships, sliall be classified or chosen so that all classes of diicctors slid1 remain or become equal in number. as 

nearly as possible This subsection (d) was adopted by tlie stockholders of tlie Company 

(e) Subject to tlie rights of holders of any securities or obligations of tlie Company conferring special iiglits regarding election o l  directors. 
noniinalions for the election ol diieclors sliall be niade by llic Boaid of Dircctors or by any sliarcholder cntitled lo vote in  elections of‘ diicctors: provided 

however. that any sliareliolder entitled to vote in tlie election of directors may noininate one or more persons for election as directors only at an annual 

meeting and if  written notice oi sucli sliarcliolder’s inteiil to malte such noiiiiiiatioii or nominations has been received. either by pcrsonal delivery or bv United 

States registered or certified mail, postage prepaid, by die Secretay of tlie Company at tlie principal executive onices of the Company not later than die close 

of business on Uie 12Oul calendar day before tlic date of the Conipany’s prosy statemen1 released to shareholders i n  connection with tlie previous yeaI’s annoal 

meeting In no event slid1 the public announceiiieiit of a11 adjournment or postponement of an annual meeting coiiiiiience a new time period foi tlie giving of 
a sliarcliolder’s notice as dcscribcd above Each notice shall set forth (i) tlie name and address of record of tlic sliarcholder who intends to nial.rc tlie 

nomination, tlie beneficial owner, if‘any, on whose beliali the lionliriatioii is iiiade and of tlie pcrson or persotis to be non~inated, (ii) tlie class and number of’ 

slinres of tlie Cottipony that are owned by tlie sliareliolder and such beneficial owner, (iii) a representation tliat the sliareliolder is a holder of record of sliaies 
of tlie Company entitled to vote at such meeting and intends to appear i n  person or by prosy at the meeting to noinitiate tlie person oi pcrsons specified i n  tlie 

notice, (iv) a description of all an’angeiiicnls, understandings or relntioiisliips between tlie slinrcliolder and each noniinee and any otliei person or persons 

(naming such person or persons) pursuant to which tlie nomination or nominations arc to be made by the sliareholder, and (v) such ot l~er  inforniation 

regarding each iiomiriee proposed by such sliareliolder as would be required to be disclosed i n  solicitations of proxies for election of directors in an election 

contest. or i s  otherwise requiied to be disclosed, pursuant to die prosy rules of tlie Securities and Eschange Coinmission, had tlie noniinee been nominated. or 

intended to be nominated. by tlie Board of Directors. and sl~all include a consent signed by encli sucli nominee to serve as a dirccta nl Ihe Company if’ so 
elected In the event that a sliareliolder attempts to nominate any person widioiit complying widi tlie procedures set fortli i n  tliis Section 10 (c). such person 

slid1 not be nomiiiated and sliall not stand for election at such meeting The Cliaimian of tlie Board of Directors, or any otlier individual presiding over the 

iiiecting pursuant to Section R of these By-L.a\vs, sliall have the power and duty to determine whether a nomination proposed to be brought before the meeting 

\vas made i n  accordance witli tlie procedures set forth i n  this Section 10 (e) and, if any proposed 
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nomination is not i n  compliance with this Section 10 (e). to declare that such defcctivc proposal shall be disregarded 

Section 1 1 I n  case of any vacancy i n  the nuriiber of directors through death, resignation, disqualilicatioti, increase i n  tlie number of directors or 

otlier caiise, the rcmaiiiiiig diiectorv present at the meeting. by aflirniative vote of a majoiity theicof. though less than a qoonim. niay elect a siicccssor to hold 

office until tlic next ~ h a ~ e l i o l d e r ~ ’  nieeting at which directois are elected and until tlie election 01 his siiccessor _ _ _ ~  

Section 12 Regular meetings of tlie Boaid of Directors shall bc held at times fixed by resolurion of the Board, and special ineetings 111ay be held 

upon tlie written call of [lie Executive Conimittee, or by the Cliainiion of the Board, or by the Resident or by any two directors; and the Secretary or officer 

performing his duties shall give reasonable notice of a11 meetings of directors; provided. that a meeting may be held without notice immediately after the 

annual election, and notice need not be given of regular meetings held at times fixed by resolution of the Board. Meetings may be held at any time without 

notice if all the directors arc present, or i i  those not present ivaive notice either before or after tlie meeting. All regular aiid special meetings shall be held 31 

the principal ollices of the Company, provided that the Board. from time lo time, niay order that any niceting be held elsewliere within or without the State of 

North Caiolina A niajoiitv of tlic ~vliolc Board of Directors shall constitute a quorum, and tlie act of a niajoiity of the directors present 31 3 meeting at which 

a qiiorum is pieseiit sh:ill be the act 01 tlie Board of Directors, unless a greater proportion is required by tlie Charter 

Section 13. The business and affairs of the Conlpany shall be managed by its Board of Directors, which niay exercise all such powers of tlie 

C o m p i y  and do all siich Ia\vfuI acts and things \vIiich an: not by law or by tlie Charter directed or required to be exercised or done by tlie stockholders; 

piovided, however, that tlie ollicers of tlie Company shall. without prior action of the Board of Diiectors, perform all acts and things incidental to the usual 

and ordinary course of the business i n  which the Company is engaged as hereinafter provided by tlic By-Laws or as may hereafter be delegated by tlie Board 

of Directon. A majority of tlie Board of Directors may create one or more Committees and appoint other members of tlie Board of Diiectors to serve on such 

Coiiiniittces Each such Committee shall have two or iiiorc members, who seivc at tlie pleasure of thc Board of Directors. Any soch Committee may exeicise 
aiithoiity over any inatters except those matters described i n  Section 55-8-25(e) of the General Statutes ofNorth Carolina. 

Section 14 A iiia,jority of the whole Board of Directors, present 31 any meetiiig held after tlieii election in each year, niay appoint an Executive 

Coininittee. to consist of three or nioi e directors, which Committee shall have aiid niay exeicise, during tlic intervals between meetings of the Board. by a 
majoriiy vote of those present at a meeting, a11 the powers vested in the Board, except the following iiiatlers 3s more fully described in  Section 55-8-25(e) of 

the Gciicral Statutes of North Carolina: 

Ai~tlioiizc distributions; 
Appiove or propose to shareholders action that is by law required to be approved by the shareholders; 

Fill vaca~icies on the Board of Diiectors or on niiy of its Conirnittees; 

5 
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Aiiiend tlie Coiiipanp's Ai-iicles of Incorporation pursuant to N C.G S '55-10-102: 
/\do& amend or repeal the Company's By-Laws: 
Approve a plan of merger not requiring shareholder approval; 
Autliorize or approve reacquisition of shares, except according to a fomiiila or metliod prescribed by the Board of Diiectors: or 
Authorize or approve the issuance or sale or contract for sale of shares, oi determine Ihe designation and relative rights. preferences, 
and limitations o i a  class or series of shares 

A majority 01 the whole Boad  of Directors present at ally meeting shall have tlie power at any time to change the niembership of such Coiiimittee and to fill 

vacancies 111 it The Euecutive Conimitiee iiiny make rules for tlie conduct of its business A tnnjolity of tlie meinbers of s a ~ d  Coininittee shall consltute a 

qiioruni Tlie Cliainiiaii of tlie Euecutive Comniittee shall be appointed by the Board of Directors from the inembership 01 the Executive Committee 

_ _ _ ~  

Notices 

Section 15 Notices to directors or stockholders shall be i n  writing and given personally or by inail to the directors and by inail to the stockholders 

at tlieir addresses appearing 

on the boots of the Company: provided, however, that no notice need be givcli any s~ockliolder or director whose address is outside of the United 

States Notice by mail shall be decnied to be given at the time when the same shall be niai!ed. Notice lo directors may also be given verbally, or by telegrain, 

or cable, and any siich notice shall be dceincd to lie given when dclivered to and accepted for transinitial by an office oi  tlie iransniitling company 

Section 16 Whenever any notice is rcqtiired to be given under the provisions o f  applicable statutes or of the Charter or of these By-Laws, a waiver 

thereof iii writing. signed by the person or persons entilled to said notice, whether before or after the lime stated therein, shall be deemed equivalent to the 

giviiig of siicli notice i n  apt tiinc 

Offictrs, Their Authority, ;ind Thcir l-rriiis of Olficr 

Section 17 Tlie Board o l  Directors shall aiinoally at its first meeting held after the Annual Meeting of Stocl;holdcls. or as soon theieafter as inay 

be practical, elect the ollicers 

of the Company, who shall consist of a Presidcnt, one or more Senior Escctttivc Vice Piesidcnts and Executive Vice Presidents, two or iiiore Scnior Vice 

Presidents, tliree or inore Vice Presidents. a Secretary, a Treasurer, a Controller and siicli other officers or assistail1 officers and agents as iiioy be appointed by 

the Board of Directors At other times, the Boald of Dircctois or any Commitice to which i t  dclcgatcs the authorit\, to do so may elect officcrs to f i l l  any new 

office or a vacancy i n  any oflice occurring by virtue oillie inct~iiibeiit's dwth. resignation, reiiioval or otlierwise at any duly convened meeting of the Board or 

01 the Coninlittee 1 he officer shall serve for the period specified or unt i l  a successor is chosen. Fro111 time to time the Board of Directors may also elect a 
Vice Chairman who shall have such duties as described herein and as may from time to tiiiie be directed Any two offices may be held by the same perron, 

but 110 oificer li13y act i n  more than one capacity wlieie actio11 ol' 

6 



Case No. 2011-124 
StafT-DR-01-001) ii :ittacliincnt 

Piige 272 of 314 
(I'rogress Energy) 

two or more officers is iequired The Vice Cliairnian, ii any, of the Board of Ilirectors sliall be chosen from anioiig the Directors, but the other officers need 

not be Directors ol the Company 

Section 18 1 lie Board of !hectors dial1 appoint tlie C I ~ I ~ ~ E X C C I I ~ I V C  Ollicei who sliall be eitlier llie Chainiiaii, the Vice Cliairinan 01 the Pres~dent 

of (lie Coiiipany In the event [lie Chief Euecutive Officer IS  unavailable at the time for needed action, or 111 other circunistances xj directed by the Chief 
nn vlrR r. wlin IS tint e 

Officer, sliall be tlie iieut ollicer in line ot authority to perform the duties o i  Chief Euecutlve Officer I f  tlie Cliairnian, the Vlce Chairinan mid the President 

should be unavailable 31 tlie t~nie loi needed action. 01 i n  otlier c~rcu~nstances as diiected by the Cliief Ewcutive Officer, l l~en the ne\? officer $11 lme oi  
aotliority to perfom the duties o i  the Chief C\eciitive Officer sIia11 be :i Senioi E\ecuttve Vlce Picsideiit or Fxecut~ve VICC President 3s deslgnated by the 

Chief Executive Officer 

Section I9 Any officei niay be reassigned duties by appropriate ~nembers of Senior Maiiagenieiit 31 any tiine Any ollicer may be removed from 
office at any time by the Board of Dircclors, or bv any Committee to wliicli i t  delegates the a i i t l i o n t ~  to remove officers from oflice, without prejudice to the 

iiglits oi the officer removed under an employinent agreenient i n  writing previously duly authorized by the Board of Directors or an Executive Coininittee of 

tlic 13oard of' Diiectors Any officer inay resign at any time by giving written notice to the Board of Directois. the Plcsident or any o t l~e~  oflicer of the 

Company Such resignation sliall take ert'ect at the time specified tlicieiii, and. nnless otlierwise specilied tlierein, the accepta~ice of such resignation shall not 

be nccessan' to make i t  effective 

Section 20 Tlie Board of Directois 01' the Cliiel Esccutivc Olliccr of the Company inay ieqiiirc the Trcasiner and any other otficc~, employee or 

ngent ol the Company to give bond, i n  such suni and with such sitrety or sureties as eitlier sliall determine. for the faithful discharge of their duties. 

Section 21 Unless otlicrwise piovided by the Board of Directois, the Company's Chief Executive Officer is vested with full power, authority, and 

the duty, to perfonn i n  person. and by delegation of aittliority to subordinate officers arid cinployecs of tlie Company. all acts and things deemed by Iiiin to be 
ieasonably necessary or desi~able to direct. handle. and manage. and in  general carry on the Conipany's business traiisactions authorized by its Charter. i n  

icspect to a11 matters esccpt those wliicli by law must be performed by the Dircctors. including but no1 liinited to the following: (a) coiislmcling and 
contracting for the construction o i  generating plants autliorized by the Directots: (b) operating and maintaini~ig generating plants and appui~enant works; ( e )  
constriicting. maintaining. and operating substations, lines and all otliei ~acililies, appurtenant to tlie t ra~isni iss io~~ distribution and delivery of electricity; (d) 

acqiiiring by direct purchase, gili. eschange. or by condemnation, all rights o i  way, easements. lands. and estates i n  lands, tlowage and water rights; (e) 

acquiring, ~naiiilai~ung and disposing o l  tools, machinery, appliances, moteiiols, veliicles, and other appurtenant lacilities; (f) eiiiploying, and fising 

coinpensntioii oi. Company personnel (except that tlie coiiipensation o i  the Cliiei Executive Ofiicer and tlie otlier Company employees who are menibers of 

the Board sliall be Iixed by tlie Boaid of Directors) iii compliance wit11 any procedures established by the Board; (g) borrowing money from time to time for 
terms not exceeding tliiec 
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years. and 111 connection tliere\vitli pledging tlie credit of the Coiiipaiiy and executiiig unsecured loa11 agi.eements, promissory notes, and other desirable 

instruiiients evidenc~~ig obligations to the Iciidei: (11) fixing the iates and coiiditions 01 s e i ~ i c e  and dealiiig with regulators bod~es 111 respect thereto, and 
pionioting tlie we of electncity by iiicans 01 sales representatives. advertising and otherwise, ( I )  collect~iig and keep~ng accounts of all nion~es due the 

Coiiipany aiid iiial~~iig and preserving iecoid5 of tlie Companv's propel ties and nccoiintr and fiscal allairs, and (J) po.jsess~ng, preseiving, and protecting all 
piopeity, assets. and ~ i i t c~cs t s  01 tlie Coinpany aiid ~nstituting, prosecuting, intervening 111, and defcndiiig  action^ and proceedings 111 any court or befole any 

r e  -- 

Certificates of Stock 

Sectioii 22 Every holder of stock i n  tlie Company shall be entitled to liave a certificate or certificates certifying tlie number or fully paid sliares 

owned by hini i n  tlic Company \vliicli shall be iii  form consistent with law and with tlic C1i:irtcr of tlie Company and as shall be approved by tlie Board of 

L3ircctors The stock certificates sliall be signed by: 1)  eitlier tlie Chairinan of tlie Board o i  Directors or the I'rcsident. and 2) citlicr tlie Secretary or 

Treasurer Such sigiiatiires niay be facsimile o r  other similar inetliocl 

Section 23 AI1 tra~isIcrs of stock o i  tlic Company sliall be made upon its books by autliority oi tlic holder o l  the shares or of his legal 

iepresentative. and before a iicw ceilificate is issued tlie old certificate sIia11 be suirendered for cancellatioii. provided that i n  case any certificate is lost, stolen 

01 destroyed. a new certificate tlicrefoi niay be issued pursuant to tlic provisioiis oi Section 24 hercoi 

Section 24 N o  certificate of shares oi stock of tlie Company sliall be issued i n  place of any ceitificatc alleged to have been lost or stolen or 
destioyed. escept iipoii tlic approval oi tlic Board o i  Directors wlio niay require delivery to tlie Company of a bond i n  sucli siitii as i t  may direct and subject to 

its approval as indemnity against any claiiii i i i  respect to sucli lost 01 stoleii or destroyed ceiiificatc: provided that the Boaid of Directors may delegate to the 

Coiiipaiiy's l iansfer  Agent and Registrar autliority to issue a11d register, respectively. from time to tiiiie without further action or approval of the Board of 

Direelors. new cerlificotes of stock to replace certificates reported lost. stolen or destroyed upon receipt of a11 affidavit of loss and bond of indemnity in fomi 

aiid amount and witli corporate surety sat is fact on^ to tlietii i i i  each instance protecting the Company and them against loss Sucli legal evidence of sue11 loss or 

theft oi destruction sliall be fumislied to tlie Board of Directors as niay be ieqi i i id  by them 

Section 25 Tlie Board of Diiectors slid1 liave power and aiitlioritv to make all siicli rules and regulations as it may deem espedient concerning tlie 

issue. translcr, conversion and registration of certificates foi sliares of tlie capital stock of tlie Coiiipmiy. not inconsistent witli tlic laws of North Carolina, the 

Cliartei 01 tlie Coiiipaii\~ and tliese Bv-ILaivs '1 lie Board or  Diiectors is niilliorized to appoint one or more transier ngents and registrars lor tlie capital stock of 

the Compallv 

Scction 26 1-lie Boaid of Directois sliall have po\ver to close the stock t~z\nsfcr books or in  lieu tliereof to fis record dates as autlioiized by law 

8 
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Section 27 Subject to the provisions of tlic applicable statutes mid the Clinilei of the Co~npaiiy, dividends, citlicr cadi or stock, upon tlie capital 
stock of tlie Conipnuy may be 

declared by the Board of Dircctois at any nicetiiig tlieicof 

Scciion 28 L>ceds. bonds, iiotcs. moltgages mid contracts 01 the Company m y  be c.;ecuted on bclial~of the Company by the President or a Vice 
7.. 

attested or couritervgried by tlie Secrelais or a11 Arsistanl Secretary. or the Treasurer or an Assistant Ireasurci rhe cotporatc seal 01 the Conipny may be 

a l h c d  to decds, bonds, iiotcs, iiiot tgagcs, contracts OI stock ccrtificatcs b.i an appropriate officcr of tlie Coiiipaiiy by ~iiiprcssion ihcreon, or, by oidcr of an 
appiopriatc olliccr oftlie Conipnny. a Iacsiiiiilc 01 -id seal niay be aflixed tliereto by engiavirig, printing. litliograpli oi other nictliod 

Section 29 Tltc nionics of tlic Company sIia11 be deposiiled i n  tlie naiiie of the Company i n  s~icli bank or banks or trust coinpany or trust coinpanies 

as tlic Trcasurcr. with approval of tlic Cliicl Executive Oflicer. shall lroin time to time select and shall be drawn out only by cliccks or otlicr orders signed by 

persons designated by resolution lw tlic Boa1.d 01 Directors 

Section 30 As and \vlicn used it1 :iny o i  tlie lorcpoiiig By-L.aws ilie words "stockholder" aiid "stocklioldcrs" shall be dcenicd and lield to be 

syiioiiyiiious wit11 tlic words "sliarclioldcr" and "sliaicliolders", and ilie word "stock" shall be deemed and licld to be synonsnioi~s willi the words "sliare" or 
"sliarcs", respcctively. as used i n  Cliaptcr 55 of the General Statutes ofNorth Caroliiia 

.~birntIincnt of' By-Laws 

Scction 31 The Board oi  Diiectors sIia11 have power froin tiine to tiiiie to adopt, amelid, alter. add to. and repeal By-Lows for the Company by 

allirnialive vote of a iiia,joritv of tlic dircctois then Iioldiiig oilice. provided, I~o\vevcr. that tlie By-Laws may not be miicndcd by the Board of Directors to 

require more tliaii a iiiajoiity of the voting sliarcs for a quoruin at a stocldioldei's iiieeting, or more tlian a majority vote at such nieetiiig. except where higher 

perccntagcs ale rcquircd b~ law Any BY-Laws so made oi any provisions thereof niay be altcrcd or rcpealed by vote 01 the lioldcrs of a majority of tlie total 
iiuniber of sliares of die Compaiiy tlieii issued and oittstaiidiiig and entitled to vote tliereon at any aliliual stockholders' ineeting Additionally, any By-Law 

adopted, anieridcd or rcpealcd by the .slocklioldci.s may 1101 be rcadoptcd, aiiieiided or rcpcalcd by tlic Board ol Directors unlcss tlic Cliartcr or a By-Law 

adopted by the stockholders autlioiizes tlic Board of Directors to adopt. amend or repeal tliat particulat By-Law or the By-Laws generally 

Indrninity of Ollicers :inti Directors 

Section 32 (a) Tlic Company s11a11 rciniburse or indciiiiiify any past, present oi future officer or director of ihc Company for and against such 

liabilitics and cspcnscs as arc authorized by ( I  ) a  icsoliitioii adopted by tlic Conipaiiy's stockliolders at a special mcctiiig lield on December 31. 1943. whicli is 

m d c  a part lieleof as tlioiigh iiicoi1)oiatcd licrciii. or (2) by Scctioiis 55-8-54, 55-8-55. 55-8- 
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56 and 55-8-57 of tlie General Statutes oiNoi-ili Carolina Peisons seiviiig as ollicers or directors o i thc  Conipaiip oi seiving i n  any such capacity at the 

reqticsl ofthe Company i i i   ai^ olhcr corporatioii, partnc~sliip. joint vcnti~rc. trust or otlici cntcrprise sliall be piovidcd rciinbuiseincnt and indetiiiiificatioii by 
the Company to tlic iiiaxiiniitii extent allowed liereiiiider or under applicable law, incliidiiig willioul liiiiitatioii Sections 55-8-54, 55-8-55, 55-8-56 and 55-8-57 

of the Gciicral Statutes of North Caroliria 

8 .  . I  nr QfmJfd < ’ nQ 2’’ 
. .  . .  . .  

officer o r  director of tlic Company. oi (2) at the request of the Coiiipaiiy as a11 officer of director (or in any positioii of similar authority, by wliatevcr title 

hiowti) of any otlier coi-pornlion. partricrsliip, joint venture, tnist oi ollier enteiprisc, or (3) as an individual tnislee or administrator under any eniployee 

benefit plan, sliall Iiave a riglit to be indemnified by tlie Coiiipaii\~ to the lidlest extent permitted by law against (i) all icasonable expenses, including 

attorney’s ices. actiiallv oiid i iecessaril~ iiicuricd bv l i i i i i  iri coiinection rvitli any pending, ~lireatciied or coiiipleled action, suit or proceedjng, wliellier civil, 

criniinal, admiiiistiative or investigative. and wlictliei or not brought by the Coinpany or  on belialioi the Company in a derivative action, seeking to hold him 

liable by rcasoii o i  or arising out of liis status as siicli or his activities i i i  any of the foregoing capacities, and (ii) payments iiindc by liiiii in satisfaction ol’any 

judgcmeiit, iiioiiey decrec. line. peiialty oi seitleincnt for whicli lie niay Iiave become liable i n  any such action, suit oi pioceediiig: provided, however. that the 

Coinpaiiy sliall not indeninit$ any person against l i a b i l i l ~  or  litigatioii espeiise lie riiay incur on accot~tit of his activities rvliicli wcn at the tinie takcii k~iown 
or beliexed by Iiini to be clearly i n  conflict with !lie bcst interests oftlie Coinpany 

(c) The Board of Directors shall take a11 :iction as niay be iiccess:iry or appropriate to aut1ioriz.e the Company to ply all amounts required under 

these Sections 32(a).(b) and (c) of the By-Laws including. witlioul limitalioii and lo the exteiil deeiiied to be appropiiate, necessary. or required by law (1) 

making :I good faith evaluation oi  thc inaiincr i n  which the clainiant for indeninity acted and o i  the reasonable ainoiint of indemnity due sucli individual, or (2) 

making advances of costs and expenses. or ( 3 )  giving notice to. or oblaining approval by. the shareholders ol  the Company 

(d)  Any person wlio scrvcs or has sewcd i n  any oftlie aforesaid capacities lbr or on beliallof tlie Coiiipany sliall be dccined to be doing or to have 

doiic so in rcliaiicc upoii. and as consideration lor. tlic tights ol reinibirrscnient and iiideiiiiiificatioii provided for hciein Such iiglits of rcinibtirsemeiit and 

indcninilicatioii sliall iiiure to tlic benefit of ihc legal rcprcseiitati\/es of such individuals, dial1 include mounts  paid in settleinent and sliall not be exclusive of 

any otlier rights to wliicli such individiials sliall be entitled apart lroin tlic pro.o\.isioiis 01 this Section 

( e )  1-lie Compiliiy n i a ~ .  i n  its sole discretion. \vliolly or partially iiidciiiiiif\, and advance expenses to any employee or agelit of tlie Coiiipoiiy to the 
saiiic extent as provided Iieiein fbI oiliceis and diiectors 

Dated: Septeiiibei 17. 2007 

I O  
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Exhibit No. 12(a) 

I’ROGIIIiSS ENERGY, INC. 
Coniputatioii o i  Ratio oT1~:iniiiigs lo Fired CIi:it-ges 

For the Yenis Ended Deceinber 3 1  

(dollars 111 millions) 2007 2006 2005 20M 2003 

625 651 606 59 1 590 

Total iiicoriie tases S 329 $ 199 $ (42) $ 62 $ (138), 

Ratio of Earnings to Fixed Charges 2.62 2.08 2.1 1 2.23 2.06 
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Ilxliihit No. 12(b) 

CMIOLINA POWER 61 LIGHT COMPANY 
d/b/a PROGRESS ENERGY CAROLINAS, INC. 

Computation of Ratio of Earnings to Fixed Chai gcs and 
Ratio of Enriiings to Fixed Charges and Prclcrrcd Dividends Combined 

For the Ycars Ended DccenibeI 3 1  

___ 
(dollars 111 millions) 2007 2006 2005 2004 2003 

Earnings. as dcfincd: 
Income bcforc ciuiiiilativc clfcct ot’changcs in 

acco~iiitiiig piiiicipics S 501 S 457 S -143 S ‘161 S 5U-I 
Fixed charges, as below 223 225 205 201 206 

Preferred dividcnds, as defined 5 5 4 5 1 

Iwok deprecintion (5) (5)  ( 5 ,  ( 5 )  (8 )  

l n t a l  iiicoinc ~ X K C S  S 290 E 260 6 23.1 S 23.1 S 233 

I<:itio cif Ekriiiiigs to l’iscd Cliargcs 4.55 4.19 4.55 -I 4 5  4 59 

Rntio ol’hrninps to l‘iscd Cliarges and I’rul‘errcd 

Dividends Conibiiied 4.45 4.10 4.46 4.36 -I 50 
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Eshibit No. 12(c) 

FLORIDA POWER CORPORATION 
d/b/a PROGRESS ENERGY FLORIDA, INC 

c 
GUI 

Ratio of Earnings to Fixed Charger and Preferred Divideiidr Combined 
For tlie Years Ended Deceinbci 31 

(dollais i i i  inillionr) 2007 2006 2005 2004 2003 

Eariiiiigs, as defined. 

Total earnings, as defined $ 643 $ 680 $ 519 $ 631 $ 547 

Other interest 28 10 18 10 

piilicipnlly to operating e.;pciiscs 3 -I -I 5 6 
lo ta l  fixed cl iargc~ as deliiicd 188 159 138 122 103 

Preferred dividends, as defiiied 2 2 2 2 2 
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Exhibit No. 21 

I’ROGRESS ENERGI’, INC. 
I..i st o i  S ti bsi diaries 

The I‘ollowiiig i s  a l ist of certaiii direct and indirect subsidiaries of Progress I<nergy. IIIC , and their respective states of incorpo~atio~i as of December 31, 2007. 
All otlier subsidiaries. ifcoiisidered i n  the aggregate as a single subsidiaiy, would not constitute a s ig~~i i ican t  subsidiary 

Carolina Power re I~ight  Coinpany dlbia Progress Energy Carolillas. Inc North Carolina 

Florida Progi ess Corporation Florida 
Florida Florida Power Corporatioii dlbM Pmgiess Energy Florida. IIIC 
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Exhibit No. 23(a) 

CONSENT OF INDEPENDENT IZEGIS’I’ERED PUBLIC ACCOUNTING FIRM 

We consent lo Ilic incorporalioi~ by icfcrencc i n  Ilcgis~ratioii Statctnenl No 33-33520 on Form S-8, Post-E.ffcctive A~iiendnicnt I lo Registratioii Statemclit 
No 33-38349 oil Foiiii S-3. Registralion Slateiiient N o  333-70.332 on Form S-8, Post-Ell’ective Atiiendmcnt 1 to Registration Statement No 333-47910 
on Form S - 3 .  Rcgislration Slatcmciit No ,333-52328 011 Forin S-8. Registration Stateniciit No 33.3-781 57 011 Forni S-4. Registintion Slatctnerit No 
333-18164 on Form S-8. RegisIralion Stateiiicnt No .33.3-114237 on Fonn S-3, Registration Statetnenl No 3.33-104951 on Form S-8. Registration Slaleniciit 
N o  333-104952 011 Form S-8. Registration Statenient No 333-132879 on Form S-3, Registiation Statement No. ,333-1 32879-01 on For111 S-3, Registration 
Stalcinenl N o  333-1 32879-02 on Form S-3 arid Registration Statcmcnt No. 333-132879-03 011 Form S-3 of our reports dated February 28,2008 relatiiig to Llie 
consolidated liiiancial stotciiieiits and consolidated financinl statcinelit schedule of Progress Energy, Inc (which repoii on the consolidated financial 
statenients cspiesscs aii unqudilied opinion niid iiiclitdcs ail explanatory palagraph concerning tilc adoption of new accounting principles i n  2007 and 2006) 
and tlic clTcctivcncss o l  Progress Eiieigy, Inc ’s intcnial conbul over financial rcpoiting, appcatinp i n  this Annual Report 0 1 1  Fo~m 10-K of Progress Energy, 
Inc for tlic year ended December 31. 2007 

/s/ Deloittc R: l‘oiiclic 1.L 1’ 

Ralcrgli. N o r h  Caioliiia 
1;cbiuary 28. 2008 
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Exhibit No. 23(b) 

CONSENT OF INDIJPENDENT REGISI'EKED l'U13LIC ACCOUN'I'ING I;lRM 

We consent lo tlic iiicorpoiolioii by icfcrence in  Registintioil Slalenieiil No 333--126966 on Form S-3 of our rcports dated Febriiniy 28, 2008. relating to the 
coiisolidatcd finnncial stateiiiciits and consolidated finnncial statcnient scliedulc oT Carolina Power & Light Conipnny d/b/a Progress Energy Carolinas. Inc 
(PEC) (wliich report oii tlic consolidated Iiiinncial slatcmcnts expresses ai l  uiiqualilicd opinion and iiicludcs an explanatory paragraph concerning the adoption 
of iicw accounting piiiiciplcs i n  2007 and 2006). appcaring i n  this Annual Repoil 011 Fomi 10-K of I'EC foi tlic year ended Dccenibcr 3 1 .  2007. 

i s /  Dcloittc RC Toiiclic LLP 

Raleigh, North Caioliiia 
Fcbiuar)' 28. 2008 
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Esliibit No. 2.3(c) 

C O N S E N T  01; I N D E P E N D E N T  REGISTITREI) I’UDLIC‘ ACCOUNTING FlRhl 

We consent to the incorporation by reference i n  Registratioll Statement Nos 33.3-1480.10 and 333-126967. each on FOIIII S - 3  of our rcporls dated February 
28, 2008, i.elntiiig to the financial stnteiiieiits and financial stateiiieiit scliedulc o i  Floiida Power Corpoi ation d/b/a Piogress l3iergy Florida, Inc (PEF) (which 
report 011 the linancial sbteiiients expresses an t~nqualilied opinion and includes an explniiatoiy paragrapl~ conccniiiig the adoption 01 new accounting 
principles i n  2007 and 2006) appearing i n  this Annual Report on Foiiii 10-K o i  PEF f%r the year ended 1)ecelnbcr 31. 2007 

is/  Deloitte it Touclie LLP 

Ralcigli. North Carolina 
February 28,2008 
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CERTIFICATION 

I, William D Johnson, ceiiify tlint: 

1 1 -11 10-K of -rw. Inc . 

2 Based on my hiowledge. this annual repoit docs not contain any ~i i i t i~ ie  stateiiient 01 a iiiatenal lact 0 1  oi111i to state a material lac1 necessary to iiiake the 
statemenis made i i i  light of the c~rci~~i is ta~ices  under wliich mcli statements were made, not inisleadiiig wltli respcct to the period covcrcd bv ths nnn~ial  
report. 

3 Based on my knowledge. tlie financial statements, arid otlier liiiancial infoniiation iiicliided in this aiiiiiial repoit h r l y  present i n  all iiiatcrial respects the 
financial condition. results of operations and cash flows of the registrant as of, and tor, the pcnods presented i n  th i s  :innual report, 

1 The registrait’s other certifying oflicer and I are responsible for establishing and iiiaiiitaiiiiiig disclosure control.; and proceduics (as dcliiied undei the 
Securities b ~ l i a i i g e  Act of 1974) and inteinal contiol over financial reporting (as defined i i i  Excliange Act Rules I?a-15(1) aiid 15d-15(1)) for the 
registrant and we have 

a) designed such disclosure controls and proceduies, or caused such disclostiie controls and procedures lo be designed undei our supen i m i i .  lo 
ensure that material iiifoi inatioii relating to the registmiit, including its consolidated subsidiai ies is imde LIIOIVI~ lo ti’, by otlicis \vi111111 tliose 
entities. particularly duniig tlie penod 111 which illis annual report is being prepared, 

b) designed such infernal coi~tiul over financial reporting. 01 caused such iiiteinnl control over financtal repoiling to be dcsigiicd iindc~ our 
supcrvisioii, to provide reasoiiable asiiraiice regarding the ieliability of finaricial reporting aiid tlie picparation of fiiianc~d statcniciits for cxleinal 
purposes i n  accordance with geiiernlly accepted nccouriting principles, 

c) evaluated tlie ellectiveness of the iegistrant‘s disclosure controls and procedures and presented i n  this annual i eport ow conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end ot tlie penod covered by this annu:4 report bmcd 0 1 1  sticli evnluatioil, a id  

d) disclosed in tliis aniiual report any change i n  the registraiit’s internal control over financial reporting tliat occuncd duniig the iegislraiit’s most 
recent fiscal quarter (the regirtiant’s fourth fiscal quarter i l l  the case of this aniiual report) that has iiiaterially affected, or is ~easonably likelv to 
niaterially affect, tlie registrant’s internal control over financial ieporting, and 

5 Tlie registmiit’s otlicr ceitifyiiig officer and I have disclosed, based on o u  most iecent cvaliiation o i  intenial conti ol ovei linaiicial icporliiig. to the 
registrant’s auditors and thc audit committee of tlic registiant’s board of directors 

a) all significant deficiencies and iiiaterial weaknesses 111 the design 01 operation of iiitetnal contiol ovei finaiiclal reportiiig whicli ale ieasonably 

b) any Iimd, ~vhetlicr or iiot nialcrial, that involves iiiaiiagemcnt or otlicr employees who 11avc a significant role 111 the icgislraiit’s iiilcriial coiitrol ovei 
likely to adversely aKect tlie registrant‘s abil~ty to record, process, siiiniiianze and report li~iancial inlbriiiotion and 

financial repoitiiig 

Date: Febriiaiy 26. 2008 /s/ Williaiii D Johnson 

William D Jolinsoii 

Cliairiiian. President and Chief Executive Oiljcer 
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Exhibit 31(b) 

CERTlFICATION 

I, Peter M Scott I l l ,  cei-tify that: 

2 Based on my hiowledge, this annual report does not contain any 111itrue statenient of a nialerial fact or omit lo state a material fact necessaiy to make the 
statements made, i n  light of tlie c i r c i i i i ~ ~ t a ~ i c e ~  mdcr  which siicli stalcnients were made. not misleading with respect to the period covered by tliis annual 
report; 

3 Based on my I;iiowledge. tlie financial siateiiients, and other linancial infoniiation included in this annual report, fairly preseiit in dl inaterial iespects the 
financial condition. results of operations and cash flows of tlie regisbatit as of, and for, the periods presented i n  this annual report: 

4 Tlie registraiil's other certifying oflicer and I are respunsible for estnblisl~ing and maintaining disclosure controls and procedutes (as delined wider the 
Secuiities Ercliange Act of 1934) and iritetiial co~itiol over fiiiancial reporting (as defined in Exchange Act Rules 13a-l5(f) and 15d-15(1)) for tlie 
registrniit and we Iiave: 

a )  designed strch disclowre controls mid procedi~ies or caused such disclosure controls and procedures to k designed under our s~ipervision, to 
ensure that material infoi niation relating to the registmitt, iiicliidiiig its consolidated subsidiaries, is made hiown to tis by otliets within those 
entities, particularly during the period i n  which tliis annual report is being prepared; 
designed siich internal conb ol over linancial reporting, or cawed such intclnal contlol over iinancid reporting to be designed tinder our 
supervision, to providc reasonable assurance regaiding the reliability of financial reporting and the preparation of financial statements for estcmal 
purposes in nccordance wifh generally accepted accounting principles; 
evaluated tlie effectiveness of the registrant's disclosure controls and procedures and presented in this aiinual report our coiiclusions about tlie 
effectiveness ofthe disclosure coiitrols and procedures, as of the end of the period covered by tliis annual report based on siicli evaluation; and 
disclosed i n  this annual report any change i n  tlie registrant's internal control over financial reporting that occuned during the registrant's most 
recent fiscal quartel (the iegistrant's fourth fiscal quarter in tlie ewe of this annual report) that has materially affected, or is reasonably likely to 
niaterially affect, the registrant's internal control over financial icporting: and 

I)) 

c) 

d) 

5" The iegistniit's other certiljing officer and I liave disclosed, based on 0111 most iecent evaluation of intemal contiol over financial reporting, to the 
registrant's auditors and tlie audit committee of the registrant's board o l  directors: 

a) 

b) 

all significant deficiencies arid material \veaknesses in the design oI operation of internal contlol over financial reporting whicli are reasonably 
likely to adversely allkct the registrant's ability to record. process, silinmarize and report financial information; and 
any fraud, whetlier or not inaterial. that involves nianagemcnt or other employees who Iiave a significant role in the registrant's internal control o v a  
financial reporting. 

Date: February 26, 2008 / s i  I'cicr M Scott 111 

Peter M Scott 111 

IZsecuti~e Vice President and Chief Financial Officer 
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Exhibit 31(c) 

CIJRTIFICATION 

I, Lloyd M Yates, certify that: 

___- 

2 Based on my hnowledge, tliis annual report does not contain any iiiitriie statement of a matenal fact 01 ormt to state a ~nateital lact iiecessary lo make the 
statcnients made in light of the circilnlstances under wliich siicli statcnients ~vere made not inislcndmg with respect to the period covered by thls annual 
report, 

3 Bascd on my knowledge, tlie financial statements, and otlier financial infonnatlon included in 1111s annual report fairly present 111 all niaterial respect7 the 
fin:incial condition, results 01 operations and cash flows of the registrant as of, and tor. tlie pcnods presented In this annual report. 

4 l h e  registiant's otlicr certifying olllcer and 1 ale ie5ponsible Toi e5tablislilng and rnalntalning disclosure contlols and procedures (as defined under the 
Secui i tw Exchange Act of 1934) and in te ina l  control over financial reportmg (as defined in Excliange Act Rules I b I j ( 0  and 15d-l5(1)) for the 
iegistraiit and we 11avc 

a) designed siicli disclosiiie controls and procedures. or caused s u d i  disclosure controls and procedures to be designed under our supervision, to 
ensure that material iiifoi niation relatlng to tlie iegisti-ant. including i ts consolidated subsidiat ics, I S  nude hiown to us by others \vithiii those 
entities. particularly dunng the penod in which t l i i 5  annual report IS being prepared, 
designed such internal control over financial ieporting oi caused such intcnial contlol over linaiicial reporting to be dcstgncd mlda our 
riipcrvisioii, to piovidc reasonable assurance regaiding the reliability of financial repofling and tile preparation or financial stateincots for external 
piirposes i n  accordance with generally accepted accounting principles, 
evaluated tlie elTectiveeess of the iegistraiit's disclosure controls aiid piocedures and presented i n  tliis annual iepoi t our coiiclusiolls about tlic 
elfectivcncss of the disclosure controls and procedures, as 01 the end 01 tlie penod covered by tins annual report bascd on such evaluation, and 
disclosed i n  this aniiiial report any chmige i n  tlie registiant's internal control over financial reportrng that occurred duniig the registrant's most 
recent liscal quartel (the iegistrant's foiirfli liscal quarter 111 tlie case of iliis annual report) that has iiiatenally alfccted, or IS leasonably Iikelv to 
materially affect, the regislrant's internal coiitrol over financial reporting, and 

b) 

c)  

d)  

5 The icgrstmnt's otlict certil'ying officel a i d  I have disclosed, based 011 our n~ost recent evaluation of intciilal control ovei financial reporting. to the 
registiant's auditors aiid the audit cornmittce of tllc registrant's board of dircctors 

a) 

b) 

a11 signilicant deficiencies and inaterial weaknesses i n  the deslgn or operation of iiiiernal control over financial reporting \vhicli a ~ c  reanonably 
likely to advcrscly a n w t  the registrant's ability to record process, siiinmarize ond report financial inlbrmation, ond 
any fraud whctlicr or not material. that involves maiiageiiicnt o r  otlicr en1ployee.j who have a significant rolc i i i  the rcgistraiit's internal control over 
financial reporting 

Date: 1;ebriiary 26. 2008 Is1 Lloyd M Yatcs 

Llovd M Yatcs 

President and Cliicf Executive OlXcer 
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Exhibit 31(d) 

C ERTl I;ICATION 

1. Peter M Scott 111. ccr l ib  that. 

2 l3ased on niy kiiowledge, this aiiiiual report does not contain any uiitiue statenient o f a  material fact or omit to slate a material h c t  iiecessary to make IIie 
statements made, i n  light oi the C ~ ~ C I I I ~ I S I ~ I ~ C C S  under which sitch statements were made, not misleading with respect to the period covered by this annual 
rcport: 

3 Based on niy kno\vledge. the financial statements, and oilier Iinancial inlbnnation iiicluded in this nn~iual report fairly present i n  all material respects the 
1in:inci:il condition. results of operations and casli flows ofthe registrant as of. and for, the periods presented it1 this annual report; 

4 'i'lie registiant's other certifying oiiicer :ind I are responsible for establishing and niointaining disclosure controls and proceduies (as delined under tlie 
Securities Exchnnge Act o i  1934) and iuteiiid coiitiol over fiiiancial reporting (as defined in Excliange Act Rdes 133-1j(i) and ISd-lj(T)) for the 
registr:liit and w e  liave: 

a )  designed such disclosure controls and procedures. or caused such disclosure controls and procedures to be designed under our supervision. to 
eiisurc that inalerial infimnatioll relating to the registmilt. including its consolidated subsidiaries. is made hiown to tis by others within those 
entities: particularly during the peiiod ill wl~icli this annual report is being prepared; 
designed such internal coiitiol over financial reporting. or caused such internal contlol over linancial ~epoiting to be designed u1idcr. our 
supersision, to provide reasoiiable assuraiice regarding thc reliability of financial reporting and the pieparation of financial stateinents for cstemal 
piti poses i n  accoidance with gcncmllp accepted accounting principles; 
evalualed the elTectivcness of Ilie legisirant's disclosure controls arid procedures and presented i n  this annual report our coiiclusioiis about the 
elf'ectivcness of the disclosure controls and procedures. as o l  the end o i  the period covered by this annual report b s e d  on such evalu:ition; mid 
disclosed in tliis annual report any change i n  tlie registiant's internal control over finaticial reporting that occurrcd during the registrant's most 
receiit fiscal quartel (the registrant's fourth fiscal quarter i n  tlie case of this annual report) that 113s iiiateriaily affected. or is ieosonably likely to 
niaterially al'i'ect, the regisimn['s iiiterrial control ovei linaiicial reporting; and 

b) 

c)  

d)  

5 'Ilic icgistmnt's otlicr c e r ~  iig oflicei and I liavc disclosed, based on oiir most recent evaluation of iiitcnial control over financial reporting, to the 
rcgislr~iiit's auditors and the audit commiltee o i  the registrant's board of directors: 

a) 

b) 

a11 signilicaiit deficiencies and nlaterial weaknesses i n  the design or operation of internal control over financial reporting wliicli are reasonably 
likely to adversely alTcct tlie registrant's ability to record. process. summarize and report fiilancial inforiiiation: and 
any finud. whether or not inaterial. that irivolvcs nianngement 01' other eniployces tvlio liave a significant role in Ilic rcgistrari!'s internal control over 
Iiiianciol reportiiig 

Lhte: Fcbruaiv 26. 2008 /s/ I'ctcr M Scott 111 

I'eter M Scott 111 

Ikecutive Vice President and Chief 17inanciul Officer 
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Exhibit 31(e) 

I, Jenicy J Lyosli, certifv that: 

1 1 have reviewed this annual report on Form 10-K of Florida Power Corpoiatioii, 

2 Based on niy lriowledge. this annual report does not contain any untiue statement 01 a mate~lal fact or o m ~ t  to 5tate a material lact necessaiy to make tlie 
statements made. i n  light of tlic ~ I ~ C I I I I I S ~ ~ I ~ ~ C S  inider which wcli st:itenicnts were made. not inialcading w t l i  respect to the period covered by ths annual 
report. 

-. 

3 .  Based on my knowledge, tlie financial stateiiients, and other financial inthmiation included in this annual report fairly present in all inaterial respects the 
financial condition. results of operations and casli flows oftl ic registr:int as of. and for. tlie periods presented i n  this annual report. 

4. Tlie registrant's otlier certifying oflicer and 1 are responsible for establishing and inaintaining disclosure contiols and procedures (as defined undei the 
Scciuities Exchange Act of 1934) and interiial contiol over financial reportilip (as defined in Excliange Act Rules 13a-I5(r) aiid ljd-l5(f)) for the 
registrant and we Iiave: 

a) designed sucli disclosure controls and procedures. or cnuscd such disclosure controls and procedulcs to be designed under our supen~ision, to 
ensure tliat iiiatcrial iiifoiiiiatioii relating to tlie iegistmnt. including its consolidated subsidiaries, is made hiown to us by otliers within tliose 
entities. particularly dining tlie period iii which illis annual rcpor? is being preparcd; 
designed such interiinl confiol over financial reporting. or caiiscd such internal control over financial iepoi-ting to be designed tinder our 
siipen~ision. to provide rcasonablc assurancc regalding tlie reliabilit? of financial reporting and the preparation of liiiancial stateinciits for cxtenial 
purposes in accordance with generally accepted accounting principles: 
evaluated tlie elfectiveness of tlie iegistrant's disclosure controls and procedures and presented in this annual ieport o w  conclusions about the 
effectiveness oftlie disclosure controls aiid procedures. as of tlie end o i  the period covered by this aiiiit~al report based on siicli evaluation; and 
disclosed in this annual report anv change i n  the rcgistrant's iiitcriial control over liiiancial reporting that occurred duliiig tlie registrant's most 
recent liscal quartet (the registrant's four111 Iiscal qiiarter iIi tlie case of ths ~ n m n l  repoit) that lras materially affected, or is reasonably likely to 
materially affect, tlie registrant's iiiternal control over financial reporting: and 

b) 

c)  

d) 

j % registiatit's otlicr certifying officer and I have discloscd. bascd on our inost leccnt evaluation ol  internal contiol ovet financial reporting, to the 
registrant's auditors and the audit coiiiiiiittce of llic registrant's board ordircclois: 

a) 

b) 

all signiiicaiit deliciencies and material weaknesses i n  the design or operation o i  internal control over firiancial reporting wliicl~ arc reasonably 
likcly to adversely all ict  tlie rcgistraiit's ability to record, p~occ .  
any Gaud wliether or not inaterial, that involves mniiagenient or otlier eniployces who have a signilicant role i n  llic registrant's internal control over 
financial ieporting 

~iiiiinarizc and report ftiiaiicial infoi malion; aiid 

Date: Fcbruurv 26, 2008 
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Exhibit 31(l') 

I, Peter M Scott Ill, certil'y that 

I i i iaw r 

2 Based on my l,nowledge, this annual report does not contain any unhue statement ol :I niotcnd fact o r  omit to \late a ~natei~al fact ncccssaly to rnake the 
statemciits niade, in  light of tlic circunistanccs under wlitcli such rtatenieiits weic madc. not iiiisleadmg wit11 rcspcct to tlic period covcicd bv this annual 
report, 

3 Based on niy knowledge. tlie financial statements, and otlier liiianctnl Infonnatloii iiicluded i n  this aniiual rcpoi I. fairly present 111 all niatei id respects the 
financial condition, iesults of opetations and cash flows of the rcglstrant a5 of and lor. tlie periods piescntcd in tliir aniiual report. 

4 The registrant's otlier certifying oflicer and I ale respoiis~ble foi establisliing aiid maiiitaiiiiiig disclosure control? a i d  proccduies (as defined iiiider the 
Securities Pschange Act of 1914) aiid internal control ovei financial repoiling (as delined i n  I.\cliaiige Act Rules I i a - I j ( l J  and l j d - I j ( l ) )  for [lie 
registrant a i d  we have 

a)  designed such disclosiire coiitiols and procedures. or caused such d~sclosure controls and p ~ o c e d u i c ~  to be designed under our supervision. to 
ciisure tliat material inforina~ion relating to tlic registmat. including its coiisolidatcd subsidlarics is iiiade hiown to us bl otlieis wlt l i in  tliose 
entities, particularly dunng tlie penod in which t l i i s  annual report is being prepared 
designed such ~ntcriiol control over financial reporting. or caused such iiitemal control ovci financial iepoiting to be deslgncd itiidcr our 
wpenrision, to provide reasonable assura~ice regardmg the ieliability of Gnanclal repoiling and the pieparalion 01 l~~iancial  statemciits for c\tcinal 
ptiiposes in accoidance with generally accepled accounting principles. 
evaluated the efl'ectiveness of the registrant's disclosure controls a i d  pioceduies and presented iii this annual report our conclusions about the 
effecttvciiess of tlie disclosure controls and procedures a b  of the end ot the period covered by this aiiinial report based oii such cvnluatioti and 
disclosed in this annual report any chmigc i i i  tlic registiant's internal control orci 1iii:uiclal rcpoiting that occurred duniig the rcgislrant s inost 
recent fiscal quarter (tlie registrant's fourth iiscal qiierlei i n  the case of this anriual report) tliat 1135 tnateriolly offccted o r  is teasonobly Iil;cIy to 
niatei ially affect, the registrant's internal control over financial reporting. and 

b) 

c) 

d) 

5 The registrant's otlier certifying officer and 1 have disclosed, based on our n i o d  recent cvaludtion 01 intcmcll control ovci financial reporting, to the 
registrant's auditors and the audit coiiiinitlee ortlie registrant's board 01 directols 

a) 

b) 

all significant deficiencies and iiiatcrial wealtnesscs i i i  the design 01 operation oi  iiitcmal control over financial rcportiilg which are rcasoiiablv 
likely to adversely deet the registrant's ability to record, process. sumrnorize and ~ e p o i i  liiiancial infointation; and 
any fmud whether or not iiiaterial, that involves innnagenient or other cniployees wlio Iinve a significant role in the registrant's internal coiitrol over 
financial reporting 

Date: February 26, 2008 id Peter M Scott I l l  

Peter M Scott 111 

Executive Vice President aiid Cliici Financial Ofliccr 





Exhibit 32(a) 

CEIZTIFIC‘ATION IWRNISHED PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF TlIE SARBANES-OSLEY ACT OF 2002 

I n  coiuiectioti with the Annual Report on Forin 10-K of Progress Energy, Inc (the “Conlpany”) For the year ended December 3 I ,  2007 as liled with the 
Secuiiiies and Excliange Comniission 011 the date hereof (the “Report”), I, Willinn1 D. Johnson. Chaiimaii, President and Chief Executive Officer ol ihe 
Company. certify, pursuant to 18 IJ S C Section 1350, :IS adopted pursuant to Section 906 of the Sarbanes-Osley Aci of 2002, 11131: 

( I  ) llie Report fully complies with the reqiiiretneiits of Secijon 13(a) or 1 Sfd), as applicable. of the Secuiities Exchange Act of 1934. as aiiieilded; and 

( 2 )  the inforination coiitaiiied i n  ilic Report fairly presents in  a11 inaterial respects, the financial condition mid result of operations of tlie Company 

/ s i  Williniii D Johnson 

William D .Johnson 

Chairman, President and CIiiei Executive Oflicer 

F e b i ~ i ~ r y  26.2008 

This certification is being luriiislied and shall not be deeiiied filed by the Company for purposes of Section 18 of the Secuiiiies Excliange Act of 1934. as 
mended, or iiicorpoiatcd by rclerence i n  any filing under the Securities Excliange Act of 1934. as niiicnded. or the Securities Act of 1933. as aniendcd 
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Exhibit 32(b) 

-- 
CERTIFICATION FUltNISlIED PURSUANT TO 

18 U.S.C. SEC‘TION 1.350, 

AS ADOPTED I’URSUANT TO 

SECTION 906 01; TIIE SARBANES-OXLIS1‘ ACT OF 2002 

I n  coiiiiectioii with the Aniiual Repoit on Forin 10-I( o i  Progress Energy, liic. (tlie “Company”) for the year ended December 31, 2007 as filed with !lie 
Secuiities and Excliange Comniission 011 the date liereof (the “Report”). I. Peter M. Scott 111, Executive Vicc President and Chief Financial Officer o l  the 
Coinpony, certify. pursuant to 18 U S C Section 1350. as adopted pursuant to Section 906 o i  the Sarbanes-Osley Act of2002, that: 

(1) the Report fully coinplies with tlie recpireinents oTScction 13(a) or 1 5(d). as :ipplicable, oftlic Secuiilies Exchange Act of 1934, 3s amended: arid 

(2) the inforination coiilailicd i l l  the Repoi t fairly present& i n  311 material respects, the finoiicial coiidilion and result of opetations oT the Company 

/ s i  Peter M Scott 111 
PcterM Scott 111 
Executive Vicc Pi-csidcnt and Cliicf Financial Officer 
February 26.2008 

This certification i s  bcing fiiriiished and shall not be dcenied filed by tlie Company for purposes of Section 18 of the Sccurities Exchange Act of 193.1, as 
mnended, or incorporated by referelice in any filing under tlie Securities Exchange Act of 1934. as amended, or the Securities Act of 1933, as auiended 
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C'ERTIFICATION FURNISllED PURYIIANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OFTl fE  SARBANES-OXLEY ACT OF 2002 

I n  connection with tlie Aiiii1iaI Report on Foim 10-K of Carolina Power & Light Coinpariy itlie "Coiiipany") lbr tlie war  ended 1)eceiiiber 31,  2007 as filed 
witli tlie Sccuiities and Exchange Coinmission on tlic dote liercoi (tlie "Rcport"). I ,  ILloyd M. Yates, President and Chief Executive Officer of tlie Company, 
ceilify, piiisuaiit lo I 8 U S C Scctioil 1340, as adopted piirsuaiit to Section 906 o l  the Sarbones-Oxley Act of 2002, that: 

( 1  ) tlie Report ftrlly coniplies with the rcqtlireltwits oi'sectioii 13(a) or lS(d). as applicable, oftlie Securities Escliange Act of 1934, as amended: and 

(2) tlie inlomiatioti contaitied i n  the Report fairly presents. in  011 iiinteriol respects. the linaticial conditioil arid restilt oioperntioiis of tile Conipany 

/ s i  Lloyd M Y a m  
L.loyd M Yaks 
Prcsidcnt and Cliief Eseciitive Ol'iicei 
February 26. 2008 

This certification is k i n g  turnislied and sliall not be dceined filed by tlie Company Tor piirpses of Scctioti 18 of the Secuiities Escliange Act of 1934, as 
atiieiided, or incoiporated by reference i n  any lilitig under the Secuiities Exclioiige Act of 19.14. as amerided, or the Securities Act of 19.3.3. as ametided 
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It‘\hibit 32(d) 

CERTIFIC.4TION FlRNISIIED PURSUANT TO 

18 1I.S.C. SECTION 1350, 

SlrC‘1 ION 906 OF I I I E  SARBANES-OS1,EY i\CT OF 2002 

i n  ccinnection with the Annual Report oii Form IO-K o i  Carolina I’ower & Light Company (the “Company”) for the year ciided Deceinber 31, 2007 as filed 
with the Scciiiities and Escliangc Colntnission on tlie date I~creof (the “Report”). 1, Peter M Scott 111. Executive Vice Prcsidenl and Chief Financial Officer of 
the Conipaiiy. certify, piirsiiaiit to 18 U S C Section 1350. as adopted purswiit to Section 906 of the Snrbanes-Osley Act ol2002, tlint: 

(1) the Report fdlv coniplics with the requir~riiciits oTScction 13(a) or I j(d). as applicable, oftlie Seciirities Eschniige Act of 1934. as amended; mid 

(2) the infoiination contained in  the Report lailly presents, i i i  all material respects. the fiiiaiicial condition arid resu11 of operations oi the Company 

/s i  I’eler 1LI Scot1 111 
Peter M Scott Ill 
Executive Vice 1’1csidcnt and Cliici l ~ i ~ i a ~ ~ c i a l  Ofiiccr 
Febniary 26.2008 

This ccrtificatiori is being fiirnislied and sliall not be dcemcd filed by tile Compauy for piirposcs of Section 18 of the Securities Exchange Act of 1934, as 
amended, or iiicoipornted by reference ili aiiv filing under the Securities Exchange Act of 1934. as amended. or illc Securities Act o i  1933. as amelided 
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Esliibit 32(e) 

C'FR1I'II~IC4TlON I~IIRNISIJED I'lllLSUANT TO 

18 U.S.C. SEC'I'ION 1350, 

SEC? ION 306 01; T l l E  S.4RBANES-OSLEV ACT 0172002 

In connection \villi the Aniiual Reporl 011 Form 10°K o i  Florida Potvei, Coqioration (the "Conipnny") for the yeai elided Decenibei 31. 2007 as liled with tlie 
Securities and Excliarige Con~inissiori on the dole lieicof (the "Report"). 1. lelfrev I Lyash, Piesidcnt and Cliief Executive Ofliccr of Illc Company. certify. 
piirsumit to 18 U S.C Section 1350, as adopted pursua~lt  to Section 906 of tlic Snibaiies-Oxley Act 0f2002, that: 

( 1 )  

(2) 

the Report fully coniplies witli tlic rctliiircnients o l  Section 13(a) or 15(d). :IS applicable, oltlie Securities Escliairge Act o i  1934. as aniended; a i d  

the infoiiiiation contained i n  ilie Repoit fairly presents. i n  a l l  material respccls. [lie linancial condition and result ofopemlioi~s oftlie Company 

/s/ Jefljey J Lyasli 
Jellicy J Lyash 
Prcsidcnt and Chici Executive Officer 
Febriiaiy 26, 2008 

This certification i s  k i n g  fumislicd and sliall not be deemed filed by tlie Company Tor pu~poscs of Section 18 of the Sccuiities Escliange Act of 1934. as 
amended, or incorporated by rclereiice in  any filing iiiidei llie Secuiities Iscliange Act of 1934, as anicnded, or tlie Securities Act oT 1931. ns omended 



Chsr No. 201 1-124 
St:ltl’-I)R-Ol-003 ii :~tt:~climrnt 
(Progress ISiiergy) 
I’itgc 312 of 314 
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Exliibit 32(1) 

CERTIFICATION FIIRNISIIED I’IJRSUANT TO 

18 U.S.C. SECTION 1350, 

A S  ADOPTED I’URSUANT TO 

SECTION 906 OF‘ TlIE SARBANES-OSLEY ACT OF 2002 

111 coiiiiectioii with tlie Annual Report 011 Foriii I O - I :  of Florida Power Corporation (tlie “Coiiipaiiy”) for the year ended December 31, 2007 as filed i v i i l ~  the 
Securities and Exchange Commission on the date liereof (the “Rcporl”). 1. Peter M Scott Ill, Esecuiivc Vice Prcsidcnt and Chief Fi~ia~icial Officei of the 
C.kmpany, certif)). pursuant to I8 l J  S C Scctioti 1350. as adopted pursuant to Section 906 of the Sarbanes-Osley Act of2002, t int:  

( 1 )  tlie Reporl Sully coniplics with the recpirements of Seciion 13(a) or 1 j(d). :is applic:ible, of tlic Secoriiies E.schange Act o i  1934, as amended; and 

(2) the inloiiiiation cotituiiied iii  the Report fairly presents. in  all iiiateiial respects, the finaiicial coiidition and result of opeiatioiis of ilie Coiiipaiiy 

i s /  Peter M Scott I11 
Peter M Scott 111 
Esecutivc Vicc Rcsidcnt and Cliicf I~inaiicial Oificcr 
Febiuary 26, 2008 

This certification is being firniished arid sliall not bc dec~iicd filed by the Coinpany for purposes of Scction 18 of the Secuiities Eschangc Act of 1934. as 
amended, or iiicorporatcd by rcfeieiice i n  any filing uiidcr tlie Securities Excliange Act of 1934, as amended, or tlie Securities Act of 1933. as anieiided 
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