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1JNl I E D  STATES 
SFCIJRI 1 I 1 3  AND EXCIIANGE COMlvllSSION 

W:isliinpion 1) C 20549 

I;OltRI 10-1; 

(Rlarlc One) 
[ S I ANNUAL ItEPOlt‘1‘ I’IJRSU \NT TO SI;C7’10N 13 OR 15(tl) OF’TIIE SECURITIIJS 

FSC’IIANCIS A C T  01; 1934 
Foi tlic liscal year ended Deceiiiber 31. 2008 

OR 

1 IIANSI’I‘ION RISI’OR’I I’tIRStl AN 1‘ 1 0  SISC‘I ION 13 OR 15(cl) OF‘I‘IIE SECIJRITIES EYC‘IIANGI’? I ] .w r OF I 934 

For thc tiaiivtioii period lroni to 

Lmct  iiaiiie 01 registrants as specified in tlieti charters. 
state of iiicorporation. address or piiiicipal cr;ecuti\w 

g hiW *sl l lpY 

410 South Wilniingtoii Street 
ILdeigli. North Caioliiia27601 -I 748 

felephone (919) 546-61 I1 
State ofIiicoiToiatioi1 Noitli Corolina 

I R S Einployer 
Ideiitilication Conlmlsslon 

File Numbei ofliccs arid teleplioiie iiuiiiber Nunibcr 

- _ _  76-7 1 > ,.IR 1 ~ 

1-3182 

1-3274 

Cwolina Poww & Lidi t Company 
t l /b / l  I’rogrrss E n r i p  Carolinas, Inc. 

410 South Wilinington Street 
Ralci@ North Carolina 27601-1 748 

lelephoiie. (919) 546-61 I 1  
Shte or Iiicorporalioii: Noi 111 Caroliiia 

Ir)oritla Powei” Coi poi.;ition 
d/b/a I’rogress l i n w p  I%ricla, Inc. 

299 Fint Aveiitie North 
St Pctersbiirg. Florida 33701 

I cleplione: (727) 820-51 51 
Sbte 01 Iiicorpointioii: Florida 

56-0165465 

59-02-17770 

Progress Eiiergy. liic : 

Caioliiia Power Rc Light Compan\~. 
Florida Power Corporation: 

Common Stock (Witliout I’ar Value) 

SECIJRITIES REGIS TEREI) PIJRSIJANI~TO SECI-ION 12(b) OF THE ACT: 
Title 01 cx l i  class Naiiic of each cschaiige on wliicli icnistcred 

New Yolk  Stock Eschaiigc 
Noiic 
Noiic 

Progress Energy, liic : 
Carolina Power Rc Light Coinpaii\,: 

Floiida Power Corporatioii: 

SIJCURI llES IIEGISTERED PURSUANTTO SECTION 12(g) OF TI-IE, ACT. 
Noiie 
$5 I’refcixd Stock. No Pa1 Value 
Serial 1’1-efcried Stock. No I’ar Value 
Noiic 



Indicate by cliecl; iiinili wliether each iegistiniit is a well-I;iiowii se:isoned issiier. as deliited i i i  Rule 405 01 the Act 

Progress Eiiergy. I I IC  (l’rogiess Piiergy) 
Carolin:, Powei- & Light Coiiipany (PIX)  
Floiida Power Corporatioii (PEI’) 

Yes  
Yes  
Yes 

Indicate bv clieck maik wlictlicreacli iegistiaiit is not reqtiii,ed to lilc reports puisuant to Scctioii 13 or Sectioii 15(d) oi the Act 

Progress Eiiergy 
PEC 
PEF 

Yes 
Yes  
Yes  

NO 
No 
N 0 

Iiidicate by clieck mark tvlietliei eacli registrant ( I  ) II:IS filed all reports ieqiiired to be filed by Section 13 oi I 5(d) of the Secuiities Esclia~ige Act of 1934 
during the preceding 12 months (or for such shorter penod that the registrants were icquiied to lilc sucli repoits). and (2) has bccii subject to slicli filiiig 
ieqtiiieiiieiits foi the past 90 days 

Progress Eiiergy 
PEC 
PLF 

Y CS 
YCS 
Yes 

Indicate by clieck iiiailc 11  disclosure 01 delinqiieiit lilers piirsiiaiit to Itciii 405 01 liegiilation S-K 1’1 not contained Iieiciii. and will  iiot be coiitnined. to the best 
of each registiant’s hiowledge, 111 detiiiitive plo\;v oi ~nl‘oriiiatioo ~ t a t e i i i e ~ i t ~  iiicorpoiated bv icfcreiice in PART 111 01 t h i s  Foim 10-I; oi a n y  anieiidment to 
this Forin 10-K. -- 
Progress Eiiergy 
PEC 
PEF 

Indicate by clieck iii:irk whether each registmiit is a laigc accelciatcd filer. :iii ncceleiated filer, :I iioii-:icceleratcd lilei, or a siiiallcr iepoitiiig coinp:iiiy See 
delinitions ol  ”large acccleinted liler.” “accelerated tiler” aiid “siiialler reporting coiiipiiy” i i i  Rule 12b2 of the I~xchaiige Act: 

Progress Energy 

PEC 

PEF 

Large accelcralcd lilei 
Noli-acceleroted filer 

Large accelerated filer 
Noii-accelerated tiler 

Large accelerated filer 
Non-accelerated tiler 

( X )  Acceleiated liler 
( ) Siiialler reporting coiiip:iiiy 

( ) Accelerated filer 
( X )  Stnallci repoiling conipaiiy 

( ) Accelerated filer 
( X )  Sinaller repoitirig co~i~pariy 

Indicate by clicck iiiaik wliethcr each registrant is a slicll coiiipaiiv (as defined i n  I?ule 321)-2 of the Act) 

Progress Energy 
PEC 
PET: 

Yes 
YCS 
Yes  

0 
0 
0 

NO 
No 
No 

0 
0 
0 
0 
0 
0 

As of Juiie 30. 2008. the nggiepatc niaiket value of llie voliiig aiid iioiivoliiig coiiiiiioii equity of Progre Eiiergy held by iionaffiliates \\’as $30.917.873:785 
As of Juiie 30, 2008. the aggregate iiiarkel value o l  the coiniiioii equity of I’ISC lieltl by iioiiaffliates I $0 All o l  the coriiiiioii stock of PEC is owiied by 
Progress E,iiergy. As of Tune 30. 2008, the aggregate iiiarket \ ~ ~ l u e  ol the coiniiioii equitv of PEI: held by Ilon:lffiliates \vas $0 All of LIic coiiiiiioii stock of 
PEF is indirectly owiied by Progress Eneigy 

As of Fcbniaq 23, 2009. each regisIralit Iiod Ilie lidlon~ing slia~es of coiiiiiioii stocli outstaiiditig: 

Reqistiaiit Description Shares 
Progress Energy Comiiioii Stock (Witliout Par Value) 278,433.758 
I’EC Coiiiiiioii Stock (Witliout Par Value) 159.608.055 
PEF Coiiiiiioii Stock (Witliout Par Value) 100 

II 
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I’ortioiis ol the I’rogiess Energy and PEC deliiiitive pro 
11. 12. 1.3 and 14 liereof 

l h i s  eonibinccl For111 10-K is filed sepalately by three registrants: Progress Energy, I’EC and PEF (collectively, the I’rogress Registrants). 
Information contained herein rel;iting to any inclividud registrant is Jilctl by such regisbarit solrlg on its own belialf. Each registrant ~iinltcs no 
represcnt;ition iis to inforni;ition relating exclusively to the other registr;ints. 

I’EF niects the conclitions set forth in Generid Instruction 1 ( 1 )  (a) and (1)) of 1;orin 10-I*: ;mil is therefore filing this Forni IO-I*: with the retluccd 
disclosure forniat perniittecl by General Instruction I (2) to such Folni 10-I<. 

lateincnts Cor tlic 2009 Annual Meeting of Shaicliolders are iiicorporated into PN1T 111. lteiiis 10. 

... 
111 



GLOSSARY OF 1 LRMS 

SAkL I IARBOR FOR FORWARD-LOOKING STATEMENTS 

tl'E\I 1 .  BUSINESS 
PART I 

~~ l ' i ~ l ~ > l  - I!\. 

I'l.lrZI 11%. UNRES0L.VII.D STAFF COMMBNTS 

l'l.li>,l 2. I'ROPERTIES 

I ' l k > l 3 .  LEGAL PROCEEDINGS 

~- ITEX1 4. 

RISK FACTORS 

SIJBMISSION OF MATTERS 7.0 A VOTE OF SECURITY HOI..DE.RS 

EXECUTIVE OFFICERS OF THE REGISTRANTS 

ISSUER PURCIIASES OF EQUITY SECURITIES 

l ' l L > l  6. SELECTED FINANCIAL DATA 

1TEI f 7. MANAGE,ME,NT'S DISCUSSION AND ANAL.YSIS OF 171NANCIAl.. CONDI'TION AND RE,SUI..TS 
OF OPERATIONS 

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

FINANCIAL STATEMENTS AND SLJPPLEMENTARY DATA 

I'I~EII 7i\. 

1T1;>51 8. 

ITESI 3. CIlANGES IN AND DISAGREEMENTS WITI-I ACCOUN FAN13 ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

J'1'b:Sl 9,L C0NTROL.S AND PR0CE.DLJRE.S 

l ' l l i>l ')!\[.I,). CONTROLS AND PROCEDURES 

ITEXI 3 0 .  OTHER INFORMATION 

l'hlcr 111 
I'l.k*.ll 10 .  

I'l.li\l 11 .  EXECUTIVE COMPENSATION 

DIRECTORS, EXECUTIVE OFFICERS AND CORPORA1 E GOVliRNACE 

iTE\I 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENI AND 
RELATED STOCKIIOLDER MATTERS 

1'1 1:\I 13. CERTAIN RELATIONSIIIPS AND RELATED 1 IWNSACTIONS, AND DIRECTOR 
INDEPENDENCE 

I I L>114. PRINCII'AL ACCOUNTING FEES AND SERVICES 

PART I\' 
I I  I.>l 15. EXI-IIBITS AND FINANCIAL STATEMENT SCHEDULES 



GImS/ \RY 01; TERh’lS 

We iise the words “Progress Iiiiergy..’ “w 
aiid its subsidiaries on a consolidated 1x1 
on an unconsolidated basis as we discuss tlieii- variotis business activities 

The following abbieviatioiis or acroiiynis arc used by the Progress Registrants: 

’ ”LIS“ or ’ ‘ O L I I ~ ’  with icspect to cei tain iiihrination to indicate that such infbrinatioii ielates to I’roc 
Wlicii appropriate. tlic parent holding conipany oi the subsidiaries of Progrcss Energy are spc; 

‘ I T  Rhl DEFINITION 

B LU 
CAlR 
CAMR 
CAVR 

-IOl(h) 
AFUL)C 
Anibac Ambx Assurance Corporation 
ARO Asset ietii  cnienl obligalioii 
Annual Average Piice 
Asset Puicliase Agreenient 

Audit Committee 
BAR1 Best Available Retrotit rcclinology 
Broad Rivei 
R ,& pFr.% Plallt 

Piogress Eneigy 4Ol(h) Savings R: Stock Ownership Plaii 
Allowance for funds used dunng con~truclioii 

Avcrage wellliead price pel bai~el  lor unregulated domestic crude oil l’oi the Year 
Agreement by and aniong Global Earthco and certain affiliates, and the Piogress Alfillates 
a5 aniended on August 21, 2000 
Audit aiid Corporate Perforinaiice Coiiiiiiittcc 01 Progrew Eiicrpy ’s  board of directors 

Broad River I LC‘s Broad Rive1 Facility 

British tlicrnial unit 
Cleaii Air Iiiteistate Rule 
Clean Air Meiciiiy Rule 
Clean AII Visibtllty Rule 

CCO 
CERCLA 01 Superliuid 

Ceredo 
CIGFUR 
Clean Smokestacks Act 
Coal Mining 
the Code 
COZ 
COL 
Colona 
Coipornte and Otlier 

CRI aiid CR.2 
CR3 
CRJ and CR5 
CUCA 
c vo 
D C Court 01 Appeals 
DeSoto 
DIG Issue C20 

Dixie Fuels 
DOE, 
DSM 
F:irllico 

ECCR 

Conipetitive Commercial Ope1 atioiis 
Comprehensive Enviroiiniciital Response. Compelisation and Liability Act ol 1980, as 
amended 
Ceredo Synftiel L.L C 
Carolina lndustrinl Group for Fair Utility Rates I1 
North Carolina Clean Sniokestacks Act. enacted i n  Jltrie 2002 
Two Progress Fuels subsidiaries engaged i n  the coal niiniiig business 
Internal Revenue Code 
Carbon dioxide 
Combined license 
Colona Synfuel L.iinited Paitnei ship. L.L.L.1’ 
Corporate and Othei segment priniarily includes the Parent, Progiess Energy Senrice 
Company and miscellaneous other iionregulatcd businesses 

s Crystal River IJiiits No 1 and 2 coal-fired sleaiii turbines 
s Ciystal River Unit  No 3 Nuclear PIm1 
s Crystal River Units No. 4 and 5 coal-tired steam turbines 

Carolina Utility Customers Associalion 
Contingent value obligation 
U S Court oCAppeals [or tlic District of Columbin Circuit 
DeSoto County Generating Co L1.C 
FASB lhivat ives  Implementafion Group Issue CZ0, “ii~lerpretation of the Meaning of Not 
Clearly and Closely Related i n  Pnragrapli 10(b) regarding Contmcts with a Price Adjustment 
Feature” 
Dixie Fuels L.iiiiited 
United States Departineiit of Energy 
Demand-side inaiiageiiieiit 
Four coal-based solid syntlietic fuels limited liability coniparies oi which three were ~11ol ly  
owned 
Energy Conxivation Cost Recovery Clause 

2 
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IJCRC 
Ell’ 
E PA 
E PACT 
E.PC 
ERO 
ESOP 
FASB 
FDEP 
FERC 
FGT 
FIN 39 
FIN 4 5  

FIN 46R 

ITN 47 

Enviioiiniciital Cost Itcccrvcn~ Clause 
I! qii i t \ t  1 ncent ivc Plnn 
United States Environniciital Protection Agency 
Energy Policy Act 012005 
Engiiiceiing. prociireniciit and construction 

lectric reliability organization 
niployec Stock Owiicrsliip Plan 

Financial Accounting Standards Board 
Floiida Dcpartmeiii of E nvironmcntal Protection 
Federal Eiieigy Regiilatoiy Coinmission 
Florida Gas Transmission Companu. LLC 
FASB liitei pi etation No 39, “Offsetling oi  Aliioiilits Relaled to Cerlaiii Contracts” 
FASB lntci pietation No 45, ”Guarantor‘s Accounting and Disclosure Requirements for 
Guarantccs. Inclttdiiig Indirect Guarantccs of Indcbtedncss of Others” 
FASB Interpretation No 46R, “Consolidatioii of Vaiiablc Interest Entities - a n  Iiitcrpretatioii 
01 ARB No- 51” 
FASB Iiitcrprctation No 47, “Accounting for Coiiditioiial Assct Rctircinent Obligations - a i l  
Interpretation of FASB Stateiiient No 143’‘ 
FASB Iiitcipictation No 48, “Accounting Ibr Uncertainty i n  Inconic Taxes” 
U S Global, LLC v Piogrcss Fiiergy, Inc et a1 

Medicare Act 
MGP 
MW 
MWh 
Moody‘s 
N M Q S  
NC REPS 
NCUC 

Benefit Plait Asscts” 
I:lorida Progrcss Funding Corporation, a wliollg owned silbsidiaiy of Florida I’rogrcss 
Accoriiiting nrinciulcs geiierally accepted in the United States of Anierica 
Natural gas brilliiig and production business 
Full-requireincnts contracts vvitli 16 Georgia electric mcnibersliip cooperatives fornieily 
scrviccd by CCO 
Foriiiei reporting unit consisting oi the E.ffirigliani. Monroe, Walton and Wasliiiigton 
nonregitlatcd generation plonts i n  service and tlic Georgia Contracts 
IJ S .  Global, LLC 
GridSouth Transco, L L.C 
PEC’s Shearon I-Ioriis Nuclear Plant 
fiitcnial Rcvcntic Scivicc 
Kilovolt 
Kilovolt-ampere 
Kilowatt-hours 
Proposed nuclear plant in L.cvy Couritv, Florida 
L.ondon Inter Bank Ofi‘cring Rate 
Mamgeniciit‘s Discussion and Anal) 
conbiried i n  Part 11, Itein 7 oftliis Form IO-K 
Medicaie Prescription Drug, liiiprovenient and Modernization Act ol2OO3 
Manufactured gas plait  
Mcgawatls 
Megawan-Iiou rs 
Moody’s Investors Seivicc, Inc 
National Aiiibicnt Air Qiiality Standards 
North Carolina Renewable E h i  gy and E.nergy Efficiency Portfolio Standard 
Noi tli Carolina IJtilities Coiiiiiiissioti 

o i  Fiiiailcial Condition and Results o i  Operations 

FIN 48 
the Floiida Global Casc 
Florida I’rogrcsr 1-londa Progiesi Corporation 

- ~- ~- 
FRCC rlonda Rclmbility Coordinating Council 
FSP FASB Staft Position 
rsr FIN 39-1 

FSI’SFAS 1321~-1 

Funding Coip 
G M I ’  
Gas 
thc Georgia Coiitiacts 

Geoi p a  Opei ation\ 

Global 
GndSotith 
Ilarris 
IRS 
1 V  
LVA 
LWll 
Lcvv 
LIBOR 
MDckA 

ISASB Stall Position FIN No 39-1. “An Ainendmcnt 01 I IN 39, Ollsettiiig 01 Aiiioutits 
Rclatcd to Certain Coiitiacts” 
FASB Staff Position No SFAS 132(R>l. “Employers’ Disclosures about Post Retiremcnt 

3 
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NElL 
NERC 
North Caiolina Global Case 
the Notes Guaraiitec 
NOs SIP Call 

NSR 
NRC 
OBM 
OAl 1 
oc1 
OPC 
OPEB 
the Parent 
PEC 
PEF 
PESC 
tlie Pliasc-out Price 

Power Agency 
Prel’eircd Securities 

l’refei led Securities 
Guarantee 

Progress Affiliates 
Progress Energy 
Progress Registrants 

Progress Fuels 
PlU’ 
I’SSP 
PT LLC 
PUI-1CA 10.35 
PUI-ICA 2005 
I’VI 

ItCA 
Reagents 
I? EC 
I? ock po rt 
Robiiisoii 
Rowan 
RSU 
liTO 
SCPSC 

VF 

SEC 
Section 29 
Section 29/45K 

Section 316lb) 
Section 45K 
(See  Noteis ‘‘ii”) 

SE,RC 

accordance with Section 29 
Section 316(b) of the Clean Watei Act 
Section J5K or tlie Code 
For all sections. this is a cross-refetenee to tlic Combined Notes to the Financial Statements 
contained i n  PARr  11. Itcni 8 ol’tliis Form IO-IC 
SCRC Re1 iabil i ty  Corporati on 

Nuclear lilcctiic liistiraiicc Liiiiited 
North Americ:ui lilectric Rcli:ibilit~~ Corporation 
Progress s ~ ~ l l i d  I-loldings. liic et al v. U S Globd. I L C  
Floiida Progress‘ full and unconditioiial guarantcc 01 the Subordinated Notes 
EPA rule wliicli requires 22 states including North Carolina. Soutli Carolilia and Georgia (bot 
excluding Florida) to iuither reduce eniissioiis of nitrogen oxides 
New Source Revicw rcquirenieiits by the EPA 
United Statcs Nuclear Rcgiilaton~ Commission 
Operation and iiiaiiitenaiice espciise 
Open Access Tiaiismission Tariff 
Oilier comprcliensive inconic 
1:loridn’s OlXce of Public Counsel 
Postretirement beliefits othcr tlian pelisions 
I’rogrcss Energy. Inc holding company on an unconsolidated basis 
Carolina Power d L iglit Company d/b/a Progiess Energy Ca~olinas. lnc 
Florida Power Corporation d/b/a Progiess Enetgy Floridn. Inc 
Progress Eiicrgy Sewicc Coiiipany. L,LC 
Price per IJ~IT-CI of uriregulated dornestic crude oil at which the value of Sectioli 29/45K la,, 
ciedits are fully eliminated 
North Carolina Eastern Municipal Powel Agency 
7- 1 0?40 Coiitulati~~e Quarterly Iiicoiiic Preferred Securitics due 2039. Series A issued by the 
1 rust 
Florida Progress‘ guar:iiitee of all distributions related to the I’referred Seci t~i t~es  

Five affiliated coal-based solid synthetic fuels Pncilities 
Progress Eiieigy. liic and subsidiaiies on a consolidated basis 
The reporting I-egistrants witliiii tlic l’rogrcss Encrgy coiisolidatcd group Collcctively, 
Progress Energy. Inc . PEC and PEF 
Progress Fuels Corpoi ation. fornicrly Electric Fuels Corpoiatioii 
Potcntially responsible party, as dcfined i n  CERCLA 
Perforiiiance Sliorc Sl~b-l’lan 
Progress Telccom, L 1.C 
Public Utility Holding Coiiipaiiy Act of 1935, as amended 
Public Utility I-lolding Cwnpanv Act of2005 

iic . foriuerly rcfemed to as Progress Ventures. Inc 

Comnioditics such as aniiiioiiia and liriicstoiie used i n  eiiiissioris coiitiol Leclinologies 
Rcne\\~ablc energy ccrlilicates 
Indiana Michigan Power Company‘s Rockport Un i t  No 2 
PEC‘s Robiiison Nuclear I’l:lnt 
Rowan County Power. LL.C 
liestrictcd stock uni t  
Regional trarisiiiission organization 
Public Service Coinmission or  Soutli Carolina 
United States Securities and I~.scliniige Commission 
Section 29 of the Code 
General business tax credits earned after Deceiiiber 31. 2005 Tor syntlietic iuels production i i i  

4 
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SFASNo 87 
SFASNo 109 
SFAS No I15 

SFAS No 123R 
Sl’ASNo 133 

SFASNo I J 1 R  
SFASNo 142 

SFASNo 143 

SFASNo 144 

SFASNo I57 
SFASNo I58 

SFASNo 159- 

SFASNO 160 

SFASNo 161 

SNG 
SO2 
Suboi di iiated Notes 
Syncoia 
T a r  Agreeineiit 
1 eriiiiiials 
the Tliresliold Price 

the Trust 
the Utilities 
VIE 
Ward 
Ward OU 1 
Ward OU2 

Statidaid RC Pooi’s Rating Services 
Stnte~i~e~i t  01 TiIl:inct:d Accountiiig StLind:iids 
Stateiiicnt 01 Iiiiaiicial Aicountiiig Stmla ids  No 5. ‘Accountriig lor Coiitingeiicies” 
Statement 01 17iiianc~al Accounting Standards N o  71 ”Accouiiting ior the Effects 01 Ccrtain 
1 ypes of Regiilatloii” 
Stateiiieni ofliiiancial Accountiiig Standaids No 87 “IIiiipIoveis‘ Accounting for Pensions” 
Statement of Fiiiaiicinl Accoiinting Stuiidarrfs No 109. ”Accouiiting lor Inconie Tows“ 
Statement oi Financial Accounting Standards No 1 1  5. “Accounting lor Certain Iiivestiiieiits 
in  Debt and EqiiitV Securities” 
Statement of Finaiicial Accounting Standards No 123IL “Shore-Based I’ayineiit“ 
Statement ot financial Accounting Standards No 1 3 3 ,  “Accounting lor Derivative 
Instruiiieiits and I Icdging Activities” 
Stateriierit of ~rriaiic~al Accorintirig Standards No 141 R. “Business Conibrriatioiis” 
Statement 01 Fiiiaiicial Accounting Standards No 1-12. “Goodwill and Othei Iiitangiblc 
Ascis” 
Staleiiienl of Financial Accountiiig Staiidaid~ No 147. ”Accounting lor Asset lletiiemenl 

Stateiiieiii 01 Fiiiancial Accounting Standards No IJJ ‘Accounting lor tlie 1iiip~iriiieiit or 
Disposal 01 Long-Li\~ed Assets” 
Statement ofl~iiiaiicial Accounting Standaids No 157, T a i l  Value Measurenieiits” 
Statcnient 01 Fiiiancial Accounting Standaids No 158. “Lmployers‘ Accounting for Defined 
Bene13 Pciision and 0th Postretirciiieiit Plan%” 
Statement of Friiaiicial Accoiintiiig Standards No 159. “‘]‘lie Faii Value Uption lor I.lnanciai 
Assets and Financia1 Liabilities - Including an aniciidiiicnt of rASB Stateiiient No 1 IS’ 
Stateiiient of Fiiiaiicial Accounting Standaids No 160. ‘T\Ioiicoiitrolling Interests 111 

Consolidated Finaiicial Stalciiienls. aii aiiieiidiiieii! of ARB No 51 ” 
Statement ofFiiiancia1 Accountiiig Statidaids No 161. “Disclosuies About Derivative 
Instrunieiits and Iledging Activities - :in ai~iciidiiiciit of rASB Statcnient No 133” 
Soutlierii Natural Ga5 Coinpaiiy 
Suliur dioxide 
7 10°o Jriiiior Suboidinated Defertable Iiiteiest Notcs due 2039 iswed by I3indiiig Corp 
Syncora Guaiantee 1iic , foriiierly XL Capital Assurance. liic 
Intercompaiiy Incttnie 1 a\ Allocatioii Agicement 
Coal teriiiinais and docks i n  West Virginia and Kentucks 
Piice per barrel ofunregulated doiiiestic ciiide oil at wliicli tlie value of Section 2 9 M K  1a.x 
credits k g i n  to be redticcd 

Collccrivelv. PIIC and PTI- 
Variable interest critity 
W a d  Tnnsioi imcr site located in Ralcigli. N C 
Operable w i t  for stieaiii segiiieiits dowiistre:~ni Iioiii tlic Ward ~ i t e  
Operable unit loi further iiivestigatioi~ at the Ward Iacil~t)~ and certni~i  adjacent :ireas 

Obllgatlolls“ 

~- 

r p c  capital I 
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Sr\Fli lI.m13011 1;011 1 ~ 0 l ~ ~ \ ’ ~ ~ ~ ~ ~ ~ - l , 0 0 ~ ; ~ ~ ~ ;  S’l:\’lI:hlliN‘lS 

I n  this coiiibiiied report. each 01 the Pi-ogress Registrants makes lorv\~ard-lookiiig statciiiciits witliiii tlie meaning 01 tlic sale liaiboi pic) 
Scciiritics Litigation Relorin Act o l  I995 The matters disciisscd throughout this conibincd I:onii 10-K that ale not liistorical facts arc 
accordingly. irivolvc estiniates. projcctioiis. forecasts. :issuinptioiis, iisks and uiiceitainties that could cmse actual results o 
iiiaterially linin those cspicsscd in tlie fonvar ig statciiicnts Any Ihnvard-looking stateiiiciit is based o n  infoniialion current as ol’ the date ot this repoit 
aiid speaks only as of tlic date on which such iit  is made. a i d  the I’rogrcss Ikgistmnls iindcrtate no obligation to update any fc>rward-looking statement 
or statements to reflect cvciits or circuiiistanccs after tlie date nii which such slateiiicnt is madc 

111 addition. esaiiiplcs of forward-looking statciiients discussed iii this Fonii 10-K include. but ate not Iiniitcd to, 1 ) statcinents made i n  PART 1. Ileni IA. 
“Itisk Factors” and 2) PART 11. Item 7, “Managciiiciit‘s 1)iscussioii 2nd Analysis 01 1:iiiancial Condition and Resulh of Opcrotions” (MDBA) including. but 
not liiiiitcd to, statciiic~its undei tlic following Beadings: a )  “Stialcgy” about out future stralcgy and goals: b)  “Results of Operations” about trends and 
uncerfainlics: e )  “Liquidity and Capital Resouiccs” about operotiiig cadi l lo~~~,s .  estinialed capital iequirciiicnls Iliroiigh the year 201 I and hturc  financiiig 
plais: and d)  “Otlicr Matleis” about our lietic r i ie ls  tax credits, tlic effects 01 iicw ciivironincntal rcgulalioiis. iiiectiiig anticipated dctiiaiid i n  our regulated 
scivice lerrilories. 1mtcnti:iI iiiiclcai cons ion and clianges in tlie rcgiil:itoiv enviroiiiiiciit 

Esaiiiples of factors that yoii sliould consider with rcspcct to any forward-looking statciiicnts made tlirouglioui this document includc. but a ~ c  not liiiiitcd to. 
the followiiig: ilic inipact of fluid aiid coniplcs laws and regiilalioiis. including tliose relating to tlie ciiviioiiiiiciit aiid llie Energy Policy Act of2005 (EPACI‘), 
the ability to iiieel the anticipated futiire need fbr additional baseload geneiatioii and associated tiansniission hcilities i n  our regulated service territories and 
tlie acconipanyiiig rcgulatoiy and financial risks: the liiiaiicial resources and capital needed to coiiiply with eiivironliicntnl Ia\vs and renewable energy 
nortfolio standards a11d o w  abilitv to iccover related cliaible costs under cos t - re~ovci~~ clauses or base rates, our ability to iiicet ciirreiit and future renewable 
el1 s. iiicludiiig criviroiiniciital, licsltli, - tlie ii lierent iisks associated 
ieg--t oil ollI raC oiiditions tliat directly iiilllience tlie 
pioduclioii. delivery aiid dciiiand foi clcctiiciiy; recuiiiiig scasoiial fluctuations i n  deniand for clcctricit)~: the abilitv to recovcr i n  a timely Inaiiner, if at all, 
costs associated with futiiie significant weallier events thiougli tlie rcgulatoiv proccss; ecoiiclinic Iluctiiatioiis aiid tlic corresponding impact on our custoiiiers. 
including downtiinis i r i  llic liotisiiig mid ~oir~ui i ic i  credit iiiarkcts: Iltictuatioiis i n  h e  price oJ cncigy coniniodities and purchased power and o u r  ability to 
recover such costs tliiougli the icgulatory piuccss: the Piogrcss IIcgistraiits‘ ability t o  coiitiol costs. including opcrations and maintciiancc cxpensc (O&M) 
and large construction projccts. tlic ability 01 our subsidiaries to pay upstrcnin dividcnds or distiibutions to tlic 1’:ircnl: the duration and severity of the current 
fiiiaiicial market distress tliat began i n  the third quai-ter of 2008: tlic ability to successfiilly access capital niarkets on favoiable terms; the stability of 
conriirercial credit niarltels and oiii access to short- and long-tci iii credit: the impact h a t  incieascs iii levcragc niay liavc on cacli o l  the Progress Registrants; 
tlie Progress Registrants’ abili@ to iiiaintain tlicir ciineiit credit ratings aiid the impact oil tlie I’rogiess Registiants‘ liiiaiicial condition and ability to meet their 
cash aiid otlicr financial obligations i n  tlic event their credit ratings are downgraded; our ability to fully utilize tax credits generated froin the previous 
productioii and siile of qualifying syiitlictic fuels uiidcr Internal Reventic Code Section 29/45K (Section 291JjK): the investineot performnnce of our nuclcm 
decommissioning trust funds. the investment performance of tlic assets ol our pension and bcnclit plans and resulting impact on lutiirc funding reqiiirenienls. 
tlie outcome of any ongoing or liiturc litigation or similar disputes aiid tlie iiiipact of :in\’ siicli outcome or  related se[tlenients: arid iirinn~icipated changes in 
operating expciiscs and cnpital cspeiidituics Many of these risks siinilerlv iiiipct o u r  iioiircporting subsidiancs 

-1Iicse and otlier risk factors arc delailcd Iioio iiiiic to tiiiic i n  tlie l’iogicss Rcgistiants’ liliiigs wit11 tlie tliiitcd Slates Securities and Escliangc Comiiiission 
(SEC) Many, brit no1 all. of tlre lactors Ilia1 may itnpacl actual results are discossed iii Iletii IA, “Risk 1~oclors.” wliich you should carefully read All such 
factois arc dilficiilt to predict. coiitaiii uncertaintics that may matciially alfcct actual rcslilts aiid may bc bcyoiid our control Neiv factors emerge from tiiiic 
10 tiiiie. and it is not possiblc for nianagciiicnt t o  predict all siicli factors. nor caii i t  :ISSCSS the cn‘ect 01 each sllcli factor on the Progress Registrants 
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u us IN E s s 

ORGANIZATION 

Progress Energy. Inc , licadqiiartercd in Ralcigli, N.C , with its regulated a id  iioiircgulated subsidiaries. is a11 integrated electric utilitv. priiiiarily engaged in  
tlic regir1:ited utility busiiiess 111 this report, I’iugress Eiicrgy (wliicli includes Progress liiier liic ‘s Iiolding company operations (the Parent) and its 
subsidiaries oii a consolidated basis). I S  at limes referred to as “we,” “oiir” oi “tis ” Wlien disci iig Pi ogress Eiicrgy‘s linancial iiiloiiiiatioii. i t  necessarily 
iiicliides tlic results of I’EC aiid PET; (collectively. tlic Utilities) Tlic term “Progress Registraiits” refers io each of the three separate iegistrants: Progress 
Energy, PEC and P I 3  l-loi\wer. iieitliei of the Utilities iiiokes any represeiitatioii as to iiifoiiiiatioii ielatetl solely to Progiess Energy or the subsidiaries of 
Progress Eiiergy otlier Uiati ilself 

llie Pmeiit was iiicorporated on Augiist 19. 1999 iiiitially as CPRrL Energy, Iiic mid becaiiie tlie Iiolding coiiipany for PEC oii lune 19. 2000 All shares of 
coiiiiiioii stock of PEC were esclianged [or ai1 equal iiuiiiber of sliaies of CPRrL IXiiergy, lnc coiiiiiioii stock 011  Novembei 30. 2000. we completed our 
acqiiisitioii of Floi ida I’rogrcss Corporation (Florida Progress), a dive! silied. eseinpt electric utility Iiolding coinpaiiy wliose primaly subsidiaries weie PEF 
aiid Proercss Fuels Cornoratioii (Prowess Fuelsl In tlic $5 4 billion aui-chase traiisactioii. we naid cash consideration of a~~ros i i i i a te lv  $.3 5 billion and issued 
ah 5 n-sllnles oI‘- 
appro\;iiiiatcly $19 inillion A5 
Public Util~ty IIolding Coliipaiiy Act of2005 (PUIICA 2005) as discussed below 

Oui reportable segmeiiis are P6C aiid PLF, both of which are piiniarily eiigaged 111 ilic geiieratioii. traiisiiiissioii. distribiition aiid sale 01 electricity i n  portions 
of North Carolina. Soiitli Caioliiia and Florida The Corporate and Otlier segment priiiiaiily iiicludes niiiouiits applicable to tlic activities of the Parent aiid 
Progress Energy Seivice Coiiip:iiiy. LLC (PESC) and otlier niiscellaiieous notiiegiilated busiiiesses that do iiot separately meet the qtiaitilative disclosure 
requirenieiits as a sepaiate busiiiess segment As discussed in ”Signilicaiit Developiiieiits” below. iiiost of ottr iiotiregiilated busiiiess operatioils have been 
divested See Note 19 hi iiifnriiiatioii rcgardiiig the rcvciiucs, iiicoiiic and assets attributable to our busiiiess segiiietits 

7 lie Utilities have iiiore tliaii 2 1.000 megawatts (MW) of regulated electric geiieratioii capacity and serve appiosiiiiately 3 1 inillion retail elecliic cusloniers 
3s well as otliei load-senirig ciitities I‘lie Utilities opcmte iii  retail service ierriloiies Ihal Iiove 1iistot.icolly had population growl11 Iiigliei lliati the U S 
average I n  ilddition. PEC’s greater proportioil of coiiiinercial and industrial ciistoiiicrs, combined witli PEF’s grcatcr proprtioii of residential customers. 
creates 3 balanced custoiiier base We are dedicated to iiieetiiig the giowtli needs of our seivice teiritories and delivering reliable. competitively priced energy 
lioiii a diveise portiolio of po\vci plaiits 

For the year elided December 3 1 .  2008. oiir consolidated ieveiiues were $9 167 billion aiid our coiisolidated assets at year-elid were $29 873 billion 

SIGNII~IC‘ANI‘ DEVEl~Ol’hhllSN‘1S 

As disciissed niore fully i n  Note 3 mid under MD&A - ”Discoiitiiiued Operations,” in ieceiit years we divested. or atiiioiineed divestitures, of niulliple 
iioni egiilatcd busiiicsses i l l  accoi dance wit11 oiir business strategy to reduce our busiiiess i isl; flom iioiircgulated opcratioiis, to focus on the core operations of 
the Utilities and to reduce debt iisiiig cash pi-ocecds froni tlie divestitures 111 2008. we sold coal tenniiials and docls i i i  Wcst Virginia and Kentucky 
(7eriiiiiials) :ind we sold tlic remaiiiiiig opeiatioiis o i  I’rogress Fuels subsidiaries engaged i i i  tlic cool iiiiiiiiig busiiiess (Coal Miniiig) 
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'I he Piogress Ilegistrants' :iniin:il reports on Fomi 10-K. dcliiiitivc pox)  statenients loi our :innun1 sliaielioldel nicetings. quarterly reports 011 Form 10-Q. 
curient reports on 1;orni 8-E: and a11 anietidnients to those reports are available free 01 cliargc ilirougli the Investors section of our Web site a1 n'ww.progress- 
cncrgy coni These reports are availn 11 as I ensonably praclicablc after such niatcrial is clccironically filed ivitli, OI Itrrliislied to. tlie SEC Tlie public 
may read and copy ani' niaterid w e  I wit11 the SEC at tlie SEC's Public Rel'ereiice Room at 100 F StrecL N E . Washington. L) C 20549 Inforniation 
regaiding tlic opeiations oi tlic Public Reference Rooni may be obtained by calling the SEC at 1-800-SEC-0330 Alteniatively. ilie SEC niaintains a Web site. 
\vww sec goy. containing reports. prow and information statements and oilier infonnation regarding issuers that file electronically with the SEC 

The liivestors sectinn of o u r  Web site also includes our corporate governance guidelines and code 01 ethics as well as the cliarters of the following conmiittees 
of our board o i  directors: I~.xecuti\,e. Audit and Corpoiate I'erfomiai Corpoiate Governance: Finance; Operations and Nuclear O\wsiglit: Nuclear Project 
Oversight: and Orgmization and Compensation. lliis information i ailable i n  print to any shareholder who requests i t  Reqnests should bc directed to: 
Sliarelioldcr Relatioris. I'rogress Energy. Inc . 41 0 S Wiliiiiiipton Street. Raleipli, NC 27601 

Infcmiiaiion on onr  Web site is not incorporated lictcin and sliould not be deemed part oi  this Report 

CORII'IITITION 

RETAI I, COR.1 PET I T  ION 

To oiw kiiowledge. theie is cuiiently i i o  enactcd or proposed legislation i n  North Carolina, South Carolina or Florida that would give the Utilities' retail 
customers tlie light to clioose tlicii- clectlicitv providcr or otherwise restructure o r  deregiilate the electric industry I-Io\vcvcr. tile Utilities compete with 
-gv . .  i n  connection witli their retail ci~stoniei s. 

Altliongh tlicic is no pending legislation at this iinic. ii tlie ietail ,juiisdictions scivcd by the Utiliiics beconic subject to dereg~lation, the recovery of "stranded 
costs" conld beconic a significant consideration Stianded costs primarily include the genelation assets of utilities whose value in  a competitive marketplace 
would be less i1i:in their cunent book value, as \ \ d l  as above-niarket piiiclinsed power coniiiiitnients to qnalified Iacilities (QFs) Thus far, a11 states that have 
passed icstnictniing legislation have provided for tlic opporhniity to recover a substantird portion of stranded costs Assessing the aniount ot'skanded costs for 
a utilitv ieqtiires \~aiioiis :issuniptions a b i ~ t  future niaiket conditions. including tlic future price o l  electricity 

Our largest stlanded cost exposure is fo 
thiougli 2036 ol'$4 4 billion (See Note 
Policies Aci of 1978 PE.F continues to 
Coniniission (ITSC) allows for full irec 
expccicd capacity payments nnder their purchased power coniniitmenis with QFs. 

\\'I-I OLESA L E  C' Oh1 l'ii'l-l'r I ON 

The Utilities compete with oilier utilities and iiicichant gcneiators for bulk power sales and for sales to niunicipalities a d  cooperatives 

Incieascd coiiipctitim in tlic \vliolcsalc clcctric utility industqf and tlic availability of tr;~iismission access could alfect the Utilities' load forecasts, plans fix 
power strp~ilv and wliolesalc energy sales and ielaied ie\eiiiics Wliolesale energy sales will bc impacted the extent io which additional generalioii is 
available to  sell to  the wIioles:ile niaikei and tlie ability oi tlie Utilities to attract new wholesale customers and to retain curient wholesale customers who l iave 
existing contracts with PIX o r  I'EI' 

. .  . l.. 

hosed power coniniitnicnts with QFs, under which PEF 113s future ~i i i i i ini i ini  cspcctcd capacity payments 
213). PEl: \\pas obligaied to enter into these contracts under provisions of tlie I'ublic Utilities Regulatoiy 
o address the impact of escalating payiiients under these contracts I-lowever, the Florida Pitblic Service 
retail poriion of tlie cost of  power pciicliascd fioni QFs PEC does not Iiavc significant future niiniinirin 
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6PAC I contailis key provisions :illecting tlic electric power tiidnst~v. iricliiding cttinpetitioii :moiig gener:ltois 0 1  electricitv Flit IXRC has iiiipleiiiciited and 
is considering a iiunibcr 0 1  tclatcd icgulatioiis to iiiiplcmcnt ISI’AC1 tliat may inipnct, ainoiig otlicr things. icquirenicnts l a  reliability. QFs. transmission 
infix in:itioii avnilnbilit\.. tr:iiisiiiission congestioii. sccuiity consti:iined dispatch. eileigy inarlxt trn1sp:lreticy. energy iiiarket nianipulation a id  behavioral 
rules I n  addition to EI’AC 1. other policies and orders issued by the F1311C liave supported iricrenscd coinpetition within the electiic ge~icration industiy 
EPACT claiilicd :ind expanded tlic 1:ERC‘s aiitliority to ass~irc that niarkets opeiate fairly without imposing new. ~ n a n d a t o i ~  iiiti-usion 011 state autliorities 

I n  February 2007. the FERC issued Order No 890 adopting a l i d  rule designed to I )  strerigtlicii the p ~ o  fornia open access traiisiiiission tariff(OAT7) to 
ensure tliat i t  acliicves its original purpose of iciiiedyiiig undue discrimination. 2)  provide gieater specificity in the pro loniiu OATT to reduce opportunities 
for the cscrcise oT undue discriniiiiation. make undue discriminntion casier to detect. and facilitate the FERC’s cnl‘orccment and 3 )  increase transparency i n  
the rules applicable to planning and me or the transiiiission system One of tlie iiiost sigiiilicant revisions to tlie pro fornia OATT relates to tlie developnnxt of 
consistent niethodologics foi calculating available traiislcr capobilit\,. wliicli dcterinines \vhetlier trnnsmission customers can access alternative power 
supplies. Otlier signilicant revisions include: cliaiigcs to tlic transn 1 planning process; rcfbrm ol’ energy and generator imbolance penalties: adoption of a 
“conditional lirni“ coniponc~it to long-term poiiit-to-poiiit traiisiii service and refoiiii of existing requirenients for tlie piovision of redispatch service: 
reform of rollo\a riglits polic\.: clmilicutioii 01 ta~iffanibiguities: aiid increased trailsparelicy and customer access lo information 

As a trlvisiiiissioii provider wiili an OAI’T on lile with tlie FERC. I’EC and PET; are required to coiiiply \villi tlie requireincnls o i  the new rnle A niajor 
reqiiirenient o i  tlic new iule was to lilc a ievised pro fonna OATT on July 13. 2007 PEC and P I 3  each niadc tlic required F6RC filing and arc currently 
operating under tlie iicw taiifi On Decciiiber 28. 2007. the FlfRC issued Ordei N o  890-A granting rcqucsts for rcliearing and ma!41ig claiifications to Order 
No 890 PEC and I’EF made coiiipliaiice liliiigs on March 17. 2008. i n  order to meet ilic rcquirenients of Order 890-A aiid a1‘e awaitiiig FERC approval 

Tlie Utilities ore operating undci reyiscd OA-I 1 rates. which were effective for PEC 011 July 1. 2008, and for PEF on Jonua~y I ,  2008 Tlic Utilities moved 
llows for transiiiissioii rates to be updated each year based 011 tlic prior pear’s actual costs. Tlic 

incrcased PEF’s 2008 revenues by $2 niillion. Tlic new rates will have a greater iiiipoct on PEF iii 
t to llie iicw rates 

Certain details related to the rule. such :IS tlic piecise niethodology Ilia1 will be used 10 calculate available transier capability: reiiiaiii to h determined. and 
tliiis it is difliciilt to iiiake a de ten i i i i i :~ t~~)~i  of the overall el’lect 0 1  Order N o  890 011 tlie Utilities‘ traiisniission operations oi wliolexile marketing function 
I-lowcver, on a prcliniiiiai~ basis. tlic rule is not nnticipnted to have :I sigiiilicaiit inipnct 011 the IJtilities’ financial results Noncthcless, tlic final rule is 
anticipated to include :k wide raiige oi  provisions :iddressing transmission services. and :IS the n e w  tariff is implemented tlierc is likely lo be a signilicant 
impact oii tlic Utilities’ transniissioii opeiations. plaiiiiiiig and wliolcsale niaiketing functions 

PEC aiid PET: are subject to regulation bv the ITRC with respect to t 
sales fbr resale and tvliolesale sales ol‘electric energy On Deceriiker 7. 
proposal to FERC foi a new iegioiial grid plmiiiig proces 
transmission system FERC has approved both I’liC and I’ 
filings witli FFRC oii October 7. 2008. and Decenibci 17. 20 

The FERC requires that entities desiring to make wholesale sales ni electricity at niarket-based rates docuincnt that they do not possess iiiarket power Market 
power is exercised wlieti a11 eiititv prolitablv drives up piices tlirougli its contlol o i  a single activity. such as electricity generation. wliere it controls a 
sigiiilicaiit share oi tlie total capncitv a\’aiIablc to tlie iiiarket The FERC has cstablislied screening measures Cor sucli deteriiiinations Given the diificulty I’EC 
belicved it would experience i n  passing oiic oftlic sciceiis, I’EC rcvised its niarket-b:iscd rate taiilfs i n  2005 to restrict PEC lo sales outsidc of its control area 
and pciiiiis~~lar Florida. arid liled a iieiv cosr-based mill-for sales williin P s coiitiol aiea Accordingly, PEC and PET; iiiake wliolesale sales of electricity at 
cost-based rates i n  

ce. including geiiei ator interconnectioii seivice [or facilities making 
tlier major trniismission-o\viiiiig utilities iii tlie Soutlieast subniit~ed a 
iectives uiidei Order No  890 applicable to planning and use of tlie 
processes sub.jcct to niodilicatiori I’EF and I’EC filed compliance 

ively. and are awaiting approval 
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areas inside 01 I’l!,C’s coiihol 3103 and peniiisular 1;londa and at niarlict-b:ised i:ites 111 aieas outside ol I’EC’s control area a d  periit~sular Florida We do  not 
anticipate tliat tlic operations o l  the Iltilities will be iiiilteiially inipacted by these market-based rates decisions 

REGIONAL TIL~\NSR~IISSION ORGANI%~\TIONS 

The FERC‘s Order 2000 establislied national standards lor I-egional trnnsrnission oi-gmizatioris (RTOs) and ad~ocated t l~c  view that regulated. unbundled 
transmission would Facilitate competition i n  bot11 wliolesale and retail electricity niarkets The Utilities have pleviously participated in RTO efforts. but are 
not active i n  tliese efforts curiently due to the FERC‘s termination of both the GiidSoutli Transco. I,I..C (GridSotttli) aiid tlie GridFlorida R l - 0  proceedings 
GridSouth was tcrniinatcd by tlic GridSouth participar~ts due to not rcaclting a c o ~ i s e i ~ s ~ i . ~  on creating a soiitlieaslem R1O GridFlorida \vas terminated by the 
FPSC and the T;I!.IIC due  to the coiiclusion that i t  was not bcncficinl to jurisdictional custoniers I’EC’s recoided investinent in  GridSoilth totaled $19 million 
at December 31, 2008 Excluding the iiiiiiioterial South Carolina retail poi tion, the GndSoutli costs will be h l l y  nniortized aiid recovered by 2012 PEF fully 
recovered its dcvclopinenl costs i n  GridFlorida froni retail ratepayers tliroiigli base rates 

FRANCIIISE R~IAII~ISRS 

I’EC has ~ionexcliisive iraiicliises with varying expiration dates in  niost oi the inunicipalities i n  Nortli Carolina and South Carolin:l i n  which i t  distributes 
electricity In  North Caro1iti:i. francliises geiierally continlie for 60 y e a ~ s  In South Carolin:]. ira~icliises coiitinoe i n  perpetuity unless terminated according to 
certain statutory methods The gciicial ciicct of tliese Iianchises is to provide for the iiiaiiiiei iii wliich I’EC o c c ~ ~ p i c s  rights-of-way i n  incorporated arelts of 
municipalities foi the pillpose o f  coiistittcting. operating and ~ii:Lintaini~ig a11 energy tmnsmission and distriblltioii sysleiii O i  these 240 franchises, the 
niajoritv covers 60-year periods fioni the date enacted. and 45 1iave no specific expiration dates 01 the irancliise agreements with expiintion dates, 19 expire 
during the peiiod 2010 tlirougli 2013. and the lelnailiillg agrecnients expire between 2014 and 2068 PEC lias no irancliisc agieeiiients tliat expire i n  2009 
I’EC also provides service witliin a iiuiiiber of niuiiicipalitics aiid i n  a11 of tlie iinincoi-poi-ated areas witliin its senrice are3 without ir-anchise agreenients 

PEF has noiicxclusive f~a~ichises wit1 
to 10 other municipalities and i n  all of tlic uniiicorpolatcd aicns within its seivice aica witliout tiancliisc agiccments Tlic gcricial eflect of tliese finnchlscs is 
to provide for the nianiici ii i  wliicli P11,F occupies riglits-oG\vay i l l  incorporated areas of niiiiiicip:llities for the purpose or constructing. operating and 
maintaining ai energy transinissinii and distribution system The Irancliise agreements cove1 periods ianging froin 10 to 30 years with the majority covering 
30-year periods h i l i  the date enacted O i  tlic I 1  I Iraiicliisc: agrcemcnk 36 cxpirc bctwccn 2009 and 2013. and tlic icmainiiig agrceiiients expire between 
2014 and 2037 

REGULATORY R,IATTli RS 

IIOLDING C‘OR.lPANY REGIIL.4TION 

The Parent is a registered public iitility holding conipuiy sthject to regulation by the FISRC under PIJI-ICA 2005. including pro\;isions relating to the 
establishment of intercompany cxtensiotis of credit. sales. acq~isitions of secu ities and utility assets. and services kxx Ibrnied by PESC IJiider PUHCA 2005, 
the FERC also has autliority o‘iw accounting and iecoid rctciition and cost allocatioti jurisdiction at the election of the liolding conipany system or the state 
utility comiiiissions 4 t h  ,jurisdiction over its otilit~, .s~ilaidiarics 

UTILlI3’ REGU IATION 

-- 

FEDE1<,4L REGZiL.I TIOA’ 

EPACT also contained provisions for tax cliangcs l’or tlic utility industry: incentives io1 cniissions rcductioiis. federal insurance and incentives to build new 
nuc~car power plaiits. and certain protection for native retail load ciIStoIiiers of load-serving entities. lil’AC1’ gave the FEI?C “backslop” transniission siting 
autliority ivlijcli ptovides for federal iiiteivention. subject t o  liniitations. when states are unable or un\villiiig to rcsolve tiansniissioii issues EPACT also 
provided incentives and iwiding for clean coal teclinologies. provided initiatives to voluiitniily ieduce 
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greeiiliouse gases and iedcsigiiatetl the Interiial IZcveiiue Code's (ilie Code.s) Sectioii 29 (Scctioii 29) tax credit as a general biisiiiess credit under tlie Code's 
Section 45K (Section 4 X ) .  wliicli rcnioved limits on wtitlictic l i d s  pioductioii and changed thc catry for\vard period ofthc tax crcdiis gciiciatcd In  addition. 
the law requires both the FERC and ilie 1Jnited States Dep:irtnieiit ofI:iicrgy (IXX) to studs liow utilities dispatch heir  iesources to meet the needs of their 
custoriiers The iesiilts 01 tliese studies o r  any relatcd actioiis takeii bv tlic IIOli could iiiiyxt the Utilities' s)'steni opciatioiis 

Tlie FERC lias adoptd lirial i.itIcs inrplc~r~e~iting riicicli of iis broader act~l ior i i~~ oridcr EPAC1 'fliese rules require the FERC's appi-oval prior to any riiergcr 
involving a public utility; require tlie FERC's appioval prior to the dispositioii 0 1  any ut i l i  'et with a market value in excess of $10 iiiillioii: prohibit 
market participants from inteiitioiially or recldessly iiiakiiig any fraiidulent o r  iiiisleadiiig nients with regal-d to tiansactioiis subject to the I"ERC.s 
iurisdiction, and provide the procedures and rules for tlic cstablisliment of an electric reliabilitv organization (ERO) that will propose and enforce mandatory 
ieliability standards for tlie bulk power electric systeni 

On July 20. 2006. the FERC certified tlic North American l3ectric Reliability Coriioration (NERC) as the ISRO Incliidcd i n  this certification was a provision 
for the E,RO to delegate authority for the piirpose of proposing and enforcing ieliabilit?; staiidards i n  paiticiilai regions oi tlie coiiiitry by entering into 
delegation agrecmenls with regional entities. The SERC Reliability Corporation (SLRC) and tlic Florida Reliability Coordinating Council (FRCC) are the 
iegiorial entities for PEC and PEF, respcciivelv 

I n  Order 69.3. tlie FERC completed par1 of its IPACT iniplemeiitation plaii by approviiig 83 ieliability standaids developed by the NERC. On Jwie 18. 2007. 
coinpliance with tlic 83 I'ERC-approved reliability standards bccamc iiiandatoiy for all rcgistcrcd users. owiicrs and operators o i  the bull; power system. 
iiicluding PEC and PEF On December 20. 2007, the FERC approved three additional planning arid operniing ieliability siaiidards Additionally. oil Janiiaiy 
17, 2008, the FFRC approved eight mandatory critical iiifrastiiictiire protection ireliability standards to protect the btilk power systein against potential 
disruptions froni cyber seciiiity breaches During 2008. a numbei of approved standoids were further claiificd tlirotigli the iiiterpretatioii and revision process 
There are ciirreritly 94 inondatoiy NERC standards 

Based on the FERC's direciive io irevi.se-K 
time We are committed to nieetiiig tliose stan 
the reliability standards could result in the imposition o i  lines and civil peiialties If we arc unable to iiieet tlie reliability siaiidards for tlie bulk power system 
i n  tlie fiitiiie. it could liave a niaterinl advei-se efhct  on o u r  Iiiiaiicial condition. results ol opcratioiis :ind cash llo\vs 

The FRCC, SERC and NERC have proposed that etititics tliat seli~reported ~ioiicoiiipliniice prior to tlic ~i ia i idaton~ coiiipliaiice elltclive date, pirrsued 
aggressive mitigatioii plans. and coinpleted them. will not be assessed lines Prior lo the luiie 18. 2007 elfective date of iiiandatory compliance with the 
reliability standards, PEC self-reported two noiicompliaiiccs to the SERC and I'EI' self-reported tliiec ~io~ico~iipliaiiccs to the FRCC PEC conipleted the 
initigation plans Cor violations repoi-led piior to the el'fective date PEF coiiipleted two of tlic iiiitigation p h i s  f(>r violations reported prior to the eifective date 
PE,F 11% met tlie riiilestories oj its hiid niiiigatioii plat1 and is on track to complete i t  dtiiiiig tlie second quarter 012009 

Stibsequent to tlie effective date, I'EC self-reported to the S E X  three noiicoiiipliaiiccs with ~wluiitan~ standards I'EC siibiniitcd and completed mitigation 
p h i s  for tliese ~ionco~iiplia~ices with voliintary standards PEC does not expect enforcement actions oii ~ionconipliaiiccs to \wlmitan; standards PEC also self- 
reported to the SERC a violation o r a  iiiaiidntoiy standaid and liled and coniplcted a mitigation plan PEC lias advised the SERC that i t  would like to entet 
settlement discussions related to this violation 

Subsequent to the effective date. 1'E.F self-reported to the FRCC two noncoiiipliniices with voluiitaiy standards foui violations ol a iiiandatory standard 
PEF has filed, coiiipletcd and closed the mitigation plan lor noiicompliances v d l i  thc voluntary staiidards 113s l l cd  mitigatioii plans for tlie four 
~nmidatoiy violalions and coiiipleted lliree oftlie mitigation plans The four111 mitigalion plan is on scliedulc and is expecied io be coiiipleted diiriiig 2010 PEF 
advised the FRCC that it rvoiild like to enter settleiiieiit discwsioiis related to tlicse lbur  
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violatioiis Neither tlie violations noted above n o r  tlie costs of executing tile niitigatioii plans ale cspcted to Iiave a signilicaiit Inipact on our overall 
coinpliancc efforts. results 01 opelatioils 131 liquidit), 

Ihe lltililies are also subject to regulation by other fedeial regulat cies. iiicluding the IJnitcd States Nuclear I<egulato!? Coinmission (NRC) and the 
United States Eiivironmetital Protection Agciicy (EI’A) l l ie  Utili l e x  gcncratiiig units arc icgiilatcd by tlic NRC under the Atomic Energy Act of 
I954 arid tlie Eiicrgy Reorganization Act o i  1974 The NRC is r le for graiiting liceiises for the construction. operation and retirement of nuclear 
power plaats and subjects tliese plants to continuing review and regulation. I11 the event of iioncoiiipliaiice. tlie NRC 113s tlie autlioiity to impose lines. set 
license conditions, sliut d o w  n iiuclear unit. oi take soiiie conibiiiation ol’ these actioiis, depcnding upoii its assessiiieiit ol the severity 01 the situntioli. until 
compliance is achieved 

sr-I TE REGULATlON 

PE,C is subject to regulation i n  North Carolilia by tlie North Carolina Utilities Coiniiiissioii (NCUC), and iii South Caiolina by ilie Public Service Comniission 
of South Carolina (SCPSC) PEF is sobject to regulation in  Florida by the FPSC Tlie Utilities ale regulated by their respective iegulatoi>~ bodies with respect 
to. aiiioiig otlier things, rates aiid service for electricity sold at I-etail: retail cost reco\~eiy of iiiiiisual oi unexpccted espeiiscs. such 3s scve~c stonii costs; aiid 
issiiaiices of securities The uiiderlying coiicept of Iltility rate11ial;ing is io scL rates 31 a levcl that allo\vs tlie t t l i l i t \ ,  to collect revenues equal to its cost o i  
providing service plus esrn a reasoiiable late of return on its invested capital. iiicludiiig equity 

Refnil Rule Alotfers 

Each of the Utilities’ state utility coiiiiiiissioiis authorize retail “base rates“ ll lut  are designed to provide tlic lespcctive utility witll the opportunity to earn a 
a11 reasoliable aiid prudent expenses of 

In PEC‘s inost recent late cases i n  3988. the NCUC and tlie SCPSC each autlioiized a ictuni oil equity of 12 75 percent Tlic Clean Smokestacks Act enacted 
in North Carolina in 2002 (Clean Siiiokestacks Act) froze PEC’s retail base rates i i i  Nor111 Caiolina tlii-ougli Deceniber 3 I .  2007. uiilcss I’EC esperieiiced 
estraordioary events beyond tlie control of PEC. iii wliich case PEC could lrnve pctitiolied foi a rate increase Subsequelit to 2007, I’EC‘s curreiit Nollh 
Carolilia base rates are coiitinuiiig subjcct to traditioiial cost-based rate regulatioii 

During 2005, the FPSC approved a four-yeor bnse rate agreement with PEF I l ie  iicw base rates took effect the Jiist billing cycle o J  lonuniy 2006 and will 
remain i n  cffect through the last billiiig cycle o i  Deceriiber 2009. will PEF Iiaviiig tlic sole option to estciid the agrecnient througli tlic last billing cycle of 
.Jme 2010 Pursuant to the base r a k  agreeiiient and as niodilied by a stipulation and settlenient agreenient approved by ilie FPSC on October 23. 2007. base 
iates were adjusted in .leiiuary 2008 due to specified generation facilities placed i n  seivice i n  2007 PEF’s base iatc agiceiiieiit also plovides for reveiiue 
sliaring between PEF and its rotepayeis begiiiiiing in 2006 \rliereby PEF will I two-tliirds of retail base ic\’eiiues betweeii the skxcilied thiesliold and 
specified cap and I00 percent of rcve~iues abovc the spceilied cap However. I retail base reventics did not exceed the tliresliolds ii i  2008 and thus no 
revenues weie subject to tlie ieveiitie sliaring provisions Both the tliresliold and cap are ndjtlsted aniiually f o ~  ~olling ai’eiage 10-war retail kilo\vatt-liour 
(kWIi) sales giuwtli slid were $1 664 billion and $1.71 6 billion. respectively. for 2008 For 2009, tile tliresliold Ibr revenue sharing will be 61 688 billion and 
the cap will be $1 742 billion 

011 February 12, 2009. in anticipalion ol  the cxpiratioii o i  its cilirciit base rate settleinelit agieemeilt. PEF notilied the 1’l’sC 11131 it intends to request ail 
increase in its basc rates, elTcccctive January 1, 2010 In its iioticc. PEF requested the FPSC to approve calendal year 2010 as tlic projectcd test Lxriod for setting 
iiew base rates aid ilia1 i t  intends to seek a~iritral rate relief between $475 million to $550 niiilion PEF intends to file its case-in-cliiefon M:ircIi 20. 2009 I-he 
request for increased base rates is based, in part. 011 iiivestiiieiits PEF is niaking it1 its generating lleet aiid i l l  its traiismissioii and distribution sWems. If 
approved by the FPSC. tlic new base rates would iiicrcasc iesidential bills by oppiosimatcly $15 00 pel 1.000 kWIi. or I 1  pciceiit. ell‘ectivc Jaiiuar); 1. 2010 
We caiiiot predict tlie outcome of this matter 
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As part ol its Febriiaiv 12. 2009 iiotification. P i 3  also inlornied tlic FPSC Uiat it  rnav seek additioiial rate rclicf i n  2009. priniarily drweii by tlic addition 01 its 
~cpo\vcIcd bar to\^ power plant which is cxpcctcd to begin coniniercial apcnltion i n  lune 2009: aiid dccieascd sales and liiglicr pciision costs inipacted bv thc 
curiciit 1iii:iiiciaI : i d  credit crises We c:uiiiot picdict tlic outcome oftliis ni:ittei 

/<elnil Carl-rl~co,~elT C k l l l  sex 

Each o l  the Utilities‘ state utility coniniissioiis allo\vs recovery of certain costs through vaiious cost-recoveiy clauses. to the cstent the respective coniniission 
determines i n  an anniial Iieaiing that such costs are prudent Each state utility commission‘s deterniination results ii i  the addition oi a clause to a utility’s base 
rates to reflect tlie approval of tlrcse costs and to reflect any past over- or uridcr--rccovery oi costs The Utilities gciicrally do not e ~ r i i  a iztiirn on the recovery 
of eligible operating expenses undei sitcli clauses: Iiowever: in certain jurisdictions, die Utilities may e:ini interest on undcl-recovered costs Additionally, the 
coniniissions may nutlioiize a retuni fool specified investnieiits Tor ciicrgy efficiency aiid consen~ation, capacity costs, eiivironnicntal coinplmce and utility 
plant Fuel. fiicl-rclatcd costs and certain piirchnsed power costs arc cligiblc for rccovery by the Utilities. The IJtilitics use coal. oil, Iwdroclcctric (PEC only). 
naturnl gas and iiucleai power to gcneratc ciectriciiy tliereby maintaining a diveise fuel mix that lielps mitigate the impact of cost incrcascs i n  any one fuel 
I.)ue to the regulatoiy treatment of these costs and the method allowed for recovery. cliaiiges i n  fuel costs lroni year to yeai liavc no material iinpoct on 
operating results of the IJtilitics, unless a commission finds a portion of such costs to Iiavc been inipnidcntly incurred l-lonwcr, delays between the 
expendiiurc h r  fuel costs and recovery froin ratcpayeis can adversely impact the tiiiiing of cash flow of the Utilities See M I M A  - “Regulaton~ Matters and 
Recovery of Costs” for additional discussion iegai ding cost-recovers clauses 

Costs recovered by the Utilities throrigli cost-recoven’ clauses. by rctail jiirisdictioii. were as iollows: 

* h’or.//r Carolirm /<e/trii - fuel costs. the fuel and other portions o l  purchased power (capacity costs foi puicliases lion1 dispatchable QFs are also 
recoverable), costs of nciv denialid-side maiiagenicnt (DSM). cncrgy-efficiency programs and costs of reagents (coiiinioditics such as animonia and 
li- WOIIS control technolonics) and eligible renewable eneigy costs? 

Sorrh Cnrolirro Retail - fuel costs, certain puicliased power costs, costs oi reagents, sulfur dioxide (SOz) and nitrogen oxidcs (NOS) emission 
allowance espcnses; and 

. . .  
--- -__ 

* Noric/tr R e t d  - fiicl costs, purcliascd powci costs, capacity costs, cncrgv conscivatioii cxpcnsc a i d  specilicd eiiviionineiital costs. including SOz and 
NOS cmission allowancc expenses 

As discussed inore fully i n  MDRcA - “Otlier Matters - Regulatory Eiiviroiimciit,” cligiblc iiuclcar costs not ptcviotdv rccovcrablc tlirot~gli cost-recovery 
clatises are recoverable it i  the Floiida letail jurisdiction beginning i n  2009 

s/0)711 /<L?COSl?l?, 

I n  accordance with its base rate apreeinent. PE.F accii ies $6 niillion annually i n  base rates to a stonii damage ireserve and is alloived to deler losscs i n  cxcess o i  
the accumulated rcseive for niajoi storms Under the order, tlic storm reserve is cliai gcd with ORrM expenses relnted to  storm I cstoiotion and with capihl 
espcnditurcs related to storm restciratioii t1ia1 arc i n  excess of cxpcnditurcs assuming normal opcrahg  conditions 

111 the event fiiture stomis came the reserve to be depleted, PEF would be able to petition tlie FPSC for iniplemcntation 0 1  an inteiini suichargc of at least 80 
pcrccnt and up to IO0 percent of tlic clainicd deficiency of its storm icscrve Intcivcnors ~ C S C I Y C  tlic light to cliallengc tlic i i  i n 1  surchargc recovery of tlic 
additional 20 percent above the 80 pwcent of tlie clairiied deficiency oftlie storni resewc ‘The FPSC 113s the riglit to review PI  1 stoini costs Cor prudence 

I’EC docs not iiiaiiitaiii a stoim dainagc ic~crvc account and docs not have an ongoing rcgulatoiy nicclianisni. such as a suI-cIiatgc. to rccovcr sloi ni costs I n  
the past. 1’EC has soiiglit mid received permission from the SCPSC and NCUC to defer and ninortize ccutain storm recoven’ costs 
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Ihe iiiiclear po\\ei iiidustiy faces tinceiiaiiitics n i t l i  respect to the cost and long-term availability 01 disposal sites for spent niiclcar Itiel aiid other radioactive 
~ a s t e .  coiiipliance with chaiigiiig regiilatory ieqiiireiiients, nuclear plant opeintioils. capital outlays for iiiodifications and iiew plant construction. the 
technological aiid linaiicial aspects 01 decoi~iiiiirsioiiiiig plants at the end 01 tlieir licensed llves aiid reqiiireiiients relating to nuclear insurance Nuclear uni ts  
aie peimdicnlly ieiiioved froiii senwe to accommodate iioriiial retueling and iiiaiiiteiiaiice oiitages. iepairs, uprates and cei 13111 otlier iiiodificationr 

PEC o n n s  and operates lour niiclear gcneratiiig units, BriiiiswicA Nuclear Plant (Brunswicl;) Unit  No 1 aiid Unit No 2, Sliearon llarrir Nuclear Plant 
(Ilarris). and Robinmi Niiclear I’laiil (Robiiisoii) All of I’EC’s nuclear plants have ieceived ienewed operating licenses 3s IIarns icceived a 20-vear 
edeiision I io i i i  the NRC oii i t s  operating license on Deceiiibei 17. 2008 NllC operating liceiises lor Biiiiiswicl. No 1 nnd No 2. liarris and Robinson 
curiciitly e\pirc i n  September 2036, December 203-1 October 2046 aiid luly 2030, respcctiveh 

I’EF o\uiis and operates oiie iiiiclear geiieratiiig unit. C n ~ s t a l  River Unit No 3 (CR3) The NRC operating license lor CR3 ctiiiently e\piies i i i  Deceiiibei 2016 
On lkcciiiber 18, 2008. PEI. submitted aii application to tlic NRC requesting a 20-year extension of tlic CR3 opciating license 1 he Iiccriw iciicwal 
applicatioii lor CR3 IS  ciiiicntly tinder ieview by tlie NRC with a decision expected in 201 I 

Since 200 1. PEC and 1 W  liave wade varioiis inodilications to increase tlie output ol tlieii nuclear locilities I n  Jaiiuniy 2007. the I-I’SC approved PEF‘s 
petition to tipiate CR3’s gloss outpiit by appro\iiiiatclv I80 MW Tlic iiiulti-stage upiatc I\ expected to increase CR3‘s gross outpiit by appro\iiiirrteh 180 

iiiodilicatioii (See Note 7C) 

I lie NRC periodically irsi ics bulletiiis aiid ordeis addressing industry issties ok interest oi colicern tliat necessitate a response I i o i i i  the ~iidusoirv It 17 ow intent 
to Loiiiply \\it11 aiid to coniplcte required rcsponscr iii a tiiiicly aiid acciiiate manner Any poteiitial Iinpact to coiiipany opciatioiis will vaiy and will be 
dependent upoii tlie iiatitie of tlie iequirenient(~) 

POTENTIAL NE\\’ CONS1 IIUC’TION 

While we Iiave not made a liiid determiiiation on niiclcar constriictioii, we have taken steps to keep open the option 01 build~ng a plant or plants Dunng 2008, 
I’CC and PET filed conibined license (COL) applrcaoiiotis to poteiitiolly construct new iiuclear plaits in North Carolina arid J loirda (See Iteiir IA “Risk 
Factors”) The NRC estimates illat i t  will take approumately tlircc to h i r  yean to review and process the COL applications 

On laiiuaiy 23. 2006. we aiinouiiced that PEC selected a site at  l lanis  to evaluate for possible future iiucleai eupaiision We selected the Westingliouse 
Llectric /\PI000 reactor design a5 tlic tccliirology upon ~vlricl~ to hsc PEC‘s application subniission On I-cbnnlary 19. 2008, I’LC lilcd i t \  COL application 
i v i t l i  the NRC for tivo additioiial reactors at I ~ ~ I T I S  On Apnl 17. 2008. the NRC docketed, or accepted for review. the Ilarris application Docketing the 
application does not preclude additional iequests lor iiiloniiation as the review piocecds, nor does i t  indicate wlietlier tlie NRC will issue the license On lune 
4. 2008, the NIiC published tlic Petition for Leavc to Intervene Petitions to intervene iiiay be filed w i t l i i i i  60 days oTtlie notice bv aiiyoiie whose interest iiiay 
be affected by tlie proposed license and \vIio \vtslies io palticipate as a party i n  tlie proceedmg One petrtion to intervene \vas liled W I ~ I  the NRC within the 60- 
day notice period We cannot predict the outcoine of this matter 11 we ieceive approval fioiii the NRC aiid applicable state agencies, and 11 the decisions to 
build are made. a new plant would riot be online tintil at least 2019 

011 December 12. 2006. we aiinouiiced that 1’EF selected a gieenlield site i i i  Levy County. H a ,  (Levy) to evaluate for powble lutuie niiclear e\paiisioii We 
selected tlie Wertiiielioiise Electric APlOOO ieactoi design as the 
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tccIiiiolog\i upon wliicli to base I' ' applicatioii stibniissioii I n  2007. I'liF cotiipleted the puicliasc 01 appioxinialeI\~ 5.000 acres foor Levy and associated 
transniission needs On July 30. 2008. PEF filcd its COL application will1 llic NRC Ibr two icactors The FI'SC issued the find order granting I'EF's petition 
foi the Deterniination of Need h i -  l..cvy on August 12. 2008 011 Octobcr 6. 2008. tlie NRC docketed. or accepted foi- review. the Levy nuclear project 
applicatioii L~ocketing the application docs not pieclude additional ieqiicsts for infoi niatioii 3s tlie review proceeds: nor does i t  i~idicate \vlietlier tlie NRC will 
issue tltc liccnsc On Deccnibcr 8. 2008. the NRC publislied the Petitioii for Leavc to Intcivciie Petitions to intervene niay be Gled witliin 60 days of the 
notice by anyone ivlrose interest n i q '  bc afl'ec~cd by the proposed licciisc and ivlio ntislies to participate as a paily in the proceeding One petitio~i to intenfcne 
was liled with the NIlC \vitliin the 60-day notice period We cannot predict the outcome of this matter On December 3 1. 2008, PEF signed an agreement with 
Westinghotise Electric Conipany ILLC and Stone & Webster. Inc foi the engineeiing, procure~nent and constritetion of two n~iclear tinits at Levy The contract 
price for the two Lev?; units combined is approximately $7 650 billion. part of which is subject to agreed upon escalation factors The total cost for tlie hvo 
generating units is estimated to be approxiniately $14 billion This 10131 cost estiniate includes land, plant components, financing costs, constniction. labor. 
regiilatoiy fees and the initial cole for the two units An additional 163 billion IS  estiniated for the necessary transnlission equipment and approsinialely 200 
miles of trans~iiission lines associated with the project. 'The final cost of the project will dcpciid on the co~nplctiort dates, which will be deterinitied i n  large 
part by the NRC review scliedule On Febiiiaiy 24. 2009. I'EF ieceived the NRC's scliedule for review and appiovnl ofthe COL PET: is :issessing the impact 
of the NRC schedule on the plans and estiinated costs for Levy If we receive appiovnl fiom tlie NRC and applicable state agencies. and it the decisions to 
build are niade, safctclv-relalcd constniction actii~itics coiild begin as  earl^ as 2012, and a new plant could be operational i n  tlie 2016 to 2018 tinicfranic 

SISCIIRITY 

The NIlC 113s issited various orders siitcc September 2001 with regard to sccnrity at nuclear plants Tliese ordeis inclitde additional ieskictions on access, 
incicased seciirily nieasures 31 iiuclear facilities and closer coordination with our partners i n  iiitclligence, nliiit:~ry~ law enforcenieiii and eniergency response 
at the Cedernl. state and local levels We conipleted tlie rcquiienients as outlined in the alders by tlie coniniitted dates As tlie NRC. oilier govenimental entities 
and thc industrv continue to consider security issues. i t  is possible that more extensive securitv plans could be required 

-- - SPENT FUEL 4ND OTIIER IIIGI1-LEVEL R.4I)IOAC'I'IYE \VAS'l'Ii 

l'lie Nuclear Waste Policy Act of 1982 provides the framework for developnient by the federal government of interini stoiage and permanent disposal 
Facilities for Iiigli-level iadioactive waste materials The Nuclear Waste I'olicy Act of 1982 proniotes increased usage of interini stoi:iae of spent nilclear fuel 
at existing niiclcar plants. We will continiie to nia~iniize the use of spent fuel sl01'3gC capability within oiir own facilities for as long a s h s i b l e .  

With certain modifications and additional approvals by the NRC, including the installatioii of on-sile dry cask storage facilities at Robinson. Bi-unswick and 
CR3. the Utilities' spent niiclear fitel stoiage facilities will bc sufficient to piovide storage space for spent fuel geiierated on their respective systc~ns tlirough 
the expiratioit of tlie operating licenses. including any license esieiisions. for their nuclear generating onits. Harris has sufficient storage capacity iii its spent 
fitel pools tliroirgli tlie expiration of its esieiided operating license 

See Note 22D for 3 discussion of tlie IJtilities' contracts with the DOE fbr  spcnt nuclear l i d  

DECOMbIlSSIONING 

In the Utilities' ietail juiisdictioiis, piovisions for niiclear dccoiiiiiiissioninp costs 318 approved by the NCIIC,, the SCPSC and the FPSC and are based on site- 
specilic estiniatcs that include tlic costs for removal o i  all radioactive : id  other stnlctures at tlie site I n  the wliolesale jurisdiction. the provisions for nuclem 
dccominissioniiig costs ale approved by tlie F IRC A condition of the operating license for each unit requires an approved plan for decontaniination and 
decoiiiri~issioiiiiig See Note 4D for a discnssion of tlie Utilities' niiclear dcconiniissioning costs 
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l iN\~IIION~lENI‘A I, 

We ale suliject to regul:itioii by various rcderal. stale and locd auiliorilies iri the aleas 01 air qudily. iwiler qu:llily. cont~ol of tosic substances and l ~ a z a r d i ~ s  
and solid wastes. and otlicr eiivironiiient:il mattcis Wc believe that we are iti substantial compliance with tliosc cnvironnicntal regulations currently applicnblc 
to o w  business aiid operations and believe wc liavc a11 tic per niits to conduct such opemtions Environmcntal laws and regulations frcquciitly cliaiige 
and the ultiinate costs of coiiipliaiicc cannot aI\vays be p estimated I’lic curieiit cstiniated capital costs associated witli coinpliance with pollution 
coniiol laws and regulations that we cspcct to incur ale included witliin MD&A - ”Liquidity aiid C:tpitaI Resources - Capital Espcnditures” and witliin 
MD&A - “Dtlicr Matters - E~iviionnicri!ol Matters ’‘ 

71ic provisions of tlie Conipreliciisive Environmental Response, Conipensntion and Liability Act of 1980, as amendcd (CE,RCL.A), autliorizc lhe E-PA to 
ieqtiire tlre clcaiiup o l  hazardous waste sites This statute iniposcs ietroactive joint and several liabilitics Some states. including North Carolina, South 
Carolina and Florida. have similar t y p  of Icgislation. We arc periodically notilied by rcgdators, including tlic EPA and various state agencies, of o w  
involvement or potential iiivolveinent i n  sites that iiiay require itivcstigatioii a d o i  reiiiediatioii 

’i’licrc arc picscntly hazaidoiis wastc sites, including tlic Ward Traiisfoliiier site (Ward) and sevcral tiiaiiufactuied gas plant (MGI‘) sites, with rcspcct to which 
we liave k e n  notilied by the EPA, tlie State ofNoilli Carolina or tlie Slate of Florida of our potential liability, as a ~wteiitially iesponsiblc pafly (PRP) We 
liavc accrued costs lor the sitcs to thc crtcnt o u r  liability is probable and the costs can be reasonably estimated These costs arc eligible for rcgulatory recovery 
tlirouglt cithcr base ratcs or cost-recovery claims (Sec Notes 7 aiid 21) Both PIX and PEF cvaluatc potcntial claims against othel PRl’s and insiirancc 
cmiers  and submit c1:iims for cost rccoveiy wliere appropriak 7Hie outconic oftliesc potenlinl claims cannot be predicted While we accrue for probable costs 
that can be reasonably estimated, k e d  npon tlic cinieiit statns of some sitcs. not a11 costs can be reasonably estimated or accrued and actual costs may 
materially exceed our aeciiinls Matcriul costs i n  crcess 01 our accruals could have an adverse impact on oui financial condition and results of operations 

Tee Note 21 and MDRrA - “Otlicr Matteis - E11~~1101niiciita1 Matters” for additional diicussron of our erivironniental iiiatters, including specific ciiv~roiiniciil~ll 
miies, the statiis of {lie iwics. accruals associated with issuc icsolutroiis arid our associuted exporurcs . _ _ _ ~  

E ILIPL.OYEB s 

As o l  Fcbruaiy 16. 2009. wc cinploycd approsiiiiatcly 1 1,000 ~i~ll-tinic oiiplopecs Of this total, appioxiinatcly 2,000 employces at I‘EF arc rcprcscntcd by 
ilie Internntional Rroilicrliood of Ekctlical Workers Progress Liieigy aiid llic Iiiten~a~iorial Rrotl~erliood of E.lectiical Workeis entered a new three-year labor 
contract beginning Dcceriibcr 2008 We consider our relationship with eniployees. iiicliiding those covered by collective bargaining agreeiiieiits, to be good 

We have a noiicontributoiy delined benefit ietiienient (peiisioii) plan IbI siibstantially all full-tiine employees and an cinployee stock ownership plan among 
other employee bcnefits Wc also provide contributoiy postrelireiiient benetits. inclnding certain hcalth care and life insurance benefits. for substantially all 
retired ciiiployees 

As of Febniaq 16.2009, PFC and PE.F employed ~pproxiniatcl~~ 6.000 and 4,000 full-time employees, respectively 

I’EC 

GEN lSlU L 

PE.C is a regtila~ed public utility founded in  North Carolina i l l  1908 and is primarily engaged i n  tlic genemtioii, transmission, distribution arid sale of 
electricity i n  portions of Noitli and South Carolina. At December 3 I .  2008. ITC had a total suiiiiiicr generating capacity (including jointly owned capacity) of 
12.41 5 MW. For additional iiifomintioii about PIC‘s gcnccating plants. scc “Electric - I’EC” in  ltciii 2, “Propcrtics ‘’ PEC’s systcni norinally cspcricnccs its 
liigliest peak demands during [lie stininlei-, and tlic all-tiitrc syslcrn peak o r  12.656 rriega\vatt-liours (MWII) was set on August 9. 2007. 
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I’EC‘s ~c iv icc  territory covers approsiniatcly 34.000 squarc inilcs. including a substantial portion of tlic cw~stal plain 01 Not IIi Carolina extending froin the 
Picdiiioiit to die Atlantic coast bctwcen tlic I’aiiilico River and the Soiitli Caiolina boidei, tlic lowci Picdiiioiit section of North Caiolina, an area in  westeiii 
North Cmoliiia i n  and around the city of Aslicvillc and an arca i i i  tlic nortlieastein portioii of South C:irolina At Deceiiibcr 31. 2008, I’EC \vas piovidiiig 
electric scrviccs. retail and wholcsalc, to approsiiiinlcly I 5 million custoiiiers Major wliolesalc piwcr sales custonicis include North Carolina Eastcni 
Murricijxd Power Agency ( I h v c r  Agency), N o d i  Carolina Elcctric Mctiikrsliip Coiporation and Ptrblic Works Coriinij.ssion of the City of Faycltcvillc, North 
Carolina PEC is subject to tlic nilcs and regulations oftlic FIIRC. tlic NCIJC. tlic SCPSC and the N I X .  No siiiglc custoiiier accoiiiits for iiiorc tlian I O  pcrcciit 
of PEC‘s rc\’cllucs. 

’s segment prolit \vas $531 million, $498 million and $454 million for tlic ?tears cndcd December 31. 2008. 2007 and 2006. respectively PEC’s total 
s wcrc $13 165 billion and $1 1 955 billion asoiDccciiibci 31. 2008 and 2007, respectively 

BILLED ELEC,TRIC REVENUES 

I’EC‘s electric rcvcnucs billed by ciistonicr class, lor the last tlircc ycais, aic sliown as a percentage ortotal PEC clcctiic icvenues i n  tlic tablc below: 

I3ILLED ELEC’TRIC REVENUE, PERCENTAGISS 
2008 2007 2006 

-- 
Major iiidustncs iii I’EC’s SCIV~CC arca include tc\-tilcs, cliemicals. nictals, papcr. li,od lubber and plastics. wood products and elcctiunlc macliincrp and 
cqurplllcnt 

IT1 EL ANI) PURC‘I I AS ED POWER 

SOZJRCES OF GEAER4TlON 

PEC’s constiniption of vanoils typcr oi fiicl dcpcnds on scveial factois, tlic nioct important of whtcli arc tlic demand for clcctncity b y  PEC‘s cu\toiiicrs, tlic 
availability ofvaiiotis generating units, the availability and cost of fuel and tlic rcquirenicnts of lederal and statc rcgulatoiy agcnctes 

PLC‘s total rystcm gciiciation (including jointly owned capacity) by piiiiiary ciicrgy soiiicc, along with puichascd powcr foi tlic 1351 tlircc years is picscntcd 
111 t l l C  iiollowlllg table 

ENERGY h l l S  PERCENTAGES 
2008 2007 2006 

I’EC I S  generally permitted to pass tlic cost 01 fiicl and ccrtain purcliascd powcr costs to its ciistoiiicrs tlirougli fiicl adjo\tnicnt clauses The futurc priccs for 
and availability of vanoiiri fiiels discussed ti1 tliis report cannot be prcdicted with complete cci-tainty SCC “Cotiiiiiodity Price Risk” tinder Itcm 7A. 
“Quaiitilati\~c And Qunlita~vc Disclosuics About Market IZisl,“ and Item IA. “Risl, Factors ” Ilotvever. PEC bclrcves that tls fiicl supply cotitr11cts. as 
dcsciibcd below and 111 Notc 22A. will be adcquatc to meet i t s  fiicl supply nccdr 
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PIIC's :ivcr:lge luel costs per niillioii Biitish Uieniial units (Utu) f o r  tlic last tlirce years were as follon,s: 

AVE,lLAGE FlJLL COS1 
@r inill ion Btu) 2008 2007 2006 

Clianges i n  tlic iiiiit piice <oi coal. oil and gas are due to niarkct conditions l3ccnusc !lic\e costs ale pninnnly recovercd tlirough recovev clauses cstabllslied 
bv iepu1ator.i. Iluctuntioiir do not mate1 rally alfect net inconie 

COOl 

I'EC anticipates a requiicoient of appio~iiiiately 1 7  n i i l l i o n  !om of coal 111 2009 Alriiosl a11 of t l~e  coal will be supplied lioiii Appalachian coal sources 111 the 
1Jnited States and w i l l  be pniiianly delivered by in11 

For 2009, P1.C 1ms short-tcnn. nitcmiediate and long-teini agreeinents fioin various sources for appioumntely 100 percent of 11s estimated burn requremeiits 
01 its coal iniits 1 lie contiacts have expiration dates ranging lioin one to ten years PEC w i l l  continue to sign contracts of various lengtlis. temis and quality to 
meet i t s  cyiccted bui 11 requireiiieiits 

l\'llcll~.nr- 

Nuclear luel 15 pioccssed tliiougli lour distinct stages Stage5 I arid 11 involve the niining and riiilling 01 tlic natural uiai i iuni  ole to produce a uran~u~n oxide 
concentrate and tlie conversion of tliis concentrale into uiaiiiuni hesalluonde Stages 111 and IV entail the eiiriclinient of the iiraiiiuiii Iiesalluoridc and the 
lobncation of'tlie ciii tclied uraiiiinii licxalluoride into usable fuel assemblies 

-- - __- -- 

P1.C 113s sufficient i~raiiiuiii, ccxiversioii, enrichnient and fabrication contracts to niect its iinclenr fuel requilement needs for tlic foreseeable fiitiire PEC's 
nuclcai fuel contracts typically Iiave temis ranging from tliree to fineen yenis For a discussion oCPEC's plans with respect to spent fuel slorage, see "Nuclear 
Matters '. 

P trl"cllrl.sl?d Po lVl?r- 

I'EC pnrcli:~scd approsini:itely 4 8 million MWIi. 3 9 million MWh and 4 2 niillion MWli of its system energy rcquiren~ents during 2008, 2007 and 2006, 
rcspectively. inider purcliase obligations and opeintitip leases and had I ,.310 MW ol firm purchased mpacity under contiact during 2008 PEC may need to 
acquire additional purcliased power capacity i n  tlie iutwe to acconiniodate a poition oi its system load needs I'EC believes that i t  can obtain adequate 
purcliased powel- lo inect these iiecds I-lowcver. during periods of high demand. the price and availability of purchased power niav be signilicantly affected 

Oil tnalGor 

Oil and natural gas supply for PFC's generation lleet is purchased under tcrni and spot contiacts from various suppliers I'EC 113s dual-fuel generating 
iacilitics that can operate with botli oil and gas. The cost of PEC's oil and gas is either 01 a fixed piice 01 determined by iiinrket piices as reported in  certain 
industiy publications I'EC bclicves that it has access to an adequate supplv of oil and gas for the reasonably foiesceablc future PEC's natuial gas 
tr:inspoi tation I'oi its gas penemtion is pili chased under term lirm t~ansportation contracts with interstate pipelines I'EC also puicliases capacity under otlier 
con1iacts and utilizes traiisportation for its peaking load requirements 
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II\Y JI ozlc>c/rrr 

PEC k i s  tliicc I i j  dioclccrnc eeiicra~riig p1:iiits licensed b\ rlie TI RC Waltcrs I illeiy :ind Blcne t~  1’1 C dso o\\’ris the Maisli:iIl I’laiit ~sliicli Iias a Iiccnse 
c\eiiiptioii I lie to id  siiiiiniei generating capacity foi a11 loui units I S  228 MW PLC subniitted aii appl icat iw to ieliceiirc h i  50 years itr I illew and Blcwetl 
l ’ l ~ i i t \  and aiilicipates a dccisioii b) tlic 2-CRC i i i  2009 TIic Wallcis Plant Iicctisc will expire i n  2034 

I’EF 

GlSN E I U  L 

PLI: i s  a icgulated public titility lotinded i n  1.lo1ida 111 1899 and I S  piiniarilv engaged iii the geileration. ttniismission, distribution and sale of eleclncity I n  
portions ol I-lorida At Decembcr 31. 2008. PEI: l i x l  a total suniiiicr generating capaci eluding jointlv owned capacity) 01 9,360 MW For additional 
infoimatioii nlntii PET’s geiiemtiiig plaiits, scc “Electiic - 1TF’ i n  Iteni 2. “l’ropei-ties ” syntein nornially c\periences: its Iiigliest peal demands during 
the wiiilei. and the all-tiinc systeni peal; 01 10,276 MWIi was set on February 6,  2009 

service tcrritoi>f COVCIS approuniatclv 20,000 square iiiilcs i n  wcst central Florida, and includes the densely populated arcas aiouiid Orlando a$ well as 
es 01 St Pctci4xirg and Cleaiwatei PEF I S  ~iiterconnected \villi 22 iiiiiiiicipal aiid 9 itiid electric coopeiative syStenis At Decemkr 31, 2008. PEF was 

pioviding clectiic Scn’iccs. ic ta i l  and \\~liolcsalc, to appio\iniatelq 1 6 million ciistoiiiers Major wholcsalc p w c i  salcs cwloiiien iiicludc Scininok Electnc 
Cooperative Iiic Reedy Creel, Impiovemciit District 7 anipn FIecttic Coiiiponj~, IFIorida Municipol Power Ageiicy, aiid die city of Winter Pork PEF IS 
subject to llic iiilcr aiid regtilatioiir 01 the FCRC. tlic rPSC and theNRC No single c t~~Ion ie i  accowils lor iiiore than 10 percciit of PEF’s rcvcnlieb 

I’CT‘r wgiiiciit piolit \ w s  $383 niillioii. $315 inillion aiid $326 niillion foi tlie ycai5 eiidcd I~ccciiiber 31.  2008. 2007 and 2006, rerpectively PEF‘s iota1 
assets were S1Z 471 billioii and $10 063 billioii as 01 Deccinbcr 31 2008 aiid 2007, icqxctlvely 

I3ILLEI) EIAC‘TRIC‘ REVENUES 

electric ievcniics billed by customer c10s.j for the ]art t h e  yeais. arc sIio\\,ii as a peicciitage 01 total PET clectiic ie~ciiiies i n  the table below 

IlILI,ED 61,ECTRIC REVENUE PERCEN 1-AGES 
2008 2007 2006 

”0 

Y O  

?6 
*h 
t‘o 

Major iridustries i n  I’EF‘s teri-itoiy include pliosphnte rock niining and piocessing. electronics design and manufactuiirig. nnd citi tis and other food processing 
Other iiiajor comi~icrcial activiiies are tourisin, henlth can.  coiistnictiori and agiicultuic 
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fuel depends oii several lactois, the niost iiiiportant of which are the demand for electricity by I' 
. rhc availability and cost or rue1 and tlie iequiremeiits oi ledeial and state regulatoiy agencies 
pacity) by priiiiary energv source. along with purchased powei- for the last three years is prcserited i n  tlie following 

table: 

ENEIIGI' RIIS PISRC'ENTACES 
2008 2007 2006 
34% 
30% 
21 % 
15YO 

PE.I;'s average fuel costs per iiiillion Btu for the last three years weie as iollows: 

Nuclear 0.43 0 4 8  0 5 0  
Weighted-a\~ciape 5.67 4.85 4 21 

Changes i n  tlie u n i t  p i icc  Ibr coal. oil and gas arc due to iiiarket conditioris Because lliese cmts are p~iniarily recovered tlirough recovery clauses established 
by regulators. fliictii:itioi~s do not iiiatcrially alfcct net iiiconie 

Oil m d G m  

Oil and tiattlral gas supply for I'EF's genelation fleet is pili chased under term and spot contracts lion1 various supplicrs PET: 113s dual-lid gcnerating facilities 
that c:iii operatc with both oil ond reported iii certain indusiq 
publicalions PEF believes that i t  11 ccess to aii adcquste siipply of oil and gas for the reasonably ioleseeable future PEF's natural gas transportation for its 
gas gcncration is purcliased under tcrni liini tianspoitatio11 contracts with interstate pipelines PET: p~rcliases capacity 011  a seasonal basis kom iiuiiierous 
sliippcis and iiiterst:ite pipeliiics and utilizes tr~iispor~ation to seive its peaking l i d  ~cqiiireliients 

Con1 

PE.1; aiiticiptes a ieqiiirenieiir of appiosiinately 6 inillion totis of coal in 2009 Approsiinalely 70 peicent 01 h e  coal is expected lo be supplicd Goiii 
Appalacliiaii coal S O I I I C ~ S  111 the United Stales and 30 percent supplicd froni coal soiircc~ i l l  tlic llliiiois Basin. Colomdo, and South Aiiierica Approximately 
50 pelcent of the coal is espcctcd to be dclivcicd bu rail and the reniaiiidcr bv watei 

For  2009. PEI; has intennediatc aiid long-tenii coiitracts \villi various soiirces for approsinialclv 100 percent of the estimated burn requirements of its coal 
units These contracts liave price adjustiiient provisions arid llavc espiratioil dates ranging iron, oiic lo ten years All the coal to be purciiascd for PEF is 
coiisidei-ed to be Io\\~-siil~iii coal by iiidustiy standards 
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l’ro~clrtr W l f  Po l1’1~1 

1)LF puicli:iscd appio\iiiiatelv 10 2 ni i l l io i i  MWli I I I inill ion MWli aiid 10 -I iiiillioii MWli of its syrteiii eiicrgy requirements during 2008. 2007 and 2006 
respectively. under piiichasc obligations, opciatiiig leases aiid capital leases a i d  hid 2.41 7 MW ol’linn puichased capactty tinder contract duiing 2008 These 
agrceiiiciits include appio\imatcl) 786 MW of capacit\ iiiidci coiitiact \villi ceitaiii QFs PEF iiiay need to acqiiirc additioiial puichased power capacity 111 the 
future to accoiiiiiiodatc a portion of it5 nsteiii load needs PPI belicves that i t  cw obtain adcqtiate piircl~ased power to meet these needs Ilonever during 
periods 01 liigh deiii:iiid. llie price aiid availabililv 01 purcliased power iiiay be s~giiilicaittly affected 

M&nr 

Nuclear fuel is piocessed through four distinct stages Stages I and I1 iiivolve tlie iiiiiiiiig oiid iiiilliiig 01 the iiatuial iiraiiiiiiii ore to produce a iiraiiiiiiii oude  
coiicentrate and tlie coni ersioii of this concentrate i n t o  iiraiiiiini lie~alluoride Stages I l l  and IV ciitail the ciiricliiiient of the iiraiiiuiii Iie\afliioride and the 
labncation of tlie eiii iclied iiraiiiiiiii Iie\alluoride into iisable fiiel aswiiiblies 

PEF 1135 s u l h e i i t  iiraniiiiii. co~i \usron eiiiicliiiieiit and labricatioii contiacts to iiieet i t s  itticlear fuel reqtiireinent needs for the l’oreseeable future PEF‘s 
iiiicleai fuel contracts t j  pic:~IIv have tciriis ranging from three to Iiftceii ycars f o r  a discussion of PEI:’s plaiis with respect to ?pent fuel storage see “Nuclear 
Matters ” 

C‘ORI’OIZAI’E AND OIIIER 

Corpoiate and Other pnniarily includes the operations 01 the I’areiit aiid P I X  llle Paieiit‘s uiinllocated iiiteiert expense i s  included iii Corpoiate niid Other 
PESC provide5 cciitialized adiiiinistrativc iiiaiiageiiieiit and support senices to our subsidiaries Csseiitially all 01 the segment‘s revenues result from PESC 
seiwces provided to oiii subsidiaiies See Note I8 for additioiial iiiforiiiatioii about I’ESC seivices provided and costs allocated to s~tbsidiaries This segment 
also iiicludcs iiiiscelluiieoiis iioiircgtilated business are35 ilia1 do iiot sepaiately meet the quantitative disclosure ieqiiiienieiits as a seprirate busiiiess 5egiiieiil 

Ihe Co~poiate aiid Other segiiient‘s 105s \vas $141 i i i i l l i o i i  $120 i i i i l l io i i  and $229 million lor tlie \’ears elided December 31. 2008. 2007 atid 2006. 
ierpectively Coiporate aiid Otliei segineiit total assets weic $17 487 billioii and $16 ’356 billioii as of December 31. 2008 and 2007, respectively, which \ w e  
primanly comprised 01 the I’aiciit‘s in\ cstiiieiits i i i  subsidiaiier 

__- 
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2008 2007 2006 2005 200-1 
Energv suppl) (inillions of kWh) 

S 5.35 S 4 5 4  S 4 17 $ 4 0 5  S 

S 3.66 S 3 1 7  S; 2 8 6  S 2 8 3  S; 
$ 0.46 5 0 4 5  s 0 4 4  $ 044 s 

s (iiiillioiis of kWh) 
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11EGULAI'LD OPliRATING STA'TIS1'ICS - P I C  
Years lindcd December 31 

2008 2007 2006 2005 2004 
Eiiergy supply (millions ol'kW11) 

1926 
o n 3  

2,475 ... . ,\ 2,106 ~ . ,  2,795 60 
I 1  d io  129 -113 I J Y  
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RIGULATED OI’ERA1‘ING SI A1 IS’fICS - 1’13- 
Yenis Cnded Ucccnibei 31 

2008 2007 2006 2005 2001 
Energy supply (niillrons of tWh)  

Generatcd 

tioii Turbines/Coriibiiicd Cycle 



ITEM I A RlSK I'AC YORS 

Investing i n  tlie secunties of the Piogress licgistr:iiits involves i i L ~  including the iishs desciibed belon, that could aliect the Piogiess R~gis1i:iiits and tlieii 
busiricsses. as \veil as ilic criergq iiidiirltj in  gctier~l Most 01 tlic busiiieii ~iili~rinatti~ii as well a5 tlic financial and operational d ~ t a  coiitained ni our iisk 
iactois are updated pcriodicallv i n  the report5 the Progress Registrants file with tlie SIX Altlio~igli the l'rogre.;.; Registiants have diwisied current niateiial 
iisls. please be aware that otliei ns l s  may prove to be inipoiiaiit i n  tlie iiiture New risI\s may enieigc at any tiiiie and the Piogrcsr Regi~trants cannot predict 
such nsls  or cstriiiate the eutent to whtch they may affect tlicii fiiiaii~ial peiloiinnnce Befoie purcliasing securities 01 the Piogress Iiegistrants yoii should 
carcfullv consirler the lollowing risks and the other inlormatio~i i n  this combined Annual Rcport as well a i  tlie docuinents the Progress Registrants file w i t h  
the SEC ironi time to tinie Faell o f  the r i k  described below could rerult i n  a decrease i n  the value of the securities 01 tlie Piogress Repistiants aiid youi 
rnvesfnien~ tlierein 

Solely w i t h  respect to tliis Item 1.4. 'Risk Factois." uiiless the context otlienvise requires or the disclosure otlierivise indicates, ieleiences to ' we. 
"our" are to each 01 the individual Progress Registrants and the matters discussed are generally applicable to encli Progress Registiant 

f!fe flre SllbJecl lo f l l l l d  llltd cOIltp/CV goi*eritntelrl ~~&VlklllOllF l/lIll Iltlly h / I W  I1 IlegfIfli'~ UJlp~ICf 011 0111' hit\lileyc. fiJlNltCll1~ ~Ol ld l l l 0 l l  fllld reTl1h <$ 
0perlltroll s. 

We are subject to conipreliciisive regulation by niultiple lederal state and local regulatory agencies which signilicantly infliiences oui opeiatiiig eiivtionnient 
and may aiicct our ability to ~ecover  costs ir0111 utility customers We arc SllbJCCt to regulatory oversight w i l l i  ieslxct to. aiiiong otliei tliings. rates and reivice 
loi electiic eiiegy sold at retail. retail wrvice teriitory siting and construction of facilities, and isriiance~ of securities 111 addition. tlic 1Jtilities ore subject to 
ledeial regulation w i t h  respect to ttansiiiiisioi~ and bales of wliolesalc power. accounting and cerlaiii othei iiiattcrs We are also required to have niiiiier~tis 

__-- 

the Obama adiiiinistration We may become sublcct to new l a \ ~  and 
~cgiilations. incliidtiig but not lrniited to. i n  tlie areas of ciiviroiiniental coinpliance. ietiewable ciieigy staiidaidi and energy policv Sucli cliaiiger i n  
~cgiilatioiis oi the ~niposition of additional regulations could have a11 advcise inipact on our financial condition and icsults olopciattons 

Our fi~t~~rtcrc~lyerfor~ttcr~tce cfepeitdT on the s i i c e e ~ ~ ~ d  operution of decfric ~ e i i ~ r i ~ t i i i ~ J j i c i l i f i ~ ~  b j ~  tire LitilitieP wid their crhility to dehw elertiici+ to 
CIO loiirert 

Operating electric generating facilities and delivery systeins involves many nsks, incl~diiig 

Additionally, we a ~ e  sIIbJec1 to legislative clianges at the state and ledeial level 

operator m o r  aiid breakdown or failure of equipiiicnt or processes: 
operational I i i n i  tations imposed by e nvi ronni en tal or otliei- regulatoiy req uircni ents; 
inadequate o r  unreliable access to tronsinissioii and distribution assets: 
labor disputes; 
interruptions to the siipply oi iuel and otlier coniniodities used i n  generation; 
compliance with inandatory reliability standards. including any subsequenl revisions. for the bull; power electric ssslein; 
inability to recniit and retain s1;illed teclinical workers, 
inadequate coal combustion product management (disposal or beneficial use) capabilities: and 
catasti-i>pliic events sucli as hiirricanes. floods, extreine drought, earthquakes. fires. explosions. terrorist atlacks, pandciiiic Iic:~Itli events siicli as 
avian inllueiiza or otlici similar occiirrcnccs 

We depend on transmission mid distribution facilities. including those op ia t ed  by unaffiliated parties. to deliver tlie electricity Uiat we sell to the ietail and 
wliolcsale markets Iftrniismissioii is disrupted, or if capacity is inadequate, our ability to sell and deliver products and sat is^ o u r  coiitmctual o b l i g n h s  may 
be Iiindei-ed Altliougli the FERC lias issued icgiilatioiis designed to ellcourage competition i n  wholesale market transactions lor clectiicih,. there is 
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the potential that fair and equal access to traiisniission systems will i i o t  be a t~~i lab lc  or that suflicient traiisniissioii capacity will not be available to transiiiit 
electric powei as we desire We cannot predict tlic timing ol  industiv changcs as it result o i  these initiatives oi the adcquacv of tiaiisiiiissinii facilities i n  
specific riiaikets 

l-he Utilities purcliase id. including coal, riatural gas. trraniciin and lucl oil, f i o i n  a riuinkr of suppliers OUI rcsults 0 1  opcratioiis could be iiegatively 
impacted by disi-uptioris in  the delivery o l  fiiel dne to \~ariotis iactors. inclnding but not limited to, 11 rtatioii delays. labor relations. weather. 
eiiviroiiriiental regulations, and,forca I ~ I ~ ~ I I I V  evctits. wliicli could limit the Utilities' ability to operate their fac 

We are sirh.ject LO conipliance tvit l i  inaridaton. FERC-approved reliability standards l~ailirre to coniply wi111 tlie reliability standards could result i n  the 
inipositioii of lines and penalties I f  we ale iinable to iiieet the reliability standaids for the bulk power electric system i n  the iuture. it could have a niateiial 
adverse eKect on out financial condition, ic~ults of operations and casli flows 

Due io ilie prospects for consiriictioii oi a number 0 1  new nuclear iacilities across the couiitiy and an aging skilled workiol ce. tliere is increased coiiipctition 
witliiii  tlie eneigy sector foi- skilled tcclinical workers for both the constnictron and operation of nuclear facilities Our ability to successliilly operate ~ t t i  
nuclear facilities is dcpendent upon o i i r  contiiiticd ability to recruit and ictniii sldlled tcclinical workcrs 

Our cod plants produce coal combustion products 1 lie otyjority of our plants arc nearing f u l l  capacity ior on-site maimgenietit of coal coinbustion products 
As a result, w e  are developing new coal combustion pioduct ~i~anagenicnt plans for our coal plants. which will resiilt i n  additional capital expenditures foi 
const1 uction of on-site iiimiageiiieiit iacilities and/or increased OBM cosls for off-site iiia~iagcnie~it ?-lie Federal government 113s announced i t s  intention to 
assess coal ash combustion pioduct ~iianagemeiit sites and will consider federal iegulation Additionally, iiilemakings at  tlie state and federal levels liave 
increased the risks associated with snrface w:istewater discharges and groundwater impacts, wliicli could result in  higlier ciivii onniental compliance costs 

The riite.s /lint I'EC rrttd P I T F  I ~ Z I I , ~  cliurge retiid c ~ ~ ~ s t o ~ t t e r . ~  for electric power w e  srrbject to /lie aiitliorify of state regri1irtor.s .4cc:ordiii,tgly, our proffl 
l~i,tlllgilhS COIlld be l i d l V l 3 ~ ~ y  cgfCCtCd $We do I IOt COIZfrOl R l l d p ~ l l d ~ I l t j J '  IJli7lIIIgC CO.S/"S f0 / / I C  . S f l ~ ~ Y / i l d ~ O l l  Of 1 . l ? p h t O 1 3 .  

The NCIJC, the SCPSC and the FPSC each exercise regulatory aullionty lor review and approval of the retail electric power rates cliarged within its 
respective state The Utilities' state utility comniissions allow recovery of ceitaiii costs, including certain prudent compliance and ncw 
construction costs. through vai-iotis cost-rcco\w-y clauses A portion of these future costs could potentially tX: deemed iinpnideiit by the 
coininissioiis Tlieie is also a delay between the timing o i  wlieii such costs are incurred and when the costs are recovered from the ratepayeis This lag can 
adversely impact the casli flow of the Utiliiies orid. coiiseqiictitly. our iiiteiest expense 

With tlie Utilities' expected incieased expenditures. including but not liiiiited to, environniei~tal coitipliance, new generation and i r a ~ i s n ~ i s s i ~ ~ i ~  facilities. 
compliance with renewable eiierpy stnndaids. and liiglier coiiiniodity prices. we anticipate that tlie Utilities' operations will be subject to an even liigltc~ level 
of scrutiny from regiilalors. policj~maltcrs a id  ratepayers State regulators may not allow PEC and PEF to increase fiiture retail rates i n  the manner or to the 
exteiit requested oi inay seek to reduce or freeze retail rates 

PEC's current base rates ai= subject to traditional cost-based rate regulation PEF currently es under a base rate scttlciiiciit agrccnient, i n  whicli base 
rates can only be clianged iiiider certain circiiiiistances The costs incurred by PFC and p not generally subject to k i n g  fixed or reduced by slate 
regulators. Tlie IJlilities' iesiilts o l  operations could be iiegativcly impacted if the lJtilities do not nmiage their costs effectively Our ability to maintain our 
profit margins depends upon demand foi electiicity i n  o u r  seiVicc territories and nianagement of our costs 

26 



Chse No. 2011-124 
Staff-DR-01-009 iii nttnrlitiient 
(I'rogrcss Pnergg) 
I'nge 3 1  of 507 

J~~L'(lflllg f h C  UllflClJJ~lf~d d ~ l t l ~ l l l d  I l l  Ol l r  5L'Il'lCe f ~ l l l f ~ l l C 5  1llflJ ~ ~ ~ I l l I ~ ,  1 1 1 1 1 ~ l Z ~  OflteI fhlIlg5, file C ~ l h 5 f l l l C f l ~ l l  llldhlll f / I C  I l l d  deClll/l? Ofl l rPl '  g(15 ~ I I l ~ ~ O l  

~ 1 5 5 0 C l ~ l f ~ d  f~~ l l15 lN l771011  f(lCI/lflU ll'e IIltlJ' 1101 he IIh/L. f0 ~bfOl l l  rt'qlllr'?rl ! l C ~ l l 5 e 5 .  p ~ P l i l l f 5  ( l l td  ~ L ~ h f 5 - ~ f - W U ] 1 ,  $IlCCILY5fil/lJ' (Uld f l l l l d J ~  COIJtpkfl? 
itiicaleur geitcrcrfion fitrilifia nri~l ntoileiiiizcrtioir of c( id gmernfioii fiicrlifrr, fo utcrenw on1 gerte.iifroir cqm!dity c r i t d  fhe ufmg m d  corrtfrnctton of 

cort~irrtctiori, or recoser ,Ire co5t of welt new geriernfron nrzd frrrrr~ntusioit fm rlttiev tlrrorlgli our h e  rcrfe, or ofher recoivrj riieclrnlzrsnn, m y  of ndriclr 
corrld cidiwrwly iiitpacf onrjbaortciol c.ortdittnrt. ctr~AJ7owr or re\riljs of opernfinrir 

Mccting the aiiticipatcd dciiiaiid \ \ i t l i i i i  tlic {Jtilities. service tenitoiies will rcquire a balaiiced nppioacli 1 lie tliree iiiaiii eleiiieiits 01 this baloiiced solution 
are (1  ) e-,paiiding our energy-cllicicncv programs. (2) iiivestiiig 111 the dcvclopiiient of altciiiative energy resources foi the future. and (3) operating state-ot 
the-art plants that prodiicc cnergy cleanly and elhciently by tiiodeniiniig e u s t l n g  plants and pli1s11111g optlo11.i Cor b u ~ l d ~ n g  new plants and associated 
t i  ansiiiis5ioii lacilitics 

The risks of each ol the elciiieiits of ow balaiiced solut~on include, but arc not limited to tlic Iollowiiig 

Encr~-Efl ic iency and Ncn Ener Resouices 

We are activcly pursiiiiig e-qmivoii of our DSM. cncrgy-efficiency and conseivatioii programs a5 encigy clficiency i s  one 01 tlie most ellect~ve ways to 
rcducc ciiergy cost\. o l lx t  the need Io1 iievv powei plants and protect the ciivironment Our cnerg~~-elliciency programs provide ways for custoiiiei) to reduce 
ciicrgy use 

We aie ~ b j e c t  to tlie nsh tliat otii cwtoiiiers iiiay not participotc i n  our coiisciwtioii programs or the loreca5ted results fioiii tlicse piograms may be less than 
ariticipakd This coiild rcsiilt III our Iiav~iig to ut i l ize gicatci levels 01 renewable energy resources to adiieve inandatcd renewable ciiergy standards, discuswd 
hclow. :ind require us to lui-iher evouiid our bascload generation or purchase additional power 

We arc also ~ b j e c t  to the nsh  that ciistoiiier participation iii  these program\ iiiay decrease our reveiiues With respect to encrgy cflic~c~icy and conservation, 
the Fl'SC 113s iiiitiatcd a sene'; ol public woihsliops to gathei iiilonnation oil how expansions to DSM piograms iiiay affect a util i ty's ability to recover 
adeqiiate ievenuc~ Alllio~igJi nwksliops liave bceii lield to date. tlie FPSC 113s not initiated any rornial riilci~ialmg piocess or policy changes regalding th is  
issue, and i t  is unccitaiii wliat icgiilaton, action 1 n a ~  talc place i i i  the fiituie 

We ale actively engaged i i i  a vanety of alteniative eiieigy piojccts, ~ncludinp solar, hydiogeii. biomass and landfill-gas technologies We ale evaluat~ng the 
feasibility 01 p ~ ~ d u c i i i g  clcctncity Iron1 hog waste and other plaiit or aniiiial sourccs Tlicse alternative eiicrgy P ~ O J C C ~ S  may be dctcrmr~icd to not be cmt- 
efficierit or cost-elleclive 

h~Otleliii7atiOn and Consti uction of Genet ,iting Il.ints 

We are curreiitly evaluating our options lor iiew genemtiiig plants. iiicludiiig gas and iiuclcar technologies At this tiiiie. i i o  deliiiitive decirioii 113s beeii iiiade 
regordirig the cotisti uctioii of nuclear plants Tlicre 15 no ance that we will be able to successfully and timely complete the piojects to construct new 
gciieration facilitics or to expand or inodcriiizc eusting fa s witliiii our projected budgets 1 licsc prolects are long-tcrin and may involve facilrtv designs 
that liave iiot beeii prcviouslv constnictcd 01 that liavc i io t  been liiialized at tlic time tliat project 1s coinnieiiced Consequently, the prolccts poteiitiallv would 
be subject to significniit cost ii~creascs Tor Inboi, inatci ials scope cliaiiges and changes 111 design Should any such coiisti uction. evpansion or iiiodcriiization 
efforts lx unsuccessliil. we could be subject to additional cost) aiid/oi the write-off ot our iiivestment i i i  the project or improvement Furthcrnioie. we liave no 
:issuia~ice 11iat costs ~riciined io coiistriict. expaid or niodcniizc geiier:itioii and associated tiaiisiiiissioii facilities will be recoverable through our base I ates or 
other recoveiy iiiecliaiiism s 
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1 lie decision to build a new powei plant will be h s e d  oil several factors including: 

0 projecied s~sterii 1o:id groivtli: 
0 perf’orniance of existing genei atioii Ileet: 
* availability of competitively pi iccd alteriiativc energy sourccs: 
0 prqjectioiis of fuel prices. availability aiid securitv. 

tlie regUla101y eovirciiimeiit; 

* the time required to permit and construct: 
0 eiiviioiiiiieiital impact: 

both public and policyniaker support 
siting and construction of transmission lac 
cost and availability oi construction nia1eriaIs and labor: 

0 nuclear decommissioning costs. iiisiirance. and costs of security: 
ability to obtain linancing on favorable tcrnis: and 

* a\~aiI:ibility ofadeqiiate twter siipply 

operational perforniance 01 new tecliilologics. 

Thc construction of a new power plant and associated cspansion of o u r  transmission systcni will require a significant amount oi  capital expenditures We 
cannot provide cerlainty tl int  adeqtmte estenial linaiiciiig 6 1 1  be available to support the construction Additionally, borrowings incured to firinnce 
coiistiuction may adversely iiiipact our leverage. wliicli could increase o u r  cost of capital We may pursiie joint veiihires or similai armngenients with third 
Darties i n  order to share sonic of the financine and ooeiatioiial risks associated with new baseload eeneration facilities. but \vc cannot be certain we will be 
Lble to successfnllv itegotiiitc any WAI ariaiigcinei;t TLII tllerinore. loint vetiluies or joint ownehip  arrangements also present risks and uncertaiiiltes, 
including those associated with shaiing control over the constiucuon and operation of a facility and ieliaiice on the other party’r fiiiancial or operational 
stiength 

Future increases i n  deniand for skilled coiistructioii l a h i  may iesult i n  increased labor costs and labor slioi tages Tliis iinpacts the ability to assure adequate 
work forces to maintain scliedules wit11 high qtiality construction at predictable costs Demand foi the components required for the manuihcturing aiid 
construction of powei plants has led to increased cost and lead times for niateiials and equipiiient Additionally. tlicre may be opposition to the development 
and coristr uction of a power pI:int and/or ilie siting of :issoci:ited transmission facilities. wliicli can lend to delays i n  dcvelopnient or the necessity to abandon a 
preferled site 

While IVC currently estimate that \\e will need to iiici ease o u r  baseload capcity. our assuniptions regarding liitiire growth and icsultiiig power demand in OUT 
service territories may not be realized Like otliei parts of the countiy, our sewice territories and business have been impacted by 1he current economic 
recession with corresponding dowiituins i n  !lie Iiousiiig and constinier credii mal-kets PEC has expericnced sonie decline i n  the rate of iesidential aiid 
conimercial sales growth and P E F s  rctail customer base contracted in  the latter half of 2008 The timing and extent ofthe recover,’ of the economy cannot be 
predicted Additionally, our ciistoniers niay unilcrtnke hirtlier individual energy conscn~ation measures, tvliich could decrease the demand for electricity We 
may increase ow baseload capacity aiid have excess capacity if anticipated growth levels are not realized. The resulting escess capacity may exceed the 
reserve margins cslablislicd by tlic NCUC, SCI’SC and FI’SC to nicct our obligation to scrve retail customers and  its a result. niay not be recoverable in  base 
rates 

iVnclmr 

In addition to the risks discussed above. tlie successful construction of a new nuclear powei plant requires the satislaction of a number of conditions The 
conditions include. but arc not liinited to: tlic con~iniicd operation of tlic industry’s existing iiuclcar Ileet in  a safe. reliable, and cost-effective nianncr, an 
efficieiit aiid successftil licensing pi-occss. continued public arid policyiiiaker suppoi?, and a viable prograni Ibr inariagirig speiii iitrclear lid We cannot 
provide certainty that tliese conditions will exist As with aiiy major consti iictioii undertaking. conipletion of our proposed nuclear plants could be delayed or 
prevented. or cost oveiruns could LE incurred. as a result of iiuiiieious factors. including sliortages of iiiateiinl and Iaboi, labor disputes. weather interferences, 
dillicultics i n  
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obtaining necessary licenses oi perinits. or i n  niecting license or pel mit conditioiis o r  uiiloresceii engiiieci tng. eiiviroiiinental oI geological problems 

While w e  have not made a find detcniii~~:ttion oii iiiiclca construction. we 113vc taken steps to keep open the option o i  building a plant or plants IXC has 
filed a COI, applicatioii with the NRC for two  additional ieactors at I-Iariis and 1 3 3  has filed a COI. applicatioii will1 the NRC for two reactors at Levy For 
I’EC. if \vc receive approval from the NRC aiid applicable state agencies, and if the decisions to build aic iiiade, a new plant would not be oiilinc itntil at least 
201 9 Foi- I’EF. i T  we receive appi-oval i’roni the N I X  and applical~le state agencies. a11d if the decisions to build arc inode. safety-related constnictioii 
activities could begin as eaily as 2012. and a IICVJ plant could be operational in  !lie 2016 to 2018 titneliaiiie TheNRC estimates that i t  will take approximately 
tliree to four years to icview and process the COL applications 

]’El7 113s entered into an cngirieeiiiig. procureiiieiit and construction (E,PC) agreenient for I. evy More tllan liall of the contract price is fixed or finn wit11 
agrecd upon escalation factors and the reiiiaiiider of the contract price inay fluctuate Actual payments under tlie EI’C agreciiieiit are dependent upon, and may 
vary signilicantly based upon tlic dccisioii to build. regulators approval scliedulcs. timing and escalation of project costs. and the perccntages, if any, of joint 
ownership Some specilic costs are priced at actual c~ost. which niay be iiiarket dii\mi (See MDBA - Ohei Matters -Nuclear - Potential New Constniction) 

If as a iesiilt o i  unexpected or uncontrollable events specified i n  tlie I;PC agiceiiient or specilicd acts or o~nissio~is by LIS. completion of Levy is delayed or 
prevented, or Levy cannot achieve operatioii i n  accordance with design specilicn~ions and perCoriiinnce gunraiiiees, the EPC contractor will not be obligated to 
pay liquidated damages. Generally. the EPC contractor will not be obligated to pay liquidated damages for events or circtimstnnccs ilia1 adversely affect its 
ability to perfoim its obligations under the construction agreciiient to tlic extent that tlic events or circuiiistaiiccs arc beyond its leasonable control and are not 
caused by its or its siibcoiitraclors‘ negligence or lack of due diligence and cotild not have been avoided by llie use oiits reasonable efforis I n  addition. the 
date for achie‘ivxiient of provisional acceptance and the guaranteed provisioiial acceptance under tlie EI’C agreement could be sihject to adjustment as a result 
of uiiexpected or uncontrollnble evenls For terininntioii witliout cause. the EPC ngteenient contains exit PI-ovisions with te~~nination fees, wliich may be 
signilicaiit that vaiy based on the teriiiiiiatioii circumstance 

Under the EPC ogreeiiieii~. we ale ierpons~ble foi a number of matters 1 1 1  conncctlon’Ki7li the coii\truction. 
resnoii~ibilitics rnclude. but ale not limited to, obtainment of the COL. ncrforniance. oversight and ievie\v of certain ~uiveillance and testing functions, and 
acceptance of turnover of systetiis Croiii the coiitractor While ive beli& that we have iiiide adequale art angements to asswe tiiiielv perfoniiance of our 
responsibilities. we arc relying on oilier parties to enable I I S  to perlorni our iespmisibilities under the EPC agreement and we caniiot be certain tliat the other 
parties will meet their obligations tinder tlicir contracts 

A new nticleai plaiit may be eligible for the federal production tax ciedits and risk insurance provided by EPACT Multiple utilities have announced plans to 
pursue new 1111c1ear plants Tlieic is no guarantee that any nuclear plant constructcd by us would qualify for thcse incentives 

In addition. other COL. applicants would be piiisiiiiig regulatoiy :1ppiovaI7 pennitting and construction at louglily the same time as we would Consequently, 
tlicre may bc shortages of qiialilicd individtids to design. construct aiid operate tliese proposed new iiticlear. facililies 

Gas 

In addition to the rislci discussed above. the succcssfiil constructioii oi a gas-lircd plant requires acces.; to an adequate snpply of natural gas The gas pipeline 
inli.astnicture iii eastern and western North Carnliiia is limited New pipelines may need to be extended to the new plant locations. tvliicli introduces risks 
associated \villi a cotislntctioii project riot tirider oui direct control Nntiiral gas supply limilations lead to the constnlctioii o i  power plants capable of operating 
on both iiatuial gas and fuel oil as a back-up fuel Dotli of tliese fuels aie fossil fuels and eniit greenhouse gases. wliicli inay be subject to ruttire regulatiori. 
l l i e  cquipnient needed for the co~istructioii of a natural gas power pl:int is in demand worldwide. wliicli is ilegativels iinpnctiiig the capability of the suppliers 
to deliver. leading to increased cost and longer lead tinies ior the equipnient 
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C o d  

111 :iddition to the I isls discussed above. the successliil niodcrnization o l  :I co:il-lired piiwer plant requires the satisf:ictiiin 01 a nuniber of conditions As 
discussed ftirtlier belo\w tlicse include. but ale not liiiiiled to. consideration oi  eiiiissioiis of cat-boil dioxide (CO?). NOx. SO? and iiiercu 
licensing process: and niaiiagemcnt of ccx11 combustion products such as slag. bottoni ash and lly ash Emission control cquipiiieiit rcqii 
sigirilicarit aniourits o1’reagcirt.s. \vhicli niny be in liigli dcinaiid wit11 riiandated conipliance deadlines foi en~ission ctintrols. 

?$‘e ore sal?ject to retiovnble energy stnnd(irh thnt l imy I t n w  ( I  iteg,,untive irirpcid oit our lmxitie.w, finoncinl crmdition ( ~ n d  ws1i l f .s  of opercrtiorts. 

We are stikject to renewable eiicrgy standards at the state level i n  North Carolina and Florida We may be sub.ject to federal level standards i n  the future 

North Carolina‘s Renewable Energy and Emcrgy Elliciency I’ortlblio Standard (NC IIEPS) law cstablislies mini~nuni standards for the nse of energy from 
specilied renewable energy resources or implementation of ciierg)i-ellicieiicy iiieasiiies by tlie shte’s electric utilities beginning, with a .3 percent requireiiieiit 
i n  2012 uiid increasing to 12 5 percent i i i  2021 for regulated public utilities, including PIX The picmiuni to be paid by electnc utilities to comply witli the 
I e q i ~ i ~ e n ~ c ~ ~ t s  above tlic cost tlicy rvould have oiliciivise inciined to riieet consunicr deriiand is lo be recovercd tliiougli a11 annual clause The annual amount 
that can be recovered thiougli the NC REI’S clause is capped arid once a utility has expended monies equal to tlie cap, tlie utility is deemed to liave inet its 
obligations under tlie NC REPS law. regardless o l  the actual renewables generated or purchased 7lie law grants the NCUC uiilliority to modify or aller tlie 
NC REI’S icqirirciiiciits il the NCUC detcrniiiics it is ill tlie public interest to do so 

Florida’s compiehensive energy legislation includes provisions that would. ainong other things. ( 1 )  hclp ciiliaiice the ability to cost-eKectively site 
transmission lines; (2)  reqiiire the FI’SC to develop a renewable portfolio standaid that the FI’SC would piesent to the legislatiire for ratification i n  2009; ( 3 )  
direct the Florida Department of Environniental Piotectioii (FDEP) to develop rules establishing a cap and trade prograiii to regillate gi ecnliouse gas emissions 
Ilia1 tlie FDEl’ would mesent  to the leeislaiure no earlier tlian January 2010 for ratilicatioii by the legislature: (4) establish a new Florida E,neigy arid Climate 
Coniniission as  the priiicipal goverriiiieiital body to develop energy mid clrniatc policy lor the State and to iiiaRe recoiniiiendutioiis to ole goven~oi‘ iind 
legislature on encrgv and climate issues: and (5) require the FPSC io  analyze utility reveiiiie decoupliiig arid provide a report and recommendation to the 
governor and legislature by laiiuary 1. 2009 The Fl’SC concluded and recoiiiniended to the governor and legislatiire that no specific reventie decoupling 
prograni needs to be. or should be. iniplemcnted at this time I n  coniplving with the piovisioiis oTllie law. I’EF would be able lo recover its reasolioble pnident 
coinpliance costs I-lo~vcvet, until the riilciiial;iiig processes arc coiiiplctcd. we cannot predict the costs of cotiiplsiiig with tlic law 

On Jaiitiary 12. 2009, the FPSC approved a d id t  Florida reiie\vable portfolio standard (Florida RPS) rule with a goal o i  20 percent ienewable energy 
prodnctioiiby 2020 Tlic FPSC provided the draft 1710rida RPS rule io  tlic Florida legislature in February 2009 ‘I‘lic legislature will review. raiify as is, make 
icvisions. or decide not to have a Florida RPS rille at all We cannot predict tlie outcome of this mal le i  

Additional pioposals at the state and I’CderaI levels lor icnc\vablc energy siandards could requiic tlic utilities to produce or biq. a liiglier portion of their 
energy front iciiewable energy soiirccs Mandated state arid ledcral standards could result in the tise of renewable fuels 11131 arc riot cost-effective i n  order to 
comply with requirements 

We are actively eiigogcd in energy-cliicicncy and coiiservation programs and a variety o l  altcriiativc energy projects. iiicluding solar. Iiydrogen. biomass and 
Iandlill-gas tcclinologies We are evaluating the feasibility of pioducing electricity fiom hog waste and other plant or animal sonrces and cunently partner 
with organizations tliiougliotit our senice Iciritoiies to support li\,drogeii. solar and other forins of renewable and alternative energy We liave invested in 
rcs~areli for alternative energy sources that iiiiglit subsequently be deteriniiied io not be cost-elXcient or cost-effective, thus subjecting us io the risks of 
i d l e r .  expanding oiir gciieiatiim or piircliasing additional poivci on the open market at then-pievniling prices 
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I'1te1.e ewe i i i l r  erelit poteritiril ri~slcs ir i  the opercr/ioi,tt of iiIicle(ir frrcilitie~~. in dticiirig rr,tti,irorzrtre:i/etl, ItectI/h, regiileitoiy, terrorisni, crridfirtciircicil ridis, /Iter/ 
rodel re.srift iiz,/irze.s or the .shri/(lowrz of o w  :triclecir i ir i i / ,y ,  dticlt nrny preserit po/e:i/irrl espwrrs  iri exce.ss of our itisnrcrricr coivrctgr 

I'EC owis  and opciates loui nuclear uiiits aiid 1'111; o \ \ w  and opei:iles one nuclear u n i t  In addition. we aic exploring tlie possibilitv oi espaiidiiig o u r  iiucleai 
gciicratiiig capacity with t\vo additional uiiits at both PIX and I X I ~  to mcct futiire expected bascload gcncration needs Our I ~ I I C I C ~ I  facilities are subject to 
e~ivi~ori~iieiital. Iiealtli a i d  Iinaiicial risks such as  ilie :ibilitv to dispose of spent nuclear iuel. the ability io iiiaintaiii adeqiiate capital reserves for 
deconimissio~~ing. liiiiiiations oil amoiints and types of insurnnce available, potential operational liabilities, and tlie costs oi  scciiiing the facilities against 
possible t e m i  i s t  aitaclts Wc iiiaiiitaiii dccoiiiiiiissioiiing trusts aiid extcinal insurance coverage to iiiiniiiiize ilic financial exposure to tliesc iislis I-loive\w. 
damages from mi accident or busiiiess interritption at 0111- nuclear units could exceed tlie aniount of o w  insurmicc coverage 

The NRC Iins bioad autlioi it?; uiidcr iedeial la\\l to iinpose liceiisiiig and safety-related requircnients for tlie operation of nuclear generaticxi facilities In tlic 
event of ~ioiicoiii~iliance. the NRC 113s the autlioritv to impose fincs, set license conditions. shut down a nuclear uni t ,  or take sonic combination of these 
actions: depending iipon its assessiiieiit o r  the seveiit\l of the situation. ii i i t i l  conipliaiice is acliicved Revised safety rcquiienients piomulgated by the NRC 
could iequire tis to makc subslantial capital espeiiditurcs at our iiiiclear plants hi addition, altliougli we liave no reason to anticipate a serious niicleai iticiderit 
at our plants. if ai1 incident did occur. i t  could mateikdly and adversely afl-bct oui icsults of operations or financial condition A niajoi incident at a nuclear 
t':icilit>J anywliere i n  tlic world could cause the NRC to lii i i i t  or  pioliibit tlic opeintion 01 licensing of any doiiiestic nucleai u n i t  

Ow nuclear lacilitics Iiave operating licciises that need to be icncwed periodically We anticipate successfiil rcnewal o i  tliesc licenses I-lowever. potential 
teirorist iliieats and iiicrcasetl public sciiiiiny ol utilities coiild resiili i n  :iii extended process with higher licensing or compliance costs 

&'e are siihject to riii:rieroc~s eizviroitr:te:tfd frrrw mrd regiilrc/io:i.s flitit reqciire sigtiijicurtt cqi i td e..vperiilit~rrm, iitcrmw o w  cmt of operdorw, (::id wJticJi 
t n q ~  i n i p f ?  or lintit otrr biisirie.s.y pleurs. or e-syose its /o  rrit~iro:irrre:itcrl liiibilities 

We nic subject to iiuiiierous eiivironniental regulations ulfecttiig inan\ present and future operations. iiiciuding air emissions. water qwiiiy: 
wastewater discharges. solid waste. and Iiazardous waste procfuction. handling and disposal These la\vs and regulations can result in increased capital. 
operating and other costs. pnrticularly with icgard to etiforceiiieiit eflims focused on existing power plants and coinpliance plans with regard to new and 
csistiiig power plaiits Tliesc Ia\vs and regulations geiierally require us to obtain and comply with a wide variety of enviioiiiiie~ital licenses. permits. 
~itllior~i~~itioris and otlici approvals 130th piiblic ot'licials and private individuals may seck to cnloice applicable c i ~ v i r o ~ i ~ ~ i c ~ i t ~ l  laws and regulations Failure to 
coinply with :ipplicable regulations and piiiits niiglit result iii the imposition o l  fines and penalties by regulatory authoiities Wc caii~iot provide assurance 
that existing enviroiinieiital regulations \vi11 not be revised 01 that nen' eiiviioiimeiital regulations will not be adopted or become applicable to us Increased 
coinpliance costs o r  additional opeiatiiig iestrictions froiii revised or additional regulation could liave a material advcrse effect oil our results of operations. 
pal-iiciilarlv if iliose cosis :lie riot i i i l l v  ieco\wable from oiir iatepaycrs 

I n  addition, wc nia?; be dcciiicd a rcspoiisiblc paity t'oi eiiviioniiieiitol elcaii up at sites identilied by a regulatoiy body or private party We caiinot piedict with 
ccrtairtty I I I C  aiiioiint or timing of fulure cspenditures related io ciiviJoniiiciital riiaticrs because of the difliculty ot cstiniatinp clean-up costs Tliei-e is also 
uiicertninty i n  q~uiitif>41ig liabilities under ciiviroiinicntal laws tliai impose joint mid several liability 0 1 1  all PRl's Wliile w e  accrue lor probable costs that can 
be rcasoiiably estiiiiated. not a11 costs can be reasonably estiiiiated or accrued and actual costs inny materially exceed our acciuals Mateijal costs in excess of 
o u r  accruals could liave an adverse inipact on our  linancial condition and results ofoperations. 

There are pioposals and oiigoing sttidies at tlie stale (including North Carolina. South Caioliiia and Floiida), federal and international levels to address global 
cliniate cliaiigc that could result i n  tlic icgulation of COz aiid other grcciiliousc gases Any futwe regitlatois actions taken to address global climate change 
icpieseiit a business risk to our opcr:itioiis Reductions i n  CO: eiiiissioiis to the levels specified by some prnposals could be iii:iteri:iIly adverse to our financial 
position or resiilts of operations if associated costs of control 01 liiiiitalioti cannot be recovered from 
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ratcpnljcrs 7 he cost inipact 01 legislatioil o r  rcgulntiori to address globnl cliniate chaiige would depend on the specific legislation nI regulation enacted and 
cannot be dctcniiincd :it this time 

Our compliance \villi environmelital icgulatioiis, includiiig those to icducc ciiiissioiis oi NO& SOz aiid ~ncrcury f’roni co:il-flrcd power plants, requires 
sigtiiiicaiit capital cspenditurcs that impact our limncia1 condition These costs arc eligible for. rcgulator~~ tecovcry tliiougli either h s c  rates or cost-rccovciy 
claiiscs 1-liese costs could bc liigliet- than currently expected and Iiave a11 adverse impact on our results of operations and financial condition. The current 
estimated capital costs associated with compliaiice with pollution control laws and regulations that we espcct to iiictlr arc included within MD&A - 
“Liquidity and Capital Rcsouiccs - Cnpilol Espciiditutcs” and witliiii MDPcA -“Other Matters - Environmental Matters ” 

Tlie opetation of emissinti coiitiol cqiiipniei~t to nicct the ciiiissioii limits will incicase our operating costs. net of recovery o i  costs through cost-recover)‘ 
clauses, and reduce tlie geiieiotiiig capacity of our coal-filed plants OBM espenses will significantly increase due to tlie additional pcmonncl. rnaterinls and 
general maintenance associatcd with the cquipmcnt Operation of tlic emission control equipment will require tlie procurcinent o l  signilicant quantities o i  
r-cagcnts. sitcli as linieslnne and ainriioiiia FUIIIIC increases i n  demand Ibr these items froni other utility companies operating similar equipment could increase 
our costs associated ivitli operating tlie equipnicnt Ilic operation of ctnissioii control eqiiipniciit may result iii devclop~netit of collateral Issues that requiie 
furthcr rciiicdial aclioiis. resulting i n  additional cspcnditirics aiid opcrating costs 

See Note 2 1 io? addilioiial discussion of e~i~~i ro~in ic~i ta l  iii:itters~ 

R ~ C I I U W  wix/lier cortilifiorts d i redy  UiJ7nrrice /lie r i m t c i r t d  , for. oiir nhiliiy / o  proiiiie, iind / l ie  cost oj proviiiiizg dec./rici?)l, oirr rimil!s of operitlioiis. 
,fiiziirzcid cort~ii/ioi~ nrtd crish ,/1oiiw w i t  jliicirrnie on ii w i t . s ~ i t ~ i l  or c/irnr/er!y bir.ris mil cnn he 11egcrtiiaI~~ ctffeeied hy clinizgm in weiiflier corzrli/iorir c i r r d  
se i~re  ~sen/ll cr~ 

. .  . 
1 1 1 ~  111 1x11 m s  dtrccllv 

electricity to our custonicis As u result. our future ov 
sold less power. a i id  consequently camed less income. when weatlier conditions were mild While we Lxlievc that tlic IJtilities’ markets coniplenicnt cacli 
other dui iiig iioriiial seasoiial fluctuations. unusually mild we:ltlier could diiiiinisli our results ofoperations and Iiami our financial condirion 

Hydroelectric gciiciating plants repicsetit a siiiall pol tion oi PEC‘s gciicntion capacity I’EF has no hydioelectlic generating plants Sustained SCVCIC drought 
conditioiis could impact oper:itioiis al o u r  fossil and iiuclc:ir plants as these lacilitics tise watei for cooling purposes and i n  the operation o i  environnientll 
conipliance equipnicnt Fwtlierniorc. desti uction caused by severe wxt l i e r  events. such as hurticnnes, tornadoes. severe tliuriderstortns. snow and ice storms. 
can result in  lost opxatiiig revciiues due to outages: pinpcrty dnniagc, including downcd transmission and distribution lines: and additional and uncspected 
expenses to niitigate storiii damage 

Our iibiii/y io recicoser sigrzi’crin/ co.vf.v radf i i rg ,  front seiwe ~~~ecr/lter eiwr/,s is .srdJjecf to regtlrlorp oveixight imd the timing mtd oitiorm/ o j  m1y snch 
recovery i s  irrtcer/iiiri oizd n t i t y  iiitpiic~ oiir,fitziiizciiiL cundi/iorn 

We ate subject to incurring signilicalit costs resulting from doinage sustained during severe \v ier events While tlie Utilities have histoiically been gtanted 
regulator); apprnval t o  rccover or del‘er tlic myiority of’sigtiilicant s~ortii costs incurred, the Ut es’ storm cost-recovery petitions may not always be granted 
or niav not ix: granted in  a tiiiielj) ii~aiincr I i  we caiiiiot I ~ C O V C I  costs associated with iutul-e severe weather eve tit^ i n  a timely manner, or i n  an amount 
suflicicnt to cover our actual costs. o u r  linaiicial conditions and results of operations could be materially arid adversely impacted 

Under :I regul:ilnt~~ order. I’EF mnirit:~ii~s n s d a m g e  rcscive accoiiiit i n i  major stotnis in tlie event future stortiis cause tlie ICSCNC IO he depleted. PE,F 
can petition the FPSC Ibr iinplcniciitation o interim retail surchaige oi at least 80 pcrceiit and up to 100 percent of tlic claimed deficiency of its stonn 
reserve Tlic ITSC has tlic right to review 1’ storm costs for prtidcncc Storm rcsetw costs atliibutablc to PEF’s wholcsalc customers niay be aniortized 
consistent with i e c o \ ~ e i ~ ~  of such aii io~~iits  i n  ivholcsale rates. albeit at 3 spccitieti amoiint per year. which could result i n  at1 esteiidcd recovew period The 
wliolesalc Iransniission portion of tlic storm icsctve will be recovered through the OATT tariff that began in .Januar); 2008 and will continue fot apptorimately 
five years 

. ..., 
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PliC does iiot maintaiii a stonii dmiage ieserve accoiint and docs not Iiai’e an ongoing 1-cgulalorv niecliaiiisni to iecover stonii costs I’EC 113s pieviously 
sought and I-cceived pennissioii l i o n 1  the NCUC and the SCPSC to d c k r  storm espenscs and amortize thcni OVCI live-year periods 

OIU rewrzues, opemitiiig resiilfs rrizd,fiznnciol ci~~zrlifiorz w e  iwpcted I,J. mstoitter groivth in  o w  sert‘ice terrilorim m i d  ntiry,frr~ctrrc~te wit11 the econonzy 
nrzd  ii.s correspondirig ii i ipmt oii oiir CII stomcr.s as wdi  (is the ~ie~ncrrtd w i d  con~peti/ii*e stute ojf l le  wholmde rtzr~rket. 

Our revenues, operating results and fiiiancial condition ale iiiipcted by ciistorner growth and usage Customer giowth can be iiiipacted by population gro\vth 
as well as by ecoiioniic factors. including but not limited to. job gi-o\vth arid Iiousiiig ninrket trends Tlie Utilities are impacted by the economic cycles of the 
customers we serve As oiir service territories espcriencc ccmioniic do\vnturns. residential customer constiniption patterns may change and our revenues may 
be iiegatively impacted Additionally. o w  custoiiiers could voIuiit:irily ieduce tlieir coiisi~iiiptioii of electricity iri iespoiise to decreases in their disposable 
income or individual energy consenintion efforts 11‘ o u r  comniercial and iiidustiial ctistomers esperience ecoiioiiiic downturns. tlieir constiniption of 
elcctricity may decline and o u r  revenues can be ncgatively impacted 

Like other parts of the couiitn’. oiir sei-vice teritones arid business have been inipacted by the ciirreiit ecoiioiiiic recession with corresponding downturns in  
the housing and coiisuiiier credit m:iikets PIiC has esperienccd sollie decline i n  the rate of residential and commercial sales giowtli and PEF’s retail customer 
growth lias contracted We Iiavc cspeiienced declining  ales lo co~ii~iicrci:iI a i d  industrial ciistoiners doe to tlie economic iecessioii The timing and eAlCli l  of 
tlie recovegf o i  Ilie ecoiioiiiy caiiiiol be predicted Additionallv. ow custoinei s inay uiidertake rurtlier individual energy conseiwtion iiieasures. which could 
decrease the dciiiaiid for electricity 

Wliolesale revenues lluctunte with regional dciiiaid. luel prices aiid contracted capacity Our \vholesale prolitability is dependent upon ow ability to renew or 
replace cspiring wliolesale contracts on favorable teniis a i d  ilia1 ket conditions 

We are esposed to the effects of iiiarkct fluctuatioiis iii the price oi natural gas, coal. luel oil. electricity and otliei energy-related commodities. including 
emission allowoiices, as a icsiilt of our owlieisliip 01-encigy-relntcd assets We liave Iiedging strategies in place to iiiitigate lluctuotioris i n  coniiiioditv supply 
piiccs, but to tlic ez;Lcnt that \vc do not covci  our elitire csposurc to coniniodity price lluctuations. or our hedging pioccdures do not work as planned, there 
can be i i o  assurances 11131 our linaiicial perforiiiance will not be iiegativelv impacted by price lluctuations Additionally, we are esposcd to risk that our 
counterparties will not be able to perform tlieir obligatiolis Sliould our counterparties fail to peiioriii, we might be forced to replace the underlying 
conirnitinent at then-curxiit niarltet prices In siicli event. IYC might incui losses i n  addition to tlic aniounts. i f  any, olrcady paid to the countciparties 

Certain o i  ow hedge agreeiiients may result i n  the ieceipt oi. or postiiig 01. deiivative collateinl with out- counteiparties, depending on the daily derivative 
position Fluctuations ii i  commodity piices that lead lo our icturii of collatcial rcccivcd aiid/oi- our posting of collatcial with our counterpartics negatively 
impact our liquiditv We contiiiuallv inonitor our dciivativc positioiis i i i  relation to iiiai-ket price activity 

Volatility in ninrket prices for fuel and power may rcsult Iioiii. nriioiig other items: 

iveatlier conditions: 
seasonality: 
po\ver usage; 
illiquid inarkets: 
ti nnsniission or traiisportatioii consttnints oi iiieilicieiicies: 
availability of conipetitively priced 31 tcriiative ciicrgy sourccs: 
deninlid foi eiiergy coinniodities: 
natiiial gas. crude oil and relined products. and coal prodiictioii levels. 
iiotiirul disasters. \vars. ten oiisiii. eiiibargocs and oilier catnstinpliic events: and 
federal. state and forcigii energy and eii~iroiiniciitd mgulatioii and legislatioii 
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In addition. we anticipate significant capit:iI cspeiiditures l o r  eiir’iioiiinental conipliance and buseload gciieiatioii 1 lie coiiiplction 01 these prolects within 
cstablislied budgets is contingcnt iipoii inan\’ mriablcs iiicludiiig tlic scc~ii ing of l a i m  and niateiials at estimated costs Nie demand and prices for laboi and 
iiiateri:ils are subject to volatility and 11i:iy increase i n  tlic iiiturc We are soljcct to tlie iisk t1i:it ccist overages iii:i\’ not be recoverable iioiii ratepavers :ind OLII- 
linancial condition. iesults of operations 01 cash tlons m:i). be advcrsel\. iiiipacted 

I’rices for einission allowance credits fluctiiotc Wliilc allo\\~aiices arc eligible [or annual recovery i n  I’EF’s jiirisdictioiis in  Floiida and PEC‘s i n  South 
Carolilia. no sticli anntial recovery esish i n  Noiili Carolilia I‘oi PEC Ftitiire clianges i n  the price of allowances could linve a signilicant adverse linancial 
impact oii tis and PEC and consequently. on oui resiilts oioperntioiis and cash Ilows 

..ls 11 Irolrhing coinpnrz~~ with no re,,ettue-gertt.r.lrlbtg upemtioris, the Piiretit is r/epertdetit uti rrpstrecrni orslr jrori!s fionr i ts  ,srrl,sidirrrie.s. pririirrriij~ the 
UtiliticsF; i ts  curtirrct.icinlpcr~~~r r r r r d  hrrtilr.fircili/ies:(.; nt td  i ts  Ohililji to ricce,s.s tlt e iort~-/-lcrm debt crrtd eqrrity crrpi/rrl iricrrlwts 

The Parent is a Iiolding company and as such. 113s no rcveniie-geiiei3tiiig operations o i  its o\vn l-lic Paient‘s ability to meet its financial obligations associated 
with the debt service obligations oii its debt and to pay dividends on its coninion stock is priiiioiily dependent on tlie earnings aiid cash Flows of i ts  operating 
subsidiaries, priniarily tlic Utilities: the abilitv oT its subsidiaries to pav iipstreaiii dividends or to rcpay funds due the Parent; the Parent’s hnk Pucilitx and/or 
the Parent’s ability to access the sliort-temi :id long-term debt aiid eqiiitv capital markets Prioi to liinding tlie Pment. its siibsidiai ies have liiiancial 
obligatioas Ilia1 iiitist be satisfied. including aiiioiig others, tlieii respective debt service. preferred dividends and obligations to trade creditors Additionally, 
the Utilities could retain their Iiec cash flow to titiid tlicir capital espcnditurcs i i i  lieu o i  rccciving equity contiibutions fro111 the Paicnt Sliould the IJtilities 
not be able to pay dividends or tepq! I‘linds due to the I’aieiit o r  ii the I’aient ~ i i i i i o t  access Uie coiiinierci:iI papcr iiixket its bunk facilities or tlie long-tenn 
debt and equity capital niarkets, the Parent’s ability to pay iiitciest and dividends would be restiictcd 

Our cash requirements are driven by tlie capital-intensive nature o i  our IJtilities In addition to operating cash flows, we rely Iieavilv on commercial paper. 
long-term debt and equity If access to tliese sources of liquidit>/ becoiiies coiistmiiied. our abilitv to iiiiplenient our business strategy will be adveisely 
affected. In 2008, extieme nior1;et turiiiciil caused the credit niar1;cts to tighten. Ilowever. we believe Uiat we will continue to Iiave sufficient access to these 
financial maikets based upoii our ctiircnt ci-cdit iatings F i i i h r  niaikct disiuptions 0 1  a doiwgrode of oiii crcdit ratings could increase o u r  cost of boiiuwing 
and may adversely affect our :ibility to access the linancial inarkets I f  we c:iiiniit lund o u r  cxpccted capiul expenditures and debt matuiities through nornial 
operations or by accessing capital markets, our business plans. fiiiancial condition. results 01 operations o r  cash llows niny be adversely impacted See 
discussion ofotlr expected capital expcnditures i n  MDkh -- “1.iquidity and Capital Ilesourccs - Capital Espenditurcs” 

We issue conimeicial paper to meet sliort-tenii liquidity needs When financial and econoniic conditions result i n  tightened short-term credit markets coupled 
with corresponding volatility in  commercial papcr durations and interest iates. we evaluate other options foi- niccting ow short-tcrin liquidity needs, which 
may include borrowing from our revolving credit agi-ccniciits (RCAs). issuiiig slioil-tcmi lloating rate notes, issuing long-leiin debt and/or issuing equity 
‘These nltemative souices of liquidity iiiay not have coniparable favorable tciiiis 31id tliiis. niay impact adveisely our business plans, linancial condition. results 
of operations or casll llows 

Iiicreme.s in our levercrge corrlrl ridver,selj~ c%;FL.ct our contpetitita po.sitioit. 1msities.s ploniziiig ctt td JTe-xihiStj: jittrnicictl coir rlitiotz, crbility to reridce our h l ~ t  
ohligrrtiorts mid to pny dii*iriettrLs on o w  c o ~ i ~ t w ~ i  s/ocli, r i t td  crbi l i t j~  to ercccs~~ ccrpitcrl mi firi*orctble t e ~ ~ r r .  

As discussed above and in  Note 1 I .  we rely lieavily oii o u r  conimercial p p e r  aiid long-term debt As described i i i  Note 1 I .  our credit agreenients coiitain 
certain provisions and impose various limitations that could iiiipuct o u r  Iiqiiiditv. such as cross-default piwisions and deliiied niasiiiium total deb1 to total 
capital (leverage) ratios Under 
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tlicse revolvitig credit lacilitics. indebtedncss iiicludes certain letters ol cicdit a11d guaraiitecs which arc not recoided clii tlic Coiisolidaled D:~lai~ce Slicets 

As described in  M I X t A  - "Stiatcgy" :uid M I M A  - "Ftituic I iqiiiditJ1 :ind C:ipit:il Resources." we :iic :uiticip:iting extensive capital needs for iicw geiicmlioii. 
transmission aud distribution facilities. and C I ~ ~ ~ ~ ~ I I I I I C I I L J I  coiiipliaiice cxpciiditu~cs 1:undiiig these capital needs could iilcrcasc our level age and prcsent 
iiuiiierous risks includi~ig those addmssed below 

111 the evcut our leverage increases such tliat we approacli the pennitled ratios. our access to capital and additional liquidity could decrease A limitation i n  our 
liquidity could have a inaterial adverse impact 011 our business strategy and our oiigoing financing needs Additiounlly. a significant increase ii i  our leverage 
could adverselv affect us by: 

incrcasiiig the cost of fiiture debt firianctrip: 
impacting our ability to pay dividends on our coiiiiiioii stock at tlic current rate. 
innking i t  inore difficult for tis to satisfbl our existing linaiicial obligations: 
li~iiititig our ability to obtain additioiial finalicing. if ueeded. foi. working cap~tal ,  acquisitious, debt service requireinents or othei purposes: 
increasing 0111- vulneiability to adverse economic and iiidustnr conditions; 
rcquiriiig us to dedicate a siihstantial portion of our cash llow froin operations to debt repayriiciit thereby reduciug fu~ids available for operalioiis. 
Iiitirrc busincss oppoitiinitics or other purposes: 
limiting our flexibility in planniiig for, or reacting to, changcs i n  our busiiicss a i d  tlic industry ii i  which wc conipete: 
reqiiiring the issuance of additional equity. 
placing us at a competitive disadvantage coiiipared to competitors who Iiavc less debt: aiid 
causing n dowiigrade in  our credit ratings. 

C1icu.g.a i n  econo~ii~c conditions could iesult 111 
available to us for our cunent plans 

inkiest rates, wliich would increase ~ ~ i t c r c ~ t  expelire 011 our f1oatiug ratc debt. and reduce funds 

.hzy rerliiction iit  our credit ratings below iizwsfst,tzeizl grrriie would liliely increase our borrowing co.sts. liitiit our iicce.ss to iitiditioiicil ciipitrrl mi l  require 
po.y/irtg of colkrtertrl, nU of rvhiclt conid iiznteriii1Q orzd nilsersely (iffed our / I I I . S ~ I ~ ~ S ,  resiilts of o~~erirtiorts irrzrlfincrrzcirrl coitiliticm 

While tlie long-tenii target credit ratings for tlie Pareiit and the Utilities ale above the tiiiniiiiuui investiiieiit grade r:lting. we cauuot provide certainty tlmt any 
of our current ratings will reiiiain i n  effect for any given period o i  time or that a rating will iiot be lowered or uitlldrawii entiiely by a ialiilg agency if, i n  its 
iiidgiiient ci~cumsta~iccs in the future so warrant. Our debt indcntures and credit agieciiiciits do not contaiii auy "ratings tiiggeis." which would cause tlic 
acceleration of iriterest and principal payments in  the eveiit of a iatiiigs dowiigrade Auy downgiade could increase our borrowing costs and iiiay adversely 
affect our access to capital, which could negatively impact our financial results and business plans We note that the ratings from credit agc~icies are not 
~ccoin~iicnd~tions to buy. sell or hold our securities or those of PEC or PEI: and that eacli agency's rating sliould bc evaluated itidcpendently of any otlicr 
ageiicy's rating. 

Xlarlitd perforiiicriice and otlier cheizges itiuy i1ccreii.w the idire of rzric/cirr rlccorii~tiis.siorzirt," frnst f i i r i i k  irrzd botef i  p l m  o.sse/s, ivliiclt tltcrz could require 
significant nda~iorrnlfruzililzg~ 

The performiuice of tlic capital markets afiects the values o i  tlie assets held i i i  trust to satisLi/ Iiiture obligations to deconiniission llie IJlilitics. nuclear plants 
and undcr our defined benelit pension and otlicr postretirement bcucfit plaiis We Iiaw significant obligations in  tliesc areas and hold significant assets i n  
tliesc trusts Tliese assets are subject to iiiarket fliictnaljoiis and will yield uncertain re~unis. wliicli may fall bclo\\r our prqjectcd rates of retui 11 Al tho~gh  a 
uuniber of iactors impact our funding requiiements. a decline i n  the iiiarkct value of the assets 1113y increase the funding requiremeiits of the o!~ligatioiis to 
decomiiiissioii tlic Utilities' riuclear plants and under oi t i  dclined lxncfit peiision and otlicr postrctircnieiit bcnclit plans Additionally. clian, ws 111 intcresl rates 
affect tlie liabilities iuider tliese benefit plans, as interest rates decrease. the liabilities increase. potentially requiring additioiial li~~idiiig Fu~-tlie~-. the funding 
rcquirements of the obligations related to these bene13 plans may iricrease due to clianges i n  go\~eriiiiiciital regulations and participant deiiiographics. 
including increased numbers of retirements or 
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clianges i n  lile expectancy assuniptions If we arc unable to successlully inanage the nuclear dcconilnissioliitig tillst Iiiiids and ber1c1;t plan assets. WIT results 
0 1  operatioil and finaiicial positioii could be negatively all’ectcd See fiirlliei discussion o i  o i i i  nuclear dccom~~~issioning trust finids and beiiclit plan assets il l  
Notes 4D. 13 :~nd 16 and in MD&A -- “Application of  Critical Accounting I’olicies and F,stimates ” 

O r u  &ilify fo.fil& rhli:e fax credits generuted rntder Seriioti 29/45h- N I N ~  be liitiited Thi,s rkk b not qqdicdh to I’EC ciitrl PEI 

I n  accoidance with tlie provisions o i  Section 29145K. we have generated tax c~edi ts  based on the coiitcnt and quaiitit)? of svntlietic fuels produced and sold to 
unrelated parties This tax credit program expired at tlie end of 2007. Tlie tiniing of the utilization of the tax credits is dependent upon our taxable iticonic. 
whicli can be impacted by il number of factors Additionally. i n  the iiornial course of business. our tax returns arc audited 11); the Internal Revenue Senrice 
(IRS) If our tax credits were disallowed in  whole or in pail as a result of an IRS audit, there could be sigililicant additional (ax liabilities and associated 
interest for previously recognized tax credits, wliich could have a inateiial adveise impact on our earnings and cash flows Altliough we are unaware of any 
currently proposed legislation or new IRS regulations or interpretations impacting previously recorded witlietic fuels t:~s credits. the value of credits 
generated could be uiifavorably impacted by such legislation or IRS regulations and inteipretations 

ITEM 1B UNRESOLVED STAFF COMMENTS 

None 
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Il'EM 2 PROPERTIES 

We believe 11131 otii pIi\:sicaI properties and tliose of our subsidiaries are adeqoate to cany on our and their businesses :IS currenllv conducted We niaintain 
propcrtv ins i~ra~~ce  against loss or damage by tirc or other pe~i ls  to the extent h a t  smh property is usuallv insured 

ELEc:'riuc - IW 

I'EC's 18 gcnerating plants rcprcscnt a llesible mix oi  iossil steam. nuclear. combustion turbincs, conibincd cycle, and hydroelectric resources, with a tohl 
siininier geneiating capacity of 12,J 15 MW 01' this to~al, Power Agency OWIIS approximately 700 MW On Deccniber 31. 2008. PEC had the 1'ollowiiig 
geiierotiiig Ibcilities: 

PEC Ownersliip 
Location No of Units In-Service Date Fuel ( I l l  9'0) Suniniei Net Capability ( i i )  ( i n  MW) 

Siininicr ratings rcllccl compliance wilh NE.RC reliability standards and are gross of,joint ownersliip interest 
(I,) Facilities are jo in t l~  o\\ned by PEC and Power Agency The capacities sliown include Power Agency's sliare 
c C ,  PEC mid Power Ageiicy orej&nt owners of IJnit 4 ut the Rosboro Plant PEC's ownership interest iii this 698 MW unit is 87 06 percent 

3 1  
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A I  December 31, 2008. including both the total gcneratinp capacity of 12.415 MW and the total lirm contracts for pu~cliased powei of 1.310 MW, I'LC liad 
total capacity rcsoiiiccs ol'approsiniatcly 33.725 MW 

Power Agency has tiiidividcd ownership interests o i  18 33 percent i n  Bruiiswick Unit Nos 1 and 2. 12 94 percent in Rosboro Unit No 4. 3 77 percent i n  
Rosboro Conin>on facilities, and 16 17 pcrceiit iii l-lar~+s and Mayo Unit No. 1 Othcrwise. I'IJC has good and niar1;ctablc title to its principal plants and units. 
subject to the lien of its mortgage and  deed of Inisf. with rriiiior exceptioiis. restriclions, and reseivntions in coiivcyances, as \vel1 as inir~or defects of llle 
iiatiire ordinarily found i n  properties of siinilar clinracter a id  magiiitude PIX also owis  certain eascineiits over private property oil wliicli transmission and 
distribution lines are located 

At December 31.2008. PEC had approsiiiiaielv 6.000 circuit ~niles oftmiismission lines iiicluding 300 miles of 500 kilovolt (kV) lines and 3,000 miles o i  230 
I;V lilies PEC also had approsiinately 45.000 circuit miles of oveihead distribution conductor and 20,000 circuit niiles of undergiound distribution cable 
Distributioii and transiiiissioii substations in senlice lind a transformer capacity of approximately 54.9 million kilovolt-ampere (ItVA) iii approsimatelv 900 
tronsfornicrs Distribution line traiisfoniiers nuinbered approsim:itely 538.000 with an aggregale capcity of approsimately 24 inillion kVA. 
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IsLI':c'rRIc -- PEI: 

I'EF's 14 generating plants represent a llexible niir of iossil ste:m. cumbustion turbine. combined cycle. and iiucle:~ resources. with :I total ~uni~i ier  
~eiieraling capacil), o i  9,360 MW 0 1  this total. joint o n i i c i s  oivn appioriniatcl~ 120 MW At L>eceiiibet 31. ZOOX, PEF had lite hllowing gcner'."tiiig 
lacilitics: 

PEF Ownersliip Suniiner Net Capabilitv (8 )  

Facr I I  ty 1,ocation NO 01 UIUI? II~-SCIT,ICC Date I * ~ e l  ( I l l  "0) ( in  MW)  

St I'eteisburp. Fla 
Crystal River. Fla 

1999-2007 GiisiOil 

Crystal Rivcr. Fla 1977 Umnium 

(a) Suiiiiiicr ratings rcllect coiiipliance witli NERC rcliabilit\, standa~ds and a i t  gross ofjoint ownership interest 
t i , )  PE.F and Georgia Power Conipany :ire joint mvners ol  :l I43 MW advanced coiiibustion turbine located at P 

(c) Facilities are iointly owned Tlie capacities sliowii include joint owicrs' share 

s Intercession City site Georgia Power 
Company Iias the exclusive riglit to the output 01 this u n i t  during tlie inonths of .June tlirougli September PEI: has that riglit foi the reiiiaiiidcr of tlic yew 

Dining 2008. including both tlie to131 gcnera~ing capacitv o i  9,360 MW arid tlic total lirni contracts Ibr  puichascd poivei of2,417 MW, PF,F had total capacity 
tesotiices ofapproximately 11.777 MW 

Several entities liave acquired undivided o\viiersliip iiiteiests i n  CR3 i n  tlie aggregatc :iiiiount o i  8 22 percent 7he joint ownership participants are: City of 
Alaclitia - 0 O X  percent City of 13uslinell - 0 04 petcent, City o l  Gainesville - 1 41 percent, Kissinimee Utility Autliority - 0.68 percent, City of Leesburg - 
0.82 percent, Utilities Coi~iniissioii of tlic City of Ncw Sniyrna Beach - 0 56 percent. City of Ocala - 1 3 3  percent, Orlando LJtilitics Co~ninission - 1.60 
percent and Seniinole Electiic Coopelalive. Iiic - I 70 percent PEF and Georgia Po\ver Coinpony arc c(F.owiiers of a 143 MW advance co~nbustion turbine 
located at PEF's Intercession City Unit PI I Georgia Power Company has the exclusive riglit to tlie output ol' this unit during tlie inontlis of June Ilirough 
Septeinbcr. PEF has that tiglii for the reiiiaindci o l  the year Otlicrwise, I'E,F Iias good and niaiketable titlc to its principal plants and units, subject to the lien 
of i ts niortgoge and deed of trusL with niinor exceptions. restiictions and reservations i n  coiivey:lnccs, as well as niiiior defects of tlic nature ordinarily found 
i n  pioperties of similar cliaiacter and iiiagnitude I'EJ also DIVIIS certain easenients over private propert\' on which tianstiiissioii and distribution lines are 
located 

At December 31, 2008. PEI: liad appioximately 5,000 circuit iniles ol transniission lines including 200 miles ol500 kV lines and approximately 1,500 miles 
of  2.30 kV lines PEI: also Iind :~ppi-osiiiintely~18.000 ciicuit miles o i  oveiheod distribution conduclor and 13.000 ciiciiit miles of undeigrotiiid distribution 
cable Distribution and 
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tiaiisniission substations hi senrice liad a traiislimiier capacity 01 approximately 53 7  nill lion kVA iii approsJiiiatcIy 800 Irartsfoiiiieis Ihtnbiit ioii  line 
ti  ansli~riiieis nuiiibei ed approsimatclv 390.000 with ai1 aggregate capacity olappiosiiitatelv 20 iliillioii kVA 

ITEM 3 LEGAL PROCEliDINGS 

Legal proceediiigs are incltidcd in  the disc\issioii of o w  business i i i  PART I. Iteiii 1 undcl- “I~riviioilineiitnl.” and arc iiicorporated by refereiice lierein See 
Note 22D for a discussion ofcertain otlicr lcgal matters 
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I I E M J  

None 

The iiiforiii,ition called for bj Iteiii -I is oiiiittetl for PEF pursuant to Instiuction 1(2)(c) to Foi in IO-I< (Oinission of Infoinlation by Certain IJlioIly 
Onned Subsidiiiricrs). 

1-XECUTIVE OFFICERS OF l I l E  REGISTRANI S AS 01 I II3RUARY 27.2009 

Name Age Recent Buriiiess Eymieiice 

Williaiii D loliiiroii 

SIJBMISSION Or MA 1 1 LRS I O  A VO 1 E 01 S1.CURl I Y 1101 D I  RS 

55 Chaii iiiiin, I’iesiclcnt niitl  Chid Erctfuti\e Oflicer, Pi ogi e5s F n c i a  .inti Floiicla 
I’rogi ess, Octobei 2007 to picseiit Chairinan, PEC and PFF, from Noveiiibei 2007 
to piesent. I’iesident aiid Cliiei Operating Olliccr. Progress Energy. froin Januais 2005 
lo October 2007. Gioiip I’revdciit. PEC. from laiiuaiy 2004 to October 2007. 
Euecuhve Vice Piesidcnt ITF, fioiii Noveniber 2000 lo Noveiiiber 2007 Cwxiilive 
Vice President, Florida Piogiesr. Iioiii Noveiiiber 2000 to Deceiiibei 2003 and 
Corpointe Secretary. PEC, PEF. Progrerr; Liiergy Sen ice Company. LLC and Florida 
Progiery. from Noveiiikr 2000 lo December 2003 Mr Joliii~on lias been wilh 

President. CEO arid Corporate Secretary. Progress Energy Scn>icc Company. LLC. 
fioiii October 2002 to December 2003 Ile also senfed a\ E\eculive Vice President - 
Coipomtc Relations & Adiiiiiiistrativc Services. General Couiisel and Secretary 01 
Progrcsr Energ) Mr Johnson scmed as Vice President - Legal Department and 
Coipointe Secretaiy, CP&L, iiom 1997 to 1999 

Beloie loiiiing Progress Energy, Mr Johnson was a pxtiier witli the Ralcigli. N C 
oflice of Iluiitoii R: Williniiis L I  P wlieie lie specialmd in ihe iepresentanon of 
l l f l l l treP 

Senioi Vice I’irsiclcnt, E n c i g  Deliveiy, PEC, Jnnuar) 2008 lo present MI CorbeLt 
oversees operations and services i i i  the Carolinas, including engineering. dirlnbutioii, 
coiistruLtioii iiietenng, power I estoiattoii, coiiiiiiiiiiity ielatioiis. eiiergy-elficieiic\. orid 
alternative eiicigv strategies Ile previously wived as Senior Vice Resident. PEI . from 
lune 2006 to Iaiiiary 2008, with tlie saiiie respoiisibilities i n  Floiida :is iiieiitioiied 
above Ile served as Vice Presideiit-Distribution for I’EC. froin Iaiinaiy 2005 to lone 
2006 IIe al’io xnwd PEC as Vice President-Easterii Region. from Septciiibcr 2002 to 
Iniiiian~ 2005, as well os Vice President. PTF. froin April 2005 to liiiie 2006 M r  
Coibett joiiied Piogicss Energy i n  1999 and has served i n  11 number of roles. including 
Gciieial Manager of the Easteiii Regiori m d  direcloi 01 Distiibiitioii Po\vct Qiialit\f aiid 
ReIiabilit\~ 

Bcfoic joining Progress Eiicigy. Mr Corbett spent 17 )cars w i t h  Viigiiiia I’ower 
senling ti1 n vanety of engineering mid leadersliip roles 

--- 

JeITiev A Coibett 49 
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"Micliael A Lewis 46 Senior Vice Presitlent, E n e r p  lk4iveiy, PEF, laniiaiv 2008 to pre.%nt Mr. Lewis 
~ v c ~ ~ c c s  operations and services i n  Florida. including engineering, distribution, 
constriiction. nieteiing, power iestoiation. coniniunity relations. energy- eificie~icy, 
and alternative energy strategies He prcvioirsly senled as Vice President. Distiibution. 
PLF. from August 2007 to January 2008. Vice President Distribution Enginecriiig R: 
Operations. PEF. lrorn Dcceniber 2005 to August 2007, Vice President Distribution 
Operations R: Support, PEF. iron1 April 2004 to Deceniber 2005 and Vice President. 
Coastal Region. PEF. lroni December 2000 to April 200.1. Mr Lewis 110s keri with 
1'EF in  a number of engineering and management pusitioiis since 1986. including 
Disti-ict Manager. Disliibulion Ope1 ations Manager i i i  Pasco Counly, General Managei 
for the South Coastal region and Regional Vice President of botli the North aiid South 
Coastal iepions 

47 I'resitlent and Cliief Esecutivc Officer, PEF, lune 2006 to present Mr Lyosli 
oversees a11 aspects of I'EF's del ivery opemtioris, includi~ig diskibution aiid ci istonie~ 
service. tr:uisniission and products :ind services He picviously sewed as Senior Vice 
President. I'EF, irom November 2003 to .lune 2006 Prior to coming to PEF. Mr Lyash 
was Vice I'rcsidcnt - Transmission ii i  en erg^/ Dcliveiy, PEC, fiom J a n u a y  2002 to  
October 2003 -- - 
Mr Lyasli joined Progresr Enetgy (for~iie~ly CPkL) i n  1993 and spent h i s  fils1 eight 
wars  at the Bninswick Nuclear Plant i n  Southport N C 111s l a ~ t  i'nsition at 13runswick 
rims as Director of site operations 

Esecutive \'ice Presitlent, Progress Enel gy, September 2008 to present I n  his 
various ioles. M r  McArtliur is respo~isi ble for corporale and utility supporl i twions .  
including Corpoi ate Services. Corporate Co~ii~iii~nicatioiis. Efficiency and Innovative 
Tcchnologv. Estcrnal Relations. I-Iuman Resouices and lnt'orniation lcclinology and 
Telecoi~iiiiunicntions The compliance. legal and andit finictions are also part ol  his 
group He also serves as Corporate Secretary o i  Progress Energv. a position he Iias 
held since Ianuar). 2004 Mr Mchrtliur is also Executive Vice Picsidcnt of PEC since 
September 2008, Esecritive Vice President of PEF since Novcnibei 2008 and Senioi 
Vice President and Secretary of Florida Progress Corporation since lanuai-)~ 2004 Mr 
McArtliur has been with Progress Energy iii a nuinber of roles since 2001. includiiig 
General Counsel. Senior Vice President, Corpoiote Relations aiid Vice Pi-esident. 
Public A ibi rs 

Bciore ioining Progress ISncrgy, Mr  Mchrtliiir \vas a ineniber of former North 
Caiolina Governor Mike Easley's senior nianagenient teain. Iiandling major policy 
iiiiiiativcs as well as media and legal affaiis He also directed Govcnior E,asley's 
transitioii ~eani aikl  the election of 2000 

lol in  I? McArtliur 53 
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Maik 1; Mullieni 49 Senior \‘ice I’resiclent and Chief‘ Financi:il Ollicer, I’rogress Energ ,  I’LC 2nd I’F.17, Septeiiikr 2008 to 
preseni Ilc pi’evioiisly served 3s Senior Vice l’residciit. Fiiiance. 1’EC and PEF. from Novenibcr 2007 to 
Scplciiiber 2008, and Senior Vicc I’residciit. Finance. Piogress Encrgy. fioni July 2007 io Sepiciiibcr 2008 Mr 
Mulliern also sei-ved 3s President oi Piogress Veniiires (the unregulated subsidinn! o i  Progress Energy), froin 
2005 to 2008 Senior Vice Presidenl of Competitive Coinniercial Operations of Progress Ventures. froin 2003 lo 
2005: Vicc Prcsidcnt. Stratcgic Planning of Progiess Encigy. lroni 2000 to 200.3: Vice I’residciit and Treasurer 
of I’rogrcss Energy. from 1997 to 2000. and Vice President and Controllcr o i  Progress F k r g u ,  from 1996 io 
1997 

Before joining Progrcss Energy (formerly Cl’BI-.) i n  1996, Mr Mullicrn \vas the Cliief Financial Oflicer at 
Hydra Co Enterprises. the independent power subsidiary of Niagara Mohawk Me also spent eight years at Price 
Waterlioiise, senjiiig a wide variety ofinanufact~rring and service businesses 

Senior \’ice I’wsiclent and Chief‘ Nuc1e:ir Officer, I’EC and PICF, January 2008 to prescnt Mr Scaroln 
oversees all aspects of our nuclear program He previously served as Vice Piesideiil at the Bmnswick Nuclear 
Plant lioiii October 2005 to Dcceriibei 2007 Mr Scaiolo joined Progress Energy (I‘omieilv CPBL) in 1998, 
wliere lie sewed as Vice Resident at the 1-laiiis Nuclear Power Plant until October 2005 

52 

M r  Scainla cntcrcd the nuclear power iield i n  1978 a? a design engineer and liar held positions in conslructton. 
start-up kxling. niainieiiance, ciigiiieetirig and opciations 1Ic was ilic I’lant Gcne~al Manager at llle St LUCIC 

- ogress Enerw. __-- ~ __ I .,,,i,t r- pr 

Frank A Schiller 47 Senior Vice Presidtmt, C‘oiiip1i;ince ;ind Genei,al Counsel, I’ropess Encrgv, January 2009 to present. Mr 
Scliillei is responsible foi I’rogress Energy’s legal. iegulatory, compliance, aiidil a i d  corporate governance 
functions I-le scivcs as Progress Energy’s chief coiiipliaiice olficer mid clmirs Progiess Etiergy’s Ethics 
Cornmiltee Mr Scliiller joined I’rogrcss Encrgy in 1997 and previotlsly servcd as Vicc President. L.egal, from 
Ihccmbcr 2000 io December 2008; L3irector - L.egal Services. froin fallli3ry 2000 to Deceiiiber 2000. and 
Associatc Gcneial Counsel, ironi December 1997 lo Janiioiy 2000 

Before joiiiing Piogress E.iiergv. Mr Scliiller was Seiiioi Counsel at Viigiiiia lilcctiic and Power Company 
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I’aola I Sinis 47 Senior Vice I’icrsident, I’owrI Opcl.;itions, 1’15C.’ and PEI;, Julv 2007 to present Ms 
Sinis oversees fbssil generation. new genelation and traiisiiiission coiistiuctioii. 
cnt~iro1i1iie11ta1 compliance. non-nuclear Tuel procurcineiit and transpor1atioii. 
purcliascd powci aiid cxcess generation sales Slie prcviotisly senfed as Sr Vice 
President ol Regiilaled Services froin January 2006 to J u l v  2007, Vice Pmsidcnt. 
Fossil I:ucl Generation of Progicss Emrgy and PET;. from January 2006 to April 2006; 
Vice I’residcii~ Rcgiilakd Fircls of I’rogrcss Energy, from Dcceniber 2004 lo 
December 2005. Cliicl Operating Officer oi Progress Fuels Cor-ponliori. Corn 
1:ebruan. 2002 to Lhxiiiber 2004: and Vice Presideiif Business Operations Rr 
Strategic Plaiiiiiiig of‘ I’rogiess Fuels Coiporation, fioni lune 2001 to Febriiary 2002 

Before joining Progress Eiiergy i n  1999, M s  Sinis \vas with General Electric. wliere 
slie scl-\ed 111 a nuiiiber of iiinnngemeiil arid operations positions for over 15 ycars 

Jefliey M Stone 48 Chief .lccounting Oflicer :md Chtroller, 1’1 ogress en erg^ and Floritli PI ovcss, 
June 2005 to pie5eii1, Chief .\ccounting Officer, PEC‘ and I’EF, from lune 2 6 5  and 
November 2005, respectively. to prcrent. and Vicr 1’1 esiclenf ; i d  Conh ollrr, 

e Coinpiny, LLC, liom Tanuary 2005 and J i m  2005, 
respectively to picsent Mr Stone pieviouslp served os Controller 01 PET; and PEC, 
honi June 2005 IO Nuvcniber 2005 Since 1999, Mr Stone lins seivcd Progress Energy 

Lloyd M Y a k s  

I’iioi to joining I’rogress I; nergv. M r  Stone worked as 311 auditoi with Deloilte Rr 
Toiiclie in Cliarlotte. N C 

48 I’icsiclent :ind C,’liirl Emecutive Oftierr, PEC, July 2007 to present Mr Y a k s  
o ~ ~ e i s c e s  all aspects o i  the Carolinas delivery operations. including distribution and 
ciisloiiier service. transniission. and products and services 1-le prcviouslv s e n d  as 
Senior Vice Piesident. PEC, from Janoaiy 2005 to July 2007, wliere lie \vas 
responsible for managing tile foul regional vice presidents i n  the I’EC oi ganization I-le 
senled PEC as Vice President - Transmission. h n i  November 2003 lo Dcceniber 
2004 and as Vice President ~ Fossil Generation. from November 1998 to Noveinber 
2003 

Befoie ,joining Progress Eneigy (foriiiciiy CPBI..) i n  1998, MI  Y:itcs \v:is with PE,CO 
Eiieigy lor over 16 years i n  several line operations and ~ i i : i~ i~ge~ne~i t  positions His last 
positi&i \vi111 PECO isas as  General Manager - Opei ntioiis in  tile power operations 
groiip 

*Indicates individual is an executive ollicer of Progress E.ncrgy. Inc . but not PE.C 
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ITEM 5 MARKEl- FOR 1 I I L  REGIS1 IIANIS’ COMMON EQrJIl Y. IIELA I E l l  S1 OCKI-IO1..1~611 IVIA~TI’ERS AND ISSUEIl PLJRCI-IASES OF 
EQUITY SIXURITIES 

PROGRESS EiVERGI’ 

Progress Energy’s Common Stcick is listed on the New York Stock Escliangc undcr the symbol PGN Ilrc high and low intra-day stock sales prices for each 
quarter for tlie past two years. and tlie dividends declared per sliaic are as 1bllons: 

Tlic Ilccciiibci .31 closiiig price o l  our Coninlo11 Stock was $39 85 loi 2008 and $48 43 for 2007 As ol lebruan, 23.  2009, we Iiad 55.919 lioldcrs of recoid of 
Common Stock 

Neitlier Piogress Encigy’s Articles ol Incoiporntion nor any 01 its debt obligatioIis coiitain any restrictions on the paynent of dividends, so loilg as no sliares 
of preferred stock are outstanding Our siibsidiaiies liove provisions iestricting dividends i n  certaiii liinited circumstnilccs (See Notes 9 and 1 1B) 

Inl‘onnntioii regarding secriritics autlioi izcd for issuance under OW equity coiiipensalioii p1ori.s is i i ic l~~ded i n  Progress Energy’s definitive proxy statement for 
its 2009 Aimual Meeting of Shareholders 
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lssiiei pnrcliascs of equity sccuiitics lor lourth quai tel oi 2008 arc as follows: 

~~~~ ~ - ~ 

fa) (d )  
1 otal Nuinbei (b) (C) Mawiiiiim Number (or Appro\imate Dollar 

rota1 Nriniber 01 Shales (01 Units) of Sliares Average Price Paid Value) of Sliares (or IJiiits) that Mav Yet 
(or Uiiits) Purcliased (1 ) Purcliaxd 35 Part 01 Publicly Be I’t~iclia~ed Under the Plans or Prograiiis 

November I - Noventbeer 
30 516.600 38 6632 NIA NIA 
D ber 31 165,372 38 9632 NJA 
Total 1.3 1 9.092 638 6106 NIA NIA 

(1) At December 31, 2008 Progress Eneigy did not liave any publicly aniioitnced plan\ or programs lo  ~ ~ u r c l i a ~ e  slimes ol  11s coilinion stock 
(2) 867,920 shares of our coiiiinoii stock were ptiicliaxd in open-niarkct transaction5 by tlic plaii adtntnistiator to meet share deliveq obligat~ons under the 

(3) 451 .I72 s l iare~ ol‘otir coniinon stock were purcliascd 111 opcii-niarlct traiisa~hoiis bv 1111: plan adniiiirstrator to meet h i c  dclivcn, obligrttions under the 
Progress Energy 40l(k) Savings Rc Stock Owneiship l’lan (JOl(k)) (See Note 9B) 

Savings Plan for Fmployees ofF1oiida Progie\s Corporalioii 

Since 2000, tlie Paient Iias owiied all of PEC‘s coiiiiiioii stocl; and 3s a result tlierc is no cstablislicd public tiadiiig niarkei lol  l l~c stock I’EC has neither 
issued ti01 ~cpnrchased any equity securities since becoming a w h o l l ~  owned subsidianr or tlic Paient Ditriiig 2008. PEC paid no dividcnds to llic Parent. 
During ,2007 and 2006, I’PC has paid dividends to tlie Paleiit lot?ling the :imouiits slioi\m i n  I’EC‘s St:iteiiieiits o l  Coininon l;quit)t included i n  the fin:iiicial 
statements i n  PART 11. Item 8 I’EC has provisions restrictirig dividcnds iti certain circiiinstaiices (See Notes 9 and 1 I) I’EC does not linve any equity 
conipensation plans under whicli its equity securities arc issued 

PEl’ 

All sliarcs of PEF‘s coiii~iion stock are owned by Florida Progress and as a result there is no establislied public trading market for the stock. I’EF has neither 
issiied nor repurchased any equily securities since becoming an indirect stibsidiaiv of tlie Parei tiring 2008 and 2007. PEI’ p i d  110 dividends to Floiida 
Progress. l h i t i g  2006. I’EF pnid dividends to Florida Progress toteling the amounts sliowii i n  P Stateiiients of Coninion ISquilv included in the finonc!al 
statements in  PART 11. Itern 8 PEF lias provisions restricting dividends i n  ccrtaiii circtrnisiances (See Notes 9 and 1 1  ) I’EF does riot Iiavc any cqiiity 
coinpeiisatioii plans under which its equity securities are issued 
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Year\ Ended Deccmbei 31 
( in  millioiis. eycept pei share data) 2008 2007 2006 2005 2004 

S 9,167 $ 9.153 F 8.723 $ 7.9.18 S 1.168 
773 691 551 523 
830 504 571 697 

s 2.97 s 271  B 2 2 0  !J 2 12 s 2.213 
3"19 197 2 2 8  2 8 2  

CAPITALIZATION AND DEB1 
Coillmoii stock eqlllly (b) S 8,687 6 8.395 S 8.259 S; 8.01 I .S 7.606 

k of sdisidiaries - not snbiect to matidatow iedeiiinfon 93 93 93 93 

Dtvideiids declared per coiiimoii share 

(,I) Balaiices liave been reqtated for tlie co t r ec~ i~ i i  01 an error iesnlting i n  decreases 01 627 iiiillioii at December 31. 2007 311d 2006 and $il million at 

(I?) Balances liave becii restated Cor the correction ot an eiror iesulhiip i n  decreases 01 $27 n ~ i l l t o r i  al L>eceriiber 31, 2007. 2006 2005 ond 200.1 (See Note 

( c )  Inclades long-term debt to alfiliated trust 01 $272 niillion at Deceniber 3 1 .  2008. $271 inillion a1 I>ecciiibci 31, 2007 and 2006 and $270 nitlltoii at 

S 2.465 $ 2445 6 2425 $ 2375 S 2315 

December 3 I ,  2005 and 2004 (See Note 1 B) 

1 B) 

December 3 1.2005 and 2004 (See Note 23) 
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Years Ended December 3 1 
Ill1 mllllons) 2008 2007 2006 2005 2004 
OPEIUTING IU3SULTS 

$13,165 $11,955 $11,999 $11.471 $10.756 

Total capitali~otion and debt fi) $ 7,995 Ifi 7.465 $ 7.110 $ 6.919 Ifi 6.510 

(a) Balaiice.; liave been restated for the correction oi‘an crior iernlting i n  decreaws of627 iiiillton 31 1)eccnibcr 31. ZOU! and LUOb and $31 iiiiiiioii 31 

lhl  Balances hove k e n  rcstated for the corrcction 01 an error resulhng i n  decreases of $27 million at December 31. 2007, 2006. 2005 and 2004 (Sce Nole 

( c )  Includes notes payable to affiliated conipiiics. related to the inoiicy pool piogiaiii. o l$ l54  inillion. $ 1  1  nill lion and $1 16 iiiillioii U t  Deccnibci 31. 2007. 

December 3 1. 2005 and 200.1 (See Notc 1 B) 

1 B) 

2005 and 2004, respectively 

J’EF 

The infoniiiition called for by Itcni 6 is omitted for PEF pursuant to Instruction I(2)(a) to Form 10-I< (Omission of‘ Inforniation I ) )  Certain  holly 
O ~ ~ n e t l  Subsidiaries). 
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I l l  M 7 MANACFMFNI ‘ S  DISCUSSION AND ANALYSIS Or rINANClA1 CONDI I ION AND 
IU-SUI, I s or OI’LRA~ IONS 

1 lie lollowiiig coiiibiried Marmgcnicitt’s I ~ i s ~ i i s s i o ~ i  aiid AnaIvsis of financial Coiidition arid Resiilts 01 Opelatioils ( M I X U )  is separalcly liled bs  Piogrcss 
L nergy. lnc (Progress Lnergy). Carolina Power R: Light Coiiipany d/b/a Progress Energy Carolinas, liic (PEC) aiid rlonda Power Corporatioii d/b/a Progress 
Lnergy Florida. liic (PEF) As used i i i  t h i s  iepoit, Progress Energy, \vliich includes Progress Energy, Iiic liolding coiiipaiiy (tlie Parent) and its iegulatcd and 
noiircgulated subsidiaries on a consolidated basis is  at tiiiies retcrred to as “we.” “us” or “our ” When discassiiig Progress I h r g y ’ s  financial inlormation i t  
iiecessaiily includes tlie iesults of PEC and PFT (collectively, the Utilities) 1 lie tciiii “Progress Registrants” refers to each of the three sepniate registrants 
Progress Energy. I’EC and PEF Iiilortiiatioii coiitaincd lieieiii ielating to PCC and PEP indtvidually is Liled by such company on its oiv i i  beliall Neither of the 
Utilities iiiaLcs WI\ rcprescntation as to information related solely to Progress 1:iicrgy or the subsidiaries 01 Progress Energy other than itself 

1 lie lollowi~ig MD&A contains Ionvntd-loohing statementr; tliat involve estimates projections, goals foiecasts. assumptions. 1151~s and uncertainties tliat 
could cause actual results or oiilcoiiics to dill’er niatcrtally lioiii those expressed in tlie forward-lookiiig statciiieiits Please review ‘ Safe llaiboi fix ronvard- 
L oohing Stateiiients“ niid Item 1A “Risb Factols ” loi a disciiwoii of the factors that iiiay iiiipact aiiy sucli forward-looking statenleiits iiiade liereiii 

MDBA should be read $11 C ~ i l J U i l ~ ~ i ~ i l  wit11 tlic Pn>grcss Cncrgy Coiixdidatcd riiianclal Statements 

PROGRESS ENERG1 

I N ~ l < O ~ L l C “ l  ION 

Our repor table btisriiess segments are PEC arid PEF aiid tlreii prliiiaiy ope~ations are the generation, transmission. distribution and sale oi’ e i e m i w s  i n  

portions of North Carolina and South Caioliiia and in poi tioiis 01 Florida, iespectivcly Tlie “Corporate and Othci“ segment piininrily includes the operations 
iogiess Energy Service Company. 1 LC (PESC) aiid otliei iiiisccllaiieoiis iionregulated businesses that do not sepaintely iiieet tlie quaiiUtative 
a sepainte iepoilable business segment 

- 

STRATEGY 

We aie aii integrated ciicrg) conipany primarily locused on the end-use electricity iiiarlmts Over tlie last sevcial years \vc have ieduced oiir business ttsb by 
eutiiig substantially all 01 oiir nonregiilated bu~nesses Our two electiic utilities operate i n  iegtilated retail utility mar1,ets in  tlie southeasterii Llnited States 
aiid Iiave acccss to attrnctive wholesale iiiarkelr in tlie eastern 1Jiiited States, wiiich we believe positions us well for loiig-teini giowth Please review “Safe 
IIarbor foi Fonvard-Loohiiig Statements” aiid Itein 1 A. ’ Risk Factors.” for a discussion of the lactoi s tliat may tiiipnct any sucli fornard-loohiig statenleiits 
iiiadc liereiii We are focused oii the lollov~ing hey priorities 

Cortxsterrtly enrellmg iri the d& fnrtd(tirierttri1s of our rltrltty brtrtnor,  rrzclrtdtrg xtfe$ nrtd rclmbk gerlernttrtg rmd ~lc lr~~errr igpow~~.  to our cirstornerc 

The Uti l i t ies Iiave more tlian 21 000 iiiegawatts ( M W )  01 geneintioil capacity, aiid their senlice terntories cover approximately 54 000 square miles i i i  tlie 
soutlicastem United States, which 113s liistorically been one 01 thc tastest-growing regions 01 the country We aie locused on salely and reliably senwig oui 
customer base IIo\\ever. lihc other part\ of the couiiti-\r, our seivicc tcrntones aiid business liave been iinpacted by the cunent economic iecessioii with 
corrcspndiiig dowiitiii 11s i n  tlie Iioiisiiig and coiisuiiiei credlt niarhets Our custoiiier giowtli liar slowed significantly We had a net increase 01 appioxiniatclp 
24,000 letail custonieis ovei tlie pst year coinpared lo  a net iiicre:~se 01 51.000 ietail custoiiieis iii 2007 Ilowever, we nere able to mitigate oiir w a h e r  than 
e\peited 2008 rctail revenues with strategies of securing additioiial wliolesale revenues and ongoing cost inaiiageniciit We mticipatc 2003 \\ill Ix aiiotlier 
cliallenging }ear given the recent liiiancial iiiarhcl disriiphorir and worsening econoimc conditions 
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Stic~ce.s.s&illy irrrpleiitertfirtg our hnlnrtced solrrtioiz ,for N seciiw ertergj~,f”ture 

Ow bnlaiicecl solution is :I compreliensivc pluii to nieet tlic anticipoted demand i i i  tlie Utilities‘ service tenitones and piovide :I solid basis for slowing and 
reducing cnrhi i  dioxide (CO?) emissions by Iixusing on energy eflicieiicy. alternative cncigy and state-of-the-art power generation First we arc expanding 
aiid cilliancing o u r  demand-side manageinciit ( I X M ) .  energy-clficicncy and energy conservation piograms Second, we are actively ciigagcd i n  a variety of 
alternative energy prgjects and are evaluating tlie feasibility of producing electricity lioin these and other sourccs North Carolina‘s ~ninimum renewable 
eiiergy portfolio standard begins iii 2012 On lanuaiy 12. 2009. the Florida I’iiblic Senlice Commission (FPSC) appioved a draft state renewable portfolio 
standard rule witli n goal of 20 percent renewnble energy pioduction by 2020: the rule requires legislative ratilication before iinplenientation Third. we are 
cvaluating new generation mid flcct upgrades to niect tlie anticipated demand at both I’EC and PEF toward the end of the nex? decade We are evaluahng the 
best new generation options, incl iiding advanced design nuclear technology. gas-fired combined cycle and combustion turbines, and modernization of existing 
coal plants to use clean coal tccliriology ‘The considerations that will factor into this decision include. but are not limited to, constiuction costs. fuel diversity. 
transmission and site availability. crivironmcrital iriipct, the rate impact to custoniers and our ability to obtain cost-cn‘ective linancing Expcnditurcs to 
acliievc our balanced solution sliould be I ccovcrable undei base rates or cost-recovery nieclianisnis that ow state ,jwisdictions luave iiiipleniented, o r  are i n  the 
process ol iniplenienting See “Oilier Matters - Regulatory bnvironmenl” and Note 7 for additional iiifoiniation. 

We are continuing to piirsiie new nuclear generation based on eqxctatioiis o i  new Icderal cliinate policy as well as recognition o i  tlie need for new baseload 
geiierating capacity and better fuel diveisity and energy seciir-ity Favorable clianges i n  the regulatoiy and construction processes liave evolved iii recent years. 
iiicliiding standardized design, detailed design before coiistiuction. combined license (COL) to build and operate. streamlined regulatory approval process, 
aiiiiiial prudence reviews and cost-rccoveiy nieclianisnis ior preconsti uclion and financing costs State iegiilatory processes are specific to each jurisdictioil 
While we Iiave not iiiade a Iiiial deienniiialioii oii nuclear constiuctioii, we Iiave taken steps to keep open the option of building a plant or plaiits In 2008, the 
Utilities each filed a COL application with the Nuclear Regulatoiy Coniniissioii (NRC) for two additional ieactors each at Shea1011 Harris Nuclear I’lant 
(Harris) aiid at  a greeiilicldsjte i l l  Levy Corinty. Floi-ida (L.evp) I.)rrnrig 2008, PEF liled mid received orders from the FPSC on its Levy Deterinination of 

engineering, procureinent and construction (EPC) ngrcement for the t\vo proposed Levy units The neh? significant step in the Levy pmject is to negotiate joint 
ownciship agieeiiieiits On Fcbi-uaiy 24. 2009. PEF received tlic NRC’s scliedule for review and approval of tlie COL PEF is assessing the impact of the 
NRC scliedule on the plans and estiinated costs for L.evy Curleiit plans would be for the Levy units to be opeiatioiial i n  the 2016 to 2018 timefrariie. If PEC 
pioceeds with conslructiori at Harris. a new unit ivotrld not Ix: oiiliiie irtitil at le:~st 2019 See “Otlier Matters -Nuclear Matteis” Ibr :idditional infomlalion 

i~lrilttoirzirtg cotistrrictiia regtilcrto~y relotions iihile corzfiaritirtg i inv energy rmlities 

The Utilitics successfrilly resolvcd key state regulatory issues i n  2008. including rctail fuel iecovery filings in  all ,juiisdictions. PEC successfiilly souplit to 
[eimiiiate its obligation to recognize occelcrated aniorlizaliori of cer tail1 eilviixmwx1d compliance costs ill Nolib Caroljiia and acceleinted depreciation of 
nuclear geneiatiiig assets i n  Soutli Carolina Consequently. PEC will not be required to recognize accelerated expenses totaling $229 million i n  the North 
Carolina jurisdiction and $38 million i n  the South Cmoliiia jui isdiction but will recoid depreciation over the useful life oi  the respective assets As discussed 
previously. PEF’s petitions for  the Levy Needs Deteraiination and for $420 million of nuclear cost recovery for the Levy and Czystal River Unit No 3 
Nuclear Plant (CR.3) projects were granted by the FPSC See “Ollier Matteis -Regulatory Environinent” and Note 7 for further iirfolniatioii 

The Utilities Iiavc sought, and will continue to seck. recovery of eligible costs i n  accordance with the energy policies of their respective jurisdictions In  
February 2009. PEF began the piocess Tot establisliing 2010 base I-ales by liling notilication with the FI’SC indicating its intent to initiate a base late 
proceeding ‘ r l k  procedriial step is rcquiicd because I’ s current base rate agreenient will expire at llie end 01 2009 111 addition, on Febriiary 18, 2009, PI% 
filed a request with tlie FPSC to decicase custoiiicrs’ bills i n  2009 diic to a revised fuel forecast and a deferral o f a  portion of previously approved nuclcar 
precoiistrirc~ion clinrges We caiiiiot predict the oiitcoiiie of tliese iiiairers (See “Fullire Liquidity and Capital Resources - Regulatory Matlers aiid Recoveiy of 
Costs” and Note 7C ) 
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We are subject to significant fcdcrd and slate rcgiikltions icgaiding air qiidity. water qiialily’. coiilrol of losic slibstailccs and !iazardous and solid \\’asleS. arid 
otlier enviioniiiental inatleis Fcdcral judicial actiolis duiing 2008 vacated iiieictiw ciiiissioiis rcgitlations and rcinandcd clcan air Icgulatiolis to the IJiiited 
St:ites Enviionniciital I’rotectioii Agency (EI’A) tor modi1ic:ition Subsequent rule issuances mid iiitcrprctatioiis. incrcnses iii  tlic undeilsiiig niaterial. labor 
and equipment costs. eqLiipment availability. oi tlic itiiespectcd acccleratioii o i  conipliaiicc dates, among other things. could result i n  signiticant increases i n  
our estiiiiatcd costs to coniply and accclcraliori ol‘soriic prt?jccls We ciirrcritly cstiniatc tliat total filturc capital cspcnditwcs for tlic Utililics to comply with 
cnvironriiental laws and regolatioils addressing air and water quality. wliicli arc eligible for regulatory recovery tliroiigll either base rates or cost-recovery 
clauses, could be iii excess of$580 million a t  PEC and $350 million at PLI; tlirougli 2018. wliicli concsponds to Uie latest e~nissiori icduction deadline 

In addition. growing state. fcderal and iiitcrnalional attcntion to global clirnatc cliangc mav result in the regulation of COz and other grcciiholise gases We are 
preparing for a carbon-coiistraiiied fiitiii e and ale actively engaged in  helping sliape cll’ectivc policies to address the issue While state-level study groups ale 
busy i n  all t h e  of our jurisdictioiis. wc contintie to believe tliat this issue rcqiiires a national policy franiework - one that provides certainty and consistency 
Reductions iii COi emissions to the lcvcls specilied by sonic proposals coiild bc niaterially advcrsc to our financial position or rcsiilts of operations if 
associated cosls of control or liniilatioii caiinot be recoveled lioiii ratepayrs The cost impact of legislation oi regulation to address global cliiiiate change 
would depend on the specilic legislation or regulation enacted aiid cannot be dclcmiincd at th is time Sce “Otlier Matters - Envir oiiinental Muliers” for 
additional infoimatioii 

7 lie Anierican Recovery and Reinvestnieiit Act signed into law i n  Fcbiiiaq1 2009 contains provisions proiiioting energy efficiency aiid reiiewable energy. 
including $1 1 billion for Smart Giid-related tccliiiologies. $6 .3 billion foi eneigy-cflicieiicy and conservation gmnts and E2 billion in tas credits for the 
piircliase of plug-in electric veliicles Nso ,  tlic Obanin :~dministratioii has annoiinced a goal of spaiking a new encrgy ievolution by stiinulaiing transmission 
and promoting renewable resoiiices while also pricing greenliotise gas emissions and setting a federal reqiiiieiiieiit for renewable energy We ale ciinentlp 
reviewing the impact the new legislation might liavc on OLII opemtions The impact oC the new legislation and regulation resulting from other federal 
initiatives cannot be detemiiiied at Illis time 

We have sevcral kev fiiimcial objectives, the first of which is to achieve sustainable earnings growvih. In addition, we seek IO conlinue our ~rack record of 
dividend gro\vtli. as wc have iiicreased our dividend lor 21 consecutive years. and 3 3  of the last 34 years We will strive lo prescrve 0111 iiivestinent grade 
credit ratings so that we arc positioned to acconiiiiodate tlic significant fiilnrc dciiiand expected at the IJtilities 

Our ability to meet these linaiicial ol?jectives is largely dependent oii tlic earrriiigs and cas11 llows of tlie IJtilities The Utilities’ eaniiiigs and operating cash 
llows are Iicavily inlluciiccd by weather. tlic ecoiioni): demand for clcctricity related to custonicr growth, actions of regtilatory agencies, cost control, and the 
timing of recovery o i  fiiel costs aiid storiii damage The Utilities contributed $914 inillion ol our segment profit and generated substantially all of our 
coiisolidated cash ilo\v fiwm opeiations iii 2008 Partially oifsetting the Iltilities’ segment profit coiitiibutioii were losses of $141 million recorded at 
Coi pornte and Oilier. primarily related to iriterest esperise 011 Iioldirig conipany debt 

Ongoing cost n ia i iqenie~i t  initiativcs have enabled tis to offset sonie o i  tlie impact o i  tlie slowing economy and high cost pressures. The lltilities ale allowed 
to recovei prudently incuired fuel costs througli tlie fuel portion of our rates, \vliicIi are adjusted annilally ii i  each state We attempt to mitigate rising fuel 
priccs tlirriirgli our divcrsc geiicration mix staggered lid contracts aiid licdging, and supplier and transportation diversity. Mitigating the impact of rising fuel 
prices benefits our cash Ilows. interest cspense and leverage Additionally, rccovciv orliiglier fuel costs negatively inipacts customer satisfactioii 

In addition to the sigiiiiicant capital investment rcqiiircd for coniplving with environnicntal regillations and niceting anticipated load growth, the Utilities‘ 
operations are inlicreritly capilal intensive We have addiessed the cliallciiges presented by crinent financial inarket conditions and will coiitinne to monitor 
the credit markets to niaintain a11 
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appropriate level ol liquidity L>espite the tiglitened credit niarkct that bcgan witli the extiellie niarkct tunnoil in thc third cluaiter 01 2008. we IUW been able 
to issue additional cquitv and short- and long-temi dcbt Sec ”1,iquiditv and Capital Resources ” 

We cspect total capital expenditures before potential nuclear consti tiction to be approxiniatcly $2 2 billion. $2 I billion and $2 0 billioii l‘or 2009, 2010 and 
201 1 .  respectively I f  we dcteiininc to procccd with the construction of a licw nuclear facility. we cspect that ow potcntial nticleor constructioii espendituies 
will range froin $260 million to $560 inillion in  2009. $460 million to $660 million il l  2010 and $750 iiiillioii to $950 million i n  201 I Forecasted potential 
nuclear construction espcnditures are dcpcrident upon. and may vary sig~tilicantly based upon, the decision to build: regulatory approval schedules, timing and 
escalatioii of project costs. aiid the percentage ofjoint owiersliip. I’EF lias utilized. and :inticipates continuing to utilize. nuclear cost-recovery niecliaiiisnis foor 
nuclear prcconstruction and constnlction cost financing available under Florida law Subject to regulatory approval. capiial investments that support load 
growth and comply with environniental regulations iricie:ise the IJtilities’ ”rate base” or investment i n  utility plant. upon wliich additional ieturn can be 
realized, aiid create the basis for long-terni enrniiigs growth il l  the Utilities 

Our no\v discontinlied synthetic fiiels opeiations liistoiically produced significant net emiiiigs driven by tas credits for ssiitlietic luels production i n  
accordance wit11 tlic Section 29145K lax credit program (Section 29iJjK). which expired at {lie end of 2007. However. the associated casli ilow knefits are 
iedizcd over time ~vlieii deferred Section 29145K tax credits gcncratcd, but not yet utilized, arc ultimately utilized At December 31, 2008, the amount of these 
defeired tax credits carried l’oiward \vas $799 million See “Other Matters - Syiitlietic Fuels Tax Credits” below and Note 22D for additional inforination on 
our synthetic luels tax credits and otlier iiiattcrs 

The Progress Registrants are suli,jcct to various risks For a discussioii of their current iiiateii:11 risks. see ltcni I A, “Risk 1:actors ” 

RESULTS OF OI’ERA’I’IONS 

I., u e discussed 1 he discussion beeins wit11 a summarized overview of our consolidated earnings, 
\ v l i ~ b v  bustncss segment 

O\’ER\‘l E\\’ 

FOR 2008.~1S COI\,/P.~REL~ TO 2007ilND 2007AS COI\IP/IREL~ TO 2006 

For the year ended December 31, 2008, our net incolne was $830 niillion, or $ 3  19 per sliare. conlpared to $504 million. 01- $1 97 per share, for the same 
period i n  2007 1;oi tlic year ended Dcccmber 31. 2008, our income froni continuing opetations was $773 million compared to $693 million for the same 
period i n  2007 Tlie increase i n  income from continuing operations as compaied to prioi year \\!as due piiiiiarilv to: 

favcirablc allowance for funds used during construction (AFlJDC) at the Utilities; 
* increased retail base rates :it PEF; 
* liiglier wliolesnle revenues at 

lower purcliased power capacity costs at PEC due to the expiration of B power btivbacli agieeinent: and 
favorable net retail customer growth and usagc at PEC 
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I’artially ol‘tiettiiig tliese itenis were: 

liigliei inteiest expense at PEF: 
liiglier inconie 13s expense due to the benclit irom tlic closure of cerlaiii fedei-al tax years and positions iii 2007; 
uiifa~~orable net retail custonicr grotvtli and usagc at I’EF: 
uiifavorablc wcatlicr at PEC: 
liiglicr iii\~estmeiit losses of ccrtaiii employee beiieGt trusts at PEF and Coiporate and Other lesulting from the decline i n  niarkel conditioi~s: and 
liiglicr depreciation and aniortization expiise at I’EF excluding prior year recoiwnblc storni amortization 01 PEF 

For the year ended I~cccniber 31. 2007. our net incoine was $504 inillion. o r  $ I  97 per sliaie. coniparctl to $571 inillion, or $2 28 per share. Cor the snine 
period iii 2006 For llic year ended Dcceinbcr 3 1 ,  2007, our income Irom continuing operations \vas E693  nill lion coniparcd to $551 million for the sainc 
period i n  2006 Tlic increase i n  iriconie froni continuing operations as conipared to prior year \\‘as due piiiiiai i l v  10: 

lower No1 tli Carolina Clean Smokestacks Act (Clean Sinokcstacks Act) aiiiortizotion expense at PEC; 
lower interest ex~iciise at llie Parent due to rediiciiig debt in  late 2006, 
the cost incurred to rcdeeni debt at the Palent in  2006: 
favorable \\cather at I’EC: 
lower allocations ofcoiporate overliend to continuing operntjons :IS a resiilt of the 2006 diveslilurcs. 
uiircalizcd losses recorded on contingent value obligations (CVOs) during 2006; 
Povoiable AFUDC equity at the IJtilities: 
favorable net retail customer growth and usage at the Util it ies. and 

I ~ - -  ___ 

Partially olT5cttiiig these itcmr wcrc 

0 liiglicr opcratioii and niai~itenancc (OBM) expenses at tlie lltilities priniatily due to liiglicr plant outage and nia11i1enancc costs and Iiiglier cniploycc 

e :iddiiion:il depieciatioii cxpciire associated with PEC’F acceler:ited cor~-recoi~ery piograiii for nuclear generation asscls (See Note 7B), 
bciictitr. 

h i g h  inteiest expense at PEF: 
0 the iinpnct of tlic 2006 gain on salc of Level 3 Comniunicntio~~s, Inc. stock acquircd as p:irt ctl tlic divcstiturc oi Progress Tclccoin. LLC (IT LLC): and 

Iiiglicr other operating espenses due to disallowed Tuel costs at PEF 

Our segments contributed tlic folloiving profit or loss lioni continuing opcrations: 
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I'IIOGRISSS ISNEIIGl. C'AROI,IN!\S 

I'EC coiitiibuted segiiieiit prolits oi %531 iiiillioii. $498 iiiillioii and $454 iiiillioii iii 2008, 2007 and 2006. respectively 1Hie iiicrease iii profits for 2008 3s 
coiiiparcd lo 2007 is primarilv due to l o ~ e r  purcliased power capacity costs due to tlie cxpiratioii of a power buyback agrcciiiciit. favorable AFUDC and 
favorable net i c ta i l  custoiiier growtli and usage. partially offset by tlic unfavorable impact ol weatlicr 3ild Ioivcr cxccss generation revciines 

'The iiicrease i n  piolits for 2007 as coinpaled to 2006 is priniarily due to lo\vei Clean Smokestacks Act amortization. tlie favorable iiiipacl o i  weather and 
l'awrable net ietnil custoiiier growtli and usage, partially o I h t  by higlier O&M espciise related to pl:iiit outage a i d  maintenance costs a i d  eniployee benefit 
costs and additional depreciation espeiisc associated with PEC's accelerated cost-recovery program for nuclear generating assets 

l-lie revenlie tables below present the total aniotiiit and percentage cliaiige of reveiitm excluding ftiel Revenues excluding fuel and other pass-tlirougli 
rcvciiiics i s  dcliricd as total electric rcvciiiIcs less i d  and oilier pass-tlirougli revenues We and I'EC consider reveiities excluding fuel and other pass-through 
ievenues a useful iiieasure to cvaliiate PEC's electric opentioils because fuel and other pass-tlimugli revenues prilnarily represent the recovery of fuel. a 
portioii 01 purcliased power expeiises aiid other pass-througli expenses tlirougli cost-recovely clauses and, tilerefore. do 11ot Iiave a material impact 011 
eaniiiigs We and PEC liave included the analysis below as a coiiipleineiit to the financial infomation we provide i i i  accoidancc with accounting priiiciples 
generally accepted in  tlie Uiiited States of  Anierica (GAAP) However, ieveiiues excluding fuel and otlier pass-througli reveiiues is not defined tinder GAAP. 
&id the preseiitatioii iiiav iiot be coinparable to otiiei coiiipaiiies' presentation or more usciul tliaii the G M P  iiiforniation provided elsewliere in  lliis report 

\Tim 

PEC's electiic ievciiiies mid tlic pcrcciitage chalige by yeai aiid by custoiiier class w e ~ e  as follows: 

. _ _ _ ~  
- - ~ _ _ _ _ _  

eveii Ilioiigli cooliiig degiee day$ were comparable to noriiial rlie favoloble net retail customer giowth and usage was driven bu a net 24,000 iiicrense in the 
average niiiiibci ol ciistoiiicr\ 1'01 2008 coiiipared to 2007, partially offset by lowei aveiage iisage pel ictail ctistoiiiei 

5.1 
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The current i c c e ~ ~ i o i i  i i  he Uiiitcd States 113s coiiti~bulcd to a slo\vdowii i n  customer glowtli and itsage iii PF service territory (See "l'ropress Eiiergy 
Florida - Rc\cnues") I C Iias not bccn impacted b\; thc recession as significantly as PEF I-lowcver, PEC 1 speiienccd sonic decline i n  tlie mtc of 
rcsidenti:il and coniiiier 1 salcs groivtli We c:innot prcdict the scveiity of the recession. liow long it map last o r  the extent to wliicli i t  may iiiipact PEC's 
re\~enucs In  the futurc. PIiC's custoiiicr usage could be impacted by ciistotiicr response to e~icig~~-ct l ic ic t ic~~ progi-anis and to increased rates resulting froiii 
Iiiglier l'iiel and oilier rccovcrablc costs 

I'EC's ievenues. excluding fUel and oilier pass-thiougli ieveiiues o f % ]  ,547 billion and $ I  336 billion for 2007 and 2006. respectively, increased $88 million 
l l ic  increase i n  revenues was due primnrily lo tire $37 niillioti favorable impact of weatlier and n %22 inillion favorable impact of net retail customer growth 
and usage Weather had a iavorable impact as cooling degree days were 20 percent higlicr than 2006 and 16 pcrcent higlier tliaii nornial The favorable retail 
ciist~iiier growth and usage \\'as drivcii by a net 28,000 increasc i n  tlic averagc nuriibcr of ciisioiiiers for 2007 conipared to 2006. partially offset by lower 
average iimgc pci retail ciistomer 

ITC's electric cncigy salcs iii lti/o\\att -hours (IiWIi) and the peiccntage cliniige by yenr and by customer class weia as follows: 
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( I  I1 I11IIIIoIls of kWI1) 

Retail revenues increased 1 4 percent for 2008 desplte a decrease iii  ietail energy sales foi the sanie period pninaiily due to the impact of increased fuel 
revenues as n iesiilt of liiglier eiieigy costs and the recovery of pnor year luel costs Iildrtsiiinl electric energy sales decreased i n  2008 coinpnred to 2007, 
priiiianly due to coiitiiiued rcductioii i n  tc\tilc inanufaLturing i n  [lie Carolinas as a result 01 globol competition and domestic consolidation, as well as: a 
dowiituni iii tlie Itiinber aiid building iiialenals segiiient as a resull ofdeclines 111 rerideiitinl const~uclio~i 

Wliolesalc revenue, dccreascd less tlim ~l iolcsale  ciicrgy sales foi 2008 due to the impr\ct 01 tiicrca.ied file1 re\wiues as a iesull 01 higlici cnelgy costs 

Industnal electric energy sales decreased i n  2007 compared to 2006 prtiiianly due lo the do\\m\vaid tiends $11 textile manulactunng and residential 
coiirtritction previou+ discussed I lie incrcnse i n  industrial ic \cnucs loi 2007 cornpa~ed to 2006 i s  due to an iiicie~se In fuel revenues as a result of higlier 
eiiergy cos~s aiid the recovery 01 prior 

E YPENSES 

Friel mid  Piircliored POII'L'I 

1 ucI and purcliascd power costs represent the costs of generolion, wliicli include lucl purchascs fbr generation, as well as energy purcliascd i n  the market to 
nieel eiist~iiier load Fuel and a poi tioii of purcliased powei eupenses :ire iecoveicd priiiianly though cost-recovery Llauses, and, 35 sucli, clianges i n  these 
eupenscs do not have a iiintcriol iinpuct oii eaiiiiiigs The dirleieiice between fuel and p~iicliased powei costs iiic~rred aiid associated fuel revenues that are 
subject to ~ccovcty is delciicd for tiiluic co~~cclioii froin 0 1  iclund to custoincir 

Fuel and purcliased p ~ v e t  eupctises were SI 692 billictn 101 2008. \VIIICII iepreseiits a $9 i i i i l l ion increase coinpared to 2007 Purchased power expense 
increased 5-14 inillion to $346 million ~oiiip.ired lo piior ycni 1 lie iiicicasc 15 priiiiaiily due to increased ccoiioinical purclianes i n  2008 of $78 niillioii. 
patially ol'fset by tlie 638 iiiilliaii iiiipacl 

fitel cash 

-------I----- 
____ 
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irom the cspiiatioii of a power buyback agreeiiiciit with North ( h o l i i i a  E.:istcrii Municipal Powci- Agcncv (Power Agency) Fuel used i n  electiic generation 
decreascd $35 inillion to SI 346 billion priiiiaiilv due to a $ 1  16 iiiillioii decrease i n  dciciied fiiel cspeiisc. pnitially o l h t  b s  increased current year iiiel costs 
of $81 niillion The decrease in deferred fuel expense w i s  piiniarily dri\wi by :i $64 millioii iiiipact froin tlie inipleinentatioii of tlie North Carolina 
coinpreliensive energy legislatioii (See ”Otlier Matters - Rcgulatoi~ Enviroiiiiieiit”) and a $49 riiillioii impnct ielaled to undei-recovered liiel costs Dei’ericd 
luel expense was higher i n  2007 piiiiiarily due to tlie collection o i  fitcl costs i ronl  ctistoiiicis tlial liad bccii previousl). uiider-rccovcrcd Tlie increase i n  current 
year fuel costs ofX81 inillioii was  primarily due to aii iiicrcase in coal prices rtiallv oKset bv the impacts of lower s~steiii rcqt~irenienls and a clrarige in the 
geiieration niix See “PEC - Fuel and Purchased I’ower” i n  Itcni 1. ”Busincs or a siininiaiy oT average itiel costs 

Fuel and purchased power expenses werc $1 683 billion for 2007, ivliicli represents a $I 76 niilliori increase comiwred lo 2006 Fitel 11scd i n  electric generation 
increased $208 million to $1 381 billion primarily due to a $156 iiiillioii increase ii i  iiiel costs and a $54 ~nillioii increase i n  defeired iiiel expense Fiiel costs 
increased priniarily due to a cliange i i i  generation niis as the perceiitage of gei i~r~t lOi l  supplied by iiotuial gas increased in response to plant outages and 
higher system requirements driven bu ia~orablc  weather Deferred lucl espciise increased priniarily due to the collection of iiicl costs froin ciistoiiiers dial had 
been previotisly under- vered P~rrclinsed powi espense decreased $32 iiiillioii to $302 iiiillioii coiiipaitd io 2006 ?’lie decrease iii  purchased power is due 
to lower co-peneratioii result oicoiitiact changes with oiie of 1’IiC.s co-gciierators 

Operarioii tnirli\lrriri/eti~~i~c~‘ 

OBM expense was  $1 0.30 billion for 2008. wliicli represcnts a $6 niillion iiicicase compared to 2007. -his increase is diivcii primarily by a $33 million 
increase iii nuclear expenses. of which $18 inillion relales lo refurbisliiiieiils. prcve~itative niaiiiteiiaiice aiid iiicrcmeiitol oulage expenses at Bnriiswick 
Nitclear Plant (Bi-uris\vick) Addilioiially, OBM increased dire to a $7 iiiillioit inciease i n  es~inialed eii\~iioiiiiieiil:il reiiicdiation espeiises (See Note 21A): 
partially offset by $19 million lower cinployee benefits as disctissed below and $1 6 million lo\ver iiucleni plant mtage and maiiiteiiaiice costs (piiniarily due 
to two nuclctir reiiieliiig and iiiaiiitciraiice outagcs iii the currciit year coiiipai-ed to tlii-e 

OBM expense was $1 02~bi l l ion  for 2007, wliicli represents a $94 inillion iiicrease 
Iiiglicr nuclear plant outage and niaiiitenaiicc costs (pni-tially due to tlii ee nuclear I eliicliiig aiid maintenance outages in 2007 compared to two i n  2006) and 
$29 million due to Iiiglier eiiiplovee beiielit costs The higher eiiiployee betielit costs are priniarily due to the iiiipact froin clianges in  stock-based 
compeiisation plans inipleiiieiited III 2007 a i d  liiglicr relative ciiiplovcc iiicentiw goal acliievciiieiit in 2007 compared io 2006 

De/~recinrioti, iltirortictrtioii mid .,I ccreiioii 

Depreciation, aiiiortizatioii aiid accictioii expeiisc \\’as $5 I8 i ~ i i l l i o i i  f i r  2008. wIiic11 repiesciils a $1 niillion dccrcase coiiiparcd to 2007 This decrease is 
primarily attributable to $19 iiiillioii lo~ver Clean Smokestacks Act ainortization $8 iiiillioii lo\ver GridSoiitli I’ransco, LLC (GridSoiitIi) amorlization (See 
Note 7D) and $3 million lower storni deferral ainortization. partially offset by $ 1  5 niillioii higher depreciation associated with tlie accelerated cost-recovery 
prograiii for nuclear gciieiatiiig assets (See Note 70)  and the $1 5 iiiillioil impact of depreciable asset base iiicrcases In accordance \villi a 2008 regthtoiy 
order, PEC Iias ceased to amortize Clean Smokestacks Act compliance costs. but will record depreciation over tlic uscitil life o i  the assets (Sce Note 7B) 

Depreciation, aniortization and accielioii espeiise IWIS $519 niillion tbi 2007. which icpreseiits a S52 i i i i l l io i i  decrease coinpared to 2006. This decrease is 
primarily attributable to a $106 million decrease i i i  the Clean Sniokcshcks Act amortization. partially oiisct by $37 million additional depreciation associatcd 
with the accelerated cost-recovcq pograni for nuclear generating assets (See Note 7B). a11 $1 1 inillioii cliaige to reduce I’EC’s GridSouth regional 
tiansmissioii organization ( R l - 0 )  dcvelopiiicni costs (See Note 7D) aiid tlie $7 millioii intpact or  depreciable asset base inci-cases We recorded $34 niillion of 
Clean Smokestacks Act aniortizatioii during 2007 compared to $140 niillioii in 2006 (See Note 70) We recorded $37 i n i l l i o n  of additional depreciation 
associated wiil i  tlie acceleinted cost-recovery progiani for iiiiclear generating assets dtiiiiig 2007 conipared to none iii 2006 
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I O l t l l  Ollrrl lrrco1r1a Net 

Total otlier iiicoiiic. net \vas $43 i i i i l l i o i i  lor 2008 wliicli represents :i $6 i n i l l i o n  iii~ie:ise Loiiipicd to 2007 1 h i s  iiicie:ise is  piiiiianly due to $17 i i i i l l ion  
lavorable A r U n C  eqtiii)' ielatcd to eligibilit~~ 01 certain Clean SiiioLe Ls Act coiiipliaiice costs and otlicr iiicreascd cligiblc coiistructioii project c05ts. 
partially oKxt  b~ 09 inillion lowcr interest iiiconie iesi~ltiiig lioiii lo\ver averagc cligiblc dclcrred l i d  balaiiccs and loucr tciiipoian iiivcstineiit balances 

Iota1 otlier incoiiie, net was $37 million lor 2007. \vhicli represents a $1 3 million dccrcasc coinpaicd lo 2006 1111s decrease IS  priiiiarilly due to the 2006 
rcclnssificatioii of $16 iiiillioii of iiideiiiiiilicatioii liability e\pcnses inciined in 2005 lor estiiiinted capital costs associated with the Clean Sniohestachs Act 
c\pected to be inciined 111 e\cess of the iiia\iiii~iiii billablc costs to tlic joint o\viicr This c\pense \\as rcchsificd io Clean Smohestacls Act aiiiortization and 
had no iinpact oii 2006 eaniings (See Noic 21B) This decrease i s  pailiall\~ offset by $6 mill ion favorable AFUDC equity ielatcd to costs associated w i t h  
eligible coiistriiction pi ojects 

Tolol htreresr (71tiiges, Ne1 

rota1 intcresi chargcs, net \vas $207 iiiillioii for 2008. which icprcscnts J 63 iiiillioii dccrcasc coiiip~rcd to 2007 lliis decrcase is priiiianly due to tlic $7 
iiiillioii favorable AFUDC debt related to eligibility ofceriaiii Clean Sinol,estacl,s Act coiiipliaiice costs mid oiliei i n c r e a d  eligible coii$tliictioii project costs 
aiid the $4 million impact 01 a decrease in average long-teiiii debt, olfsct b) aii 61 1 niillion iiitciest benefit resiilting from the ic5olutioii 01 tax iiiatters i i i  
2007 

rota1 interest charges, net \vas $210 inillion for 2007, whicli ieprescnts a Y;5 inillioii decrease coinpared to 1 liis decrease is pninaiily due to ilie $5 
inillion impact 01 a decrease in average long-teiiii debt and $ 3  iiiillioii lavorablc AIUDC debi related to co sociated m i t h  eligible coii5tiiuction project 
co~is ,  partially oflset by $2 riiillioii liiglicr iiiteiest related to Iiiglier vanable i'itcs oii pollution contiol obligJtioiis 

I I I C O I I I ~  To\ E \ p r ~ e  

Iiicome tax expense was $298 million, $295 iiiillion and $265 iiiillioii i i i  2008, 2007 and 2006. iespectively 7 lie $3 i i i i l l ion iiicoiiie i n  cupense iiicrease i n  
2008 conipared to 2007 IS  pnmarily due to tlie $14 iiiillion impact of higher p ie - tn  iiicoiiic aiid tlic $ 5  i i i i l l i o i i  i inpa~i  ielatcd to llie dcductioii lor doiiiestic 
production activities, pi tially oflsct by tlic $7 iiiillion tau impact 01 ciiiploycc 5tocL-based beiicfiis oiid the E7 iiii11ioii impact 01 tlic iiicrcasc i i i  AI'UDC 
equity dircussed :ibove AFUDC cquity I S  eucliided fioiii the calctilatioii of iiicoiiie tax expense 1 lie $30 iiiillioii iiicoiiie tax expense iiiciease i i i  2007 
coiiipaied to 2006 IS primarily due to tlie impact of Iiigliei pre-tax iiicoiiie 

PROGRESS ENERGY FLORLDA 

PEF contiibiitcd segment profits of $383 niillion. $315 million and $326 million i n  2008. 2007 oiid 2006. respechi ely I lie iiicieare i n  piolits foi 2008 as 
compared to 2007 is priiiiarily due to favorable ATUDC, increased retail bare rater and higher wliolesale rcvciiiics partiall\ offset b\ higher interest e\pcnsc. 
unfavorable iiei retail ciistoiiiei growih aiid usage, higher depreciation and aiiiortizatioil c\peiise c\cludiiig prior ye:ii rccovciablc storm aiiioiiizatioi~ and 
I~iglicr tiivestnie~it losses of ceitaiii employee benefit triists 

Tlie decrease in profits lor 2007 as coinpared to 2006 is piiniarilv due to Iiiglier O&M e\peiises related to plan1 outage aiid iiimiiteiiance corts and eniployee 
benefit costs. liiglier interest expense, Iiigliei otlier opemtiiig e\pense. and liiglier depreciation and aiiioi-tiiation c\peiise e\cludiiig recoverable stomi 
amortization, partially offset by favorable ArIJnC aiid higher wholcsalc sales 

rlie revenue tables below present the total amount and percentage cliaiige of revenue\ e\cluding luel aiid otlier p -tliiough revciiiies Rcvciiucs excludiiig 
lucl aiid oilier pass-tliiough revenues is dcfiiicd as total clcciric rcvcni~cs Icss fiicl niid otlier pass-through re\ entics We md I W  consider rcvciities cxcluding 
luel and oilier pass-iliroiigli ieveiiiies a iiseliil iiieasiiie to evaluate PEF's electiic opeiationr b c ~ a i i s e  Iiicl :iiid otliei pass-through rcveiiues pniii:ii~ly represent 
the recoveiy 01 fuel. purchased power and d i e l  pass-throiigli e\peiises thiougli cost-iccoven' clauses and, tlicicloi e do 1101 Iiave a material impact on 
eanitiigs We arid PET Iiave included tlic anolyris bclon as 3 coiiiplcment to the fiiiaiicinl iiifoniiatioii n e  piovide i n  sccoidaiice n i t l i  G A M  lIo\\~evcr, 
rcveiiiies excluding fuel 

-- .---- -- ____ 
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and otlici pass-tlirougli r e ~ c n ~ i e s  IS not defincd under GAAI', :ind the presentation niav not bc coini~aiahlc to otlicr conipan~es' prescntalior~ 01 inore U S C ~ I I I  
tlian tlic G M I '  infoiniation provided clscwlicrc i n  this rcport 

IE T,XNULS' 

PEF's electric reventies and tlie pcrccntagc change by year iwd by tiustonier class \\'ere as fidlows. 

niillion The increase in revenues ;vas piiniaiily dtk to base mle increases and increased wholesale revenues. partially olliet by uiiliborablc ne1 ictail 
customer growth and usage The increase in  base rates was $90 niillion: I-Iines 4 bcing placed i n  scivicc conlributcd $53 n i i l l i ~ n .  and the tra11sfc1- ofI1i11es 2 
cost recovery fi-om tlic Cue1 clause to base rates contributed $37 million These base rate cliangcs occumd iii acci~rdancc \villi IW ' s  n iwl  recent base rate 
agreement Wl~olesale revenues. excluding ft~el and otlier pass-tlirougli ievenues. increased $49 mil l io~~ piin~arily due to several IICW and amended contracts 
PEF's base rate and wholesale revenue favorability was partially offset by the nnfavornble net retail ciistonier gro\vtlI and iisage in1p:lct ofX32 niillion 

I-he current recession i n  tlie United States 113s contiibuted to a slowdown in custonier p i ~ w t l ~  and tlsage i n  1'EF.s service territory I 
customeis was the sanie for 2008 arid 2007 compared to a iict 23.000 iiicrease i n  tlie overage ~ ~ t r n ~ b c r  or clrsloiiicis lor 2007 conip 
pi-edict the scveiity of l l~c  lecession, how long it niay last 01 tlic extent to \vliicIi it may fui-tiler impact PEF's rcvcnucs 111 the futu~e, PEF's customel usage 
could be impacted by customer iesponse to encigy-el'fieiency programs and to  incieased rates iesulting IIoni higlier fuel and ollier ccco\w:~ble costs 

PEF's revcnues. excluding Cucl and othcr pass-througli rcvent~~s  of $ 3  109 billion and $3 0.38 billioil lor 2007 :tiid 2006 rcspcctiwl\~, in~rcascd S39 million 
l'he increase i n  rcvenues \vas primarily due io increased wholesale rc\~cnues. favorable nct retail cuslonicr g1-01vi11 :tnd 11. ige. and oilier nliscelloiieoiis senlice 
revenues Wholesale revenues, excluding fuel and other pass-tlirough revennes. increased X29 niillion p~in~ari ly  due to the $21 million impact of increased 
capacity nnder contract with a major customer 'llie favorable net rctail custo~iier growth and usage iinpact of 57 niillion \vas di-ivcn by a ncl 23.000 incr-ease 
i n  the average nuiiiber of c ~ ~ s t o n ~ e r s  for 2007, compared to 2006. partially ollset by lower :iverage nsage per c~~siontci Otl~cr ~i~isccll:~neons service revenues 
increased primarily due lo increased electric property rental levenucs oE$6 million 
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1’EF‘s clecti ic eiiergv sales :ind the percciitagc cliaiigc bv year aiid b s  customer class wcre :IS folln\\*s: 

( I l l  nlllllons ot‘kW11) 
Customer Class 2008 ”0 Cl1an.c 2007 Ob Change 2006 
Residential 19.328 (2 91 19.912 (0 5 )  20.02 1 
Coiniiiercial 12,139 12,183 1 7  I 1,975 

Iiidustnal electric ciieigy reventics aiid sales decteased i n  2007 compared to 2006 prinisnly due to a cliaiige 111 the teniis of ai1 agtceriieiit with a iiialor 
custolllel 

E YPENSES 

Frrel nir~iPfr~c.IrnredPouJcr. 

Fuel and purcliased power costs ieprcscnt the costs of geneiation, whicli include fuel purcliascd for gencratioii. as \ \ d l  a\ energy and capacit) purcliased i n  
the niarhet to iiicet cu\tonicr load Tucl. purcliased power and capacity expenses are recovered primal ily tlirough cost-recovcn~ clause\ and as such. changes 
i n  there eupenses do iiot liave a iiiateiial impact on earnings The difieieiice between fuel and piiichased po~ver costs iiicuried and associated fuel revenues 
that nie subject to iccoveiy is dcleired for future collection froiii or iefuiid to customers 

Fuel aiid parchased power expenses wcie $2 628 billion iii 2008, which iepiaseiits an $18 iii~llion decrease coiiip3ied lo 2007 I tiel uwd i n  electric generation 
decreased $89 inillion to $1 675 billion due to a $181 inillion decrease iri defeired fuel expense, partially olfsct by riicteased cunent year fuel costs of $293 
inillion Tlic decrease i n  dcferied fiicl e\pense was piimarily due to the rcgulatory appioval to lower tlic fuel factor foi custoincr\ cllective lantiaiv 2008 as a 
result oi over-recoveiy of fuel costs i n  the prior year With the increase i i i  Iuel prices eupeirenced i n  2008. PET ~uccessful l~ sought a niid-course fuel 
correction. but the ievised Iiiel factors were not ellective iiiitrl August 2008 The increase i n  curreiit year fuel costs was piiiiiaiily due to increased fuel piices 
and a change i n  generation niiu Purchased power expense increased $71 million to $953 inillioii conipared to 2007 This increase is pnniarily due to 
increased CiiiTeiiI y e a  piircliases 01 $37 inillion :is a ie\ult 01 higher fuel costs and an increase i i i  the recovery 01 det‘crred ca ix~~i ty  co\t$ 01 $34 niillioii See 
“1’EF -Fuel and Purchased Power’. i n  ltetii 1. “Businers,” for a suniinaiy of aveiage fuel costs 

Fucl aiid purcliased power eupcnses were $2 616 billion i i i  2007, ’ivhicli represcnts a I 4 5  inillion increase coiiiparcd to 2006 Purcliased power eupeiise 
incieased $1 16 inillion to $882 iiii11ioii compmed to 2006 Thts increase is primarily due to a $123 million increase i n  ctirienl yeai puidiased poivet costs, 
partially offset by n 66 niillion decrcase i i i  the recoveiy of deferred capacity costs 1 lie increascd ciirrent yeai purcliased power costs are a result oi higlier 
interchange purchases of$87 million and liiglicr capacity costs 01 $43 niillioii primarily due to new contracts Fucl used i n  clcctnc generation decreased $71 
million to $1 764 billion due 10 a $123 niillioii deciease i i i  deferred fuel expense, pariially offset by a $252 million iiicrearc i n  2007 fuel co5ts due pi iiiiarilv to 
a i l  increase i i i  oil aiid nntiiral gas pi ices DefeiTed fuel espense \vas liigliei i n  2006 pnniarily due to tlie colleclioii of fuel costs fioiii custoiiiers tliat had been 
previousls undci -recovered 

Opei olroii ni~dAfnrirl~ir~iircc 

O&M expense was F813 iiiillioii i n  2008 wliicli repieseiits a $21 inillion decrease compated IO 2007 The decrease is priinniily due to $24 inillion lower 
eiivironiiieiital cost recovei-y clatise (ECRC) costs due to a decrease i i i  the current year iates resliltiiig froin piior year over-recovery. $12 million lower 
einployce benefit costs as discusred below. aiid $12 niillion lower sales and use tax audit adjustmciit. p ~ i l i d l y  ollset b) $19 inillion iclatcd to rcplciiishiiieiit 
of stomi daiiiage resenux. which began i n  August 2007 and continued tlirough August 2008 in 
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accordance \ \ i t11  a regulatoi-t order and $ 1  I i i i i l l io i i  higher plant outage and inaintenaiice costs Tlie LCRC aiid ieplenishnicnt 01 storm daiiiage I C S C I ~ J C ~  
e\penses arc iccovcred tliiotigli co\t-rccoveiv cIauscc aiid. thcieii,rc, liave no iiiateiial iinpact oil eaiiiings I n  tlic aggicgate, OBM e\pcnscs iecovciable 
tlirotigli b:iie iatcs decieascd XI9 iiiillioii conip:iied to the siiiie period i i i  2007 

OBM e\pciise \\'as $834 million i i i  2007. wliicli icprcscnts J $150 iiiillioii iiicieasc coinpared to 2006 Thc iiicicase is piiiiiaiil) due to $46 ii~illioii ielated to 
aii iiicrease i n  stonii damage rcsenw iioiii the oiic-vcai extcii~ioii of tlie storni stircliarge, wliiclr began Arigu~t 2007 (See Note 7C) aiid $40 nirllioii related lo 
liiglier LCRC aiid eiieigy conservation cost recoveiy clause (ECCR) costs Additioiially, tlie increase is due to $27 iiiillioii liiglier plant outage and 
iiiaiiitenaiice costs aiid $12 iiiillion Iiiglier eiiiployee benefit cost The liiglier employee benefit costs are pnmarily due to the iinpact Iroiii chnnges i n  stoch- 
based coiiipeii~ation plans iiiiplcmeiited i n  2007 and higher rclat e employee inccnbve goal achievement i n  2007 compared to 2006 I'he CCRC. ECCIl and 
storiii damage ieseive expenses ale recoveied through cost-recoveiy c1a~ises aiid. therefoie, have i i o  niatei ial impact on earnings I n  the aggiegate, OBM 
evpenses recoveiable tlirough base iates, iiicieased $63 m i l l i o n  compared to the iniiie period i n  2006 

D q i  ECI(IIIOII,  li?ior11zi7/mii cvtd I c ~ i ~ 1 1 0 i l  

Lkpicciatioii, amortization and accietioii expeiisc \vas $306 million for 2008, which represents 3 deciease 01 $60 iiiillion compared to 2007, pimanly due to 
$75 niillioii Iowcr aiiio~tizatioii 01  unrecovered storiii iesloration costs aiid a $7 inillion write-oil in 2007 of leasehold iiiipio\wiieiits pnnianly related to 
vacated office space. paitiallv oliset by the $20 inillion iinpact 01 depreciable asset base iiicreases Storm restoration costs. wliich \veiz Tullv aiiiortizcd i n  
Atigu5t 2007. WCIC iccovcred tlirough 3 storm-iccovery suicliarge aiid, tlicieforc, had no iiiatcnal impact on camiiigs (See Note 7C) 

Depieciatioii, amortization aiid accretioii c\peiiw 1v35 6166 inillion for 2007, which repiesents a decrease 01 $38 million compaied to 2006, priiiianly due to 
$17 million l o ~ e r  niiiortizatioii of unrecovered stonii iestorntion costs and $5 iiiillion lower software and fiaiicliise aiiioitizntioi~ partially olfset by tlie $13 
inillion iiiipact piimarily related to deprcciablc a s e t  base Iiicreascs and a $7 million wite-off of leasehold iinproveinents. pnniar i l~ iclaled to vacated office 
space As noted above storni resloration costs aiiiortizatioii had no niatei 131 iiiipact on eariiiiigs 

Olller 

Other operating expense \vas 3 gain 01 $5 inillion i i i  2008, 68 million ofexpense i n  2007 and 3 gain 01 $2 iiiillioii i i i  2006 The $10 iiiillioii dillereiice between 
2006 and 2007 aiid the $13 iiiillioii dilferencc bctv,ceii 2008 and 2007 are primarily due to tlic $12 million impact of 3 2007 I PSC order icquiiiiig I W  to 
ieftind di~allowed fuel costs 10 its rtitepayers (See Note 7C) 

Tom/ O f l t ~ i  Iiicor~rt: Nd 

Total other iiicoiiie. net \vas $9.4 niillioii for 2008, wliicli represents a $46 million increase coinpared to 2007 This increase is pnnianly due to $54 million 
favorable AFIJDC equity related to eligible construction pioject costs. p i  tially offset by $ 1  I million of iiivestiiieiit losses of certain employee benefit trusts 
resulting from tlic decline i i i  market conditions We e\pect AFIJDC equity to continue to increase i n  2009. priiiiarily due to increased spending on 
eiiviroiiiiieiital iiiiliatives and otliei eligible construction projects See "Future Liquidity and Capital Resources -Capital Espenditiiies " 

Total other iiicoiiie. net \vas, $18 m i l l i o n  for 2007, wliicli rcprcsciit5 a $20 million increase compared to 2006 This increase I S  primarily due to $24 inillion 
favorable AFIJDC equity rclared to eligible coiislruclioii prolect cost?, partially offset by $5 niillioii lower inkiest iiicoine on iiiirecoveied storiii restoration 
costs 

Tornl Irireresr Clinige~ Ner 

lotal  interest charges, net \$as $208 iiiillioii i i i  2008 \vIiicli represents ai iiicreasc or $75 million coinpared to 2007 Tlie increase i n  interest cliarges is 
priiiianly due IO tlic $60 iiiillioii iiiipacl 01 ai iiiciease iii a\'crage long-teini debt, partially olfset by XI6 nlillioii lavoiable AFUDC debt related to costs 
associated willi eligible coiistructioii prolects and $7 i i i i l l ion  iiiteiest benefit resulting from the resolution 01 tax nintters i n  2008 
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.Jot31 interest cliarges, net \\'as $173 nitllioii i n  2007. which represents a11 increase oi $23 niillioii coiiiparcd to 2006 I lie inctcase i n  iiiteiest cliarges is 
priniarily due to the $1 0 million impact o l  an inctca~e i n  aveiage long-teiiii debt. the $7 niillioti impact of inteiest on over-rccoveicd fuel costs, $6 million 
increxe ii i  interest on incoinc tax iclated itenis and $2 niillion increase related to tlic disallowed fuel costs (See Note 7C) These increases are partially o l h t  
by $7 niillion favorable AFUDC debt related lo costs ociatcd with eligible consti-iictioii project costs 

hlt:oll,e ray E"~[>Cll"Sl? 

Inconie tax expense was $181 million. $144 million and $193 riiillion i n  2008. 2007 and 2006. respectively The 5.37 niillioii inconie tas expense increase i n  
2008 conipared to 2007 is priniaril\~ due to the $40 inillion inipact o f  liiglier pre-tax income coniparcd to the prior year. $6 tiiillioii benefit related to the 
closure ofccrtaiii federal tax years aiid positions i n  the prior year. $4 millioii due to the accelerated aiiiortization of tax-ielated regulatory assets i n  accordance 
with PEF's most iecent base rate agreenient. and $3 niillion related to the deduction for doiiiestic production activities, pal tially offset by the IF21 niillion 
impact of favornble AFIJIX equity discussed above AFIJDC equity is excluded from the calculation of income tax expense The $49 million income tax 
expense decrease i n  2007 compared to 2006 is piiiiiaiily due to the $23 niillion impact of lowet pre-tax inconie. the SI6 million impact of tax adjustments and 
the $9 million inipacl of Iavorable AFUDC cquitv discussed above The tax ad.justmetits arc priiiianly related to the E10 niillion inipact of clianges in  income 
tax cstiniates and tlic $6 niillion favorable inipact related to tlic closure of ceitain federal tax yeais and positions 

CORPORtiTE AND OTI-]El7 

The Corporate aiid Otliet segnient priniorily incliides the operations of the Parent, PESC and oilier miscellaneous nonregiilated businesses that do not 
separately meet tlie quaititative disclosure reqiiirenients as a sepaiate business sepnient Corpoiatc and Otliei expcnse is suniniarized below: 

pi Illllllons) 2008 Change 2007 Chanoe 2006 

Other interest expense. wliicli includes elimination eiitrics. increased $ 1  8 million for 2008 coinpaled to .2007 primarily due to a $6 niillion prior year benefit 
related to the closure of certain federal tax pears and positions and a decrease i n  the interest allocated to discontinued operations The decrease i n  interest 
allocated to discontinued operations resulted froni the allocatioiis of interest espense i n  early 2007 to operations that were sold later i n  2007. An ininiatcrial 
anio~iit aiid $13 inillion of interest cxpcnsc were allocated io discontinued opcrations for 2008 :ind 2007. respectively 

Other interest expcnsc. which includes elimination eiitiies. dccrcased $54 million for 2007 compared to 2006 priiiinrily due to tlie 686 million impact of the 
$1 7 billion reduction iii debt at the Paient duriiip 2006. partially offset by a $45 niillion decrease i n  the iiiterest allocated to discontintied operations The 
decrease i n  interest expciise allocated to discontinued opeiations icsulled from the allocations of interest expense i n  2006 for operations tlial \vere sold i n  
2006 Interest expense allocated to discontinued opcrations was $1 3 niillioii and $58 million foi 2007 and 2006, respectively 

Progress E,neigy issued 98 6 niillion CVOs i n  connectio~i with tlic ~cquisitioii o l  Florida Progress Corporation (Florida Progress) i n  2000. Each CVO 
represents tlic right of the holder to receive coiitingent payments based on the pcrforniance of four syntlietic fuels facilities purcliuscd by subsidiaries of 
Florida Piogrcss in October I999 The pawients ale based on the nct after-tax cash I l o w  the facilities gencrate (See Nole 15) At Decembcr 31, 2008 and 
2007, the CVOs l i d  a fair valiie of $34 million and at Dcceiiiber 31. 2006, the CVOs Iiad a fair value oi$32 inillion Progress Energy recorded unrealized 
losses of $2 million and $25  nill lion lor 2007 and 2006, icspectively. to record the changes i n  fair value ofthe CVOs, \vliicli had average unit piices ofS0.35 
at  December 31,2008 and 2007 and $0 33 at llecenibcr 31, 2006 
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Other income tax bcnciit decreased S22 niillioii for 2008 compared to 2007 piiiiiaiily due to tlie $14 million piior vear beelielit related to the closure of certain 
fcdcial tax years and positions (See Note 14) and tlie net E3 million iniprtct recorded i i i  2008 for a stale net opei-ating loss carrv I h i w u d  We pieviously 
recorded a deferred tax asset lor a state net operating loss c:iny iorivaid upon the sile of Progress Fiiergy Ventures. Iiic 's (PVI) iionregulated geiierntion 
facilities and energy marketing and trading operations 111 2008. we recoided an additional $6 inillion deferred lax asset related to the slate net opiating loss 
carry forwaid due to a cliangc iii estimate based on 2007 tax rcturii filings We also evaluated the total state net opciating loss cariy I'oiward and i-ccordcd a 
partial \~aIuatioii allowruicc of $9 million, which inore tliari o f h t  tlie cliaiige i i i  estiniate 

Other inconie tax benefit decreased $14 million for 2007 coniparcd to 2006 primarily due to decieased pre-tax expense at the Parent priiiiurily as a result of 
the $58 million inipact of the early retirement of debt i n  2006. partially offSet by tlic $18 niillion impact of taxes on interest allocated to discontinued 
operations, the $14 million inipact related to the closure ol'ceitain federal tax years and positions (See Note 14). tlie $5 million inipact related to tlie deduction 
for doinestic production activities and tlie $3 iiiillion iiiipact of changes i i i  income tax estiinates 

For 2008, other expense was $1 million compared to $18 million i n  2007 The $17 inillion decrease is primarily due to $15 iiiillion decreased indirect 
corporate ovei head due to divestitures completed i n  2007 and $12 inillion decreased legal expenses, partially offset by $8 million of investment losses of 
ccr~ain eiiiplovcc benefit trusts nsultiiig from tlie decline iii iii:irket conditions 

For 2007. otlier expense was $18 million conipared to $64 inillion in 2006 The $46 million decrease is priinaiily due to the $59 inillion pre-tax loss on 
redemptions of debt at the Parent in  2006 (See Note 20) and tlie $30 inillion dcciease in tlic allocation of corporate overhead as a result of the divestitures 
completed during 2006 These decreases are paitially otl:set by tlic $17 million pre-tas gain. iiet o i  niiiiority interest, on the sale of Level 3 Comiiiuiiicatioiis. 
lnc stock subsequent to the sale of PT L1.C i n  2006 (See Note 3F) and tile $14 niillioii increase i n  interest income on tempornry iiivestiiients due to proceeds 
froni the sale of iionregulated businesses 

DISCONTINUED OPER4'I'IONS 

Over the last seveial years we have reduced oiu business risk bv exiting stibstantially all of our noiiregulated businesses to focus on the core operations of the 
Utilities Consequently, tlie composition of otliei contiiiuiiig segiiiciits has been impacted by tlicse divestitures See Note 3 for additional inforination related 
to discontinued operations 

TLR/lV/V4L.S OI'ERI TIOMs'? AND SlivTfIl?flC FUELS BUSIA'ESSLY 

On March 7, 2008, we sold coal teiniinals and docks iri West Virginia aiid Kentucky (Terniinals) for $71 niillioii i n  gross cash proceeds The coal teimiiials 
had a total annual capacity i n  excess of40 millioii tons for transloading. bleiidiiig aiid storing coal and otlier coniinodities I~roceed~ fioin the sale were used 
for geneial coipoi~te  purposes During tlie year ended Deceniber 31.2008. w e  recorded an after-tax gain of $42 million on llie sale o i  these assets 

Prior to 2008. we had substantial operations associated with tlie production of coal-based solid synthetic liiels The production and sale of these products 
qualilkd for federal inconie tax credits so long as certain requireiiieiits were satisfied As a result of the expiration o l  the tax credit program, a11 of our 
syiitlietic fuels businesses were abandoned aiid all operations ceased as of December 3 I ,  2007 All periods Iiave been restated to reilect tlie abandoned 
operations o l  our synthetic fuels busiiicsses as discontinued opcratioiis 

Teriiiiiials aiid syiitlietic fuels businesses generated net earnings iron1 discoiitiiiued operations of $1 9 million atid $83 million cor tlie years ended December 
3 I ,  2008 aud 2007, icspectively Nct losses lion1 discontiniied opentioils for Terminals and syntlictic fuels businesses were $37 inillion for the year ended 
Decembei 3 I .  2006 

7he decrease i n  net earnings from discontinued opelatioils of $83 iiiillioii for tlic year ended I h e i i i k r  31, 2007, to $19 million for the year elided December 
3 I .  2008. is priniarily diie to tlie 2007 expiration of tlie tax credit program 

The change in  net loss froin discontinued operations of $37 niillion for tlie year ended L>eceniber .31, 2006: to net earnings from discontinued operations of 
$83 inillion for the year ended l~ecember 3 1 .  2007. is priniarilv due to increased tax ci-edits generated due to higlier production of coal-based solid syntlietic 
fuels: m:irk-to-inarket gain on 
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derivative wiitmcts iii 2007 aiid the iiiipainiieiit 01 s~wtlietic luel t s  recoided in 2006 1 liese lavorablc i tems arc partially olfset by an i i imase  i i i  the tax 
cicdit iescive due to tlic iiiciease i n  pioduction aiid tlie clionge ii i  tlie relative oil piices nhicl i  indicdtcd a liiglici cstiiiiatcd pliasc-out 01 tax ciedits. and lowei 
iiiaigiiis due to the iiiciease iii coal-based solid ssiitlietic fuels production 

CO. I L A /IMh'G B USINESS'ES 

On March 7 2008 we sold tlie remaining operations ol Progress l u c k  Corporation (Progies$ Fuels) subsidiaries engaged 111 !lie cod ininiiig business for 
gross cash proceeds of $23 iiiillioii Proceeds from tlte sale \cere used for general corporate piirpo~es r l i e ~  n5sels included Powell Mountain Coal Co and 
Dulcrincr Land Co which conbisted 01 appioNiiiateIy 30.000 acres i i i  Lee County, Va . and l lai ldn Count\. Kv As a result of the sale duriiip the year ended 
1)eceiiibei 3 1 .  2008. we iecorded an alter-tax gain 01 $7 niillioii oii the sale ol tliese assets 

On May 1. 2006, we \old certain net assets ol  three of our corll iiiiiiiiig busiiicsses lor gross proceeds 01 $23 inillion plus a $4 million worhiig capital 
adjustiiient As a iesult. duiiiig the year ended December 31. 2006. we recorded an alter-lox loss ol $10 i i i i l l i o i i  lor IIic sale of tliese assets 

Net losses froin discontinued operations for the cod niining business were $9 niillion, $ 1  1 nii11ioii and $4 iiiillioil li,r tlic years ended Dcceinbe~ 31, 2008, 
2007 a i d  2006 resixctivcly 

CCO - GEORGI, I O P E ~ ~ ~ ~ T ~ O I V S  

On March 9, 2007, our subridiary PVI, entered iiito a series 01 tiaiisactioiis to sell or assign substant~ally a11 of 11s Competitive Coiiiiiieicial Operahons (CCO) 
pliysical and coinniercinl assets and liabilities Assets divested iiicluded approuiiiately 1.900 MW 01 gas-filed generntioii assets in Georgia The snle of the 
iionregulnted geiicration assets closed on lune 11. 2007. for a net \ales piice 01 $61 5 inillion We recorded a i  estiniated alier-tax lo\s 01 5226 million In 
Decembei 2006 I3:ised on llie teniis of the linal agreement and post-closing adjtisliiieiits. during the years ended Deceinbei 31. 2008 and 2007, we incurred an 
iluu l O S l J t i b l l \  0;) 

_ _ ~  

Additioiially oil lune I .  2007. PVI closed the transarAoii i i i \ ~ ~ l v i n g  tlie assigiiiiient of a contract portfolio consistiiig 01 full-reqiiiieriie~its contracts wit11 16 
Geoigia electric nicmbership coopeiativer (the Georgia Coiitiacts), loiivard gas aiid power coiitlacts, gas traiisportatioii. structuied power and othei contiacts 
to a third p i t y  1 his repiesciitcd substantially a11 01 our iioiiregtilatcd energy iiiarhcting and hading ope~atioiis As a result of the assignnicnts. PVI made a net 
~:isIi payiiicii~ 01 $347 million wliicli iepieseiited the iiet cost to assign the Georgia Contracts a i d  otliei related coii~r:icts In the year ended December 31. 
2007. we iecorded a cliarge associated with the costs to exit the Georgia Contracts, and otlier telated coiitiacts. of $349 million alter-tax We used the net 
piocceds Iiom the divestiture of CCO and the Georgia Contracts lor geneial coipontc purpose? 

CCO's operations generated net losses lrotii discontinued operations of $3 million $283 inillioii and $57 millioii 111 2008. 2007 a i d  2006. respectively Net 
losses Iioiii discontiiiued opeiatioiis i n  2007 piininrily repiesent the $3-19 iiiillioii alter-tax cliaige associated wttli exit costs. parbally offset by unrealized 
marlL-to-iiiarket g a m  related to dedesignated natural gas Iiedgc5 7 licse liedges were dedesignated bccaiise iiianageinent detcriiiined that I t  was no longer 
probable t h t  tlie foiccasted tmnsactioiis uiiderljuig certaiii denvative contracts coveiiiig approuiiiately 95 billion cubic feet of iiatiiral gas would be fulfilled 
1 lieiefore. cnsh flow liedge accouiihng was discontinued Net losses from Jiscoiitiriued operations i i i  2006 piiiiiarily iepreseiit the $64 niillion p~c-tax 
imprliriiiciit loss ($42 million after-tax) oil goodwill recogni~ed in the first quarter of 2006 

iV. 1TCJR 1L G.4S L1RIL LING .4/W PRODUC71ON 

On October 2 2006 we sold ow iiatiii31 gas drilling aiid production busiriess (Gas) for approximately % I  1 billion i i i  iiet proceeds Gas included Wincliester 
Prodiictioii Coinpaiiv. Ltd . Westchester Gas Company, Texas Gas Gatlieriiig aiid Talco Midstream Asset\ Ltd . a11 were subsidianes of Progress Fuels 
I'rocecds horn the sale \\ere used pnmaiilv to reduce holding coinpan\ debt and for otliei corporate piiipores 
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Based on tlic net procecds associated rviili ilie sale. we recorded an aIIei-tax tiel gain on disposal o1$300 niillioii duiing the year ended Ileccmber 31, 2006 
We iecoidcd an aitci-tas loss of$2 niillion during ilie pcai ended D e c e m h  31. 2007. primarily related to workjng capital adjustnieiiis 

Gas opcizltions geneinled net earnings froin discontinued operations 01 $4 inillion and $82 n~illioii Ibr the yeais ended Ilecciiibei 31. 2007 and 2006. 
I-cspeciivcly Net eainings fioni discontinued operations during 2006 were inipxied by incieascd produciion, higher niai1;ct priccs and niark-to-market gains 
on gas I1cdges 

CCO - DESOTO :h'D ROIl',4AJ GEI\'E&I TION E4 CILITIES 

0 1 1  May 8, 2006. wc entered into deliiiitive agiecnienis to divest of two subsidiaiies 01 I'VI, IleSoto County Generating Co . LLC (DeSoto) and Rowan 
Coiniiy Power, LLC (Rowan). including certain existing power supply contiacts to Southern Power Conipany. a subsidiaiy of Soutliern Conipa~iy, lor gloss 
purcliasc prices of approximately $80 niilliou and $325 niillion, respectively We wed ilie prcicecds iron1 the sales io reduce dcbi and for otlier corporate 
purposes 

'I'lic sale ol DcSoto closed i n  tlie second quarter of 2006 and the salc of Rowan closed during tlic iliird quarter of 2006 Based on ilic gmss proceeds associated 
with tlic salcs. we recoided an after-tax loss on disposal of $67 million during the year ended December 31. 2006 DeSoto and Rowan operations generaled 
combined net earnings from discontinued operations of $10 iiiillion foi the yea] ended Deceniber 3 I ,  2006 

PROGREXY T-ELECOh I ,  L LC 

On Mnicll 20. 2006, we conipletcd the sale o i  1'1- LLC to Level 3 Con~iiiunicntioiis, Inc We ieceived gross proceeds comprised of cash of $69 million and 
appro\rjnlately 20 inillion shares of Level 3 Coni~nonicaiions. liic coniiiio~i stock valued at an estimated $66 million on ilie date of l l ~ e  sale O w  net procecds 
from the sale oi$70 iiiillion. afiei consideration oiiiiinority inteiest. were used to rcduce debt Prior to the sale. we had a j l  percent interest i n  PT LL.C See 
IV 

I3ascd on tlic nct proceeds associated with the sale and afier consideration of niinority interest, we recorded a11 after-tax gain on disposal of$28 million during 
the year ended Dcccnilm 31. 2006 Net losses Troni discontinued operations Tor PT LLC were $2 niillioii for the year eiidcd December 31. 2006 

DLYK FUELS :liVn OTIIER FUELS BlJSlhK7S 

011 March I .  2006. we sold Progress Fucls' 65 percent interest i n  Dixie Fuels Limited (Dixie Fuels) to Kirby Corporation for $16 million i n  cash Dixie Fuels 
operates :I lleet of foui ocean-going dw-bulk barge and tugboat nnits llisie Fuels primarily transported coal li.0111 the lower Mississippi River to Progress 
Eiieigy's Crystal River Facility We recorded an niter-tax qain of$2 million 011 tlie sale of Dixie Fucls during ihe year ended December 31, 2006 During the 
ycnrs ciided Ilecctiiber 3 I ,  2008 and 2007. we recorded & additional gain o f $ I  inillion and $2 million. respeciivelp, priiiiarily related lo ilie expiration of 
i ndc m iii l'i cai i o ns  

Ne1 e:iniings lrotii discontitiued opciations fool Dixie Fuels and otlier luels business w c ~ e  $7 million for llie ) w r  ended December 31. 2006 

We coniplctcd tlic sale of Progrcss Rail Scnficcs Corporation during the sear ended Ileccnibcr 31, 2005 As a result of certain legal, tax and environmental 
inde~n~iilicntioiis provided by Progress Fuels and Progrcss Energy, we conlinne to record ~Jjustnients to the loss on sale During the year ended December 31, 
2008. we recorded an after-tax gain on disposal of $2 iiiillion During ilie year ended Decenibcr 31, 2006, we recorded an aftel-tax loss on disposal o i  $6 
niillioii 7'he tiliiniatc resolution of tliese matters could iesitlt i n  additional adjuslnients io the loss on sale i n  li~turc periods 
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We prepared our Consolidated Fiiiaiicial Stateinents i n  accordance with GAAI’ I n  doing so. we made certain estiiiiates that weie critical i n  iiature to llie 
restilts o l  operations 1-lie follo\\4ng discusses those significant estimates that may Iiavc a material inipact on oui linanci;il ~csults and arc subject to the 
grcatest ariiount of subjectivity We Iiavc discussed tlie development and selection a i  these critical accoiinting policies witli tlie Audit and Carprate  
I’ertiimiaiicc Committee (Audit Coiiimittee) o l  our b031d oi di! ectors 

IR,fI’ACT 01; ~ J l I L I ’ I Y  REGULATION 

Oui regulated utilities segnieiits are subject to ~ e g ~ l a t i o ~ ~  tliat sets the prices (iates) we are pemiitted to cliarge eustomeis based oii the costs that regulatoiy 
agencies determine w e  arc pcrinittcd to recover At times, regulators perinit the future recovery tlirough rates of costs tliat would be current l~ charged lo 
eslieiise by a noiiregulated coiiipany This r:~tc~naking process results i n  deferral of expense recogiiitioii and the recording o i  regulatoiy assets based on 
anticipated lulure cash inllows As a result of the difCelent ~ateinal;iiig piocesses in cacli slate i l l  which we opeinte. a siyiiificanl nniouiit or iegulatoiy assets 
Iias been recorded We coiitinually review tlicsc assets to assess tlicir ultimate recoverability witliin the appioved regulatoiy guidelines Iiiipairment risk 
associated with these assets relates to poteritiallv adverse legislative. j~dicial or iegulalory actions in  the lirtuie Additionally. the sta 
ratciiiakiiig processes often provide Ilexibility i n  the iiiaiiiier and tiiiiiiig o i  the tlepreciation of property. nuclear decoin~nissio~iin~ co. 
tlie rcgiilatoi); assets See Note 7 ior additional infomiation related to tlic impact of utility regulation 011 our opeiations 

We cvaliiate tlie cairyiiig value o i  long-lived assets :ind int:lngible assets with definite lives for impairnie~it whenever iinpaim~ent iiidicators exist I f  a11 
impainiient iiidicotoi exists, tlie asset group held and used is tested ior recoverability by compaiing t l~e caiTying value to the sum of undiscounted expected 
future cash llo\vs directly attiibutable to tlie asset group litlie asset gi-oup is not iecoverable tlirougli undiscounted cash Ilo\vs or if the asset group is to be 

weie as l;,llows: 

As discussed i n  Note 13. our liiiaiicid assets :uid liabilities are priiiiarily comprised of derivative Iinancial iiistruments and marke~ble  debt and equity 
securities held i n  our nuclear decoiiimissioiiing tlusts Substuntially a11 uiiiealized gains and losses 011 derivatives mid all unrealized gaiiis and losses on 
iiiiclcai decoiiiriiissioiiing tiust iiivcstments are dcfwred as legtilaton! liabilities or assets consistent with rateinakiiig treatnient Tliercfore. the inipact of fair 
v:tlue ~iieasurenients from reci~rring fiiiancial assets and linbilities on our 01 the Utilities‘ earnings is not significant 

As discirssed i i i  Note 41): we 3ecoiiiit for Asset Retirenicnt Obligations (AROsj. which represent legal obligations associaled with the retireinent of certain 
tangible long-lived assets. i n  accordance with Stoteinciit of Financial Accounting Stniidards (SFAS) No 143. “Accountiiig for Asset Retirement Obligations” 
(SFAS N o  14 3 j  and Financial Accounting Standards Board interpretation No 47. “Accounting for Conditional Asset Rctircment Obligations ~ an 
liiteipretatioii o i  FASB Siaienient N o  143” (FIN 47 j ‘The present values o i  retirement costs for which we liave a legal obligation are recorded as liabilities 
witli a11 eqnivalcnt anioitiit added to the asset cost and depreciated over the useid lile of the associated asset The liability is theti accieted over tinie by 
applying an intcicst metliod of  allocation to the liability 
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The adoption of SFAS N o  14.3 and F I N  -17 had no impact 011 the iiic~nie of the Utilities as the effects weie oll.set by the cstablisliinent of iegulaloiy assets 
and regulatory liabilities pursuant to SIAS No 71. "Accouii~iiig Ibi tlie IEll'ecls oTCer-tain Types of Regulation" (SFAS No 71 ) 

Progress E,ncrgy's. PEC's and I W ' s  total AROs a1 L~eceinber 31.  2008. were $1 471 billion. $1 122 billion, and $349 million. respectively We calculated the 
prcsciit value OT our AROs based on estiniatcs 1\4iich are dcpendcnt on sub.jectix factors sucli as nianageiiiciit's estimated retircnient costs, the timing of 
future cash llouvs and the selection of appropriate discouni and cost escalatiirii rates These undel-lying assuniptions arid estiinates are niade as of a point in 
tinie and arc subject to cliaiige 'Iliese ciiaiiges could niatciially aifect the AROs. aItlioug1i clianges iii siicli estiniates sliould not afCect eaniings. because these 
costs are expected to be recovered tlirougli rates 

Nucleai dccomn~issiotiing AROs represent 96 perceitt. 98 peiceiii, and 92 percent respectively. of Progress Energy's, PEC's and PEF's total AROs at 
Decembci 31, 2008 To deterinine tiriclcar decoiiiiiiissioriing AROs. we utilize periodic site-specific cost siudies in ordei to cstiriiate the nature, cost arid 
timing o i  planned decommissioning activities firr our nuclear plants Our regulators require updated cost estimates for nuclear decommissioning every five 
years These cost studies me subject to cliaiige based on a varietv of iactors including. but not limited to. cost escalation. changes i n  technology applicable to 
iiucleai decomiiiissioriing and changes i n  fedeial. state or l ~ c n l  iegiilations Changes i n  PEC's and PEF's nuclear deconiiiiissioiiiiig site-specific cost estirnotes 
or the IISC of altcriiative cost cscalaiioii oi discount rates could be iiiaterial to the nuclear tfccoiii~iiissioiiiiig liabilities recognized 

PEC obtained updated cost studies for i t s  iiticleai plants i n  2004. using 2004 cost iactors PIX plaris to update i t s  site-specific cost studies i n  2009 If the site- 
specilk cost estimates increased by 10 perccnt, PIX'S AROs would Iiaw iiicreased by $92 niillioii If the inflation ad.jiistiiie~it increased 25 basis points. 
PEC's AIZOs would 1i:ive iiicrc:ised bv $83 niillioii Siinilarly. an increase i i i  the discount rate of 25 basis points woidd have decreased PEC's AROs by $73 
~ni l l io i i  

reased by 10 percent. PEF's 
e iricrcased by $25 niillion 

---_.____ 

G0013WI ILL. 

As discussed in Note 8. we account lor goodwill i n  accordance witli SFAS No 142, "Goodwill and Othet Intangible Assets" (SFAS No 142), \vliicli iequircs 
that goodwill be tested Ibi irripaiiniertt :at least :iri~i~~aIIy :tnd rii~re fiequcilfly rvlteit indic:itors of inip:iiniierif exist Fot our utilify segtneiits, the goodwill 
iiiipairnieiit tests ate perhrined at the utility opeialiiig segineiit level. We prCornmed the annual goodwill inipairtiieiit test for both the PEC and PEF seginents 
ii i  the secoiid quarters of2008 and 2007. each ofr\.liicli indicated no inipaitmcnt I f  the fair values for llie utility seginciits weie lowei by I O  pcicciit, there still 
would be no inipact 011 the reported \~aIue ofilieir goodwill 

The cariyiiig aniounts of goodwill at Decenibcr 31. 2008 and 2007. for reportable segiiients PEC and PEF. ~veie  $1 922 billion and $1.7.33 billion, 
rcspectivelv 1-lie aniounts assigned to PEC and I'll7 are recorded i n  our Corporate and Otlicr business segment 

We calculated tlie fair value of 0111 segments aiid reporting units by considering wrioiis hetors. including valuation studies based priniarily oii a discounted 
cadi lloiv inetliodology arid published indiistn. valiratioiis and niarket data as sirpportin,o inlormation ?'licse calcirlalioris are dependent o n  sulJjective Caclors 
sucli as r~ianageii ici it 's estimate of luture cash Ilows and the selectioii of :ippiopi iate discount and growth rates 'I'liese underlyiiig assumptions arid estiinates 
ale niade as 01 a poi111 i n  time: subsequent clianges. par t ic i~ la~l~  clianges i n  managcineiit's estiiiiate of Tiittire cash llo\\~s and the discount rates, iriteiest rales. 
growth I-atcs or tlie titning oCniaikct cqiiilibritini. could ies i i l t  iii a future iitipaiiiiicnt cliarge to goodwill 

We ~noiiitor loi events or circi~~iist:i~ices Uiat may indicate 311 interim goodwill inipniriiient lest is necessary. We have consideied the distress iii the financial 
~iiaikets during 2008 and tlie impact oii the lair value o l  our iepoiting iiiiits and coiicludcd aii iiitcrini goodwill inipairmcnl test  vas not riecessar)' 
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As discussed i n  Note I ,  we iecogiiizc electric titilit\) revenues as sci-vice is iciidercd to custoiners 0pci:iting I ~ V C I ~ L I C S  iiicludcd unbilled electric utilities base 
ieveiiues earned wlien seivice 113s been delivered but not billed In the ciid of tlic :iccounting pi-iod The dctcnninntion of electricity sales to individual 
customcis is based on iiieter ieadings. wliicli occur on a systeiiiatic basis throiigli tlie iiiontli At the a i d  o j  each niontli, clcctricitj. dcliwied to customers since 
the last meter reading is estiniated arid a correspoiidiiig accrual foi- the eleciric utility revciii~cs associated with iiiibilled sales is rccognized lJribilled revenues 
are estiiiiated by applying n weiglitcd average revenue/kWh for a11 custoinei classes to the nuniber of estiniated kWli deliveied but not  billed The calculation 
of iinbilled ievenue is affected by factors that include fltict~~atio~is i n  eiieigy demand for the tinbilled period. seasonality, weatlicr. custonier usage pniieriis. 
price in effect for each customer class and estimated transinission and distribution line losses Amounts recorded as receivables 011 the Balance Sheets at 
l>ecember 31 related to unbilled revenues were as follows. 

( I l l  Inllllons) 2008 2007 
1 5  
1 1  
59 

INCOME 'r.wzs 
ludgnicnt aiid tlic use of cstiniatcs :ire required i i i  developing the provision for iiicoiiie taxcs and reporting of tax-related assets and liabilities As discusscd i n  
Note 14, we accoiint for tlic effects of iiicoiiie taxes i n  accordance with SFAS No 109. "Accountiiig foi Incoiiie Taxes" (SPAS No 109). and FASB 

~ _ _ _ _  I-- 

Under SFAS No 109, deferred inconie tax assets and liabilities are provided. representing h e  fiiture effects 011 iiicoiiie t:ixes for tcnipora~y differences 
between the bases ot assets and liabilities for lin:incial reportiiig and tax ptirposes Defeiied tax assets and liabilities are measured iising enacted tax rates 
expected to apply to taxable iiicoiiie i i i  tlic years i n  wliicli tliosc teiiipoiaiv diITerciiccs a ie  expected to be recovered 01 scttled 'Ilie piobability of realizing 
defened tax assets is based on liiracasts of futiire tcu;able iiicoiiie and the availability o l  tax plaiiiiiiig strategies that can be implemented, if necessary. to 
realize deferred tax assets We establish a valuation allowance wlien i t  is iiiore litel>, tliaii not that all. o r a  portion of, a defcried tax asset will not be realized 

llie interpretation of tax laws iiivolvcs unceflaiiity Ultimate resolution O i  inconic tax matters mav result i n  favorable or uiifavorablc inipacts to ne t  income 
and cash llows and adjustnieiits to tax-related assets and liabilities could be iiiateiial I n  acco~daiice with FIN 48, tlie uncertainty and judgment involved i n  the 
deteiinination aiid filing of incoiiie taxes is nccounted for by piesci ibiiig a niini~nuiii recognition tliresliold that a tax positioii is required to meet belore being 
recognized i n  tlic financial statenients A two-step pioccss is ~-equiied for the application of FIN 48: recognition of tlic tax bcncfit based on a "more-likely- 
than-not" tliresliold. and ~iiea~~iieiiiciit of tlie largest aiiioiiiit oftax beiicfit t1i:it is greater tliaii 50 peicent likely of being realized upon ultim:itc ~et~leiiieiit with 
tlie taxing autlioiity 

PENSION COSTS 

As discussed i n  Note 16A, ive maintain qualilied noiicontributoi~ deliried bcncfit rctirenient (pension) plans We also Iiave supplc~iienta~-p defined benefit 
peiisioii plans iliat provide benetits io higher-level eniployces Our iepoited costs :ire depeiideiit on iiiiiiierou~ I:ictois resulting lium actual plan experience 
and assuniptions of ftituie experieiice For esaiiiple. such costs ale impacted by eniployce deiiiograpliics. clianges niade to plan provisions. a c h d  plan asset 
retiirns and key actuarial assuniptions. siicli as expected long-teriii intes 01 retiini on plan cts and discount rates used 111 deterniiiiing benefit obligations and 
annual costs 

Due to a slight ~~icrease i n  the mni.ket interest rates for liigli-qiialit~ (AAAlAA) debt securities. wliich are used as  the benchniarli for setting the discount rate 
used to calciilate the piesent value at' lutuie benefit pnvnients. wc incrcascd the discntiiit ratc to approxiiiiatclv 6 3 0 O o  at I~cccrnbei 31, 2008, fioin 
approximately 6 204b :it December 31. 2007. 
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wliicli \ \ i l l  iiot significaiitly allect 2009 pension costs Oui diwouiit rates aie seleLtcd based oii a plaii-bv-plan rhidy, which iiiatclies oui piojected benefit 
payments to 3 higli-quality coipoiatc ~ i e l d  curve Consistent n i t 1 1  geiieial iiiaild coiiditions, oui plan assets pcrlbriiicd poorlv i n  2008 ni t11  ietuiiir of 
approuinately (32)On That iiegativc :isset pcrfoiiiiaiicc \vi11 result i i i  iiicre:ised peiisioii wstr i n  2009 all otliei factors ieiiiaiiiing constail1 I n  addition 
coiitnbutioiis tu penrioii plan assets i i i  2008 aiid 2009 will result i i i  dccreascd peiisioii costs iii 2009 due to iiicreased asset balmces all olhei factors 
icmaiiiiiig coiistaiit Evaluations of tlic c l fec t~  01 these and other lactois oil our 2009 pension costs have iiot been completed, but n e  cstimatc that tlie total cost 
recogiiized for peii.jiori, i n  2009 wll be $85 rnillion to $95 iiiillion coiiiparccf nit11 $14 iiiillioti recognized iii 2008 

We have peiisioii plan assets wit11 n lair value 01 appioxiniately $ 1  3 billion at Decenibci 31. 2008 Our expected rate ol  icturii o i i  peiisioii plan assets is 9 0% 
We review this rate on a regular basis Under SFAS No 87 “Emplover‘s Accounting [or I’eiisioiis’’ (SFAS No 87) the c\pccted rate 01 return used in 
pension cost recognition is a long-teiiii rate ofretuiii, therefore, we do 1101 adjust 11ia1 rate 01 ieliirii ljequciit~v The 9 030 ialc of retiliii iepicsents the lower 
eiid of our futiiie expected return range given our t~sset allocation poll64 A 25 h i s  point change ii i  the expected rate of returii for 2008 would have cliaiiged 
2008 pension costs by appro\iiiiatcly $5 million 

Aiiothei factor affecting our pension costs. aiid sensitivity of the costs lo plan asset peilorniaiice. is tlic metliod selected to deteniiiiie the niaihet-related value 
o f ‘ a ~ d s ,  I e ,  the a s x t  value to rvliicli the 9 0% cxpectcd long-tertii i a k  of retuin ts applied SI AS N o  87 specific5 that entiticr iiiay use citliei h i  value or an 
averaging method that iecogiiizes cliaiiges i n  lair value over a period not to exceed live wars w i t l i  the iiietliod seleLted applied on :I coiisisteiit basis tioiii 
year to year We have Iiistorically used a five-year aveiaging iiicthod When we acqiiiicd rlorida Piogiess i n  2000. we retained the rloiida Piogress liistorical 
use of fair value to determine niarhct-related value tor rlorida Piogrcss pension asscis Cliaiigcs i n  plaii asset pcrfoiiiiaiicc aic rellectcd i n  pcnsioii costs 
sooner under the fair value inetliod tliaii tlie live-year averaging method and, theicfore peiivoii cos& tend to be l ime  ~ o l a t i l ~  using the faii value method 
Appiouinately 50 percent of our pension plan assets arc subject lo each 01 the two iiiethods 

Since PCC aiid PEF participate iii our pension plans tlic gciicial discusrioii abo\c .ipplics to PCC aiid I’CT PLC and PLF Iiavc not completed evaluating 
their 2009 oeiisioii costs PEC estiiiiates that the total cost iecogiiized fix penrions i i i  2009 will be $20 niillioii to $25 million, coiiipaied w i t h  $21 million 
recogriizcd i i i  2008 A 25 basis poiiit cliange i n  tlie expected inle of icllirii lor 2OU8 \\auld linve cliaiigcd I’tL s 2008 pensioii co515 ‘u) approxiiiitTt?7y 92 
million PCF estimates that tlie total cost recognized for pcnsioiis i n  2009 \vi11 be $50 million lo $55 million comparcd with a pcnsion credit of $20 million 
iecogiiized i i i  2008 A 25 basis point change i n  tlic e\pected late of icliiiii lor 2008 nould linve clianged I’ 2008 pension costs by approxiiiiately $2 
Inllllon 
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OVERVIL\V 

Our significant cas11 reqniren~ents arise priniaiily froni the capital-iiitciisive nottire of the IJtilities‘ operations. includiiig expenditures l’oi- environniental 
conipliance We rely upn our operating cash Iloiv, substnnti:rlly all ol ~vliicli is gener:ited by the 1Jtilities. coinniercial paper and bank Facilities. and oiir 
ability to access tlie long-terin debt and equity capital niarkets hi sonrces of liqnidity. As discussed i n  “Future liquidity and Capital Resoiirces.. below. 
synthetic fuels tax credits provide a11 additional source of liquidity as those credits are realized 

The majority of our operating costs are related to the tltilitics Most of these costs are recovered hoin ratepayers i n  accordance with various rate plans We ate 
allowed to recover certain fuel. pur ower and other costs inciirred by I’EC and PET: tlirongli tlicir respective recovery clauses 7he types of costs 
recovered Ilirougli clauses v a y  by 011 File1 price volatility can lead to  ovei- or niidci-rccoven~ Ol’ fuel costs. as clianges i i i  fuel piices ale not 
itnniediotely rellected i n  fuel siiiclia to regulatory lag i n  setting tlie siircliarges As a result. liiel price \da t i l i ty  coli be both a source of and a use 01 
liquidity resources, dcpcnding on what phase of the cyclc o i  pricc \datilitv we arc espcrieiicing Clianges i n  the Utilities’ fuel aiid piircliased power costs niay 
affect the timing o i  cash llows. bnt not iiinterially affect net inconic 

As a registeied Iiolding conipany, \vc are subjcct to icgiilation by the Fedcia1 Energy Regiilatoiy Coniniissioii (FERC) Ibr, aniong other Iliings. [lie 
establislinient oi  iiiterconipany exteiisions of credit (utility and non-iitility money pools) Oin subsidiaries participate i n  internal money pools. operated by 
Progress Energy. to inore effectively utilize cash iesoiirces and reduce outside short-term boriowings llie utility iiioiiey pool allows the Utilities IO lend to  
and borrow froin encli otlier A non-utility money pool allows our nniiregiilatcd opeiations to lend lo and bon-ow lioiii each otlier The Paient can lend nioney 
to the utility aiid noii-utility nioney pools but cannot borrow funds 

‘I‘he Parent I S  a Iiolding company and, as such. lins no reveiioe-generating operations o E E T i V i i ~ p r i n ~ a r y  J i i  

stock dividend, interest and principal payments on the Paient‘s $2 6 billion of senioi unsecured debt and potentiallv iu~iding tlie IJtilitics‘ capital cxpendittiies 
tlirougli equity contributions Tlie Parent‘s ability to meet these needs is typically liinded wit11 dividends from the 1Jtilities geiier:ited lroni their earnings and 
cash flows. and to a lesser extent. div~dends froiii otlier siibsidiaiies; rcpaynient 01 finids due lo the Parent by its siibsidiaries: tlic Parcnt’s bank facilily: and/ol 

ent’s ability to access tlie short-tcini and long-tcini debt aiid cqnity capital niarltets 111 icccnt years. rather than paying dividends to the Parent. tlic 
s, to a large extent, have retained their free cash flow to fund their capital espenditiires i n  lieti o i  ieceiviiig cqnity cantlibtilions from the Pareni 

Alfliougli the Utilities did not pay dividends to tlic Parent iii 2008. PEC expects 10 pay divideiids to tlic Parent i n  2009 7-liere arc a iiirnibei of factors Ilia1 
impact the Utilities’ decision oi ability to pay dividends to the Parent or to seek eqiiity contributions froni the Parent. including capital cxpciiditnie decisioiis 
and {lie timing of recovery of fuel and otlier pass-tlirougli costs Tlierelore. we caniiol piedict tlie level ol divideiids that the IJtilities niay pay to the Parent 
from year-to-year We do not cui rently expect cltanges to the Parent’s c~niiiioii stock dividend policy 

Cash from operations. coinincrcial paper issuance. borrowings under our crcdit l’acilitics. long-tcrni debt financings. cquitv offerings. and limited ongoing 
sales of co in~no~i  stock from oiir Investor PIm Stock Piircliase Wan, eiiiployee benelii and stock option plaiis are expected to fund capital expendituies and 
coninioii stock dividends for 2009 For the fiscal year 2009, we expect to realize approsiinately $600 million in  tlie aggicgate lioin the sale of stock tlirougli 
marketed and ongoing equity salcs 

We liave addressed tlie cliallenges presented by cur~ent financial niarket conditions and \vi11 continue to monitor the credit niaikets to iniaintain an appropriate 
level of liquidity 1)espitc the tiglitened credit niarl;et that bcgan with tlie cxtrenic niaikct tiirnioil i i i  tlie third quarter of 2008, w e  Iiavc bcen able to issue 
additional equity and short- and long-term debt 

As shown i i i  the table tliat follo\vs. we liave a niinibcr of linancial institutions that support otir combined $2 030 billion revolving crcdit facilities for tlic 
Parent. I’EC aiid PEF. tliereby limiting our dependence on any one institutioii The credit facilities se iw as back-ups to our cc~niniercial paper prograins To 
the extent aniounts are 
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resewed Ibr  coiiiineroal p p e r  oi letteis ol credit outstanding. they arc not available lor additioiial boirowings At Decenibcr 31. 2008. the Parent had $600 
inillioii of outstanding bonowirigs under its credit hcility I n  addition. at Lhmiiber 3 I .  2008, the Parent. PEC and PEF liad outstaridiiig coiiiiiicicial paper 
balaiices oi$69 iiiilliciii. $1 10 niilliori mid $371 iiiillion. rcspcctivclv. and the Parent h:id issued $30 iiiillion of letters oicredit. wliicli \veie supported by tlic 
revolving credit ogiceiiiciit (IICA) I3ased oii these outstanding aiiiouiits at 1)ecciiibei 3 I .  2008. tliere was $850 tiiillioii available h r  additioiial 
borrowings Diii iiig Februanr 2009. tlic Porciit rcpnid El00 iiiillioii of tlic outstaiidiiig baloiice under its credit facility 

(I 11 m I I l i  ons) 
Credit Provider Proeicss Eiierev Parent PEC FEF 

Total Coni ni I tiiient 

35 0 
50 0 
50 0 
00.0 
50 0 
80.0 

- 4 5 0  

-_.____. 

At December 3 I ,  2008. PE.C and I’EF liad liniited counterparty mark-to-maiket exposure foi Iiiiaiicial conitnodit)) Iiedges (primarily gas atid oil hedges) due 
to spieadiiig our conceiitrntioii iisk over a nuiiiber of pnrtiiers In the event oiderault by a cotiiiterpaity, the exposure i n  tlie transaction I S  the cost of replacing 
the agiecineiits at cuirciit iiiaikct rates At Decembei 31, 2008, all of the Utilities’ opcii liiiancial coiiimodity hedges \\’ere in net iiiaik-to-market liabilitv 
positions See Note 17A for additional iiiioinialioii with regard to our commodity derivatives 

At December 3 I .  2008, we liad liiiiitcd mark-to-markct exposure to certain fiiiaiicial institutions under pay-fixed forward starting swaps to hedge cash flow 
risk wit11 regard to iiiillre Iiiiaiciiig traiisactions for both ilie Parent and PEC I11 tlie event of deiaiilt by a counterparty. tlie exposure i n  the bansaction is the 
cost of replacing the agreenieiits at cuirent iiinrkct iates At December 31.2008. all oithe Paiciit’s aiid PEC‘s open pay-fixed forwaid starting s n q s  weie i n  a 
net mark-to-niarket liability position See Note 17B ior additional inloiinatioii with regard to oui interest rate derivatives 

Our pension trust fiinds aiid iiuclmr decoiiiiiiissioning trust luiids are iiiaiiaged by a iiuiiibei oi linaricial institutions, aiid the assets being nianaged arc 
diversified in ordei to limit coiiceiitrntion risk i n  any one institution or busiiiess sector 

We believe our interiial and external liquidity resources will be sulXcieiit to iund our currciit business plans Risk factors associated with credit Pncilities aiid 
cicdit intings are discussed below and in Item 1A. “Risk I k t o i s  ” 

70 
r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 



The following discussion 01 oiii liquidity aiid capital resources is on a coiisolid:ited basis 

IIIS’I‘ORIC~‘A1, FOR 2008 :\S COh*II’A\IZ15D TO 2007 AND 2007 A S  COR~II’AREI~ TO 2005 

C. LYll FL0JJ.S FROAI OI’ER. I TlOALS 

Net cash provided b) operations is tlie primary source uncd to meet operating requireiiieiits and a poitioii of capital eymditurcs  The Utilities produced 
substantially all of our coiiwlidnted ~ a d i  horn operations for the year5 ended I~eceiiibei 3 1  2008. 2007 and 2006 Net cash piovided by opeiatiiip activities 
for tlic tliree vean eiided Dcceinbei 31.2008. 2007 and 2006. W F  $1 218 billion, $1 252 billion and $2 001 billioii, respectibclv 

Net cash provided by operating activit ies for 2008 decreased when compared with 2007 rlie $34 inillion decrease iii opeiating cash flow was priiiianly due lo 
a $250 million decrease in the recovery oflucl costs due to the 2008 under-recovery dnvcn by rising luel costs, compared to an over-recovery 01 luel costs 
during the coriespoiidiiig period in 2007, $340 million of cash collateral paid to counterprties on deiivative coiitracts in 2008 coiiip3ied to $55 iiiillrori i i i  net 
refunds of cas11 collateral ii i  2007, piiiiiarily at PEF, mid a $226 million iiiciease i i i  inventory ptircliases. piiiiianly coal, drivcii by Iiiglier prices These 
impacts were partially offset bv a $419 million increase fioiii accounts icceivablc, pniiiaily ielatcd to our divested CCO operations aiid foiiiier syiithctic fuels 
businesses the $347 iiiillioii payiiieiit made i n  2007 to exit the Georgia contracts (See Note 3 ’$1 17 iiiillioii increase Irom accounts p:ivable aiid a ‘$106 
inillion iiiciease fiom iiicoiiie taxer, net Tlie increase Iroiii accounts iecetvable was pnii dnveii by the settlenient 01 $23-1 million of derivative 
icceivables rclatcd to dciivative contracts for our foinier synthetic fuels buntnesses (See Note 17.4) The increase fioin iiicoiiic taxes. net \vas largely due to 
’$252 niilliori iii iiicoiiie tau payiiieiit~ made in 2007 related to the sale ot Gas (See Note 3D), paitially ofl‘set by iiicoiiie 13): iiiipacts at PFC Tlie change i n  
accounts payable \vas priiiianly related to our divested operations 

Net cash piovided bv opemtiiig activities for 2007 decreased wheii comparcd \vttli 2006 The $749 niillioii decrease i n  opeiating C35h Ilow \vas priiiianlv due 

$106 niillioii 01 woihiiig capital changes related to h e  divestiture of CCO. and $47 iiiillioii i n  net ieliiiids of cash collateial previously paid to couiiterpai ties 
on denvotive coiitiacts i n  2007 coinpaied to $47 million i n  net cas11 payineiits i n  2006 at PEF The decrease in iecovery of fuel costs is due to a $335 inillion 
decrease at PEF driven by the 2006 recovery of pieviously uiidci-recovered fuel costs, paitially olfvA by a $56 iiiillioii iiicicasc i n  the iccovery at PLC driven 
by the 2007 recovery or  previously uiider-recoveied fuel costs 

I n  2008, 2007 and 2006. tlic Ut 
previous iiiidei-recovenes 

I/\q ’ESTIAG. 1 CTli 71 IES 

Net cash (used) provided by investing activitien foi tlie three j~eais  ended Deceiiiber 31.2008, 2007 and 2006. was $(2 541 ) billion $(I 457) billioii and $1 27 

es tiled requests w i t h  tlieir respcctivc state coiiiiiiissions seeking rate iiicicascs fool fiicl cost rccovciy. including amounts lor 

Inlllron 1 espcctlvely 

Propefiy additions at the Utilities. including ~iuclear fuel, iveie $2 534 billion aiid $2 199 billion in 2008 arid 2007 respectively, or approxiiiiatelv 100 percent 
of consolidated capital cyeiidituies i i i  both 2008 and 2007 Capital expenditures 31 tlic Utilities are primal ily for capacity e\pansion and iioriiial conslniction 
activity and ongoing capital eupciiditures ielated to eiiviroiiiiieiital compliaiice progroiiis 

Cxclodiiig proceed, Iioni sales of discontinued operations aiid otlier assets. iiet 01 cash divested of $72 million i n  2008 and $675 iiiillion in 2007. cash 
iiivcstiiig x t i v i t i c i  iiicieaxd b) $481 million 7 he iiiciease i n  2008 was primarily due to a $341 niillion inciease i n  gross pioperty additions at the U 
priiiianly at PEF and a $95 inillion decrease i i i  net piircliascs of available-for-sale securities and otlier investments ‘The iiiciease i i i  capital expenditiires for 
ut i l i ty  piopeity additions at PFT \vas piiiiiaiily dnven by a $360 million increase i n  enviroiiiiieiital coiiipliance eupenditures aiid a $109 iiiillioii increase in 
iiucleai piojcct expenditures. paitially olTset by a ‘$65 million deciease ielated to repowering the Bartow plant to more efficient iiat~iial gas-buiniiig 
teclinology aiid a $52 
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iiiillioii decrease related to the I lilies I Iacilitv Available-loi-sale securities and otlici in\ estmciiti iiicliide iiiarhetable debt secuiit ies aiid 1111 estnieiits held i n  
llllcIca1 decoillnlis\loillng l l l l \ t \  

1,xcliiding proceeds Iiotii sales ol dircoiitiiiued operalioiis and other ai5CtS. net 01 ~:isIi dibesled 01 $675 million in 2007 and $1 657 billion 111 2006. c d i  used 
i n  investing activities incie~sed I), $602 ini l l ion i n  2007 as coinpaied to 2006 I he ii~crcasc i n  2007 was primarily due to a $539 niillioii iiicrease i i i  gioss 
property additioiis :it (lie Utilitie\ piiniarily at 1’FF. and a $1 I4 million increase in iiucleai fuel additions. partially offset by a dccrease in propci-ty additions at 
0111 di\wsilied businesses. iiiost ol which Iiave been discontiiiued or abandoned At PTC. utility property additioiis pi iiiiarily related to a11 increase i n  spending 
for coiiiplionce with the Clean Siiiokcstnchr Act At I’m, the increase i n  uti l i ty  propeily additions nas piii i ia~ily due to enviroiinieiital coiiipliaiice projects. 
repowering the Barton plant to more efficiciit natural gas-biiniing techiiologv. ~vliich w i l l  not be completed unt i l  2009. and nuclear and transinission projects 
paitiallv oftset by lowei speiidiiig on eneigy systein dintiibiitton pinjects and at the 1Iiiies 1Jnit 4 facility 

During 2008. proceeds from sales of discontinued operations and other asrets pniiiarilv included proceeds of $63 million Iron1 the sale of Teiniinals and Coal 
Mining (See Notes ih and 313) 

h i r i n g  2007, proceeds Iiom sales 01 discoiitinucd operatioiis and other assets, net 01 ca5h divested, pniiiarily incltidcd approamately $615 illtilion lroiii the 
sale of PVl’s CCO geiierat~oii assets (See Note 3C) worhiig capital adjiistIiieiils lor Gas and the sale of poles :it Progress Telecoiiiniiinicattoiis Corpomtioii 

Lhring 2006. proceeds Iioiii sales ol discontintied operations and oilier assets, net of cash divested. pnniailly ~ncludcd approuiiiately El 1 billion froin the 
sale of Gas (See Note 31)) $405 iiiillioii lion1 the sale of DeSoto aiid Itowan (See Note 3F), appiouiiiately $70 million ltoin the sale of PT LLC (See Note 

llioii Iroiii the sale of certain iiet assets oftlie coal miniiig biisiiiess (See Note 3U). and appiowniately $16 iiiillioii fioiii the sale of 

- _ I I - ~  ____--_____- --_____ HA!  IACING ICTI? 7 f E S  

Net cash piovidcd (used) by linanciiig activities for the t h e  years ended Deceinbcr 31, 2008, 2007 aiid 2006, 1\85 ’61 248 billion. $195 million and E(2 468) 
billioii. respe~tively See Note 1 I for details of debt aiid credit facilities 

1 lie iiicicase i n  iiet cash pi01 ided by tinaiiciiig activities lor 2008 coiiipaied to 2007 is priiiiaiily due to PEl ’s $1 475 billioii iiet proceeds aiid PEC’s $322 
inillion net pioceeds lroiii the isstiaiice ol long-teini debt i n  2008 discussed below, compared to $739 million i n  net pioceeds in 2007 Additionally, iiet short- 
terni debt increased i n  2008 compared to 2007 due to $600 iiiillioii in  outstanding bonowiiigs under tlie Parent’s RCA, and outstanding comiiiercial p~per 
issiiaiices of$69 i i i i l l i o i i  at ilic Parent. $ 1  I O  million at PEC aiid $371 iiiillioii at PEl , compared to outstanding ~oninieic~al  papei i s s~~ai~ccs  of $201 iiiillioii at 
the Paren1 i n  2007 1 he iiiciease in proceeds lioni long-term debt isstiaiices \vag orset by $877 million iii long-teiiii debt ietiieiiieiits in 2008. $176 iiiillioii in 
payments 011 short-leiin debt, and 685 niillioii i n  cash distiibiitioiis to owners of minonty iiiteiests of consolidated subsidiaries primarily related to the 
settleiiieiit ol Cercdo Syiifiiel L LC’s (Ceiedo) syiitlietic I d s  deri\ntives contracts (See Note 17A) 

The increase i i i  iiet cash provided by fiiiaiiciiig activities lor 2007 conipared tn 2006 pninaiily ielated to the isstiance of $750 niillion in long-teim debt at PEI; 
aiid the $ 1  7 billion ieductioii i n  Iioldiiig ~oiiipaii\ debt i n  2006 
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Our linanciiig activities are dcsciibed belo\\ 

2009 

0 On lanuai-4 12. 2009. the I’arciit issued 14 4 million rliarcs of c~niiiioii stocl, at a public olfcring pnce of $37 50 pel sliare Nct piweeds froni this 
oEeiiiig werc $523 inillion We used $100 million of tlic procecdr to reducc the Parent’s RCA borrowings and the reinainder was used for gcneial 
corpoiate pur poses 

0 On January 15. 2009. PLC isbiied $600 m i l l i o n  of 1 irst Mortgage Bonds, 5 3050 Scrim due 2019 A portion of the prowxds w ~ l l  be used to repay the 
iiiatiirity of PEC’s $400 niillioii 5 9550 Senior Notes, due March I .  2009 The remaining proceeds were used to repay I’EC’s outstanding money pool 
balance and for general corporate ptirpores 

2008 

0 On Febiuaiv 1, 2008, PCT paid at i i i a t t in t~  $80 niillioii of i ts 6 875?h Fiist Mortgage Bonds with available cash on Iiand and coniiiiercial paper 
borrowings 

On March 12, 2008. PEC and PET aniendcd tlicii RCAs with a syndication of financial institutions to cstciid the terminahon date by one year The 
e\~ensions were cllective for both titilrllcs on March 28 2008 PEC’s RCA I S  iiow scliedulcd to expire on lune 28, 201 I and PEF‘s RCA IS now 
scheduled to expire on March 28. 201 1 (See “Credit Facilities and Registration Stateineiits”) 

0 On Maich 13, 2008. PEC issued $325 iiiillioii o f  First Mortgage Bonds. 6 30% Senes due 2038 The proceeds were ured to repay the maturity of PEC’s 
$300 inillion 6 65% Medium-Tcnn Notes. Senes D, due April 1. 2008. and the remainder was placed i n  temporary investiiieiits for general corporate use 
as needed 

On Apiil 14 2008, the P~ieiit anieiided its RCA with a syndication of t?iiancial iiis~tutioiis io e\?ciid tlie terinination date by one year The extension was 
clfective on May 2. 2008 The RCA I\ no\v scheduled to expire on May 3,2012 (See  “Credit Facilities aiid Regirtration Statenieiits”) 

0 On May 27, 2008. Progress Capital lloldings liic . one of our wholly owned subsidiaries paid at inaturitv its rcinaining outstanding debt of $45 iiiillion 
of6  46% Med1u111- lenn Notes ~ 1 1 1  available cash 011 I~and 

0 On Jiiiie 18, 2008. PCF isstled $500 million of First Moitgage Bonds. 5 6550 Series due 2018 aiid $1 000 billion o l  First Moi tgage Bonds. 6 40Y0 Series 
due 2038 A pii ion of the pioceeds \vas used to repay PEF’s utility nionev pool boirowings. and the remainii~g proceeds were placed i n  temporary 
invcstnients for geiieral coiporatc ti% as needed On August 14. 2008, I’EF redeemed the eiihre outstanding $450 m~llion pniicipal amount of i ts  Series 
A Floaiiiig Rate Noks due November 14 2008. at 100 percent ot par plus accrued interest l‘hc redeiiiption was funded ~ i t h  a portion ofthe proceeds 
Iiotii tlie June 18, 2008 debt issua~ice 

0 On November 3, 2008, the Parent borrowed $600 million under its RCA to reduce rollover nsk i n  tlic conimercml paper markets A portion of the RCA 
borro\vings \vas repaid w i t h  proceeds froin the Ianuary 2009 equity issuance, and we w i l l  coiitiiiiie to iiioiiitor the coini~iercial paper and short-tenn 
ciedit iiiaikets to determine wlieii to iepay llie reniaiiiiiig balance of the RCA loan, wliile niainlaining an appiopnate level of liquidity 

On November 18 2008 the Parent as a \vell-Lnown seasoned issuer, PEC and PEF filed a con~biried shelf registrahon stateiiieiit w i t h  the SEC, which 
becaiiic elfective tipoii liling with the SEC Tlie registration statcnient is effective foi tlirec yea13 and does not Iiniit  the amount or nuniber of various 
sccuiities that can be inwed (Sce “Credit T i~c i l~ t~es  and Rcgistiation Statenients”) 
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Progress E,ncrgv issucd approxiniately 3 7 million sliarcs 01 coiiiiiioii stock resulting i i i  appiosiiiiately $132 million 111 proceeds fiotn i t s  IIivcstor Plus 
Stock Purcliasc Plan aiid its eiiiployce benefit and equity incentive plans Included i n  these amounts werc nppiosimatcly 3 I niillion shares for proceeds 
o i  approxiniatel!; $131 million issued for the Progress Encigy 40l(k) Savings and Stock Ownership I’lmi (40l(k)) and the Investor Plus Stock Purchase 
Plan I:oi 2008. the dividends paid on coniiiioii stock wcre appro~iriiatcly $642 millioii 

2007 

e On July 2, 2007, PEF paid at inatwity $85 iiiillioii of its 6 81% Medium-Tern1 Notes with available cash 011 hand and cotiimercial paper borrowings 

* On August 15. 2007. due to extrcnie volatility i n  the cominercial paper market, Progress Energy borrowed $400 niillion under its $1 1.3 billion RCA to 
repay outstaiidiiig coiiimct-cial paper On October 17, 2007. Progress Energy used $200 niillion of commercial paper pioceeds to repay a portion of Ihe 
amount borrowed undcr the RCA On December 17, 2007. I’rogrcss Energy used $200 niillion of available cash on liaiid to repav the reoiaining anlotint 
borrowed under tlie RCA 

On August i5, 2007. due to estreine volatility iri the coiiiniercial paper market. PEC borrowed $300 niillioii under its $450 rnillion RCA and paid at 
maturity $200 niilliori of its 6 8006 Fitst Mortgage Bonds On Septeinber 17. 2007, PEC usctl $150 million of available cas11 on Iiand to repay a portion 
oftlie amount borrowed under the RCA On October 17, 2007. PEC rcpaid the remaining $150 million of its RCA loan using available cash 011 hand 

* On September 18. 2007. PliF issucd $500 niillion of First Mortgage Bonds, 6 35% Sciies due 2037 and $250 inillioii of  First Moitgage Bonds, 5 80?/0 
Series due 2017 The piocccds were used to repay PEF’s iltility iiioiiey pool briowings and the rcniainder was placed in teniporary invesliments f o r  
general corporate use as iicedcd 

0 n,, r In  2 s Catlital Ifoldinas. lnc.. oiie of out wliolly owned mbqidiaiies. p a d  at iiiatiirity $35 iiiillioti 01 i ts  6 75% Medium-Tenn 
Notes with awlab le  cash on liarid 

e Progress Energy issued appiosimalely 3 7 niillion shares of coniiiioii stock resulting iii  approxiin~tcly $15 1 million i n  proceeds from its Investor Plus 
Stock Purcliasc P h i  and its equity incentive plans Illeluded in tliesc aniouiils were approxiiiiatcly 1 0 inillion shares Tor pioceeds of approximately IF46 
million issucd for the Invcstoi Plus Stock PuIcliase Flail For 2007. ilic dividends paid 011 coliiliioti stock were approxitiiatcly $627 inillion 

2006 

On Januaiy 13, 2006, Piogiess Energy issued $300 million of 5.62596 Senior Notes due 2016 and $100 million 01 Series A Floating Rate Senior Notes 
due 2010 Tliese setiiot notes are tirisecctr.ed The net proceeds froni tlie sale of these senior notes and a combination o l  available cash and commercial 
paper proceeds were used to ictiie the $800 inillion aggregate principal amoilnt of our 6 75% Setiioi Notes o n  Match 1. 2006, effectively terininating our 
$800 niillion 364-dav credit agrecmcnt :is discussed below 

e On May 3, 2006. Progress E I ~ c J ~ ~  restructuied i t s  existing $1 13 billion live-year RCA with a syndication of financial institutions The new RCA is 
scheduled to expire on May 3, 201 1, and replaced an existing $ I  1.3 billion live-scar Iacilitv. which \vas teriiiinaied efl’ective May 3.  2006 

On May 3 ,  2006. I’EC’s five-yea! $450 inillioii RCA was miiended to take advantage ot hvorable tiiwket conditions aiid rediice tlie pricing associated 
with tlie facility 

On May 3 ,  2006, PEF‘s live-yeai $450 inillion RCA was aiiiended to take advantage ol favorable niaiket conditions and rediice the piicing associated 
\vitli the facility 
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0 On Jiil\t 3. 2006 I W  paid :it iiiatuiity E45 i i i i l l ioii 01 i ts 6 77'0 Mediiini-1 ern1 Notes. Seiics I3 nit11 available cash mi Iiaiid 

o 0 1 1  No\ ember 1 2006 Progress Capital Iloldings Iiic m e  01 our wliolly owiied subsidianes paid ai iiiatiiritv $60 inillioii of i ts  7 17'0 Medium-Tenn 
Notes with available cash o n  Iiaiid 

0 On No\ciiiber 27. 2006. Progiess Energy redeeiiied tlie eiitirc outstaiiding $350 inilliori principal aiiiouiit ol i t \  6 0% Seiiior Notes due Apiil 15. 2007, 
and tlie entiie outstanding $J00 iiiillioii pnncipal aiiiouiit of its 5 85'0 Senior Notes due October 30. 2008, at a iiiale-whole redemption pncc The G 05% 
Senior Notes \\ere acquiied at 100 274 percent of par. o r  npprowiiiutely $353 i i i i l l i o n  pliis accrued interest arid the 5 85% Seiuor Notes were acquired at 
I01 610 percent of par. or approviiiatclv $406 iiiillioii. plus accnicd interest r i le  redemptions  ere fiinded with available cash on Iiaiid. and no 
additional debt was iiiciiried i n  eoiiiiectioii with the iedeniptioiis See Note 20 for a dircursioii 01 losres 011 debt redeniptions 

* On December 6. 2006. Piogres5 Cnergy rcpurcho~ed. pursuant to a tender olfer. $550 mill ion,  or 44 0 percent, 01 tlic outstanding aggregate priiicipl 
aiiiouiit 01 i t s  7 I0"'o Senior Notes due Maicli 1, 201 1 ,  at 108 361 percent of par, or $596 iiii11ioii, plus accrued interest I lie redemption \vas funded with 
available carli oil Iiaiid. and no ndditioiial debt \vas iiicuired i n  connection with the redeniptioiis See Note 20 foi a discussion 01 losses on debt 
icdeiiiption, 

0 Progress Energy issued appio\iiiiate1y 4 2 niillioii 51iaies 01 coiiiiiioii stocl resulting i i i  appinxiiiiatcly $185 iiiillioii i n  proceeds Iioin i ts  Investor Plus 
Stock Purcliax Plaii and itr employee benefit and cqiiiw incentive plans Included in these ainounts were appioviiiiatcly I 6 niillion shares for proceeds 
ot appioxiiiiately X70 iiiillioii issued foi Ilie JOl(k) and the Investoi Pliis Stock I'urehose Plan For 2006 tlic dividends paid oil coiiiiiioii stock were 
npprouiiiately $607 1111 Ilion 

FIJTURE LIQLIIDI 1'1' AND CAPITAL RESOIIRC'ES 

looking stateineiits made hei eiii 

1 lie Utilities produced substantially a11 01 our consolidated cash from opeiations foi the years ended Deceniber 31. 2008. 2007 aiid 2006 We anticipate that 
the Utilities will coiitiiiiie to produ~e wb~ta i i t i a l ly  all of tlic consolid:~tcd cash llows from opeiations over the next r;evcial years Our discontinued syntlietlc 
luels operations liistorically produced signi1ic:int net eamings from the generation of tax ciedits (See "Otlier Matters - Synllictic Fuels Tax Credits") A 
portion of tliese tm credits lias yet to be realized iii ca(ili due to Llie drlTerence i n  timiiig of wlien tax credits are recognized for liiianciol reporl~ng purposes and 
reali~ed foi tax piiiposes As 01 l>cceiiibcr 31. 2008. we liave cained fonvard $799 iiiillioii 01 deferred la\ credits Rcalizatioii ofllicsc tau credits i s  dependent 
tipon oiii luliiie taxable iiicoiiie. which i s  expected to be geneiated pnmarily by tlie Utilities 

The absence of cash flow lioin di\ested businesses i s  iiot eyxctcd to iiiipact our lutuie liquidity or capital resources iib these businesses i n  the aggregate have 
beeii largely cash Ilow neutral over the last several years 

We expect to be able to meet oiii Jutuie Iiquidit)t iieeds through cash froin operations. coiiiiiiercial p a p i  issiiaiice. a\ ailability uiidei our ciedit facilities, long- 
term debt finaiicings and cqiiity olferings We m a y  also use periodic ongoing sale.; 01 Loininoil stoch froni  our Iine\tor Plus Stock Purchase Plan aiid 
ciiiplovee tmiefit and stock optioii plniis to iiicet oiii Iiqiiidity requireiiients 

We issue coinmeicial popcr to meet short-temi Iiquiditv iiccds As a rewlt of liiiniiLia1 and ccoi~oiiiic conditions i n  2008, the short-teim credit markets 
tiglitened iesul~iiig i n  \~ Ia t i l i t y  in coiiiiiiercial p:iper dilrations and interest roles I n  Novembei 2008 the I'nreiit borrowed $600 million under i ts  RCA to 
ieduce iollover nsi. i n  the coiiinicicial paper iiiaikels A poition 01 tlie RCA \vas repaid with pioceeds from the Januaiy 2009 equity issuaiice. and we will 
coiitiniic to iiioiiitor the eoiiiiiiercial papci aiid rhoit-term credit maikcts to dctcnniiie ~ v l i c i ~  to repa) the ieniainiiig bal~ncc  ot the RCA loan, while 
iiiaiiitaiiiiiig ai1 appinpnate level of Iiqiiidihg I f  liquidity Loliditions delcnoiate fuitlier and negatively iiripnct the coiiiiiieicial paper niorbct, w e  will need to 
evnlunte other poieiitial l y  iiiore 
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expciisi\~c. optioiis lor niceling oiii sliort-tam Iiquiditv needs. wliicli iiiav iricludc extending tlic tcrni and aiiioiiiit 0 1  our boiiowiiigs under llic I’areiit’s IICA. 
issuing sliort-term Iloatiiig iatc notes. aiidlor issuing long-term dcbt 

Progress Energy and its subsidiaiies Ii:ive approriiiiatcly $10 659 billioii i i i  oiitstaiidiiig loiig-tertii dcbt Cui iently. approxiiiiately $860 inillion o i  the Utilities’ 
dcbt obligations. approxiiiiatcly $620 iiiillioii at PEC a i d  approxiiiiately $240 inillion at 1’131. arc tax-exempt auctioii rate sccuritics insiircd by boiid 
insiiraiice Bond iiisurciiicc generallv allows companies to issue tax-exerirpt bonds \villi tlic ir~suraiicc company-s liiglicr credit rating Ainbac Assurance 
Corpoiatioii (Ainbac) insures PEC‘s bonds aiid Syiicora Guarantee Itic . formerly XL Capital Asstiinlice. liic (Syiicoia). iiisiires PEF-s bonds 

Atictions for the tax-cxcnipt bonds 1ia.y~ secii an iiicrcasc i n  failures and tlic relative level o l  the interest roles that are periodically resct at  each auction In the 
eveiit o f 3  failed auction, tlic bond holdcis caiiiiot sell tlicir bonds and the interest rate is calculated based on a multiple 013 stondnid iiiarkct index such as the 
Securities Iiidustn, atid Fiiiaiicial Mailtcts Associntioii’s Municipal Swap Iiidcx or the Loiidoii Iiitcrbanl; Offered Rate (LIBOR) Tlic interest rates for most of 
PEC‘s portfolio of tax-exempt sccuritics rcset based on tlic Sccurities Industry and Financial Markets Association‘s Municipal Swap Iiidcx The interest rates 
for PFF’s p d o l i o  oftax-excmpt scciirities resct based o n  one-moritli LIBOR The iiiultiplc oii our auction rate boiids is stable as long as the bonds are rated 
A.3 or higher by Moody’s Iiivestors Service. liic (Moody‘s) 0 1  A- or liiglier by Standard R: Poor’s Ratiiig Seiviccs ( S M )  II tlic insuiaiice company’s rating 
Ialls below the Utilities’ ratings. then the boiids will bc rated at the Utilitics‘ scnior secured debt iatiiig. wliicli is cuncntly A2 by Moody’s aiid A- by SBP for 
liotli Utilities Since the initial donqyadcs of‘ Syiicora and Aiiibac i n  2008 by Moody‘s aiid S&P, whicli caiised an iiicrease in  market volatility and 311 
increase in interest iates. subsequelit downgiadcs did not niaterially impact tlie reset rates of tlie tax-exempt boiids We do  iiot expect luitlicr rating actions on 
Syncora and Aiiibac to materially impact the rcsct iatcs oCtlic tax-exempt sccuritics 

Future interest rate resets on our tax-cxcinpt aiictioii ratc bond portfolio will be depeiidcnt oii the volatility esperieiiccd i i i  tlie indices that dictate our interest 
rate resets and/or rating ageiicy actions that may iiiove oui- tax-exeiiipl bonds below A3/A- We will coiitiiiue to monitor this market and evaluate optioiis to 
mitigate our exposure to fiiturc volatility 

‘l‘he perlhriiiance 01 tlie capital niarltets allccts the values of llie ussets I ie ld7i i7iXlo solisiy liiture obiigatioiis tinder our oefiiied beiiefiL peiisioii 
Altlioiigli a iiuiiibci of factors impact o w  peiisioii ftiiiding iequirciiiciits. a decline iii tlic iiiailtel value ol‘ tliesc assets iiiay significantly increase tlic future 
ltiiidiiig rcquirciiients ol’tlie obligations undci otii dcfiiicd bciiclii pension plans We expect to niake at least X I  30 iiiilliori o l  coiitribrrtioiis directly to perision 
plaii assets and $1 niillioii ol’discrctioiinry contributions dircctly to the OPED plan asscts i n  2009 (Sce Note 16) 

As discussed i n  “S~r:itcg~r.” “Liquidity and Capital Resources.“ “Capit:il Espeiiditurcs.” and iii “Otlicr M:itters - Environnicntal Matlers,” over the long term, 
coiiipliance with eiiviroiiiiieitlal regulations and iiiectiiig the anticipated load giowth at tlic Utilities as describcd wider “Otlicr Matters - Increasing Energy 
Demand” will icquirc llic IJtilitics to iiiakc sigiiificrint capital iiivcstmcnts Tliesc anticipated capital invcstniciits a ic  expected to be funded tlirougli a 
coiiibiiiation of cash from operations and isstiaiicc of loiig-temi debt  prcfei red stock and coiiiinoii eqiiiw. wliicli are dependent on oiti ability to successfiilly 
access capital markets We inay puisuc joiiit ventures or siiiiilai- arraiigcnieiits with tliird parties in ordcr to shore sonic oi tlic financing aiid operational risks 
associated with iicw bnscload geiieiatioii As discusscd i i i  ”Eiiviioiiinentol Mntteis - Eiivironiiiental Conipliancc Cost Estimates,” tlic Utilities aie continuing 
construction oi  in-process cniission control projccb On Dccciiibcr 18. 2008, PEF and the Florida Dcpartiiicnt of Enviroiimciital Protection (FDEP) 
aiiiioiiiiccd a11 agreeriicnt wider ivliicli I’EF \vi11 i-etirc CFstal Rivci 1Jnits No. 1 aiid N o  2 (CRl and CR2)  as coal-hcd titiits and coiiiplcte constnictioii of its 
eiiiissioii control projccts at Ciystal River Units No 4 and N o  5 (CR4 atid CR5) CRI and CIU will be rciiied aftel the second pi-oposed Levy niiciear unit 
completes its first hiel cyclc, wliicli is anticipted to be nroiind 2020 

Certain of o iu  licdge agreeniciits 11i:iV result i i i  the ieceipt 01. oi posting 01. deiivative collateral with our counterparties, depending on tlie daily derivative 
position 1:luctuatioiis i n  coiiiniodity prices that lead to o i i r  retorii of collateral received aiidioi oiit posting of collateral with oiir couiitcrpartics iiegativcly 
impact our liquidity Substantially all dcrivativc coriimoditv iiistriiiiicnt positions are subject to retail iegulatory trcatiiieiit After settlciiiciit oftlie derivatives 
and tlic lucl is cotisiiiiied. : i i iv  realized gains or losses are p:issed though tlic fuel cost- 

-- 
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reco\’~rv cla~ise Due to coiiiiiiodity pi ice cliaiiges since Ileceniber 3 1 ,  2008. ivc liave posted additional  collate^ a1 ~ 4 t h  couiiterparties A1 Februaly 23. 2009. 
we had posted appioxiniatcly $580 million of ciish collatcial coiiipai-cd to $340 niillion of cash collatcral posted at Dcccinbcr 3 I ,  2008 The niajoiit\n 01’ 0111 
linaiicial Iicdge agrccinerits will seltle in  2009 aiid 201 0 Additional conimodity niarket price dccrc:i.%s could result iii sigiii1ic:int increases i i i  the derivative 
col1:iteral that we 31-e iequircd to post with counterparties We coiitinually monitor 0111 der i \dvc  positions i n  relation to inaikct price activity 

The aniount a i d  timing o i  lutiire sales oi secuiitics will depend 011 niarket conditions, operating cash flow and our spccilic needs Wc iiiay iroin time to time 
sell securities beyond the aiioiiiit inmediately needed to iiicet capital requirements i n  order to allow for tlic eaily redeniption of long-teriii debt. the 
icdeniption of pielerred stock. tlie reductioii oi  slioit-tciin debt oi lor otlier corporate purposes 

REG UL .A TORY A /;t T1.ER.S rbVD I?ECOI,ER Y OF COSTS 

Regulatory mattcrs. as discussed iii “Otlier Matters - Regulatory Eiivironment” and Note 7, aiid lilings for recovery o i  cnvironmental costs. as discussed in 
Note 2 1 and i n  “Other Matters - l~~iviroii~iie~ital Matters.” niay inipact oui future liquidity aiid liiiaiiciiig activities The impacts of these iiiatters. including the 
timing of recovetics from iatep both a soiiice of and a use of liituie liquidity resotiices Regiilntor)‘ developnieiits expected to liave a material 
inipact 011 a i r  liquidit\, arc disci 

As discussed liirtlier iii Note 7 and iti “Other Matters - Regiilatoi~ Environnient,” the Florida legislatwe passed coinpielieiisivc energy legislation that became 
law iii 2008 and tlic South Caroliiia and North Carolina state lcgislalures passed energy legislatioii that became law in 2007 ’Fhcse laws may impact 0111 
liquidity over tlie long tciiii We cannot predict tlie iiiipacts to oiii liquidity oiconipl lhg with Florida‘s conipreliensive eneigy legislation 

Ainong other provisions: tlie N o d i  Carolina and South Carolina state encigy la\vs provide niechanis~iis lor recovery o i  certain bascload generation 
coiistruction costs arid expand annual fuel claiisc iiieclianisnis so 11131 additional costs may be recovered annuallv 0 1 1  Febniai-s 29. 2008, the Nortli Carolina 
Utilities Coniiiiissioii (NCUC) issued an ordei adopting linal rulcs foi iiiipleiiienting Noilli Carolina’s conipreliensive energy legislation Rates Cor the DSM 

projected costs with true-up provisions 
-- aiid eiierg)~-eflicicncy clallse and the NorUi Carolina iicnewablc hiiergy and Lnergy r:uiciency Fortfiliio S t a i i d a r d p d  L .  

PEC Co.rl-/?eco\:L.,?~ Clllrrsl? 

’ VU 

On lune 26. 2008. tlie South Carolina Public Service Coinmission (SCPSC) approved PEC‘s iequest for 311 increase in tlie fuel late charged to its South 
Camlina iatepaycrs, wliicli provided foi a $39 ni i l l io t i  iiicreasc i n  liiel rates foi under-recovered firel cos1.s associated wit11 prior year selllenients and to meet 
fiiturc espectcd fuel costs Residential electric bills iiicreased by $5 86 per 1,000 kWh, or 6 I pxcent, for hlcl cost recovcry eficctive July I ,  2008. At 
December 31. 2008. I’EC‘s South Carolina deferred liiel halance \vas $15 inillion 

On November 14. 2008, the NCUC approved a set1lenient agieement between PEC. the Caiolinn Iiidtistrial Gloup f o ~  Fair Utility Rates 11 (CIGFIJR). 
Carolina Utility Customers Association (CUCA) and the NCUC Public Stall Under tlie terms of the set~lcinent agreement, PEC will collect $203 million 01 
defencd lire1 c o s l ~  ratably over a three-year period begiiiiiing 13eceiiiber I. 2008, compared with a one-year recoveiy period proposed in  PEC’s original 
request Anioiints to be collected in  years beginning L>eceniber 1. 2009 and 2010. will bear interest at a rate equal io the five-l~ear United States Treasury Note 
pliis 150 basis points Effective Deccinber I .  2008. residciitial electric bills increased by $8 79 per 1,000 kWh, or 9 1 percent At December 31, 2008, PEC‘s 
North Caroliiia defcired liiel b:ilance \\‘as $321 iiiillioii. of which $ 1  30 niillioii is expected to be collected aAer 2009 and has h e n  classilied as a long-tenii 
regulatoiy asset 

lias begun inipleiiieiiting the iequiienienis oiNoilh Carolina’s conipreliensive energy legislation passed i n  2007. iiicluding a series of DSM and energy- 
iciicy prograins and NC RLPS reqiiirenienls I’rograni costs ale eligible for recovery and have been deferred ‘The inajoiit)? oT the progmins has been 

approved b), the NCIJC o r  is pendiiig luilliei rcvicw We cannot predict tlic outcome of tlic lilings pending fiirther approval by thc NCUC or whether the 
programs will produce the expected opernlioiial and cconoinic rcsults 
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PEF 12nr.c N n l ~ ~ s  

As a restilt of <I base iate poceediiig i i i  2005. PE1: is party to a b:ise r:ite seltlciiienl agreeinciit that \vas eil’ectivc with tlie first billing cvclc of lniiuary 2006 
and will reniain iii  clTect tliroiigli tlie last billing cycle o l  December 2009. with I’E17 Iinving sole option to extend the agreenient throiigli the last billing cycle 
of June 2010 pursuant io  tlie agrcenient Iri accordaiicc \vill i the basc rate agrccnici~t and as  modified b]. a stip~~lalioti and scttlcnienl agrcen~ent approved by 
the FPSC 011 October 23. 2007. ~ J S C  mtcs wcrc adjusted il l  Iaiitiaiy 2008 due to specified generation facilities placed iii service in  2007 

On February 12. 2009, in  anticipntioii of tlie expiration 01 its current base rate settlement agreement. PEF notified the FI’SC that it intends to iequest an 
incrensc in its base rates. ell’ective January 1. 2010 I n  its iioticc. 1’EF requested the FPSC to approve calendar year 2010 as the projected test period for setting 
new base rates and stated that i t  intends to seel; aiiniial rate relief between $475 niillioii to $550 niillion PEF intends to file its case-in-chief on March 20, 
2009 The rcqiiest 101 increased base rates is based. iri part. on iiivestiiients PEF is malting ill  its peiieratinp fleet and ill its transmission and distribution 
systems I i  approved In the FI’SC, tlie new base mtcs would increilse residciitial bills by approximately $15  00 per 1,000 ItWIi. or 1 I percent, effective 
Ianiiary 1, 2010 We cannot predict tlie oiitcoiiie ai this iiianer 

As part of its Febriiaiy 12. 2009 iiotification. I’EF also informed the FPSC tliat it niay seek additioiial rate relicfin 2009, primarily driven bv the addition of its 
repowered Bariow power plant. wliicli is expected io begin coniniercial opeialioil ill June 2009 and decreased sales and Iiiglicr pension costs impacted by the 
curient iiiiancial and credit crises We cannot predict tlic outcome ai this mattei 

PEF Cmso R~CO~:W.IJ Clnir.rc 

011 Jiily 1, 2008, the FPSC apploved rccovei); ol PEF‘s $213 inillion prqiected year-end tindei~-rccovery o l f ~ e l  costs. but allowed PEF to recover 50 petcent 

I n  November 2008, the FPSC approved PEF’s ieqtiest for a11 increase i n  residential electiic bills of$27 28 per 1.000 kW11. or 24 7 percent. effective J a n w y  
1, 2009 The increase i n  residential bills is priiiiarily due lo i ases oT%14 09 pci 1.000 kWh for tlie pro,jected recoveiy of fuel costs, $9 74 per 1.000 kWli 
tor tlie projected recovery tliiougli the capacity cost-iecover\ use and $2 50 per 1,000 IiWli for tlie projected iccove~-y through the ECRC ‘fhc increase in  
the capacity cost-recovery clause is priiiiaiily the result of pi ojected costs to be incurred i n  2009 iindei tlie nuclar cost-recovery rule discussed below for the 
proposed Levy Units I and 2 mid the CR3 iiprnte less the projected rcdiictiori i n  capacity costs. l-lie increase i n  tlic ECRC is priniarily due to the recover)! of 
cniission allowancc costs (See  Note 21 13) and the rctiirn on assets expected to be placed i n  service i n  2009 

On Febiiiaiy 18, 2009, PEF liled a request with the FPSC to reduce its 2009 fuel cost-recovery factors by an amount suilicient lo acliieve a $207 million 
reduction in  fkl cliargcs to retail costoiiicts as a rcsiilt olcffective fiiel purchasing strategies and lower fiiel prices, mid to defer until 2010 tlie recoveiy of 
$200 million a i  Levy nuclear preconstriiction costs. which the FI’SC had autliorizcd to be collected i n  2009 as discussed kclow i n  “Nuclcar Cost Recovery.” If 
approved, the request ivoiild reduce residential ciislonier.~‘ fuel cliaiges bv $6 90 per 1,000 kWh, and would reduce the iiucleat cost-recovery charge by $7 80 
per 1,000 kWlr starling with the iirst April billing cvcle Coiiinieicinl and industrial custoiiiers would see similar redtictions We cannot predict the outcome 
of this matter 

On October 10, 2007, tlie FI’SC issued an ordei requiring I’EF to refund its ratepayers npprosiiiiatcly $ 1 4  niillioii. iiicluding iiileiest. over a 12-1nontli pr iod 
beginning January 1. 2008 Tlic reliind was returned to the ratepavers tliroiigli a reductio11 of prior year under-recovercd I\iel costs The FPSC also ordered 
PEF to address wliellier i t  was piudent i n  its 2006 and 2007 cod piircliases lor CRJ and CR5 A hearing on I’EF‘s 2006 and 2007 coal ptircliases has been 
scheduled for April 13-15, 2009 On I~cbrivniy 2. 2009, Floiida’s Oifice of I’ublic Couiiscl (OPC) filed direct testiinony i n  this heaiiiig alleging 11131 during 
2006 and 2007, PEI’ collcctcd excessive Iiicl costs aid siilfiir dioxide (SOzj alIo\vaiicc costs of $61 million bcli~re interest Tlic OPC clainicd that tliese 
excessive costs \\‘ere 

78 



C‘ase No. 2011-124 
Sttiff-Dit-01-009 iii sftiicliiiiriit 
(i’rogress Eiiergx) 
I’nee 84 ot 507 

attributed to Pi3.s  oiigoiiig piactice of not bleiidiiig the iiiost cconoiiiic sources ol coal at its CRd :iiid CR5 plaiits We caiiiiot predict tlie oiilcoiiic of this 
iiiatlcr 

PEI. 113s ieceived appioval I io i i i  the FPSC for iecoLei7 tliioiigli the LCRC 01 tlic i i i apnty  01 costs .issocialed w i t l i  the iemediation 01 distribution and 
substation trctiisloiniers. which ivcie cstiiiiatcd to be $22 i i i i l l io i i  at December 31. 2008 Tlie FPSC has appioved cost recoven 01 PCF’s prudently incuricd 
costs nccessan‘ to acliieve its integiated r t ra te5~ to addrms coinpliaiice ~ v i l l i  the Clean Air Interstate Rule (CAIR). tlic Clci~ii Air Meictiry Rule (CAMR) and 
the Cleaii Air Visibility 17ii1e (CAVII) tliiough tlie ECRC (Sce ”Otlier Matters - rnwroiiiileiital Matters” for discussion rcgardiiig the C N I I .  CAMR and 
CAVR) 

N d e m  Cosr R ~ C O I W L J  

I’EF is allowed to recover pnidcntiv incurred site sclcction costs, prcconslruction ~ 0 5 1 s  and the carrying cost on coiislruition cost bdanccs on an anntial basis 
tliioiigli the capncity cost-recoveiy clause Siicli miioiiiits w i l l  not be iiicluded iii PIT‘s rate ba?c wlicii the plant is placed iii  coiiiiiicicia1 opelation The 
iiiicleai cost-iccoveiy riile also lias n provision to rcco1ci costs should llic project be abandoned altei the utility receive? a final oider graniiiig n Determination 
o f  Need TIicsc costs ~ncludc any uiirccovercd consti uction no1 h in progiess at the tinic of abandoniiient and aiv otlici prudent aiid reasonable c u t  costs In 
addition the rille ieqiiires the FI’SC to conduct :in anniial prudence i e ~ i e ~  of tlie reoson:ibleness aiid piiideiicc of all such costs iiicliidiiig construchoii costs, 
and such determination sliall not be subject to later ieview e\cept upon a liiidiiig of Iraud, iiiteiitioiial iiiisiepieseiilatioii or the iiiteiitioiial witliliolding 01 key 
inforination by ilic utility 

During 2008, PEF iiled lor iecovery of costs iiiciiried to iiprale CR3 wider Florida‘s conipreliensive eiieigy legislation and the TPSC‘r ~iuclear cost-recovery 
rule The cuiieiit project estiiiiate 01 fiilly loaded costs for tlic multi-stage uprate is $364 iiiillioii On August 19 2008. the rPSC granted PEF’s petition to 
amend its request to rccover costs foi the nuclcai tipiate p r o p t  uiidcr tlic iiiiclcar cost-icco~erv rule 

cost estimate for Levy I ln i t s  1 aiid 2 is approrimately SI4 billion foi gciiciatiiig facilities and appioyiiiiately $3 billion lor associated trmsniissioii facilities 
On October 14. 2008. the TPSC voted io approve the inclusion 01 precon5iiiictioii and carryiiig cliarge~ ofS.357 iiii11ioii as ne11 a5 site selection costs of $78 
mlllion 111 establ~sliing PET’S 2009 capacity cost-rccovciy c l aux  ljctoi 

A s  discussed above i n  “PEF Cost-Recoveiy Clause.” on February 18. 2009. 1’El liled a ieqiiest with the k1’SC to defer tlie recoveis of $200 iiiillion of Levy 
nucleai preconstruction costs 

CI1pJ~1 L EYPENDITCIXS 

Total cash from operatiom and proceeds l’roni long-tcmi debt issiiances providcd the lunding for oiir capital e\pciidittircy including cnvironmcntal 
compliance and otliei utility propcity additions. nuclear fuel e\pendituies and non-utility piopeiV additions during 2008 

79 



C a s e  No. 2011-124 
Stefl-I)R-01-009 iii aftiirhnirnt 
(Progress Fnergy) 
t ’ q c  85 of 307 

As slioivii i n  the table t1i:it Tnllows. we expect tlie ii~:i,iority ol our cqi ta l  expei~ditures to be iiicuiied at our regulated opeiations We expect to fund niir capital 
ieqiiirenicnts primarily tliiougli a conibiiiatioi~ of‘ iiiterilnlls gcneiatcd itinds. long-tciiii debt. picfkrrcd stock aiid/or coiiiiiioii cquity I n  addition, we Iiave 
$2 030 billioii io credit facilities that support the issuniice olcoiiiiiieicinl paper Access to tlic comniercial paper iiimket piix~idcs additioiial liquidity to help 
nice1 working capital reqiiireiiieiils AFUDC - borio\ved fiiiids represents tlic debt costs of  capital liinds iiccessaiy to liiiance tlie coiistruction of new 
iegulatcd plant assets 

korecasted 

Espcnditiires for poteiitiol nuclear consti~ction are net 01 AFUDC - borrowed fiiiids and include land. dcvelopiiierit. licensing. eqtiipiiient and 
associated trniisiiiissioii Forecasted potential iiuclcai coiistiiiction c\penditures aic dependent upon. and inay vaiy rignilicantly based upon. the 
decision to build, regulatory approval scheduler. tiiiiing aiid escalalioii 01 project costs aiid the percciitages 01 j o i i i t  o\viierrhip 

2010 and 201 I include appiouiiiintely 650 inilliori 6130 i~il l ioii  and $150 inillion iespectivclv ofpieconstriict~on e\rpeiiditiiies wliicli a ie  eligible lor 
iecovery under Florida’s nuclear cost-recovery itile 
The timing of the recoveiy of these cvpcnditiiics could be inipoctcd bv 1% F’s Febiuar> 2009 iegulotoiy liliiigs discussed above i n  “ReguIatoi>~ Matters 
and Recovery of Cosis ” 

Regiiluted capital espendituies for 2003. 2010 and 201 I i i i  the table abo\e  iiiclude approuimatelv E380 million. $210 million and 6120 m i l l ~ o n ,  respectively. 
for en\~ironniental coiiipliaiice capital espeiiditurcs Forecasted en\~iroiiriiciitaI conipliancc cap~tal e~pciiditures foi 2009. 2010 and 201 1 include $80 nirllioii. 
’$1 50 million and $120 inillion, respectively, at PEC rorecarted enviroiiiiiental coiiipliaiice capital e\peiidiniier for 2009 aiid 2010 iiiclude Sl00 inillion and 
$80 niillioii, i-espectively, at PLF PEF does not Iiave foiecosted eiiviroiii~iciital coiiipliaiice capital e\peiidituier i i i  201 I See “Othei Matters - Liiviroiiniental 
Matters” foi fiii thcr discussioii of ow eriviioiirnei~k~l coiiiplraiice costs aiid related iecovcn. of costs 

All piolected capital and investment expenditures aic sublect to periodic revie\\’ and re\’i~inii and m o v  \’ai.). sigiiilicaiitl~ depending 011 a iitiiiiber ol factors 
including, but not limited to, industry restructuring. rcgulatont constiaints. iiinrhct \dati I i t \ ,  and cconoiilIc trends 

Ib) These erpendituics. which are pnmaiily at PEF. ai6 ~ i i b j e ~ l  to cort-recoveiy provisioii% iii the Util~ties’ respective ~uitsdictions (See d~scussion under 
-.,”) - 1; p n e n d i t u i e s  for 2009. 

CREDIT FA CILITIES AND JZEGlST~bITION ST ITl\LEAKS 

At Decemkr 31, 2008 a id  2007. we had commitled liiies of credit tised I O  siippoil our coinmcrcid papei boriowing_i At December 31 2008 w e  hod 6600 
million of outstanding borrowings under our credit facilities ar slioivii i i i  the table below. of wliicli $1 00 inillioii was clnrsilied as long-leini debt At 
Deceinber 3 I ,  2007. we liad no otitstaiidiiig borrot\ing~ uiider o i i i  credit locilrtics We oie rcqtiiied lo pay i i i~i i inial  aiiiiiial coiiiiiiitiiieiii fees to i i iointnin our 
credit facilities 
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1 lie lollowing table suiiimaiizes our RCAs aiid available capacity at December 31. 2008: 

I,) 111 Fcbriiaiy 2009, the Paieiit iepaid ’6100 iiiillioii of i ts outskillding RCA borrowiiigs 
ti), To Ilie edeiit oiiiotints are resaived for comiiiercinl papei or letters of credit outstandiiig. they ore not available lor additioiial boiro\\iiig At Deceinbei 

3 I .  2008. the Parent had a total amount 01 $10 niillion o l  letters of credit issued. which ncrc supported by the RCA 

All of the ievolviiig credit lacillties siippoi-tiiig the credit were niianged thiougli a syndication 01 financial iiistilutioiis I lieie are no bilateinl coiitracts 
asxlciated w i t h  these facilities See Note 1 1 for additional discussion of our credit facilities 

The RCAs provide Iiqiiiditv support for issiiaiices of coniiiicicial paper aiid other short-teiiii obligations We expcct to coiitiilue to 11x3 commercial paper 
issuaiices as a souice of liquidity as long as we iiiaintain our cuireiit short-temi intings Fees and inteiest rates undcr the Parent’s RCA a le  based upon the 
ciedil rating of  the Parent’s long-term unsecuicd seiiior noncredit-eiiliaiiced debt citrreiitly rated as Baa2 by Moody’s aiid BB13 bv S M P  Fees and inteiest 
iates wider PEC‘s RCA are based upon the credit iatiiig or PEC‘s long-tenii unsecuied ~eiiioi iioiiciedit-eiiliniiced debt  curieiitlv rated as A3 by Moods‘s and 
BBB e by SBP Fees aiid interest iates under PEF’s RCA aie based upon tlie credit ntiiig of PCP’s loiig-tertii wsccured senior iioiicrcdit-eiiliaiiccd debt. 
currently ioted a~ A3 by M o o d y ’ ~  and BBB+ by SBP 

All of the credit facilities iiicliide n defiiied i i i m i i i i i i i i  total debt-to-total capital ratio (leverage) We aie currently i n  coiiipliaiicc with these covenants and 
weic i i i  coiiipliaiicc ~vitli thcse coveiiaiits at Deceiiibei 31. 2008 Sec Note 1 1  for a discussion ol tlic ciedit lacilitics’ finniicitl covciiants At Deccnibei 31, 
2008 the calculated ratios foi tlie Piogiess Registrants. ptirsiiaiit to the teinis 01 the agiceiiieiils, are as disclosed i n  Note 1 1  

The Parent, as a well-known seasoned issuei, Iias on file w i t h  the SEC 3 shelf iegistiatioii stateiiieiit undci tvliidi i t  nlay issiie aii ~~iiliiiiited iiuiiibei oi tmocint 
01 various securitm, iricludirig Senior Debt Securities, Jtiiiioi Subordinated Deknt~ires, Coninion Stock, Prefeired StocL, Stock I’urcliase Coiitiacls Stock 
Purchase Units. and Trust Prefened Secunties and Guaraitees 

PEC has oii tile w i l i  the SEC a slielt iegistration Stitenleiit under uvl~icli i t  may isstie an rinlimited niiiiiber oi anioui1t ol iarioii’i long-teiiii debt secuiities and 
pieferied stock 

I’CF 11as on file with the SEC a shelf regislntioii state~ncnt d e r  rvhlch i t  may issiie an iiiiliiiiited nuiiiber or ai11o11nt ol \ a i i om long-lcmi debt scciirities and 
prefer red stock 

Both I’EC and PIT can issue first iiiortgagc bonds tinder their respective first mortgage bond iiideiiturcs At Dcccinber 31. 2008. PEC aiid PLf  could issue up 
to $4 1 billion aiid $1 7 billion offiist niortgage bonds, respectively, based on propcity additions and $1 5 billion and F256 iiii11ioii. iespcctivel~. bared ~ p o n  
retirements of previously issued first mortgage bonds 011 Ianuary 15.2009, PEC i w i e d  $600 iiiillioii of First Moitgage Bonds 5 30O0 Sciies due 2019 A 
portion of tlie proceeds w i l l  be used to icpay the iiiaturitv of PEC’s $400 iiiillioii 5 9 5 O 0  Seiiioi Notes, dtic March 1. 2009 1 Iieielore. given thc clfect 01 the 
January 2009 ~ssiiaiicc a id  tlie npplicatioii ofproceeds. PEC could iss~ie up to $1 3 billion 01 first mortgage hoiids based iipoii retiieiiient~ ol~prcvioiisly issued 
lirst mortgage bond? 

~ ~ - -  - ~ - -  
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2008 2007 
Cotnmon stock enuitv 42.4% 45 606 
Prefened 
‘Total debt 

CREDIT R4 TIAG ALA TI-ERS 

As of February 23, 2009, the major credit iating agciicics rated our seciirilies as i‘ollo~s: 

Moody‘s 
Investors Service Standaid L Poor’s FltCll  Ikltlnps 

Parent 

l’~eicr~~!:d stock 13:m2 131313- A - 
1’E 1; 
outlook Sf:lblL. Stable s [:I blc 
Corlwrwe ciedit ratirifi A3 1%1%13-1- A- 
Coiitiiiercial papci 1’-2 A -2 1.’- 1 
Scnior secured dcbt A2  A- A T -  

Sciiior iiiiscciircd debt A3 13U13; A 
l’rcfcrrcd stock B;132 131313- h- 
IYI’C C;ipit;il 1 
Qiiui~crlv Iiicotiie Prcfcrred Sccuiitics (3) Ran2  131313- A- 

13) Giiaiaiilced by the Parent and Florida Progress 

These ratings rcflect tlic ciineiit v i e w  of tlicse rating agencies, and 110 assi~ra~ices can be given that these ratings will coiitiiiuc for any given pciiod oflinlc 
I-lowever, we monitor our Iiiiaricial condition as well as iiiai-ket conditions that could iiltimately affect our credit rdi igs  

On November 5: 2008, SLP raised the senior unsecured debt rating for both PEC and PEF to BBB+ from BBB as n result o l  SBP reevnluating its application 
of iiotcliing criteria for U.S iiivcstiiient-grade investor-owned utility operating company i~~iscciired debt to better rellcct the relatively strong recover)‘ 
prospects of creditors iii this sector. 
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OIT-B.*\ L,AN c'13 SI1 IJET ARlL\NGIS MEN'TS AN 1) CON'l~R~\C'?'U..\ L OIILIGATIONS 

Our ofl-b:iI:incc slieet :ii rangements and contractual obligations :ire desci ibcd below 

Gll t\ I U  N'I'IS ES 

As a part of iioiiiial business we enter into vai ious agreenients providing iuture financial or perfoi iiiaiice assurances to tliird parties that aie outside the scope 
of FA33 Interpictation No 45 "Guarantor's Accounting and Disclosure Requiieineiits fix Guarantees, Iucluding Iiidrrect Gunrantee5 01 Indebtediies~ of 
Others '. 7 liese agreements are ciitered into priiiiarilv lo support or enhance tlie creditworthiness otherwise attributed to Progress Ciicrgv or our snlisidiaries on 
a stand-alone lxsis. thei eby iacilitating tlie extension of suificieiit credit to accoiiiplisli tlie subsidiai ies' intended coiuniercial piii poses Our guarantees 
include stmidby letleis of credit, surety bonds. peiforiiioiice obligations lor trading opetations and guarantees of ceitain siibsidiaiy credit obligations At 
Dcccinbcr 31, 2008. we have issucd $402 niillioii ofguaran1ec.j ior future financial or performance assurance, including $1 I million at PCC and $2 million at 
PLT Included i n  iliis amount I \  $300 inillion of guarantees oicei-taiii payiiieiits of two wholly o w e d  indirect subsidlaries issued by the Paieiit (See Note 21)  
We do not believe conditions are lihely lor signilicaiit perforinonce undci the guarantees of perforinonce issued by or oii beliall oi alfiliates 

At December 31 2008, we have issued guarantees mid indemnifications oi ceiiniii asset peifoimance, legal, tax and eiivironmenral iiiatteis to thud pai ties 
including indemiiificatioiis made iii coiiiiectioii ul i t l i  sales 01 businesses. and lor timely paynient of obligahons iii  Pupport 01 otir noiiwliolly owned synllielc 
lucls operations as discussed 111 Note 22C 

R.MRI<EI RISK A N D  DERIVA 1 IVES 
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C:ONTRAC'fU.-\I, OBI,IC~A'11ONS 

We are party to iiunierous contracts and airaiigeiiicnts obligatiiig us to make cash payiiicnts in  ititule years Tliese contracts include fin:uiciaI ariangcmeiits 
siicli as dcbt agrccnicnts and lcascs. as  well as coiit1:icts for the purchase o l  goods and senzices I n  niost cases. tliesc contracts contain provisions for piice 
adjustntents. niiniiiiiini piircfiase le \ds  arid oilier linancial coiiiniitniciils 7 h  coiiiri~itnicrit amounts pi-esentcd below are estiniates and therefore will likely 
dill'er froni ac t~~al  purclinse amounts Further disclosure regarding out contractual obligations is iiicluded i n  the respective notes to the Consolidated Financial 

We take into conside~ntion the future coniniitriients \\,lien assessing our liquidity and future financing iieeds The following table reflects Progress 
ntnctual cash obligations and otlicr comniercial commitments at December 31. 2008. ill the respective periods i n  which they are due: 

ement benefits (9) (See 

(1) Our matuiing debt obligations arc geneially espectcd to be repaid witli cash horn opetations or relinanccd with new debt issuances i n  the capital 

II!I Interest payinelits on loqg-term debt are based on the interest rate ell~cctivc at 13eceniber 31. 2008. 
IC) Amounts inclitdc certain related executory cost coniniitnicnts 
,,I) Fuel and purcliascd poiver conimitments iepresent the nmjorily oi  our r.em:iining iuiure commitinents after debt obligations E~ssentially all o l  our fuel 

and purchased power costs ale recovered througli cost-recovery clauses i n  accordance witli North Carolinn South Caiolina and Florida regulations and 
thereforc do not require separate liquidity suppcxt 
Anioirnts primarily relate to an EPC agreement tliat PEF eiitered into i n  13ccenibei 2008 lor two nuclear units planned for construction at Levy. Actual 
paynieiits under the EPC agreeinent are dependent upon. and niay vary signilicanllp based upon, the decision to build, regulatory approval schedules. 
timing and escalation of project costs, and h e  peicentogcs. ifany. of joint owneisliip 

I ~ J  Rcprescnts the projected niininiulii required contributions to the qualified pension tnists for a total of I0 years Tltese amounts arc subject to cliange 
signilicantly based on factors such as pcnsioii asset earnings and market interest rates 
Represents projected benefit payments lor a total of 10 years related lo our postrelircrnent liealtli and life plans Tliese antoun1.5 are subject to cliange 
based oii Factors such as cspcricnced c l a i m s  and general health care cost trends 

ti,) 1Jncei-taiii tax positions oT $104 million aic not reflected i n  this table as we cannot predict when open inconic tax years will be closed witli completed 
esaminntions We are not aware of any tar positions Tor wliicli i t  is rensonabls possible that the total an io~~n t s  of uniecognized tax benefits will 
s i ~ n i f i c a n t l ~  inciease or decrease during the 12-niont11 pciiod eliding Deccinber .31, 2009 
B; NCUC older. in  2008. PEC began trnnsitioning Norlli Carolina jurisdictional amounls currently letained intenially to its external decommissioning 
funds The transitioii oftlie oiiginal X I  31 iiiillion iiiust be coiiiplete by I h c i n b e r  31. 201 7, and at least 10 pelcent must be transitioned each year 

lnarkcls 
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I’nor io 2008. \vc had substantial opciatioiis associated w i t h  thc pioductioii 01 coal-based solid syiiilietic luels as defined under Section 29 of tlic Intciiial 
Reveriiie Code (tlic Code) (Section 29) and as  rctloigiiatcd elkciive 2006 as Sec~toii J5K of the Code (SeLiion 45K) as discussed below The production aiid 
sale ofthese products qualified for lcderal iiicoiiic tau credils so long a5 certaiii reqtiircments were satislied Qualil;jiiig synthetic luels facilities entitled their 
owiicrs to lederal iiicoiiie tax credits bawd oii the barrel oj oil eqiii\aleiit of the synthetic fuels pioduced ailti sold by tliese plaiiis The tau credits associated 
w i t h  synlhetic fuels in J particular \‘car were pliased out when annual averoge iiiarhet prices for crude oil exceeded certain prices The synthetic fuels tax 
credit program elpired at ilie ciid of 2007 Because we abandoned our iiiaprity-o\viied facilitiea aiid our other syiiilietic fiicls operations ceased in  late 
Deceinbei 2007 wc reclns~ilied the opemtioiis of oiii 5) ntlietic luels businesses as discoiiiiiiued operations i i i  ilie foui-th qtiai lei of 2007 

Legislation enacted in  2005 redesigiiaied tlic Section 29 tau credit as a geiieial business credit tiiider Scctioii J5K of the Code ell’ective laiiiiaiy 1, 2006 The 
previous aiiioiiiit of Section 29 iaa cicdit5 that we wcie allowed to claitii iii any calcndai year tlirougli December 31. 2005. was Iiniited by the anioniit of our 
regular ledcral riicoiiie tau liabilitv Section 29 tau cicdit aiiiotnits allorvcd bnf riot utilimd are carried foiivard iiidcfinitely as d c h x d  alteinntive niiiiiniuni tax 
ciedils ’The icdcsgiiaiioii or Seciioii 29 iau ciedits as a Scctioii J5K general btisiiiess credit removed die icgiilar federal iiicoine tzu liability limit on synilietlc 
liicls prodnctioii and siibjccts the ciedits io a one-ycar cany bel, period and a 20-scar cam’ lorward period 

Section 29 provided that 11 die aveiagc wellhead piice per liarrel for iiiiregulntcd doiiiestic criide oil for tlic yeai (Aiiilual Average Price) exceeded a certain 
ihieshold value (tlie 1 liresliold Piice), the aiiioiiiit of Sectioii 2 9 M K  tau ciedits were reduced foi that year Also. if the Annual Average Price exceeded the 
pnce per baiiel of uiiregulaied donicsiic criide oil at wliicli ilie value of Sectioii 29/45K tar credits were fully cli i i i i i iated (I)hase-out Price), the Section 29/45K 
tau credits weie eliniiiiatcd for tlioi ) e a  The Tlircsliold Price and tlic Pliase-out Pncc were adlusted aiiiinally for iiitlation 

Wlieri llie Anriuol Average Price Jell beirveen the I liresliol 
reduced depciided on ivlierc ilic Aiiiiiial Average ~~~ 

h e  Doiiiesuc Crude Oil First Puichases Prices published by the Energy Inlormation Agency Based oii the respective Annual Average Price, our syntlietlc 
luels i ~ a  ciedits generaicd duiiiig 2007 aiid 2006 were reduced by 67 percent aiid 33 percent, or opprouinntely $138 inillioii and $35 million. respectively 

1 otal Section 29IJ5K ciedits generated under tlic syiitlietic luels tau credit piograni (iiicloding tliose geiienied by Florida Progre.;s prior to onr acqu 
weie $1 891 billion. 01 \vliicli $1 092 billioii 113s bceii used lo oflsct iegiilar ledeial iiicoiiie in1 liability and $799 imllioii i s  being corned fonvard as defeiied 
tau crcdits 

See Note 22D and Iteiii 1 A, “Risk Taclors,” fix additmiid discussion related to our syiitlietic lticls operalions 

REGULA1 ORI’ ISNVIRONRIENT 

1 he Utilities’ operations in Noit11 Carolina Soiiih Caiolina aiid rloiida ale regulated by tlic NCUC the SCPSC a i d  the FPSC. iespectively The Ui~lities are 
also subjcct to rcgulalioii by tlic FERC. tlic Niicl~ar Rcgnlatont Coiiiiiiissioii WRC) and otlier federal and state agencies corniiioii to the utility bnsrness As a 
icsult of rcgnlahoii. iiiaiiy 01 tlic I’iiiidniiiciital business decisioiis. as well as tlic rate oCreiurii [lie [Jiilities are pcrniittcd to cain. are subject to the approval of 
oiie or iiiore 01 tliesc govei iiiiieiital ageiicics 

To oiir L~iowledye rlieie is currently iio enacted or pioposed legislatioil in  North Carolina South Carolina or Florida tliai wonld give retal ratepayers the iight 
to choosc their elcctiicity provider or otlierwise restructure o r  deregulate the cleciiic iiidu5tnl We caiiiiot anticipate whcii, or 11, any of tliese states will niove 
to  increase retail coiiipciiiioii in ilic electric iiidii5try 
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The retail rate niatters allected by state iegulatow :ititliorities are discussed in  detail it1 Notes 713 and 7C 1 his discussioli identilies specilk ietail late inalters. 
tlic status of tlic issues and tlic associated eii‘ects on 0111’ coiisolidatcd Ijiianci:iI statcinetits 

L h i n g  tlic 2008 session. the Florida legislature passed coinpiehensive energy legislation. wliicli becanie Ian, 011 Julie 26. 2008 Tlie legislation iiiclt~des 
provisions that would. anioiig other things. ( 1  ) help enhance the ability to cost-ellcctivcly site ti-aiisiiiissioii lines: (2) require the FPSC to develop a renewable 
portlblio standard tliat t l ie FPSC woiild present to the legislature for rotification iii 2009, ( 3 )  direct tlie FDEP to develop nrles establi.sliii~g a cap-and-trade 
program to regulate greenhouse gas eniissioiis that the FDEI’ would picsent to tlie legislature no earlier than January 2010 lor ratilication by the legislature; 
( 4 )  establish a iieiv Florida Eiieky and Climate Coniniission as the principal goveriiiiieiital body to d e ~ e l o p  energy and cliinnte policy for the state and to 
make recommendations to the governor atid legislatiire o n  energy and climate issues: and (5)  require the FPSC to anal\ze utility ffivcIii1e decoiipling and 
provide a report aiid rccominendatioii to the governor and legislature by .lanu:iry I .  2009 The FPSC concluded and reconimeiided to the governor and 
legislatilie that no spccilic revenue decoupling program needs to be, or shoitld be. iinplementcd at this lime In coinplying with the piovisions of the law. PEF 
would bc able to recover its reasonable priident compliance costs I-lowcver, unt i l  the rillemaking processes are completed, we cannot predict the costs of 
coinplyiiig with the l a w  

011 luly 13. 2007, tlie governor o i  Florida issued eseciitivc otdcrs to address reductioii of grcenliottse gas emissions. The executive orders call for the first 
soutlieastem state cap-aiid-trade program and iticlude adoption 01‘3 iiiaxinil~ni allo\vable einissions level of greenhouse gases for Florida utilities ?‘he standard 
will require. at a ~i i ini i i iuni .  the following lliree reduction niileslones: by 201 7, emissions not greatei Ihaii Year 2000 utility sector eniissions; by 2025. 
eiiiissious not grcatei tlian Year 1990 utility sector emissions; and by 2050. cinissioiis not preatci tliaii 20 pcrccnt of Year 1990 utility sector elnissions 

1 lie Energy and Climate Action Team appointed by the governor developed recoiiiiiieiidntioiis througli a stakeliolder process and submitted its final report to 
the govenior on October 15. 2008 Tlie icpoi t‘s iecoiiinieiidatioiis encourage the consideration or  a cap-and-tiade approach to reduce the state’s greenhouse 
cinissioiis and the dcvelounient ;ind inioleme~~tation of encrsv-clIiciencv and conselvation iiieasiires. a climate registry and a renewable nortl‘olio standard 
(Floiida RPS) of 20 perdent by 2020 ’Tlie FDEP‘s first ‘ivorkshop on the greenliouse gas cap-mid-trade rulem&iig was held Deceiiiber 11. 2008 The 
1 tilemaking IS eupectcd to  contiiiue tliioiigli 2009, and the rule requires legislntlve rotiiicatron bcloie iinplemcnla\ion I tie executive ordeis aiau ieqt16EtilWi 
the FPSC iiiitiatc :I ~i i len iahng by Scpteiiiber 1. 2007, that would ( I )  iequirc Flonda util i t ies to produce at lea>[ 20 peicent 01 theit clectncit>, from renewable 
sources: (2) reduce the cost of connecting solar aiid otlier reiie\vable eiiergy technologies to Florida’s power grid by adopting uiiifonn statewide 
interconnection staiidards foi all utilities: aiid ( 3 )  aii l l ionze a iiriifomi, statewide method lo enable resideiitial and coiiiiiieicial custoiners. who generate 
electricity fioni on-site ienewablc tccliiiologics of up to 1 MW iii capacity, to oft:sct tlicir coiisuniptioii over a billing period by allowing tlicir electric meters 
to ttirii backward when they genemte electiicity (net metering) The FPSC has held meetings regaiding tlic ienewablc portfolio standard, and tlie FPSC staff 
drafted :I Florida RPS that would require that 20 percent of electricity produced i i i  the state come 1‘iDin reiiewable resources by 2041 On Janualy 12. 2009, the 
FI’SC approved a draft Florida IlPS nile with a goal of 20 percent renewable energy production by 2020 The FPSC provided llic draft Florida RPS nile to the 
Florida lc_eislatuIe ill Febriiaiv 2009 The legislature will review. ratify as is. nialx ievisions. or decide not to have  a Florida IlPS nile at all We cannot predict 
the outconie o f  this matter 

We canno1 predict the costs oi complving with thc laws and regulations that inac iiltiinatelv resiilt lion1 these executive orders Our balanced solution. as 
described i n  “liicreasiiig Energy Demand.” includes greater investment iii energy efficiency. renewable energy and state-of-the-art generation and 
dciiioiistrates our coniiiiittnent to environniental responsibility PEF 113s agieed that CRI and CR2 will cease to be operated as coal-fired tinits by Deceiiiber 
3 1. 2020 This date assuincs timely licensing. constniction and coiiiiiiciicenient of commercial operation ol PEF‘s proposed new Levy Units 1 and 2 The 
retirement of CR I and C112 3s  coal-fired units is coiltitigetit irpoii coiiipletion of the lirst fuel cycle for Levy IJiiit 2 PEF sliall advise the FDE,P of any 
developniciits tliat woiild delay the retireiiient 01 CRI and CR2 beyond the completioii of the lirst Tile1 cycle for Levy IJiiit 2 

During 2007. tlie Noi-th Carolilia legislatuie passed cuiiipizheiisive energy legislation. \vhicli became law on August 20. 2007 The l a w  includes piovisions for 
NC RE,PS. expansion 01 the deliiiition of tlie traditional Iuel clause and iecovciy oi the costs o f  new DSM and energy-efficiency progranis through a11 anniial 
DSM claiisc 
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On I cbruani 29 2008. tlic NCUC issued an ordcr adopting final rules lor iiiiplciiiciiting Noi 111 Caroliria s coiiiprclieiisivc ciiergv lcgislatioii 1 licsc iulcs 
provide filing icqtiiicniciits associated with tlic lcgiclatioii I Iic oidcr icquiicd I'CC to iubinit i t s  first aiinuol NC RL.I'S coiiipliaiicc plan as pait of its 
intcgi:itcd iesouice pl:iii \vIiicIi w:is filed oii Scptcinbcr 2 2008 Under tlic ne\\ iiilcs, bcgiiiiiing iii 2009 PEC \\ill d s o  be rcquiicd to file :in aiinu:iI NC 
RLI'S compliance report denionstrating tlie actions i t  1135 taken lo coiiiplv a i l l i  tlic NC RLPS rcquirenicnt I lie rules measure coiiipliaiicc wit11 tlic NC REPS 
icqiiirciiicnt via iciicnablc cncigy ~ ~ i t i f i ~ ~ t e s  (RCC) carncd after January I 2008 7 hc NCUC ~ v i l l  piiisuc a third-party REC tracking system, but will not 
dctclop or rcqiiirc parti~ipatioii in 3 RCC trading platform at this tiinc Tlic ordcr also c5tablirlic5 a s~licdulc and filing rcquirciiicnts lor DSM and cncrgy- 
clliciciicy cost recovery and Iiiiancial incentives Rates lor tlic DSM aiid energy-elficiciicy claiisc aiid tlic NC IU'PS clause will bc scl based on projected 
costs \vitli t r u c u p  piovisioiir I n  2008. PEC filed lor NCUC approval of multiple DSM and ciieigy-cllicicncv piograiiis The iiiajonty oi tlic piogroiiis hns 
been approved b\ tlic NCUC or i s  pcndrng further review We cannot prcdict the outcome oithc DSM and ciicrgy-clficiciicy filings pcndrng furtlicr approval 
by tlic NCUC or wlietlicr the prograiiis w i l l  produce the e\pcctcd opciatioiial a i d  ccoiiotiiic results 

LEG i L  

Wc ale S U ~ J C C ~  to federal. slate aiid local legislation and couit ordcis The specific issties. the slalus of tlic issiics. acci unls associated w i t h  isstic resolutions 
and our associatcd cuposurcs arc discussed iii dctail in Note 22D 

INCIIF,lSING ENERGY DFhld4ND 

McctIiig tlic :iiitlcipnted long-term growtli within tlic Utilities' scivicc tci i i toi ics \vi11 icquirc a balniiccd approach Tlic Ihicc iiiaiii clcn~cnts 01 Illis balanced 
solution arc ( 1  ) c\paiidiiig oiir cncrgy-elliciciicy piograiiis. (2) invcstiiig i n  tlic development 01 altcinativc ciicrgy icsourccs for the future, and ( 3 )  operating 
state-of-the-art plants that pioducc ciieigy cleanly and ciliciciitly by iiiodcniiztiig c ~ s t i n g  plants and pursuing option5 foi budding new plants and associated 
~1311Sllll~S1011 lJcl)l1lC5 

We aic activclv pursuing e\pansioii of oiir DSM. encigy-clficiciicy aiid conscnwtioii programs as ciieigy cllicieiicy i s  oiic 01 tlie iiiost cfiective ways io 
icdwc ciicrgl costs. olysct tlic need tor new poivci plants and protect the cnvironiiicnt IX3M piogiaiiir include, but arc not liniitcd lo. any program or 
initiative that shilts tlic timing ofclcctncity use Irom peak to iioiipeak periods and includes lwad nianagcnicnt. clectncity system and opeiatiiig controls. diiect 
load coiitiol. rrifcniiptiblc load. and clcctric systcni cqiiipiiieiit and opciating coiitiols Our ciicigy-clliciciicy prograiii provides siniplc. low-cost options foi 
icadciitid customcrs to rcducc ciicigp uxc proinotcs lioiiic ciicigy clicclts. pro\ ides tools and progiaiiir lor largc and si~iall busincsscs lo iiiiiiiiiii~c tlicir 
ciicrgy use and provides ai interactive Intcriict Web Site with online calculators, piograiiis aiid cllicrciicv tips 

Wc aie activcl) engaged i i i  a variety 01 altcrnalivc cncigy piojccts including producing c l e ~ t i i ~ i t )  I io i i i  swiiic rvostc and oilicr plaiit or aninial so~iiccs. Solar. 
Iiydrogeii. bio i i ia5~  aiid Iaiidlill-g:~, tcclii~ologicr We :ire evaluating tlic feasibility of pmduciiig elcctiicitv from these aiid other source5 

111 the coniiiig \cars. we \\ i l l  continue to invest in e\istiiig plants and consider plans lor building iicv generating plants Diie to the anticipated long-tenn 
gronth in ottr 5cnwc tcrritonc5 we estiiiiatc that \vc will rcqiiirc iicw gcncration iac i l i t icx in both rlorida and the Carolinar toward the elid of tlic next decode, 
and wc ate cvalnaiitig tlic best available options for t h i S  gcncration. including advanced design nuclear aiid gas tccliiiologics At this tiiiic, no detiiiitive 
dcLisroiis 11avc bccii iiiadc to LoiistriiLt iicw nuclear plants I i i  2007, PEC announced a two-year iiiomtonum on constiiicting iicw coal-fired plaits wliilc 
piirstiiiig c\paiirion of ciicrg -efficiency and consenration programs I f  PLC procccds ni th  construction of a new niiclcar plant, thc iicw plant would not be 
oiiliiic u n t i l  at lcast 201 9 ( S e e  ' Niiclcar" below) 

As Jiil l ioi  iLcd tiiidci tlic Eiicrgy Polics Act 01 2005 (CPACT), on Octoher 4.2007, tlic United Slatcs Dcpartiiicnt of Lncrgv (DOC) published h a 1  regulations 
foi tlic disb~irsciiiciif of lip to '$1 3 billioii 111 loan giiarantccs for cleaii-encigy piojccts using iiiiiovatlvc technologics 1 he guarantees wliicli w i l l  cover up to 
IO0 percent 01 tlic aiiiouiit 01 any loaii lor no iiiorc tliaii 80 percent of tlic project Cost. are c\pected to \piit development of nuclear. clean-coal and ethanol 
plolccts 
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In 2008. Congress autliorized $38 5 billion i n  loan guarantee autlioiity for iniiovative energy projects Of tlie total provided. $18 5 billion is set aside for 
WCI hcilities. $2 billioii for advanced nilclear facilities foi tlie "liont-end" of tlie iiticlcnr fuel csclc. $10 billion for renewable and/or cncrgy- 
steins and iiiaiiufnctiiring and distributed eiiei gy geiieratioi~trnnsiiiission :uid distribution. $6 billion for coal-based po\wr gcnciatioii and industrial 
I at ietrolitted aiid ne\v hcilities that iiicorporate carbon capture and sequestration or otlier bcneficial uses of carbon. and $2 billion for advanced 

coal p s i h a t i o n  111 lune 2008, the DOE announced solicitations for a total of up to $30 5 billion ol the amount authorized by Congress i n  federal loan 
guarantees for prqiects that eniploy advanced enei-g)' teclinologies diat avoid, reduce or sequester air pollutants or greenliouse gas emissioiis and ndvanccd 
iiiicleai- i:icilities Tor tlie "front-end" of tlie nticlenr fuel cycle 

1'EF submitted Part I of the Application for Federal l.oaii Guarantees for Nuclear Power Fac es on Scptember 29. 2008. for Levy I'EI: was one of 19 
applicants that siibniitted Part I of the application Part I1 of tlie applicatioil was due on Deceniber 19, 2008. PEF decided not to piirsiie tlie loan guarantee 
prograni at this t h e  The pioginni reqiiires tliat the guarantee be i n  a first lien position on all assets of tlie project, wliicli conflicts with PEF's current 
rnorlgagc 0bl;iiiiiiig the rcqiiircd approval to aiiieiid the current mortgage from 100 percent of current hiidholders would be unlikely. and current sectired 
debt of $4 0 billion would need to be reliiianced with unsecured debt to meet the requireinents of tlie guarantee In addition. tlie costs associated with 
obtaining the loan p u a i i t e e  iciiiaiii unclear at this tiine 1-lowevei: this decision does not pieclude PEI; from revisiting tlie piograni at a later date if there are 
cliangcs to tlic piograiii We cniiiiot prcdict if PEI: will pursue this prograni furilicr 

A new riuclear plant niav be eligible ior llie lcdeial production lax credits aiid risk insurance piovided by EPAC'I EPACT provides an annual tax credit of 1 8 
ceiits pel LWli foi- nuclear facilities for the lirst eight years of operation Tlie credit is liniikd to the lirst 6,000 MW ol'new nuclear generation i n  the United 
States and has an annual cap of $125 iiiillioii per 1,000 MW of national MW capacity liniitation allocatcd to tlie u n i t  In Apiil 2006, the Internal Revenue 
Service (IRS) piovided interini guidance that tlie 6.000 MW of productioii tax credits geneially will be allocated to new nuclear facilities that lile license 
applicaticiiis with the NRC by December 31. 2008. had poured safety-related concrete prior to lanuaiy 1. 2014, and were placed i n  service before Iaiiuary 1: 
2021. Tlicre i s  no gii:~ranice that tlie in~criiii guidaiice will be incorporntcd into the final iegulations governing tlic allocation of production tax credits 
M u-s ' liavc aiiiiouiiced plans 10 pursue new nuclear plants. There i s  no guarantee that any iiticlcar plant we construct would qualify for tliese oi 
otlier iiicentives We cannot predict the outcoiiic of this matter 

N U  c l.,F AR 

Nuclcai gcncratiiig units ale regulated by tlie N I X  In tlie eveiit of noncompliaiicc. the NRC lias tlie authority to iniposc lines, set liceiise conditions. sli i i t 
down a nuc1e:ir un i t  o r  take sonic conibinntion of tliese actions. depending upon i t s  assessment or the seveiity of the situation, until compliance i s  acllieved 
Oui nuclear iinits aic peiiodicallv ieiiioved froiii service to accommodate nornial ielueling and nlaintenaiice o~~ lages .  repairs, uprates and certain other 
iiiodilicatioiis 

On December 17. 2008. I-lanis ieceivcd 3 20-year exteiisioii from the NRC on i ts  operating license. \vliiclt e?tlends the operatiiig license dirougll 2046 The 
NRC operating license held by PEI: for CI23 cuirently expires i n  l>ecember 2016 011 L>ecember 18. 2008. PEI: filed aii applicntion for a 20-year esrteiisioii 
Iron1 the NRC on tlie operating licciisc for CIZ. wliicli would extend tlic operating license througli 2036. il approved PEF anticipatcs a decision rrom tlic 
NIIC iii  201 1 

. . .  
___ 
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1'07'13'7-I 41. A'IIII~ CO:VS7111/('7'lOM 

not niadc a final determination on niiclcar coiistructioii. we Iiave takcn steps to keep opcn tlic option of building a plant or plants During 2008, 
filed COI, applications to ptciitially construct new nuclcar plants ii i  No1111 Carolina and Florida The NRC cstiiiiates tliat i t  will take 

approsiinately t h e e  to  foui years to ieview and piocess the COL applicatioiis 

On January 23. 2006. ivc announced that PEC selcctcd a site at I-larris to cvaluatc lix possible liiturc niiclcar espansioii We selected tlic Westinghouse 
E,lectric AP1000 reactor design as the teclinolog~~ upon wliicli to base PEC's application submission On Febiiiaiy 19, 2008, PEC filed its COL application 
wit11 the NAC for two additional rcactois at I-loiris On April 17. 2008. the NRC doclsted. or accepted Tor review. tlie I-lnrris application 1)ocl;eting the 
application docs not precludc additional reqiicsts fur information as Ihc rcvicw proceeds: nor does i t  indicatc wlicther the NRC will issue the license On June 
4, 2008, the NRC published tlie I'etition for L.c:~w to Intervene Petitions to inlcivciie may be liled witliiii 60 days oftlie notice by aii\/oiie whose interest may 
be aff'ected by the proposed license and who wishes to paiticipate as a party in  the proceeding One petitioii to iiitenrenc was filed with tlicNRC within the GO- 
day ~ioticc period We caririol predict tlic oulconic oftliis mattcr If LVC rcccivc approval Tioiii tlic NRC and applicable statc agencies, and if the decisioiis to 
build are made. a new plant would no1 be online u n t i l  at least 2019 (See "Increasing Enelgy 1)eiiiand" a b v e )  

On Dccembcr 12. 2006. we anno~iiiccd tliat I'EF selcctcd a grccniicld site at lLc\y to cvaluatc for possiblc fiittirc nuclear cspansion Wc sclcctcd the 
Westingliouse Elcctiic AP1000 re:iclor design :IS [lie techiiology tipon wliicli to base 1'EF.s application subrnission 111 2007. PET; coinpletcd the purchase 01 

tlie Levy County Coiiipichciisivc Plan arc in conipliaiicc with land IISC regulations 

I n  addition. PE.1; lilcd its application foi Site Certilicafion with the FDE.1' on lune 2. 2008 A decision on P ' I T X I '  Site Certification Application is 
especfcd in 2009 On Januai.?; 12. 2009. the FDIP filed a lavoluble slul'fanalysis report in advance ol site certification Iieaiings set to co~iinience on Febriiarp 
23.2009 

111 accordance with provisions 01 Florida's cnergy legislation enacted in 2006. tlie I W C  ordered neiv rilles i i i  Dccember 2006 tlial would allow investor- 
owned iitilitics sitch as I3EF 10 rcqircst rccoyen; of ccrtain planning and construction costs o i  a nuclear potver plant prior to coiiiniercial operation The FPSC 
issiied a final rule on Febriiaiy 13. 2007. tinder wliicli utilities will be allowed to recovei prudently incwred site scleclion costs. prcconstructioii costs a i d  the 
carrying cost on construction cost bal:iiice oii a11 aiiiiiial basis tlirougli the capacitv cost-recovery clause Such aniounts will not be included i n  a utility's rate 
base wlie~i the plant is placed i i i  coiiinieicial operation The nticlear cost-rccovciy rule also 113s a provision to recover costs slloiild the project be abandoned 
aficr tlie tiriliiy receives a Iiiia1 order gcitititig a L~eterniii~otiori of Need Tlicse cosis iiicliide any iiiu.eco\wed coiisti iictioii work i n  progress at die time of 
abandonment and any other pliidciit and icasonable esil costs 111 addition. tlie r i d e  will require the FPSC to coiidnct an annual  prudencc review of tlie 
rcasonablcncss and ptudcnce oi  a11 sucli costs. including construction costs. and siicli detci iiiiiiatioii shall not be subjcct to Inter review except lipon a finding 
offrood. iiiteiitiorial ~~iisreprcsciitatioii or tlic intenliorinl witliliolding of key iiifbrmution by the utility Also. on 
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Febi uary I ,  2007. tlie FI’SC aniended its power plant bid rules to. aiiiong other things. exenipt nuclear powc~ plants fiuni existliig bid ieqi~iren~ciits 

On March 1 I .  2008. I’lfI; also lile titioii with the Fl’SC to open a cliscoveiy docket legaiding the x t u d  and projected costs of‘ the proposed l e v y  nuclcal 
pryject. PEF liled tlie petition to the FPSC i n  the timely and adequatc ievic\v o i  tlic projects costs recoverable wider the FPSC nuclear cost-recovery 
nile OH Ma): 1. 2008. PEI; filed a petition for ieco\’ery of both prcconstructioii and canying cliaigcs on constnlction costs incuned or anticipated to be 
incured during 2008 and 2009 triidcr the nuclear cost-recovery rtrlc B:iscd on the a1fimi:ttivc vote by the FI’SC on tlie Detcnirination of Need for the I h v y  
nticleai pioject, PEF liled a petition on July 18, 2008. to recover a11 prudently incurred costs under the FI’SC iiuclear cost-recoveiy rule On Noveinber 12. 
2008. tlie FI’SC issued an order to a p p r o i ~  the inclusion of preconstruction nnd c~u~yii ig  cliaiges o i  $357 niillion as well as site selection costs ofS.38 n~illion 
i n  establishing PEF’s 2009 capacity cost-recoven, clausc factor 1’E.F will be a participnnt in tlie annual nuclear cost-rccovery proceeding. wliich was opened 
by tlie FPSC on Ianuary 5. 2009 The proceeding will occui througliout the year with an older expected by the end 012009 

PEF signed an EI’C agreement on Lhxmbcr 3 1 ,  2008, with Wcstingliouse Electric Company LLC and Stone & Wcbster, Inc for two Wcstingliouse A1’1000 
nuclear units to be consttucted at ILevv More tlian liali ofthe approsinlate $7 650 billion contract price is fixed or firm with agreed upon escalation factors 
Tlie total cost for tlie two gciierating units is cstiniatcd to be approxiiiiately $14 billion This total cost estiinate includes land. plant components, financing 
costs, coristrtictiori, labor, rcgulaton’ Cces and tlic initial core lbr the two units An additional $3 billion is estiiiiatcd for tlie necessary traiismissioii equipmeiit 
and approsiinntely 200 miles of tiansmission lines associated with the project 7Hie final cost of the project will depend oii the completion dates, which will be 
determined i n  large pwt by the NRC review scliedule On I;cbrtiaiy 24. 2009. PIT received the NRC’s schedule for review and approval of the COL PEF is 
assessing tlic impact of tlic NRC schcdulc on tlic plans and estimated costs for Lcvy Tlic EI’C agreement includes various incentives. warranties, peiformancc 
guarantees. liquidated damage piovisions and parent guarantees designcd to inccnt the coiltractor to perforin efliciently I n  2008. PEF made payments towad 
long-lead cquipnient and engiiieeriiig ielated lo the EPC agi-eenient For tei niination without cause. the EPC agreement contains esit provisions with 
temiination fees, which niay be signilicaiit. !hat vary based on tlie temiination circunistanccs 

I n  2007. the South Caiolrria ler?~slatuic ratilicd new ciicigy legislalion. which includes provisions for cost-iccoven~ I I I ~ C ~ I ~ I I I ~ I I ~ S  asyociated w ~ t h  nuclear 

iewews of baseload ecneratine nlant cons!i‘uction costs and icniovcs the icnuiicnicnt that a Dubltc n t i l i t y  piove financial distress beloie it may ~nclude 
~ 0 a ow ~11111a I 

- .  
construction woik in progiess i n  rate base and adjust rates. accoidingl\r. i n  a general rate case while a baseload generating plant is under constiuction (See 
“Other Matters - Regulatory Envi ronriicnl”) 

SPENT NUCLE4R FUEL Ar-1 TTlZlLS 

I n  July 2002, Congi css passed an ovcrridc resolution t o  Nevada‘s veto 01 the DOE’S proposal to locate a pel ni:liiciit undcrground nuclear waste storage 
facility at Yucca Mountain. Nev 111 Janiiaiy 2003. the state oi Nevada: Clark  count)^, Nev . and tlic city of Las Vegas petitioned the IJ S Court of Appeals for 
tlie District oi Columbia (D C Court of Appeals) for review o i  the Congressional override resolution These same parties also cliallenged the EPA’s radiation 
standards for Yucca Mountain On luly 9. 2004, the Court iejected the clidlcnge to tlie constitu!ioiiality of tlie resolution approving Yucca Mountain. but 
ruled that the EPA \vas wrong to sct a 10.000-war compliance period ii i  tlic radiation protcction stantlard On September 30. 2008. llic EPA issued final rules 
for limiting radiation exposure at Yucca Moiintairi Tlie EPA retained tlic dose l imit  01 15 niillircin pel year for the tirst 10,000 years and established a dose 
limit of 100 millirein lor aiitiual exposuie pel year between 10,000 years and 1 million yeais ! I>  1:ebrtiaiy 2009. the NRC approvcd a l i d  rule for tlie waste 
repository at Yucca Mountaiii incorporating tlicsc radiation protection standards 011  Octobcr 10. 2008. the state of Nevada again filed suit with tllc 1) C 
Court of Appeals clialleiiging tlie E,I’A standaid 

On October 19, 2007. the L3OE certified tile icgulatory coinpliance of the docuincnt database that will be used bv dl partics involved iii the federal licensing 
process for tlie Yiicca Moiiii~aiii lxility The NRC did not uphold the DOE‘S prior certification i i i  2004 i n  iesponse 10 cliallenges from the slate ofNevada 
Tlie state again is expected to 
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cliallenge the I.)OE..s ccrtilicatioii process 1 lie DOE has stated that tlie eailtest date t l ~ e  repositon‘ iiiav be able to start accepting spent nuclear fuel is 2020 
The Utilities cannot predict the outconie 01 this matter 

71ie DOE, siibniitted the licemse applicatioii i o r  the proposed Iiigli-level iii~clcar waste repmitoty at Yucca Moimtairi i n  Juiie 2008 I lie NRC fonnally 
docketed the licensc application i n  Septeliibcr 2008, which begins the foimal liceiising phase tliat is anticipated to take t h e  to li,iir years Thc state ofNevada 
and otlier intei-estcd parties are expected to intervene i n  the licensing pi-ocecdiiigs 

011 August 5. 2008. the DOE, annoiniced that its estimated cost to build and coiiiiiieiice operations a1 the Yucca Mountain lacilily has increased froin $57 5 
billion to $96 2 billion doe to an increase i n  material costs. an iiicrcase i n  the quaiitit\# ocspent file1 to store and a rcfincmcnt of tlie rcpositonJ’s design 

0 1 1  October 9, 2008, the NRC piolwsed ievisions to its waste coiilidence findings that would i c i i i o \ ~  tlie provisions stating that the NRC’s confidence in  
waste iaanagemciit. underlying the licensing of rcactors. is based i n  part on a rcpositon’ being in operation by 2025 Instead tlie NRC states that repository 
capacity will k available witliiii 50 to 60 yeais bevoiid the licensed operation ot‘all ienctors. and that used fiiel genernted iii aiiy ieactor can be safely stoled 
on site without sigiiificant enviroiimeiilal impact for at least 60 years beyond llie liceiiscd operation of the reactor 

With certain niodilications and addilional approvals by the NRC. including the iiistallation of on-site diy cask storage facilities at I’EC’s Robinson Nuclear 
Plant (Robinson). Drunswick and CR3. the Utilities’ spent nuclear fuel stoiage lacilities will be sul’licicnt to pinvide storage space for spent inel generated by 
their respective systeins througli the expiration oi the opeiating licenses. including any licctisc cxtciisions. lor their. nuclear generating units I - h i s  has 
siiflicierit storage capacity in  its speni rue1 pools tliroiigli the expiration of its extended opelaling license 

See Note 22D for infomiation about the con~plaint filed by the Utilities i n  tlie United States Court of Federal Clain~s against the DOE lor its failure to lullill  
its contractual obligation to receive spent id froiii iiiiclear plants Failurc to open the YIICC:~ Mountaiii or  oilier facilit\r \\mild Icme the DOE open to fiirllier 

-------.----------..-.--l-l” ______-________,__ ~ 

-- 
ENVIRONbl ENTAL Rlt iT’T ERS 

We are subject to regiilation by varioits federal. state and local autliorities i n  tlie areas 0 1  air quality. \vate~ quality. control 01 toric s~~bslances and Iiazardoiis 
and solid wasles, and otlicr cnvironiiicntal niattcis Wc believe that wc ate i n  substantial coinpliancc wit11 those cnvironnicntal regulations curieiitly applicable 
to our business and opeiatioas and believe we have all necessaiy permits to conduct S L I C I I  operations 

HAZilRnOlJS ,AND SOL,ID \T’ASTE ~\I,-l~\’rl GEhEA’T 

The provisions o i  the Coniprcliensive E.nvironniental Response. Conipensntioii and L.iability Act o i  1980, 3s aniended (CERCL.A). authorize the EPA to 
require the cleanup o i  bazardous w:iste sites This statute imposes ietroactivc joint aiid several liabilities Some states, including North Carolina, South 
Carolina and Florida. have similar types of statL1tes We are pcriodicallv notilied by reglllators. including the EPA and various state agencies. oE our 
involveiiienl or potential involveiiient it1 sites that may require investigation and/or remediation .Illere ale presently several sites with respect to rvl~icli we 
have been notified of our potential liability by the EPA, the state of North Carolina. the state 01 F l o ~ ~ d a  o r  potentially iespwsible parties (PRP) groups 
Variotrs organic malerials associated with the production of nianut‘actllrcd gas. generally referred to as coal tar, are rcgiilated iindcr I‘edcral and state laws. 
PEC arid PE,F are mcli PRPs 31 several manufactured gas plant (MGP) sites We arc also cunc~itly in tlie process of assessing potential costs and erposuies at 
other sites. Tliese costs are eligible for regulatory recovery through either base rates or cost-rccoverv claiises (See Notes 7 and 21) Both PEC and PEF 
evaluate potential claiiiis against otlici I’RPs and iiisurancc cariiers and plan to submit claims for cost ICCOVCIY wlicre appropriate The outcome of potential 
and pending claims catiiiot be predicted 1-Iazardoiis atid solid waste ~nanagci~te~it niatters ale discussed in detail i n  Note 21 A 

We accrue costs to tlic estciit our liability is probable and tlic costs can be rcasoiiably cstiiiiated in accoidance \vitli GAAI’ 13ccaiise the el;tent of 
environmental impact. allocation among I’RI’s for all sites. remediation altcniatives (wliich could involvc eitlicr iiiiriiii~al or  significant elforb), and 
conciirrence of tlie regulalory aiitlio:ities liave 1101 yet ieaclied tlie stage \vliere a reasonable esliniale 01. the remediation costs can be inode, we cannot 
determine the 
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total costs that niay be incuried i n  connection with tlie reniediatioii 01 a11 sites at this tinic I t  is probable 111:it cui lent cstiniates could cllange and additional 
losses. whicli could be mateiial, niay be incurred in  tlic futuic 

:1IR QUilLI7'J'.IiVL) IFAIFR QU4LITI' 

We are. or may ultiniatelv be. subject to various current and pmposed federal. state and local eiivironiiie~ital conipliance I a w  and rcgulations, which likely 
wotild result in  increased capital expenditiiies and O&M expenses. Additionally. Congress is considering legislation that would require additional ieductions 
i n  air emissions of nitrogen oxides (Nos), SOz, COz and mcrcuiy Some of tliese proposals establish notionwide cups and cniissior~ rates over an extended 
period of time This national multipollutant approach to air pollution contTol could involve significant capital costs tliat could be inaterial to our financial 
position or results ol operations Control equipment inslalled puisuant to the piovisions of CAIR. CAVll and mercuq' regulation. wliicli are discussed below, 
may address some of'tlie issues outlined above PEC and PEF liave been developing an integrated compliance strategy to incct tlie requirements or the CAIR, 
CAVR and mercury regulation (see discussion of the court decisions that impacted the CAIR, the delisting dctern~ination and the CAMR belo\v) Thc CAVR 
lequires the installation of best available ietrofit technology (BART) on certain tiiiits I-lowever. tlic outc~iiie o i  tliese matters cannot be predicted. 

C/CWZ Stt tok<~,~tdis  .4 ct 

In June 2002. tlie Clean Smokestacks Act was enacted i n  North Carolina requiiing the state's electric utilities to reduce llic emissions of NOx and SO2 iroiii 
their North Carolina coal-fired power plants i n  phases by 201 3. I'EC cuircntly lias approxitilately 5.000 MW ol' coal-fired generation capacity in Noli11 
Carolina ilia1 is alfected by the Clean Smokestacks Act 111 March 2008, PEC iiled its ariiii~al esliniatc \villi the NCUC of the total capitd expenditures to meet 
emission taigets under the Clem Smokestacks Act by the end of 201 3: which were approximately $1 5 billion to $ 1  6 billioii at the time of the tiling The 
increase in estimated total capital expenditures from the original 2002 estimate of $813 inillion is primarily due to the higher cost and revised quantities of 
construction materials. such as concrete and steel, relinement of cost and scow estimates ior the cnncnt projects. and iiicre:iscs i n  the cstiiiiatetl inllation 

iequired by the Clean Smokestacks 
additional coiitids subsequent to 201 3 i n  older to ieniaiii compliant w i t h  the rcqi~iicriients of the Clean SniokestaGhs A L ~  O t M  e\penses w i l l  rigti~licantly 
increase due to the cost of ieagents, additional pel soiinel aiid general niaiiiteiiaiice asrociatcd \vi111 Uie pollution control equipiiient Recent legislation i n  North 
Carolina and South Carolina expanded the tmditioiial fuel claiise to include tlie annual rccovciy or reagents and certairi other costs. all oilier O&M expenses 
are currently iccoverablc tlimugli base iatcs See disci~ssion iegaiding futiirc ICCOWIY of costs to coiiiplv w i t h  the Clean Sinohestach5 Act i n  Note 7B We 
minot  predict the outcoiiie of this matter 

Two of PEC's largest coal-fired generating units (the Roxboio No 4 and Mayo Units) impacted b> the Clean SnioLcstacLs Act ale lolntly owned in 2005. 
PEC eiiteied into an agrecirieiit with the joint oiviiei to liiiiit their aggregate costs amciated ivith capital eupendrt~ncs to coiiiplv wit11 the Clean Smokestacks 
Act and iecogiii~ed a liability related to Uiis ~ndemnilicatioii (See Note 21 B) 

Clean Air Itiferstate Ride 

On March IO. 2005. the EPA issued the Gnal CAlR The EPA's iiile ieqiiiied the District of Coluinbio and 28 5t:lles. Including North Carolina. South Carolina 
and Florida, to reduce NOx arid SO? eni~ss~oiis The CAIR set eiiiiss~oii I i i i i 11~  to be met i n  t\\o phases beginning i n  2009 and 201 5. respectively, for NOk and 
beginning i n  2010 aiid 2015. respectively, for SO2 States were iequired to adopl iules implementing the CAIR and the TPA nppioved the North Caiolina 
CAIR, the South Carolina CAlR and the Flonda CAIR 111 2007 

PEF pmtmpated i i i  a coalitioii of Florida i ~ t i l i ~ e s  IJial filed a clinlleiige 10 the C N R  as 11 applied to rlonda (Pl'F wllidiew froni tlie walitloii diiring the forirth 
quartei of 2008) 0 1 1  July 1 1 ,  2008. tlie D C Couil of Appeals issued its decislon on multiple cliallenge~ to the CAIR, including the I - l o ~ ~ d a  cliallenge. wlilcli 
vacated the CAI11 i n  its entirety On Scptenibcr 24. 2008. petitions for rclieaiing were filed b~ several parties On Octobci 21. 2008. tlic D C Court oi 
Appeals issued an order diiecting petitioners to addiess ( I )  wliethcr any pail)' IS seeking to vacate llie 
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CAIR, and (2) \vlicllier tlic court should stay its niaiidate until the EPA promulgates a revised iulc On L>ccciiiber 23. 2008, the D C Court of Appeals 
reniandcd the CAIR. without vacating the rule. for the EPA to conduct further procccdings consistcnt with tlic 11 C Court of Appeals‘ piior opinion This 
decision leavcs the CAlR i n  erfcct u n t i l  sucli time tliat i t  is revised or replaced 1-lie outcoiiie of tlic addition:~l pioccedings cannot be predicted 

PET: is continuing construction of its in-pioccss cniission control projccts On I>eccmbci 18, 2008, PEI: and tlic FDEI’ announccd an agrecnient under whicli 
PET: will retire CRI and CR2 as coal-fired units aiid complete construction of its emission curitral pmjects at CR-I and CR5 CR I and CR2 ivil l  hc rctircd after 
the second proposed nuclear unit at Levy conipletes its first fuel cycle. which is anticipated to be aiouiid 2020. 

We account for emission allowances as inventory using the average cost method. We value inventory ol‘ the Utilities at historical cost consistent with 
ralcninking treainient At Deccniki 31, 2008, PE.C had approsiniately $22 niillion iii SO2 emission allowanccs and an immate~ial aniotnit of NOx: emission 
allowaiices I n  order to achieve compliance with the requirements of tlie CAlR pursiiant to its Integrated Clean Air Conipliance 1’1an (discussed further i n  
“Compliance Strategy”), PET: needed to purcliasc CAIR seasonal and annual Nos allowances. On November 12, 2008, tlie FI’SC approved 1’13‘s petition for 
iecovciy of its CAlR expenses, including NOS allownncc inventoqr expense, tlirough die ECRC At Dccenibcr 31. 2008. PE.1: had approsiniately $59 million 
i n  aiiiiual NOx eniissioii allowance inventoiy. SG niillion in seasonal NOs emission allorvance inventor)‘ and approximately SI 1 million in  SO? emission 
allowance invcntow SO? emission allowances will bc utilized to comply with csistilig Cleaii Air Act reqiiireriicrits 

C / C O t l z 1 / T h f C T C l l t ~ J  RlllC 

On March 15, 2005. t l ie EPA iinalized two sepalate but related rules: the CAMR that set nicicury emissions liniits to be met i i i  t\vo pliascs Ixginning i n  2010 
and 201 8. respectively. and encouraged a cap-and-trade approach to achieving those caps, and a delisting iule that eliniinated  an^ iequircment to pursue a 
niasimiim acliie\~able control technology approach for limiting mercury emissions from coal-filed power plants Sisteen states subsequently petitioned for a 

iiing the delisting. On Fcbrtrarv 8, 2008, tlie D C Couii of Appeals decided i n  favor ol‘ tlic petihners and vacated 

appenls, wliich were denied oii May 20. 2008. On September 17, 2008, the LJtility Air Regulator-y Group filed a petition for writ of certiorari with tlie U S 
Siipreme Court with regaid to the decision that vacated the CAMR On October 17, 2008, the EPA filed a similal petition and strbscqucntly withdrew it on 
Ianuary 29, 2009 The [Jtility Ail Regulatory Group’s petition for w i t  o l  celliorari was denied on Febi~~ary  23, 2009 The tlilce states i n  wllicli the Utilities 
operate adopted niercuiy iegulalions iinplementing the CAMR and submitted their state iniplcmentation rules to the LI’A It  I S  uncertain liow the decision that 
vacated the ledcral CAMR and any icview gi:inted by the Suprcnic Court will affect tlic state rulcs: Iio\vcvcr. state-specific provisions ale likely to ieinain i n  
effect The North Carolina niercurj nilc contains a requilerncnt that all coal-fired units i n  the state install n1eicu1-j~ controls by Ilecember 31, 2017. and 
requires compliance plan applications to be subinitled i n  2013 The outconie of this iiialtei cannot be piedicted 

Clemi.,Iir Msibilih~ Ride 

On June 15* 2003, tlie EPA issued tlie Gnal CAVR The EPA’s rule requi ies stntes to identify facilities. including powei plants. built between August 1962 
aiid August 1977 with tlic potential to produce emissions that affect visibility i n  156 specially protected areas. iilcluding national parks and wildcrness areas. 
designated as Class I arcas To lielp restore visibility i n  those areas, states must require tlie idcntilied facilities to install BART to control their emissions 
PEC‘s BART-eligible units are Aslieville Units No. I and No 2, Roxbolo Units No I ,  No 2 and No 3, aiid Sutton Unit N o  3 PEF‘s BART-eligible units 
arc Anclote Units No. 1 and No 2. Bartow Unit No 3 and CRI a id  CR2. The rcductions associated with BART k g i n  i l l  201 3 As discussed above. on 

fh -e EPA and Iitilit?~ Air IZeeulattorv Grouoilled actitinns for reliewing by tlie full court of 

lid the FDEP announccd a11 agreement under which PEf  will retire CR I aiid CR2 as coal-liied units 

The CAVR included the EPA’s dcterniination tliat conipliaice with the NOs and SO2 rcquiiements of tlie CAIR could be used by state 
to fnlfill BART obligations. but the states could require tlie irist.dlation of’ additional air quality conlrols if’ Ilicy did not achieve reasonable progress in  
improving visibilily ‘I lie D C Court ol  Appeal’s I3ecember 23, 2008 decision remanding the CAIR inaintniiied its iiiiplciiientation such that CAIR 
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satislies 13ART for SO. aiid NOx Dcpeiidiiig o i i  wlictlicr 1111s detcniiinatloli conlin~res to be ~iiatntaincd as tlic CAIR is revised, CAVR coiiipliaiicc cvclllually 
niav rcquirc considcration o f N O s  and SO? cniissions i n  addition to particillatc niattcr emissions for B/l1t.f-CligiiJ!C units As a icsulf IIART lor SO? and NOx 
could apply specilically l o  I%C’s and PI BART-eligible units We aic :messing the potential iinpact of BART and ils i~nplic:itio~is with respect to ow 
plaiis and cstiiriatcd costs to coiiiply wi ie CAVR 011 Decciilber 4. 2007. the FL>E,P linalizcd a licgional I-laze i~npleiiicntnlion rule 11131 goes beyond 
BART by icquiriiig soilices sigiiilicantly impacting visibility in Class I arcas to iiistall additional coiitrols by l>ccc~iibe~ 31, 201 7 I-Iowcver. tlic I’DEI’ has not 
dctemiined tlic levcl of additional conti-ols PEF may IYJVC to implcrneiit Tlie oiitcoine of tliese niatters cannot be predicted 

Cor?iplicnrce Stri7tcgy 

Both I’EC atid I T F  have been developing an iritegra~cd coiiipliai~cc strategy to iiieel the I eqiiiremcrits of the CAIR. the CAVR. incictliy regldation and related 
air qiiality regulations The ail quality controls installed to comply with the ~cquirelnents of the NOS SIP Call l<ule under Section 1 I0 of the Clean Air Act 
( N o s  SIP Call) and Clean Smokestacks Act rcsultcd i n  a reduction oi the costs to meet tlic CAIR requirements for our North Carolina units at PEC 

PEC lias completed instnllatioii of contiols to mect the NOs SIP Call requirements Tlic NOS SIP Call is not applicable to soiirces i n  Florida lixpcnditures for 
the NOS SIP Call incliidcd tlic cost to install NOx controls iiiidcr progniiis by No~tl i  Carolina and South Carolina to coniply with tlic fcdcral eight-llour ozonc 
stwidard 

On October 14, 2005, tlic FPSC approvcd 1’ petition for tlic recovcry o i  costs associated with the dcvelopiiiciit and i~i iplc~i ic~i ta t io~~ 01 an Integrated Clean 
Air Compliaiice Plaii to coriiply \villi the CAIR. CAMR and CAVR through tlie ECRC (see discussion above rcga1ding tlic vacaling of llic CAMR and 
remanding of the CAIR) On March 31. 2006, PEI: filed a scries of compliance alternatives with the FPSC lo niect tliese fcdcral cnviroiiiiiental rules. At the 
time, PE1”s recoinmended proposed coiiipliance plan included approximately $740 riiillion of cstiiiiatcd capital costs expected to be spent tliroiigli 20 16: to 
plan, design. build aiid install polltition coi!trol cqi!ipnicnt at the Anclote and Crystal River plants On Noveiiibcr 6, 2006. the FPSC approved PEF‘s petition 

CAVR n e v .  ’ . ved cost recovcrv o i  r ~ ~ d c ~ i t l y  incuiied costs necessaiy 
~ ~ ‘ a ~ ~  for appiovai o%iimendcd complianceupIan tind associated contracts and 
recovciy of costs for air polltrtiori coiitiol projects Tbc cstinlatcd capital cost for the rccoiiinicndcd plan was $1 26 billion ill thc lune I .  2007 filing The 
increase from tlic estiiiiatcs filed i n  March 2006 is piimarily due to the liigllcr cost o i  labor aiid construction niatciials, sncli as coiicrcte and steel, and 
refiiiemeiit of cost and scopc estimates foi tlic cuircnt projects On April 2, 2008, PEF filed a petition for approval true-up of liiial 2007 eiivI1oiinic1ita1 costs 
aiid a I-evieiv of tlic liitcgraled Clean Air Conipliancc Plan, which rcconlinned tlic efficacy of the rccomniciided plan Additional costs may bc incorrcd iT 
poI1utioii controls are required iii older to comply with the rcquirelnents of tlic CAVR, as discussed above. or to iiicet revised compliance rcquircnients of a 
revised or new implementing rule for the CAIR Subsequent rule interpretations, increases i n  the undcIlying material. labor and cqiiipiiient costs, cqiiipmciit 
availability, or llie u~iespcctcd accelcratiori of compliancc datcs. among otlier things, could iesult in significant incrcascs i l l  our estimated costs to cotnply and 
acceleration of soiiie projects The oiitconic oi  this matter cannot be predicted 

Cn~iro~n?ie~~/nl Cot)r~~Iiu)ice Cos! Es/iinu/es 

E,nvironmcntal coiiipliaiice cost esliiiiates are dependent upon a variety of factors and, as such. arc highly unccllain and siibjcct to cll:lngc Factors iinpacting 
our enviroimciitnl compliance cost cstiniatcs include iicw and frequently cliangin~ laws and regulations: tlic iinpact of legal decisions on enviroiinienlal laws 
and rcgulatioiis. changes i n  the demand for, supply of and costs of labor and materials; cliangcs 111 the scopc and timing ol’projects, variotis design. technology 
and new geiicration options? and projections of iuel sourccs. prices, availability and security The following tables contain iiiforniation about our cilrrent 
cslirnatcs of capital expenditures to coiiiply with environmental laws and legulatiolis described a b \ % .  Ainounts prcsentcd iii the tables exclude AFUDC 
Costs to coniply with environnicntal laws and regulations arc eligible for rcgiilatoy recovery through citlicr base iatcs or c o s t - ~ c c o \ ~ ~  clauscs Thc outconic 
of htiirc petitiolis for recovery caniioi Ix piedicted Our cstimatcs o i  capital expenditures to comply \villi environinental Ia\vs and legulatiolis are subject to 
pcriodic review and revision and imy vary significantly We cannot predict the i m p c t  that tlie El’A’s fiirtlici CAIR piocccdings will have on our compliance 
with tlie CAVR icquiicnicnts and will coiitinue to rc:isscss oiii plans and cstimatcd costs to comply with 
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tlic CAVR Our cstiiiiatcd cosis to complv \\lit11 the CAVR prior io the July I 1. 2008 1) C Court 01 A p p c ~ I s -  decision regarding CAIR \veie approximately 
$100 million at P I C  Our prc\;iolis cstiiiiatc ol $1 0 billion to comply willi tlic CAVR at I’EF iclaicd p i i n i n i i l v  to installation of control cquipment at  CRI and 
CR2. which we subsequently Ii:ivc tlccided to retire :IS co:il-Iiicd un i t s  Tlic tiniiiig and e ~ l e i i t  of tlic costs for liiiure piojects will dcpend upon final 
coinpliaiice sti ategics 

Pr0,cpw.r E i i e r ~ ~  
. i ir  ancl Water Quality llstiiiiatetl Ileqiiii rtl F  st^ maicd Total E siiiiiatcd Cuiiiulativc Spent thioiigli 

PEC 
Air ancl Water Quality Istiniatecl Requii et1 

In-proc 
CAVR 

- Mcrcuiy I egulatioii(e) 2006 - 201 7 5 

,,I I’EF is continuing coiistiiiction 01 i t 3  in-process ciiiissioii control prolccts Additional compliance plans for PEC and PFF to iiiect the requireiiieiitr of a 

(11) A5 a rcsult ofthe decision remanding ilic CAIR. compliance plans and costs io rncct the requircincnts of the CAVR are being reassessed See discussion 

(c) Coiiipliaiice plans to iiicct the req~iircnieiits 01 a i c ~ i i c d  or new iinplemcnt~~ig tule will be dcleimiiied tipon finalization o l  the rule See d~scussioii under 

(d) Coiiipliniice plans to meet ilic requiieiiicnts 01 a lcvircd or new iiiipleiiieiiting rule under Section 316(b) 01 the Clean Water Act \v i l l  be dcteniuned upon 

To date, under tlie lirst pliase 01 Clcaii Smokestacks Act ciiiisrioii reductioiis, a11 eiivironnieiiial compliance projects at PEC‘s Ashcville. Lee and Rosboro 
plniiis have been placed in  scnwc rlie reinaining first pliase project at oiic of PEC’s largest plants Mayo. I S  under coiistruciioii and is expected io be 
completed 111 2009 The rcniaiiiiiig piojcctr 

revised rule w i l l  be dcieiinincd upon finalization of tlic rule See d i s c i i s m i i  wider “Clean Air Iiitcrsiate Rule I’ 

iiiidcr “Clean Air Visibilitv Rule ” 

“Clcan Air Mcicuiy Rule ’ 

finalization of tlic nile See discussion wider “Water Quality ” 
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to Loiiiply with the second phase 01 ci i i iss io i i  reductions. nliicli :ire siiiallci iii scope Iim e not yet begun I liese estii i iates arc coiiccplual i i i  nahrie aiid subject 
to change 111 2008, PEC deterinined that i t s  in-pioccss CAlR piojcct did not vicld tlic desiied coiiipliancc icsults 2nd decided iiot to puisue completion of the 
protect Addilioiid ccrmp1i:inre prolects iequii ing inateiial eiivironniental conipl~,iiicc cmts ilia)’ be iiiipleiiieiited in tlie lutuie 

7 o date. e\periditirics at PIX 101 CAlR iegiilntioii priiiidril\i relate to eiivironnieiitaI coiiipliaiicc prolccts iindei coiistiuctioii at CR5 and CRJ, \\lilch ale 
e\pected to be placed i n  service in 2009 aiid 2010 respectivel\, As a result 01 cliaiiges i n  the scope ol woih related to estiiiiation ol costs for coiiipliaiice with 
the CAlR aiid the uncertainty regarding tlie UPA s lurther CAIR proceedings the delisting determination and the CAMR discussed above. P I 3  i s  cunently 
uiiable to estiriiate certain costs of coiiipliance IIo\\e\er. I’CT believes 11131 future costs to comply wit11 iiew o r  subsequent I iile interpretations could be 
significant Compliance plans and estimated cwts to meet thc requirements nl ne\\ regiilatioiis will be determined \\hen those new regulations are f i n a l i d  

North Cniolrfln. l t f W 7 1 a J  Geiwol Pelrtrori t~rafei S ~ C I I O I I  I f 6  o j l h ~  C k ~ r r ~ .  iir. I C /  

111 March 2004. the Noitli Carolina attorney geiieral filed a petition wit11 the EPA. under Section 1.26 of tlie Clenn Aii Act. ashiig the ledeml goveinment to 
loice coal-lired power plants in 13 otliei slates, including South Carolina. to reduce their NO1 and SO? eiiiisioris The state 01 North Caruliiia coiltends tliese 
out-of-state eniissioiis iiiterfcic nit11 North Caroliiid s abilitv lo iiiect national air quality staiidards foi oLoiie and pailiculate iiiatler On March 16, 2006, the 
FPA issued a final iespoiise denying the petition The TPA’s i:itioriale lor denial \vas tliat compliance with tlie CAlR would reduce the eniisslons froiii 
stirrounding stales sulficiently to address No1111 C:iiolina’s concerns On lune 26. 2006. the North Carolina attorney general liled a petition in tlie D C Couit 
of Appeals reehng a review 01 tlic agenc) ’s denial oftlic Secuoii 126 petition, that appeal \vas held in abe)aiice pending ~csolution 01 tlie appeal ofthe CAIR 
tlien pending before t l ie $ani(: court On July 11,  2008 Uie D C Coiiit 01 Appeals vacated tlie CAIR On December 23 2008 tlie D C Court of Appeals 
ieiiianded tlie CAIR. \vitlioiit vacating tlic itile, lor tlie El’A to conduct lurtlicr proceedings uxisistent with the D C Couit of Appeals’ piior opiiiioii On tlie 
basis 01 tliese de\elopiiients, tlie appeal of LI’A’s denial 01 North Carolina‘s Section 126 petition nas iesumed and bnefiiig on the ments lias been 
coinpleted Oral argiinient i s  sclieduled lor Marcli 12 2009 The outcoiiie 01 th i s  matter cannot be predicted 

11 > -- ___ -~ 
i V 1 l I  

On Septeiiiber 20, 2006. tlie FPA annowiced clianges to the National Ambient Air Quality Standaids ( N M Q S )  for pailiciilate iiiattci. includriig a new 24- 
Iioiir standard for paiticiilate matter less than 2 5 iiiicro~is in  diaineter ~\IiicIi lowered tlie standard lion1 65 inicrograins per cubic meter to 35 niicrograms per 
cubic meter In addition tlic EPA decided iiot to establish a staiidaid lor particulate iiiatter between 2 5 and I0 iiiicioiis 111 diameter and eliiiitnated the annual 
standard for parhculate matter less tliaii 10 iiiiciuiis in  dininetei, but ietaii ied tlie 24-hour staiidard for pa1 ticulate matter less tliaii 10 iiiicrons in diameter 
These change.: did not result i n  designation ot aiiy additional iioiiattaiiiiiient areas iii PCC’s or 1’EF’s service territories Environmental groups and 1 3  states 
liled a joint petition with tlic D C Couit 01 Appcalr nigiiing tlint the Tl’A’s iicw paiticulate i i iattei iulc does not adequately restrict levels of particulatc iiiaticr, 
especially with respect to the aiiiiiinl and secondary rtaiidards On 1 ebi udiV 24. 2009. the D C Court of Appeals remanded the annual aiid secondary staiidnrds 
to the TI’A foi further ievieiv and consideration rlie outcome 01 tliis niatler caiiiot be predicted 

On March 12, 2008. the CPA announced cliaiiges to tlic NAAQS for ground-Ievcl ozone 7 lie CPA revised !lie 8-hour primary and secondary standards froin 
0 08 parts per iiiillioii to 0 075 parts per million Depending on aii qiialitv inipio~eiiietit.: expected over the next seveial years as current federal requireliients 
aie ~iiiplciiieiited. additional ~ioiiattainiiirnt area.: iiiay be designated i i i  PCC‘s and PET’S service tcrntories Slioiild additional nonaflainiiient aiens be 
designated i n  our scn’icc tcrritor e iiiaj be required to install xlditioiial eniission controls at sonic 01 our facilities On May 27. 2008, a iiiiinber of states, 
eiivironmeiital groups and indust ocintioiiq filed petitions against the revised NAAQS i i i  the D C Couit of Appeals 1 he outcome 01 this matter caiuiot be 
predicted 
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0 1 1  October 16, 2008. tlic EPA published a rcvision to tlic N M Q S  for lead to 0 15 niicrogranis pet cubic nietcr rolling tlirec-iiioiitli avcragc Thc foriiici 
standard \\‘:is 1 5 ~iiiciogranis per cubic nietcr. calend:ir quarter avciagc Tlic ievisioii is not cxpected to Iiavc a ninterinl iiiipxt on our or tlie Iltilitics’ icsults 
olopeiations or financial position 

iVeis Sorrrce Reiiieis 

The EPA is conducting aii ciilorcemcnt initiative related to a iiunibcr ol  coal-fired iitility power plants in a11 effort to detcrniine wlictlier changes at those 
facilities were subject to New Source llevieiv rcquirciiicnts or New Source Pcrforniaricc Standards under tlic Clean Air Act We were asked to provide 
inforniation to the EPA as part of this initiative and cooperated i n  supplying the requested infomiation The ETA 113s undcrtakcii civil enforcement actions 
against uiiafliliatcd iitilitics as part of this initiative Soine of tlicse actions icsolted in  settlement agicemcnts requiring espendihircs by tliesc unaffiliated 
utilitics, several of which included reported cspcnditiires in csccss of 61 0 billion for rctrofit of pollution control cquipnicnl Thcsc settlement agrccincnts 
liave generally called for espenditiiics to be niade over estcnded time periods. and sonie of the coiiipnies niay seek recoveiy of the related costs tlirough rate 
ad,justiiients 01 siniilar nieclianisiiis 

R‘nrer. Qiialir), 

1 Gcncral 

As a result 01 the operation 01 ceitaiii control equipment needed to addiess the a r  qu:ilit>) ISSIICS outlined above, new tvastc\vater stieanis w i l l  be gcnetated at 
certain offccted facilities Integiatioii of tlicse new wastewater stieanis into the esisting wastewater treatment piocesses I S  cuircntly ongoing and will result i n  
pcrniitting. coiistniction and trcatnieiit rcqi~~rc~iicnts imposed on tire Utilities now and into the future The futurc costs 01 tlicse requtrcnients could be material 
to ow or the Utilities’ results ofoperations or liiiancial position 

2 Section 316(b) 01 tlic Clean Water Act 
~~ 

Section 316(b) of the Clean Water Act (Section 316(b)) rcqiiiies cooliiig water intake strricturcs to reflect the bcst technology available for minimizing 
adverse cnviioniiiental impacts l‘lic EPA proiiiulgatcd a rulc iiiiplcmcntiiig Section 316(b) in rcspcct to existing powci plants i n  July 2004 Thc July 2004 
iule required assessiiient o i  tlic baseline envi~onniental elrcct of withdrawal of cooling water and development 0 1  technologies and iiieasurcs for reducing 
eiivironniciital effects by certain peicentages Additionally. the rule autliorizcd establislinient of altcinative pcrformancc standards w1iei.e the site-specific 
costs of achieving tlic otlicrwisc applicablc standards would have been substatitially gicatcr tliaii citlicr tlic bcnclits achieved or tlic costs considered by the 
EPA duriiig tlic nilcmakiiig 

Siibsequent to promulgntioii of tlie rule. a nuniber of states. environniciital gioiips and otlicrs sought judicial ieview ol tlie iulc On Jaiiunrj 25. 2007, the U S .  
Court of Appeals for the Second Circuit issued an opinion and order rcnianding niany provisions of the rulc to tlic EPA On July 9. 2007. the EPA suspended 
the i iilc pending fiirtlier iiilcniaking. with the exception of the rcquiIcnieiit that perinitled facilities miist meet any requirements under Section 316(b) as 
dcterniiiied by the perniifling authorities 0 1 1  a casc-by-case, bcst professional judgnieiit besis On Deceriikr 2,2008. the U S Supreme Court Iieard argiiments 
rclatcd to wlictlier tlic EPA is autliorizcd to compare costs with l~cncfits in  dctcrininiiig the “best technology availablc for minimizing adverse environinental 
impact” at  cooling water intake stnietiiies As a result of these developments. our plans and associated cstiniated costs to coinply with Section 316(b) will 
need to be reassessed and detcriniiicd i n  accordaiice with any revised or ne\\, inipleiiienting rule once it is established by the EPA Costs of compliance with a 
iicw iniplcmcnting rulc arc expected to bc Iiiglicr, and could be significaiitly liiglicr, tlian estiniatcd costs under the July 2004 nilc Our most recent cost 
estimates to coniplp \villi tlie July 2004 inipleinciiting rule were 660 niillion to 690 million, iiicluding $5 niillion to $10 iiiillion at PE.C and $55 niillion to 580 
niillioii at PET The outcoiiie of this matter caniiot be pedicled 
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OlFllil~ E I ~ ~ ~ I ? ~ N I ~ I I ~ I V T . I ~  A1,4 lTER5’ 

Glnbtrl Cliiiimc Clioiige 

The Kyoto Protocol was adopted i n  1997 by tlie United Nations to addrcss global climate change by reducing emissions of  COz and otlicr greciilionse gases 
l h e  treaty went into el‘fcct on February 16, 2005 The United States lias not adopted the Kyoto I’rotocol Growing state. federal and international attention to 
global cliniate cliange may result in the regtilalion ol‘ COz and otlicr greenhouse gases The Obania adniinistration has agreed to review wliether or not CO:! 
emissions fiom coal-fired power plants slionld be regulated We m e  preparing for a carbon-constrained fiitui-e and are actively engaged i n  helping shape 
effective policies to address the issue While state-level study groups are active i n  all tliree of aiir jiirisdictioris. we continue to believe that this is a11 issue that 
lequires a iiational policy framewoik - one that provides certainty and consistency Our balaiiced solittion is a comprehensive plan to meet the anticipated 
deinand i n  the Utilities‘ seivice territories aiid provides a solid basis for slowing and reducin~ CO? emissions by focnsiiig on energy efficiency3 alteniative 
energy and state-of-the-art power generation as discussed under “Otlicr Mailers - Increasing Energy Demand ’‘ In  addition to a report issiied in 2006, we 
issned an updated report oii  global climate change i n  the second qnartei of 2008, which fiirthcr evalnates and states o w  position on this dynamic issue. The 
ontconie ofthis matter cannot be predicted 

Rediictions i n  COz eiiiissioiis to the levels specified by the Kyoto Prolocol aiid sonic additional proposals coiild be materially adverse lo our financial position 
o r  resirlts of operations iiassociated costs of control or limitation cannot be recovered from ratepayers The cost impact o i  legislatioil or regulation to address 
global climate change would depend on tlic specific legislation oi regulation enacted and cannot be dctennined at this time As discussed under “Other 
Matters - Regulatory Eiivironnient,” i n  2008 the stale of Florida passed coiiipiehensive energy legislation, which iiiclodes a directive tliat tlie FDEP develop 
iirles to eslablish a cap-and-trade program to regulate greenhouse gas eiiiissioiis that would be presented to the legislature no earliei tlian Iaouay 201 0 

On April 2. 2007. the U S Supreme Coiirt inled that the EPA lias the autliorit\, under tlic Clean Air Act to regulate C02 eiiiisSioiis from new antomobiles On 
Apiil 2. 2008, 18 states and 1 1  eiiviroiiiiiental groups liled an action i n  tlie D C Conit ofAppeals against tlie EPA Admini~iator  seeking an order requiring 
tlic EPA to malte il detc~iiitiiation witlini 60 days 01 wlietliei greeiiIioii5e gas eniissioiis eiiclanger public licaitii and weiiuie Tile c cout’i m a G  
tlie petition oii lune 26. 2008 On July 11. 2608. the EPA &sued an A&iice Notice o l  Pi;pokd Rulemaking inviting public coiiiiiient on til; issues and 
options that sliould be consideled i n  developnienl of coiiiprelieiisive gieenliouse gas rcgulaticxi under the Clean Air Act Prioi to 2009, the E.PA received 
waivei requests Iroiii a nunibel of states to allow those states to set standards lor COz eniissions froin new vehicles The EPA denied tliose reqiiests. On 
~Ianiiary 26. 2009, the Obariia adn~iiiistration rcqiiestcd the EPA to review its eailier denials of waiver rcqtiests by slates to rcgulate COz emissions from 
vehicles The inipact of tliese developnients cannot be predicted 

NE\\’ AC‘COUN‘I’IN G S1’ANI)ARI)S 

See Note 2 for a discnssioii of tlie impact of new accounting standards 



PEC 

1 lie iiiforiiiation requircd by this item is incorpxctcd licreiii bv refcrcncc to tlic iollowing portioiis of Piogress Encrgy‘s Managcriieiil’s Discussion and 
Analysis of Fiiiaiicial Coiidition and Rcsulis o l  Operations. insofar as they relate to PEC: “Results of Operaiioiis,.” “Applicntioii of Critical Accounting 
Policies and Estiniatcs..” “Liquidiiv and Capital Resources“ and “Otlicr Matters ‘‘ 

The following Maiiagenieni‘s Discussion aiid Analysis and the iiiforiiiniioii incorporaled lierein by rcference contain fonvaid-looking stolenieiits that involve 
cstimates, projcctions. goals. forecasts, assumptions, risks and uncertainties that  could cause actual results or ouieonies to dil‘ler mnkrially from those 
expressed i n  tlic foi ward-looking statciiieiits PIcase review “Safe Hal bor for For\vard-L.ooking Staicriierits” and Ileiii 1 A. “Risk 17actors.” for a discussion of 
ihe [actors lliat may impact oiiv such forward-looking statenients niodc lierein 

IdIQIJIl>I13’ ANI) CAI’I~I~AL, RDSOURC‘ES 

O\’ER\‘ I E\\’ 

1’IC 113s p~iniaiily uscd a combination of debt securities, coiiiiiiercial paper and its revolving credit agreement foi liquidity weds  i n  excess of cash provided 
by opcrations PEC also paiticipatcs i n  the utility money pool, wliich allows PEC aiid PEI: to lend and borrow bct\\wn cacli otlicr 

See discussion of I’EC‘s credit ratings i n  Propless Energy “Credit Rating Matters ” 

PEC npec is  to Iiave suf‘licient iesourcer io meet i ir  future obligations tlirougli a conibiiiation ot internally geiieraied funds, comiiiercial puper borrowings. 
nioiiev 0001 borrowiiins. i t s  ciedit facilities, long-term debt. piefened stock and/or contribution ot equity froin the Paren[ ---- 
G.AS11 FLOW 1)ISCUSSION 

IIIS2CIIUc:IL. FOI< ZOO8 :1S COAfP.4RLD TO 2007 .-tivI) ZON7:lS COIIfI“.MED TO 2006 

C m h  Fl i iw~ /?om 0pemiioit.s 

In 2008. nci cash providcd by openiiiig activities iiicicascd wlicn coinparcd to 2007 The $43 niillion increasc in opeiating cash Ilow was priniaiily due to a 
$79 iiiillioci increase i n  cash receipis koni a wliolesale ctistomcr due io  i l ie expiration of a prepaymerit agreement. inconic iar inipacts including $80 million 
i n  lower inconic tax paynicnis: a $57 inillion increase from accounts payable and payables to atliliates, largely driven by the tinling of paynients: a $45 
iiiillioii increase fioiii timing ol  ciistoiiier collections: and a $32 million increase irom net interest payments. Tliese impacts were partially oiTset by $1 19 
million decrease i n  ihe rccovent or fiiel costs. largely drivcn by an under-rccovery of fuels costs i n  2008. and a $109 million increase i n  inventory purcliases, 
primarily coal. driven by higher prices 

I n  2007. net cash provided by operating activities decreased ivlicii compared lo 2006 The $76 million decrease was primarily due to a $95 million decrease 
fiom accounts payable and payables to affiliates, a $73 million decrease fiom the cliaiige i n  accounts receivable and receivables fioni aflilinted companies, 
and n $27 rii i l l iori  pcnsion fiiiidiiig paytneril i n  2007 Tliese iiiipac!~ were partidJy ofisel by $59 million i n  lowei coal inventory purcliases i n  2007 and a $56 
inillion increasc i n  the rccovciy of fiiel costs di ivcii by the 2007 ~-ecovciy of previouslv uiidci-recovered fuel cosis The deercase from accounts payable and 
payables io  affiliates was largely ielatcti to tlic timing of setlleiiicnls wid1 atlilintes The decrease from tlic change i n  accoiiii1s receivable \vas pi iniarily due io  
liiglier collections iii 2006 of wholesale billings and ilie inipacl of wentlicr. 

I t i v e  r/big :Ic/iiJi/ics 

I n  2008. net cash uscd by investing activities increased $1 50 niillion wlieii compared with 2007 The increase was primarily due to a $79 million increase 
fi-om cliangcs i n  advances to affiliated companies and a $75 niillion dccreasc in nci proceeds front available-for-sale securities and oilier investments 
Available-hi-sale securities and other iiivestnieiits iiiclude niai keiable debt securilies arid irivcsirnerits licld i n  nuclear decornniissiorling tnists 
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Ii i  2007. net cash used bv inwstiiig activities iiicieosed approximately $ 1  70 niillioii \vhen compred with 2006 1 lie increase \vas priiiiarily due to  a $91 
~nillioii decicasc in  net piocccds fioiii availablc-foi-sale sccuritics and otlicr investniciits, an $82 niillion increase in iiuclcai fuel additions due to an additional 
outagc i n  2007 coinpaied to 2006. :ind $52 niillioii i n  additional capit:il expenditures for utility piopwty Utility propertv additions priiiiarilv related to a11 
incr-case i n  spending [or corripliaiicc \vil l i  ilic Clean Siiiokeslacl;~ Act 

l ~ i i ~ m i c  iiig A c h i l i e  s 

Net casli used by linancing activities decreased $146 inillion for 2008 rvlicri conip:iied to 2007 The decrease in  net cas11 used by liriaiiciiig activities \vas 
priniarily due to $322 ~iiillion i n  net proceeds froin t i le issuance o i  long-terni debt i i i  2008, $143 million in  dividciids paid to the Parent i n  2007, and 
outstanding coniniercinl paper i~st ta i ice~ 01 $1 I0 niillion, offset by a E308 inillion cliange i n  advances fi.om affiliated conipnnies and a El00 iiiillion increase 
i i i  the ietirenient of long-tcmi debt 

Net casli used by finaiiciiig activities decieased $254 million for 2007 \vlicii coinpared to 2006, primarily due to a decrease i n  dividciids paid to tlie Parent and 
an increase i n  ad\,aiices from alliliated companies, partially oflset by a $200  nill lion long-teini debt rctiieiiieiit 

On Janiiaiy 15: 2009. PFC issued $600  nill lion of First Moilgage Bonds. 5 304’0 Series due 201 9 A portion ofthe proceeds will be used lo repay the inaturity 
of PEC‘s $400 niillioii 5 95Sb Senior Notes. due MaicIi I ,  2009 The reniainiiig proceeds were used to repay PEC’s outstanding money pool balance and for 
general corporate piiiposcs 

011 Marc11 12, 2008. ITC aineiided its RCA \villi a syndication of linancial institutions to extend tlie termination date by one year The extension \vas effective 
011 Maicli 28, 2008 PEC’s RCA is now sclicduled to expire on lune 28. 201 1 

011 Noveinbci 18, 2008. 1’E.C: tlie Pai-cnt, as a \vell-k~iown seasoned issuer. and P!ZF filed a conibined slieli registration stateiiient with tlie SEC. wliicli 
bcconie elTective upon filing with the SEC [lie legistintion statement is effective Tor tliree years and does not li i i i i t  tlie ainouiit 01- number of various 
securities that can bc issiicd (See “Cicdit Facilities and Rcgistratioii Statcnicnts “) 

011 August 15. 2007. due to eslreiiic volatility i n  tlie coiiiniercial paper inarket. P6C borrowed $300 inillion under its $450 inillion RCA and paid at maturity 
$200 million of its 6 80% First Moltgage Bonds On Septcnibei 17, 2007, PEC used $150 riiillior~ ofavoilable cos11 on hand to repay a portion of tlie aiiiount 
borrowed uiider tlie RCA On Octobei 17. 2007. 1’EC repaid the remaining $1 50 niillion of its RCA loan using available cash on liand 

On May 3. 2006. I’EC‘s five-year $450 million RCA \ 

the iacilitv (See “Credit Facilities and Registration Statcnients ”) 

111 2006. I’IJC did iiot issue oi retire long-tcriii debt 

FUTUlW 1,IQl I 1I)IIJ’  ,\ND C‘A I’ITAI., I1 ES0l.i RC’IC S 

PEC‘s estiniated capitd reqiiiremcnts for 2009. 2010 and 201 I aic approxiniately $I 1 billion, $1 3 billion and $1 2 billion, rcspcctivcly, and primarily reflect 
coiislriiclioii cxpentfitiires to support ci~stonic~ giuwlli, add regillnted genernljon. iipgiade exisliiig facilities and for enviroiinientai control facilities as 
discussed i n  Progress lincrgy “Capital Expenditures ” 

I’EC expects to iiind its capital ieqiiireinents ptimaiily tlirougli a conibinatioii o i  internally generated iiinds. long-term debt, preferred stock and/or 
coritribution of equity fiorn !lie Parent 111 addition. PEC 11:)s $450 tiiillioii i n  credit facilities that support the issuance of coinniercial paper Access to tlie 
co~ii~iie~ciaI papa  niailiet and the utility iiioney pool provide additional liquidity to help meet PEC‘s working capitol reqiiiiciiients 

~netided to take advantage of fa\forable market conditions and reduce the pricing associated with 
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Ovei tlic long-term. meetiiig the anticipated load gro\vtIi will rcquire a bolniiced appiuncli. including enclgy coiwxvation and ellicicncy programs. 
developnieiit and deployment of tic\\’ cncigs tecliriologics. and new generation. transniission and ibutioii iacilities. poteiitially iricluding iicw baseload 
eeiier:itioii facilities i n  the Carolitins tow:ird tlie eiid of the Ilex1 dccadc i h i s  app~oach will require to make sigiiificaiit capital iiivest~iieiits See Progress 
Lnergy **liitroductioii - ~trateg),” for additional iniiormation PIX ~ : I Y  pursile,joirit ventures or sim arixiigciiieiits \villi tliird pal ties in  order to sliare soiiic 
of the financing and operational risks associated \vi111 iicw baseload gciicration 

PIX lias oii Me with tlic SEC a slieli legistrotion statement uiidcr ivliicli i t  may issue an iiiiliinited number or aiiiouiit o i  v:irious long-term debt sectiiities and 
preferred stock 

C.APITilLIZ.4 TION RA 77OS 

l h e  following table sliows PEC’s capitalization ratios at Dcce~nbcr 31. 

2008 2007 
0.3% 
0 8% 
8 8% 

2008 2007 
0.3% 
0 8% 
8 8% 

See the disciissioii of I’EC‘s future liquiditv and capitol rc~ouiees, ~iicluding li~ionc~nl niurket impacts, under Progress Eneigy arid see Note 11 for further 
~nforriiotroti icgaidiiig PEC’s debt and ciedit facilities 

_ _ _ ~  

See discussioii uridei Progress Energ), “Coritraciual ObIigatio~is“ below. and Notes 224 22B arid 22C for iiifoniiatlon 011 PFC‘s ofl-balence sheet 
ariaiigeiiieiits and coiitmctunl obligatioiis at Deceiiibei 3 I .  2008 

GIJAR4N’IXIFi 

See discusiion under Progress Eiieigy and Note 22C loi a discussioii 01 PLC‘s g u u ~ ~ n t c e s  

MARICE I RISK AND DLRIVA r m s  
Uiidci its i isk niatiagenicnt poIic\. PLC inlay use a viti  iety 01 ~nstruiiieiits. ~iicluding s\vaps, optiniis and lonva~d contracts. to nianagc c\;posure to tluctuations 
111 comiiiodit\~ prices and interest rates See Note 17 and Itein 7A. “Qit:uititnt~~e and Qualit3ti~e  disclosure^ About Market Risk,’‘ for :I discussion or market 
rish and derivabves 

101 



G i s e  No.2011-124 
S t 11 fmR-0 1.009 iii ii I tnrli n i m  t 
(Progress Energy) 
P q e  107 ol 307 

C‘ONI-ILL~C‘I’LJA I., o ~ H , I  (-;.Kr 10 NS 

PEC is paity to iiiiiiierous contracts and arrangements obligating i t  to make cash prt)wciits ii i  liiturc years ‘These contracts include linaiicial armngei~ients 
such as dcbt agreements and Ieascs. as wcll as contiacts Toi tlic purcliase oi  goods aiid services I n  niost cases. these contracts contain provisions for price 
ad.iustments. miiiiniuni purcliasc levels and other litiaiicial coiiiii~itiiicnts llie coiiiiiiitiiieirt amounts piasented below are estiiiiatcs atid tlicrefore will likely 
dilTer from actual piircliase amounts l~iirtlier disclosure regaiding PliC’s co~ttractual obligations is included i n  the respective notes to the I‘EC Consolidated 
Fiiiancial Stateiiients PEC takes into coiisideiatioii the future coiiiinitmciits  lien assessing its liquidity and future filialicing needs Tlie following table 
rcllects PEC‘s contractual cash obligatioiis a i d  other cornnicrcial conii~iif~iiciits at Dcceinber 31, 2008. in  the respective periods i n  which they arc doe. 

in) I’EC’s iiiatuiing debt obligations a i ~  gcncial l~~ espcctcd to be repaid wirli cash liorn operalions or rcfinanccd with iic~v debt issuanccs ii i  the capital 

(1,) Interest paymeots 011 long-terin debt are bused on the inteiesl late cllective a1 1)ecenibcr 31. 2008 
(c) Ainoutits include certain related crcciitoiy cost coiniiiitiiients 
(d) Fuel aiid purchased power co~iiniit~iients represent the majority o i  I’EC’s reniaiiiitig lutute coniniitments alier its dcbt obligations E.ssentially all of 

PEC’s fuel and purcliased power costs are recovered through cost-recoveiT, c1aiiscs i l l  accordaiice \vitli North Carolina and South Carolina regulatioris 
and therefore do not rcquirc separate liquidity support 

(a) Represents the piojected iiiiniiiiiini required contributions to the qu:ilified pension t i l i s ts  foi 3 total o l  10 years Tlicse a~iiounts are subject to cliange 
significantly based oii Ihctors such as peiisiot~ asset earnings and inarfet iiiterest rates 

(0 Repiesents piojected beliefit pnpments for a total of 10 yeais rclated to I’liC’s postretirement liealtli and lile plans Tliese aniounts are subject to cliange 
bascd oii factors siicli as experienced clailiis and gcncral I~caltli cal-e cost tre!ids 

(g) Uncertaiii tax positions ofS.38 inillion are ilot reflected iii this table as I’EC caiiiiot piedict wlien open income lax )mis will be closed wit11 completed 
esaiiiinntioiis PEC is not aware of oily 13s positions for which i t  is reasoiinbly possible that the total amounts ol unrecognized to?; benefits will 
signirtcaiitlv increase or dccrease during tlic l2-montli period ending I>eceiiibcr 3 1 .  2009 

(h) By NCUC oidci. i n  2008. PEC began tiai~sitioiiing Noit11 Carolina jurisdictiolial anioiints cunently retained internally to its eslenial decomniissioniiig 
funds The ii-ansition oftlie oiigitial SI 31 inillioii must be complete bs Dcccitiber 31. 201 7. and at least 10 percent must be transitioned each year 

iiiwkeis 
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I’EF 

I lie iiifoiiiiation reqiiiied by this item is iiicoipoiated liereiii bv rcleiciicc to the lollo\\ iiig portioiis 01 l’iogicss Lneigl s Ma~iagcincnt’s L ~ i s c n ~ ~ i o i ~  and 
Analysis 01 riiiaiicial Condition aiid Results oi Opcrations iiisolar as they rclotc to I’CI “licriilts 01 Operations. “Application of Critical Acconiitiiig 
Policies and Cstiinates ’ “Liquidltv aiid Capital ResourLcs” and “Other Matters .’ 

7 lie followiiig Maiiagenient s Di?ciission and Analysis and the inloiiiiatioii iiicoipoiated Iiereiii bv lcfelencc contain fonvnrd-looking statcniciits that involve 
esttiiintcs, projections goals. forecasts assumptions, risks and uncertanties that could caiise wtiial rcsults or outcomes to difler inatenally fmin those 
elpressed i n  the foirvard-IooL~iig stateiiieiits Please ieview “Safe llaibor loi T oit\ard-l ool,ing Stateincii~s” and Item 1A. “Risk ractors,” l o i  a disciissioii of 
the factors that may iiiipact any such fonvaid-looking statements niade licrcin 

IdIQLJIDIl  Y AND CAPITAL RESOIIRC FS 

OVERVIE\\’ 

P I 3  113s primarily uscd a coinbination of debt securities, coinmeicial papci aiid 115 ic\olviiig ciedit agrecrnent loi Iiquiditv needs i n  e\ccss 01 cash provided 
by operations PEF also prtiticipates in tlic utility iiioncy pool, wliicli allowvs PIX and PCI to lend and ~ O I T O W  betwccii each otliei 

See discussion of PCF’s credit ratings i n  Progress Eneigy “Credit Rating Matters ” 

PCF e\pccts to have aulficicnt resoinccs to meet its lutiirc obligations iliiougli a coinbination of inteinallv genciatcd furids coiniiieiLial p a p r  boiiowings. 
iiionev pool boil-owing?, its ciedit facilities. long-teriii debt, preferred stocl, aiidior coiiti ibulioii 01 equilv froin the Paiciit 

CAS11 FLOW DISCUSSION 

IfISTORIC.4L FOR 2008. IS COAlP.lRlID 7 0  2007.1ND 2007. IS (‘OAlP IIEL? TO 2006 

Cash N O ~ S  POJJI Opi.?mlioJir 

Net cash piovidcd by opeiatiiig activities for 2008 dccrcased wlieii coiiipaicd w i t h  2007 The $748 iiiillioi~ deciwsc i n  opeiatiiig c d d i  flow was piiinarily due 
to a $331 iiiillioii decrease i i i  the recovery of lncl costs d r i i ~  bv tlie under-recoveiy of higher fuels costs 111 2008 $323 inillion 01 cash collateial paid to 
counterpaities on denvative contracts iii 2008 compared to $47 million i n  net ielunds of cash collatcial i n  2007, and a $87 inillion incicaw 111 inventory 
purcliases, pi niiarilv di iven by coal pi ice ~ncreases mid an increase i n  eiiiissioii allowances purchases See discussion 01 PEr’s fuel cost recovers i i i  Progress 
Energy “Future Liquidity and Capital Resources ’. The change i n  derivatnc collateral asx ts  \vas priiiiarily driveii bv the relative fair values 01 our cominodity 
derivative iiistniiiieiils (See Note 17A) 

Net cash provided by opcratiiig activities for 2007 dccrcased \\lien compared with 2006 The $94 million decrcasc in operating cadi flow 1\35 priinanly due to 
a $335 million decrease i n  the iecovery of luel costs drivcii by tlic 2006 recoven! ot previourlv undci-recovered fuel costs ’I lira decrease \vas parlially offset 
by $93 million Iiom the change i n  iiiventory. $47 inillion i i i  net reluiids 01 e3511 collntcial pieviously paid to counterpar ties on deiirative contracts i n  2007 
coniparcd to $47 mdlioii i n  net cas11 payments i i i  2006, and $59 i i i i l l ioii  related to a federal iiiconie t a l  reluiid ieccivcd i n  2007 rlic incrcasc i n  operating cash 
fioin iiiveiitoiy was piincipally driveii by Iiigher coal inventory puicliases i i i  2006 

Iriim/nig A c/risfies 

I n  2008, net cash used by investing activities increased $37 niillioii wlieii coiiipaicd wi l l1  2007 1 he iiiciease i n  cash used by investing activities \vas primarily 
doe to a $338 iiiillion increase i n  capital e.;pendituies for ntility piopcity oddittons. parballv olfset b, n E298 niillioii decrease from cliaiiees i n  ndvniices to 
nifiliated companies Tlie increase i n  capital e\pcnditiircs for ulilit~ propcilv atltlitions \\as piiinarily driveii bv a $360 niillioii iiiciease i n  cnvironnieiibl 
compliance e.;:penditures aiid a $109 million iiicicase i n  nuclear project e\pendituics, partiall\: olTset bv a $65 niillioii decrease related to repowering llic 
Bartovv plant to inore efficient natnral gas-binning lechnology. 
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wlucli n i l 1  iiot be coiiiplcted i i i ibl  2009. and a s 5 2  i i i i l l io i i  decrcare related to tlie Ilincs I Iacilily \\hcli wes placed i n  w ~ i c e  111 2007 

I n  2007 iict c:irIi used by i i i ~cs t i i i g  acIivi11es iiicreered $667 inillioii wl~eii coiiiparcd \villi 2006 1 lie iiicieare i i i  ~3511 used by iiivcrting acti\’itres \vas 
priiiiaril\ due to a $487 millioii iiicrease iii capital e\pendituicr lor iitilitj piopeity additioiis a %I49 inillion iiiciease i i i  advances to alliliated conipaiiies. and 
a $32 inillion i i iueax iii  iiucleai l k l  additions The increase i n  utility piopcity additions is piiniaiil~ duc to ei~v~roiiriieiital compliance pio~ects. rcpowcr~iig 
the b t o w  phiif. aiid nuc~car pr-olects. partially olhct by kiwei speiidiiig oii energy sj~ste~ii disliibrihoii piolcclr aiid at the Illiics IJiiit 4 facllitY 

Frrrorrcrffg. I clr1Jrlrer 

Net cash piovided by linanciiig activities increased 16781 million Cor 2008 wlien coinpared to 2007 I lie increase iii c:isIi piuvidcd by liiiaiicing activities was 
$1 475 billion i n  net pioceeds from iswaiice 01 long-teriii debt and outstanding coiniiieicial papei issuaiices of16371 iiiillioii i n  2008. 

9 inillion i n  iict proceeds from tlie isstiaiice of $750 inillioii of long-tcriii dcbt i n  2007 and a $443 iniillioii increase i i i  long-term debt 
retiieiiieiiis 

Net cusli provided by financing activitics increased ‘$956 million lor 2007 wlicii coinpared to 2006. priiiianlv due to $739 iiiillion iii iiet piocecds from the 
issiiancc ot‘loiig-temi debt 111 2007 and dividends paid to the paient ot $234 iiiillioii i i i  2006 

Oil March 12, 2008. I’EF aineiided its RCA witli a syndication ol financial institutioiis to e\tcnd the teiiiiination date b) one \ear I lie c\tcnuoii was effective 
011 March 28, 2008 PEF’s RCA IS tiow scheduled to cvpire oil March 28, 201 I 

011 Fcbiuaiy I ,  2008. PET; paid ut maturity $80 ~iiillioii o r  its 6 875% rirst Mortgage Bonds w i t l i  available cash on hand aiid coiiiiiieicial paper borronings 

Oii Tune 18, 2008. PEF issued $500 niillioii ot Fiist Mortgage Bonds, 5 6590 Serier due 2018 aiid 61 000 billioii 01 First Moilgage Bonds. 6 4 O 0 o  Seircs due 
2038 A porbon of the proceeds we’s used to  rep^^^^^^ fui 
gCiiCJal  corpoiatc tire as needed On August 14, 2008. PEF redeemed the ciitiic outstanding $450 iiiillioii piincipal aiiiouiit of its Seiies A rloating 1131~ Notes 
due Noveinber 14. 2008, at 100 percent 01 pa1 plus acciued i i i teiert The iedeiiiptioii was luiided ~ v i t l i  3 portiori of [lie proceeds lroiii (lie June 18. 2008 debt 
lSSllallCe 

On Novembei 18, 2008, PEF. the Patent, as a well-known seasoned issuer, and PEC liled a combiiied slielt registratioti stnteiiieiit w i t h  the SFC, wliich 
became eKective upon filing with the SEC The registmt~oi~ statement is erkcttvc hi thee  years and does i i o t  I i i i i i t  the aiiiouiit or number 01 variom 
securities that can be issued (See “Ciedit Facilities and Registiation Stetenicnts .’) 

On July 2, 2007, PEF paid at niatuiity $85 million of its 6 81% Medium-Tenn Noter wi th  available cash on hand and comiiiercinl papei boriowiigr On 
September 18, 2007, PEF issued $500 inillion ol‘Fiist Moitgagc Bonds. 6 35% Seiiev due 2017 and $250 million ofriist Moilgage Bonds. 5 80O0 Series due 
2017 1 he proceeds were used to repay PEF’s utility money pool borrotvings and the remaindcr \vas placed i n  teiiiporan in\~estnicnts [or general corporate 
use ar iieeded 

On May 3 ,  2006, PEF‘s five-year $450 iiiillioii RCA war amended to tahe advantage ol lavorable iiiarhct conditioiis and reduce tlie pricing asso~iatcd with 
the iacility (See “Ciedit Facilities and Registratioii Stateineiits”) 

On July 3, 2006, PEF paid at iiiatunty $45 inillion 01 its 6 77% Mcdiuin-Term Notc~.  Sciics B ~ i t h  a\ ailablc cash oil lieiid 
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FUTURE L I  QU I I X n ‘  .4N 1) CAI’I’I’A L It 1SS OU IIC‘E S 

PEF’s eslitiialcd capital reqt~ire~i ie~~ts  for 2009, 2010 and 2011 ale approsi~~iately $1 4 billion to $1 7 billion. $1.3 billion to $1 5 billion. and $ 1  5 billion to 
$ I  7 billion. respectively. and primarily rellect consti-uctioii espeiiditures to siippoi-t custonier growtli, add regulated gciier:~tioii, upgrade existing hcilitics and 
add enviionmental control facilities as discussed i n  Progress Energy “Capital E,spenditures ” 

1’EF expects to fund its capital reqirirements primarily ~hrougli a combination of intcnialls generated funds. long-term debl. preferred stock and/or 
cont~ibutioii of eqiiity froin the Parent I n  addition, PEF has $350 million in credit facilities that support the issuance of coini~~ercinl paper Access to tlle 
coiiiniercial paper i i i a i l d  and the t~tility n i o n e ~ ~  pool provide additional liquidity to help meet PEF’s working cap~tal req~~iieiiients. 

Over the long-term, mecting the anticipated load growth will require a balanced appiuacli. including energy ~ ~ n ~ e i ~ a t i o i i  and eflicieiicy progranis. 
development and deployment of- new energy teclinofogies, and new generation. transtnission and distri biition facilities: potentially iiicl~~dirig iicw baseload 
generation facilities in Florida toward the end of the nest decade. Tliis approach will rcquire PEI: to niakc sig~iilicnnt capital investments See Progress Energs 
“Introduction - Stralegy“ Cor additional informocion PEF 1113y pursue joint ventures or similar arrangenie~~~s with tliiid pal ties iri order io shore soiiie of the 
financing and operational risks associated with iiew baseload geiieralion 

PEF has on file \villi the SEC a shelf regislmtioii  tate en lent iinder wliicli i I  may issue :in unliniited nuiiibcr or amount o i  various long-terrii debt secuiilies and 
preferled stock 

CAPlTrlLIZ I TICIA’ R.4 TIOS 
- ~ -  -- 

Tile following table sliows I’ cupitalization ratlos at December 31 

See the discussion of PEF‘s future liquidity and capital tesources, including financial maiket i~npacts, under Progress Energy and see Note 1 1 for iurtlier 
information regarding I’EF’s debt and ctedit Pccilities 

OFF-RALANCF SI-IEE’I- ARlb~NGERIENTS ANI) CONTRACTUAL OBLIGATIONS 

See discussion under I’ropiess Energy and Notes 22A, 22B and 22C for information 011 PEF‘s off-balance sheet arrangements and contractual obligations at 
Deccniber 3 1, 2008 

MARKET ItISK AND DERIVr\TI\’ES 

Under its risk management policy, PEF may use a variety of instruments, iiic~uding swaps, optioiis and ronvard contracts. to oianage e s p o s ~ ~ t c  to Iluctuations 
i n  commodity prices and interest rates See Note 17 and ltein 7A. “Quantitative and Qualitative Discloswes About Market Risk“ for :I discussion of Inarliet 
risk and derivatives 
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1TE.M 7A cy.m-r-rAnvi:  AND QUALITATIVE DISCLOSURES mou-i- MARKET RISK 

We are exposcd to various risks rclated to changes i n  niai kct conditions Maikct risk icprcsents tlic potential loss arising lioiii adverse cliangcs i n  nialket rates 
and piiccs We Iiavc a risk managcinciit comniittec that includes scnior cxecutivcs li.oiii vaiious busincss groups. Tlic r isk maiiagcmcnt coniinittcc is 
rcsponsiblc ior adininisteriiig risk iiin~iagcnient policies and nionitoi-iiig compliancc with those policies by all subsidiaiics Uiider ow risk policy. wc may nse 
a variety o i  insti-uiiieiits, including swaps, options and forwaid contracts. to inanage csposure to fluctuations i n  commodity prices and inteiest rates Such 
instrunieiits contaiii ciedit risk to tlic cxteiit that the counterparty fails to perionn undw the contract We minimize such risk by pcifoniiing ciedit and finoiicial 
revicws using a combination of financial analysis and publicly available credit ratings of such countcrparties (SCC Note 17) Both PEC and PEF also l~avc 
limited counterparty exposure for commodity licdges (primarily gas and oil hedgcs) by spleading concentration risk over a number o f p a ~ ~ ~ i c r s  

The following disclosures about markct risk contain forward-looking statcnients that involve estimates, projections, goals, iorccasts, assumptions, risks and 
uncertainties that could cause actual results or outcomes to differ niateiially froin those expressed i n  tlic lor\\‘ard-looking statements l4ease review Item 1 A. 
“Risk Factors.” and “Sale I-Iarbor Ibr  Forrvard-Looking Stalcnienls” Tor a discussion or the factors tlml nioy iinpact any such forward-looking stntements inade 
Iicrcin. 

Certain inaikct risks arc inherent i n  our financial instruments, wliicli a i s e  horn transactions entered into i n  the normal course of business Our primary 
csposures arc cliaiigcs i n  intcrcst rates witli respect to our long-tcirii debt and commcrcial papcr, fluctuations i n  the rctuin on markctablc sccurities with 
respect to our nuclear decoiiimissioning trust fiinds, changes in  ilie iiiarket value oiCVOs and changes i n  energy-related commodity piiccs 

7 h s c  fiiiaiicial iiistruoicnts ale licld for purposes other tlian trading The iisks discussed below do iiot include the price iislts associated witli nonfinancial 
iiistrunieiit transactioiis and positions associated with our operations. such as purcliasc and sales coniniitnic~~ts and inventory 

PROGRESS EiWRGI’ 

INTICREST l t 4 T E  RISK 

As part ol our dcbt portiolio maiiagcinent and daily cash managcincnf we liavc variable ratc long-tei in dcbt and typically Ii:ivc coinineicinl papcr and/or loans 
outstanding under 0111 RCA facilities. whicli ale also exposcd to lloating intcrcst rates Approximately 18 percent :uid 16 peiccnt of consolidated debt had 
variable iatcs at December 3 I ,  2008 and 2007, iespcctively 

l h e d  on our variable rate long-teriii debt balances at December 31, 2008, a 100 basis point cliangc i n  interest rates would result i n  an annual pic-tax intcrcst 
expense cliange of approximately X I  1 million Based on our short-term debt balances at December 31, 2008, a 100 basis point cliangc i n  intclest rates would 
iesult i n  an aiiiiunl pic-tax interest expense cliangc of approxiinately El 1 millioti. 

From time to fimc, we use interest rate derivalive iiistruiiieiits to adjust tlic mix between liscd and floating rate debt i n  our debt por~lblio. lo mitigate 0111 

exposure to interest rntc fluctuations associated with certain debt instruments and to liedge interest rates with regard to future fixed-rete debt issuances 

Tlie notional aiiionnts of iiilcrcst late derivatives are not exchanged and do iiot repicsent exposure to credit loss I n  tlic cvciif of default by 3 cauntelpartj‘, the 
risk iii the transaction is the cost 01- r.eplacing the agreeinents a1 current niarkc! rates We enter inlo interest rate derivative agleeincnts only with banks witli 
credit ratings ol single A or better 

We use a number ot niodels and nielliods to detenninc interest rate risk esposure and fair value oT derivative positions Foi icportiiig pinposcs. fair values and 
csposurcs oidcrivative positions arc dctcrinined at tlic end oftlie rcpoitiiig pcriod using the Bloombcig Financial Mtirkcts spstcin 

- ~. __ 
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In accordance \vi111 SFAS No 133.  '.Accounting lor Derivatives and I-iedglng Activities" (SFAS No I 
separated into une of two categories: cash llow hedges or fair value hedges Cash flow licdgcs are 11. 
fluclueling iniciest iates Fair value hedges are used to reduce exposure to clianges i n  fair value due to interest rate chan&es 

'lhe following iablcs provide iniorniation at Ilcceinbcr 31. 2008 and 2007. about our interest rate risk-seiisiti\,e instrunicnts. The tablcs present principal cash 
llows and weighted-a\erage inteiest ratcs by expected maturity dates for the tixed and variable rate long-term debt a d  Florida Progress-obligated 
iiiandatorily iedeetiiable securities o i  trust The tables also include estimates of the fair value of our interest rate iisk-sensitive insliwiients based on quoted 
nini ket prices for these or siniilar issues For interest rate swaps and interest rate fonvard contracts, the tables present notional runounts and weighted-average 
interest rates bv contractual maturitv dates for 2009 to 201.3 and thereafter and the related fair value Notional amounts are uscd to calculate the contractual 
cash flows to be exchanged under the interest rate swaps and the setllenieiit aniounts under the interest rate forward contiacts See Note 17  for more 
infoiiiiatio~~ on inteiest rate derivatives 

). iiiteicst late derivatives that qualili. as liedges are 
to rediicc cxpos1lle to cliaiiges in caSli flow due to 

Dcccnibei 31,2008 

Fired-ratr low-tem debt 

,,,) IPC Cap~taI I - Quarterlv Illcollie PdetTed Securities 
(1,) $250 niillion 15 for anticipated I0-)eor debt i s m e  hedge matiiniig on March 1. 2019, and rcqures mandatory cash selllenient on Match I ,  2009 The 

iemaining $200 riiillion I S  Tor aiiiicipated IO-yenr debi ISSIIC Iiedge rnaliiring on Apnl I. 2019, and rcqulies mandatory cash settlement on A ~ I I I  1, 2009 
Rate 1 5  3-month LIBOR. wliicli \vas 1 425% at December 31,2008 

During 2009. PEC icrinrnatcd $250 million notional 01 anticipated 10-year debt IFSUC hedges on January 12, 2009, i n  conj~niction with I'EC'F issiiance 01 
$600 million 5 30% First Maitgage Bond\ 

During laniiar, 2009, the Parent, PEC and I'CF each cnteicd into $50 million notional ot anticipated 10-year debt iswc llcdges to niltigate espostiie to interest 
late iisk in :inticipation of future dcbt I I S L I ~ I I C C S  

During 2008, PEC terriirnaled $ 1  00 tntllion nolioiial of aii~icipatcd IO-year dcbt issue hedges and $100 million notional of anticipated 30-year debt Issue 
hedges on March IO, 2008, i n  con1unciion wtli  PFC's issuance of $325 million 6 30% Fii st Mortgage Bonds 

Duiing 2008, PEF ciiteied into a seitcs 01 fbiward staiting swaps to mitigate exposure to interest late risk i n  anticipation 01 fuhlrc debt iss~iances 111 January 
2008, PEF entered into n $100 inill ion notional IO-vear forward starting swap and a $100 rmllion notional 30-year foiward startlng swap 111 May 2008, PEF 
enteied into conibined $100 inillion notional IO-year loiwaid startrng swaps and $150 ni~l l~on nollonal 30-year forward starting swaps I n  June 2008. PEF 
entered i n t o  combined $100 niillron notional 3O-yea1 forward starting swaps I n  lune 2008. PEF iemiinated 1 0-year and 30-year debt ~ssue hedges in 
coniunct~on with PEF.5 issiiiliice 01 E500 n i i l l i m  o f 5  65'30 IO-year First Mortgage Bonds and $ 1  000 billion ot 6404b 30-year First Mortgage Bonds 
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Lhmiibcr 3 1. 2007 Fair Value 

Average intcrcst rate 

t’onvaid coiitraetsm) 

(21 FPC Capital I - Quarterly Income Piefeixd Securities. 
111) $100 niillioii \vas for anticipated IO-yeai debt issue hedge iiiahiriiig on Apiil 1. 2018. and requiied mandatoiy cash setllcnieiit on April I ,  2008 The  

reiiinining $ I00 iiiillioii \vas for anticipatcd 30-year debt issue liedge iiintiiriiig on April I .  2038, and required inoildotory cash settlenient on April I. 
2008 
Rate wa5 3-inoiitli LIBOR. wliicli \vas 4 7Ooo at Deceiiiber 31. 2007 

During 2007. PET liad eiitcied into n coiiibiiicd $225 iiiillion notional 01 foiwaid starting swaps to iiiitigate e\posuie to interest iatc risk i n  anticipation of 
future debt isstiaiices wliich wcie teriiiinated on September 1 3 .  2007. in corijuiictroii rvit l i  PEF’7 issiiaiice ot $500 tiiillioii of First Mortgage Bonds, 6 35% 
O C P  __ ----.-..-.-..-..-.-____- 

On liily 30, 2007 PFC eiitcred into a $50 niillioii notional forwid  startiiig swap and on October 24, 2007, PEC entered into $100 inillion notional of forward 
starting swaps to i i i i t igate exposure to inkiest late risk in anticipation of future debt i\stiaiices On September 25, 2007. PEC amended its IO-year foiward 
5taitiiig swap i n  order to iiiovc the inattiiitv date Iioin October I .  2017. to April I .  2018 

n . -  

n L L m i I n  ABLE SIK URII IISS PRIC‘F RISK 

I lie Uti l i t ies maintain trust lund5. pursuant to NRC reqiiireineiits, to fund certain costs 01 decoiiiiiii~sioniiig their nuclear plants These h n d s  arc priniarily 
invested i n  stocks. bonds and cash eqiiivaleii~s which are evposed lo price flucmatrons i n  equity niarkets and 10 cliaiiges in interest rate’: At Deceinber 31, 
2008 and 2007. the lair value 01 these luiids was % I  089 billion and $1 784 billion. rc5pectively, including $672 million and $804 million, respectively, for 
PEC and $417 m i l l i o n  and 6580 inillion. respectively. foi PET We actively inoiiitoi otii poitfolio by bencliinaiking the pcrfoiiiiaiice of our investments 
ngaiiist cer1aiii indices and by iiiaiiitniiiriig and pcriodicall~ reviewing. targcl allocatloii peicentages for v m o m  asset classes The accotriiting for nuclear 
decoiiiiiiis~ioiiiiig recognizes t l ~ a t  l l i e  Utililies regulated electric rates provide for recovery or these costs net of any trust fund earnings, arid, therefore. 
fluctuations i n  t r w t  tiiiid niarhctablc securitv i e t i i i ns  do not affecf cariiing\ See Note 13 for furtlier iriforin.itiori 011 tlic t rust  furid secur~tics 
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C’ONTINGI>N’I’ \’r\LUI> OIIIJGA I’IONS hJr\RKI57’ VALUE RISK 

111 connection w i t h  the aqiiisition of I Ioiida Piogiess the l’aient irsned 98 6 iiiillioii CVOs tach CVO represents tlie right 01 the holder to receive coiihngent 
paynieiits based oil tlic perlniiiiance 01 loui synthetic fuels facilities puicliased by \ubsidiaries 01 Florida Progress in Octobei 1999 The payments are based 
on the iiet al ter- ta  r ~ s h  llows tlic lacilities geiremte Ilie CVOs are derivatives aiid are rccorded at fair value Unrealired gains and losses froni changes i n  
lair value aie recognized i n  eariiiiigs We perforni seiisitivity aiialyres to estiiiiate our e\posuie to Uie niaiket risk 01 the CVOs The sensitivity analysis 
peiloiiiicd on tlic CVOs uses quoted pnces obtaiiicd fioni broAers or quote seii’ices to iiieasure die potential loss i n  cariiingci lioni a Iiypotlietical 10 percent 
adverse change ti1 market prices ovcr the ne\t 12 montlis At December 31. 2008 and 2007, the CVO liability included in other liabilities and deferred credits 
on our Consolidaied Balance Sheets was $33 inillioii A Iiypotlietical 10 peiceiit increase in ilie neeember 71, 2008 niaihet price would result i n  a $3 million 
i i iciease i i i  the lair valiie of the CVOs and a coriespoiiding i i ieiease in  tlie CVO liability 

CORIRJODITY PRIC‘I? RISK 

We are e\posed to the cllects 01 niarhet Iluctuationc i i i  the price of nattiral gas, cod, fiicl oil, electricity and oUicr energy-iclatcd pioducts iiiarkcted and 
purcliased a$ a result oI our owneisliip ot energv-related assets Otii euposure to Ihese fluctuations I F  sigiiilicanily limited by the cost-based regulatlon of tlie 
Utilities Each state coinnmsion  allow^ electric utilities to iecover ceilaiii of t h e  costs through various cost-iecoveiy clauses to the evleiit the respective 
coiiiiiiis\ioii deteiiiiiiicr that such costs aic piudent Therefore. wliilc them may be a delay in  tlie tiiiiing between wlien tlicse costs aie incurred and when these 
co$ts are iecoveied fioiii die ratepayeis changes l iom year to year liave iio iiiotenal iinpact 011 opciatiiig resulis I n  addition nio’lt of our long-teriii power 
sales contracts shift substantially all fitel price risk to h e  piircliawr 

Most of our plijwcal coiiiiiiOdit> coiiti~cts arc not denvatives oi qualify aci iioniial purcliascs or sales pursuant to SFAS No J 73 Tlierefore. such contracts are 
n1>1 ICC( d e d  at fair value 

We pcrtoi ni seiisitivity and) ses to cstiiiiate oiii  c\posuie to tlic market I ish 01 ow derivative coiiiinoditv iiistrumciits that aie not eligible foi recovery froin 
iatepnvers I he hollowing discussion addiesses 1lie staiid-alone comiiiodity nsk cre:iied by these deiivative coiiiinodity iiistiumeiits, without regard to the 
offsetting effect of the uiideilying exposure tliese instruments are intended to liedge The sensitivity aiialysis perloimcd on tliese deiivative coiiiiiiodity 
instrunleiits uses quoted pnces obtained lroiii biolms to iiieasurc tlic poteiitial loss i n  cainiiigs from a hypoUietical 10 percent adverse change in malket prices 
over the iievt I2 iiioiiilis At Deceiiibei 31 2008 substaiittally all deiivaiive coniiiiodiiy instruiiieiit positions ivere stiblect io retail iegtilatory treaCliieiit At 
Deceiiibei 31. 2007, the only derivative coiiiiiiodity iiislrunieiits not eligible lor recovery Iioiii ratepayeis related to derihalive contiacts entered into on 
laiiuary 8, 2007. to licdgc economically a poitioii of our 2007 rqiithetic fiiels cash flow c\posurc to the risk 01 rising oil pirccs as discuscied below These 
coiitiacts elided oii Deceniber 31. 2007 aiid weie settled foi cas11 oii lanuaiy 8. 2008, with no mntenal impact to 2008 eainiiigs 

See Note 17 loi addit loid ~nfoini:ition w i t h  iegaid to our coiiiiiiodity contiacts aiid use of deri\ati\ e financial instruments 

DIS~(lNl7NUED OPER 1 TI0;VS 

As discusbed in Note 3C. i n  2007 our \ubsidian. PVI. sold or assigned substantiallv all 01 i t s  CCO phssical and commercial assets and liabilities representing 
substantially all 01 our iioniegulaied energy inaiI,ctiiig and trading operation\ For the year elided Deceiiibei 31, 2007, $88 million 01 niter-tax gams froin 
derivative instrunients related to our noiiiegulated eneigy niarhetiiig and trading operations were included i i i  discontinued operations on tlie Consolidated 
Statcn1entr of Iilconie 

On lanuaiy 8, 2007. n e  entered into derihative coiitiacts to licdge econoinically a portion of our 2007 swiillietic fuels cash llow exposure to the risk 01 rising 
oil prices ovei aii avciagc aiiiiucll oil piice raiige of $63 to %77 per baiicl oii a New YorA Mercantile C\cliangc basis The notional quantity of these oil price 
Itedge iiistiuiiient\ was 25 inillioii bclnels and provided protectioii lor the cquivaleiit ol appro\iiiiately 8 million tons of2007 syirtlietic fuels production The 
cost 01 tlie hedges \YJS appiouiiiately $65 niillioii The contracts were marked-to-niarhet with clianges i i i  lair valne recorded tlirough earnings These 
contracts ended on Deceniber 31. 2007. aiid were settled for 

__ 
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cash o i i  Jaiiiiaiv 8. 2008. with no material inipact to 2008 earnings Approxiniately 3.1 percent d tlie notional quantity oT these contracts \vas entered into by 
Ccrcdo As discussed ii i  Note 31. we disposed ofoui 100 pcrcent ownciship interest i n  Ccredo on March 30,2007 Progicss Eiicrgv is the primary beneficiary 
oL and continues to consolid:itc. Ceredo i n  accoidaiice with FASB Interpretation No 46R. “Conso1id:ition of Variablc Interest Eniitics - :in liiterpretation of 
ARB No  51” (FIN 4611). but we have recorded a I00 percent niiilority iiitciest Coiisequentlv. subsequent to tlie disposal lliere is no iict earnings impact for 
tlic portioii 01 the contiacts entered into by Ceredo At Deceiiiber 31, 2007. tlic iair value oi all of tlicse contracts \vas recorded as a $234 million shoit-tenn 
derivative asset position. iiicludiiig $79 iiiilliori at Ceredo Tlic fair value of t h e  contracts \vas iiicluded i n  receivables. net on the Consolidated Balance Slieet 
(See Note 5 )  We had a $108 niillioii cash collateial liability related to these coiitiacts at Deceiiiber 31, 2007. included i n  otlier cunent liabilities on the 
Consolidated Balance Sheet As discussed i n  Note 3A on October 12, 2007. we pcmianeiitly ceased production of syiitlietic fuels at our innjority-owned 
facilities Because we Iiave abandoned our majority-owned iacilitics and our other synthetic fuels operations ceased as of December 31, 2007, gains and losses 
on these contracts were included in  discontinued operations, net of lax on the Consolidated Stateineiit oflncomc iii  2007 During the year ended December 31, 
2007, we recorded net pre-tax gains of $168 nlillion relnted to these contracts 01 this amount. $57 nlillioli \\JUS attributable to Ceredo, 01. wliicli $42 inillion 
\vas attributed to minoritv interest for the porlioii o l  the gain subsequent to the disposd of Ceredo 

Due to tlie divestitures 01 Gas and CCO. nianageiiient deterniiiicd that i t  was no longer probable that tlie loiecasted transactions underlying certain derivative 
coiitracts would be Idfilled and cadi llow hedge accounting for the contracts \vas discontinued in 2006 Foi tlie year ended December 31, 2006, discontinued 
operations. net oi  tax on tlie Consolidated S t a t e m i i t s  o i  Income included $74 niillioii i n  after-tax deferred income, wliich \vas reclassilied to earnings due to 
discontinuance 01 the related cash flovv hedges. and iiiiiiiatciial net gains and losses froin other deiivative instruinerits related to Gas and CCO 

ECONOAIiC‘ D,ERlI,:4 Ti1 .ES 

Ilerivntivc pioducts. priinarily iiatiiinl gas and oil contiacts. may be entered into Croiii time to time [or econoiiiie Iiedging purposes Wliile inunagement 

e collateral witli our 

require daily reporting IO nianagcineiit oi potential linnncial exposiires 

Tlic Utilities Ilave derivative iiistiutncnts related to their exposure to price Iluctuatioiis on fuel oil and natural gas purcliases Substantially all of these 
instrunieiits Icceive regulatory accounting treatment Related unrealized gains and losses are recorded i n  regulaioiy liabilities and regulatory assets, 
respectively. on tlie Balance Sheets unt i l  tlie contracts ale settled (See Note 7.4) After settlement o i  the deiivatives and the fuel is coiisiiiiied, realized gains or 
losses are p s e d  tlirougli the liiel co coveiy claiise Diiiiiig the yeais ended Deceinber 31, 2008 and 2007, PEC lecorded a net realized gain of $2 million 
and a net realized loss ofS9 inillion. ectivcly I’EC’s net iealizcd loss was not inaterial during the year ended December 31. 2006. During the years ended 
December 31.2008. 2007 and 2006. recoided a net realized gain of SI 72 iiiillioii, a iiet realized loss oiX46 inillion and a net realized gain of $39 million, 
icspectively 

At December 31, 2008. the lair valiie o i  I’EC’s coiiiiiiodity del illative iiistllunents was iecorded as a $45 Inillion short-tenn derivative liability position 
included i n  derivative liabilities and a $54 inillion long-tcnn derivative liability position included 111 otlier liabililies mid delened credits on the PEC 
Consolidated Balance Slieet At Dcccmbcr 31, 2007, the fair valiie of such instruments \vas recorded as a $19 million long-term derivative asset position 
included in otlier assets and deferred debits and a $4 inillion sliolt-term derivative liability position iiicliided i n  derivative liabilities on the PE.C Consolidated 
I3alance Slice1 Ceilain couiiteiparlies Iiaw held cas11 collatcral with PEC in support of tliese inslniinents PEC had a n  $18 million cash collateral asset 
included i n  prep;iyments and other cuirent asscts on the I’EC Consolidated 13alance Sheet at December 3 1 .  2008. and no cash collateial position at Ileceiiiber 
31.2007 

110 
-... . . . . . . . .,., . . . ... .. ..~ . -,.. ~ . .... . P. 



C.';isr No. 2011-124 
Stnff-DR-01-003 iii attnrlinierit 
(Progress Ilnergy) 
1':igr 116 of 307 

At Ileceiiibci 31. 2008. the lair val i ie 01 I' ' coiiimodity derivative instriinicnts \vas recorded as a $9 iiiillion short-term derivative asset position included in 
curielit derivative assets. a SI niillioii long-term dcrkative asset position included iii derivative assets. a $380 iiiillion short-temi derivative liability position 
iiicliided i n  curielit derivative liabilities. aiid :i $209 niillion long-term derivative liability position included i n  dci iv:itivc liabilities on the PEF Ualarice SIieel 
At Ilecenibei 3 I ~ 2007. llie [air value of such iiisti-timents was recorded as aii $83 iiiillion sliort-term dcrivative asset position included i n  curielit derivative 
assets. a $ I  00 niillioii long-tenii derivative asset position included in dcrivativc assets. a $38 million short-term deiivative liability position included i n  current 
derivative liabilities. and a $9 niilliorr long-tcmi derivative liability positioii included in derivative liabilities 011 the PEF I3alance Sllect Cei-lain counterparties 
Iiave posted or lield cash collateral ii i  support o i  these instrumeiits. PEF had a $335 million cash collateral asset included i n  deiivative collateral posted and a 
$12 niillioii cash collateral liability included in otlier current liabilities on the PEF 13alance Sheet at December 31. 2008. and no cash collateral positiori at 
December 31.2007 

C.-ISIJ FI OW' lJEDGE.7 

The Utilities designate 3 portion o i  coniiiiodity derivative instniments as cash llow hedges under SFAS No I33 The objective for Iiolding some of these 
iiistruments is to hedge exposure to niaiket risk associated with Iluctuatioiis in tlie price of power for oiir forecasted sales Realized gains and losses are 
iccoided net ii i  operating revenlies We  also hedge csposure to market risk associated with fluctuations in  the price o i  Iuel for lleet veliicles. Realized gains 
and losses are recorded net as part oiileet vehicle costs At Deceniber 31, 2008 aiid 2007; ncitlier we nor tlie Utilities had material oiitstmding positions in 
such contracts The iiielTective portion of commodity cash flow hedges was not inaterid to our or tlie Utilities' lesiilts or  operations foi 2008. 2007 and 2006 

At Ileceiiiber 31. 2008 and 2007. llie aiiioi~iit recorded i n  our or Ilie Utilities' acciri~i~ilated otlier colnprellcrisive inconic rclakd lo coii~ii~odily cash flow 
liedges \vas not material 
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PEC 

I’EC lias certaiii iiiarkct risks ioliereiit i n  its linaiicial instruiiiciits, wliicli arise lioiii transactioiis entcicd into in  Ifie noinial course of business PEC’s pnmarp 
exposures are changes ii i  iiitcrcst rates with icspcct to long-tcini dcbt and commercial paper, Iliictuntions i n  the rcturii 011 iiiarkctablc scctii itics with respect to 
its iiticlcar decoiiiniissioniiig trust Iuiids. and clianges i n  eiiergp-related coniriiodit~ prices. 

The infoniiatioii required by this item is iiicorporated Iiciein by rei’ereiice to Progress Energy’s Quantitative and Qualitative Disclosures About Market Risk 
insofar as it relates to I’EC 

INTEREST RA‘IlC RISK 

The Followiiig tables provide iiifilniialioii at L3eceiiibei 3 I .  2008 and 2007. about 1’EC’s iiilerest rntc risk sciisitive instiuments: 

(ill $250 iiiillion is [or niiticipnted 10-year dcbt isstic licdge innluring 011 Maicli I ,  201 8. and requires niaiidatoiy cash scltlemciit on March 1, 2009 
11,) Rate is 3-1noiitli LlBOR. wliicli was 1 4259.0 at Decciirbcr 31. 2008 

Duriiig 2009, PEC terininatcd $250   nil lion ~iotioiial or atiticipatcd IO-year debt issue hedges on .Iaiiuary 12. 2009, i n  coiijtinctioii wit11 PEC’s issuance of 
$600 million ol 5 30% First Moilgage 13onds 

During .Iaiiiiary 2009. l-’E,C entered into a $50 iiiillioii iiotioiial anticipated IO-year dcbl issue hedge to iiiitignle exposure to  iiiteiest rate risk in anticipation of 
future debt issuance 

December 3 J . 2007 
Fair Value 

$100 niillion \vas for anticipated IO-venr deb1 ISSIIC liedgc iii:imriiig oil April 1. 2018. a i d  required inaiidatolv cash ~cttlciiieiit on A p d  I ,  2008 The 
iemainilig $100 n i i l l i o i i  \ws for anticipated 3O-wai debt t ~ w e  hedge iiintt~riiig oii Apiil 1 ,  2038. and required inaiidaloiy cn4i settlenient oii Apnl 1, 
2008 

%month LlBOfZ. \vIiicIi wa$ 4 70”0 a1 1)cceinber 31. 2007 
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c*oR,imI)in I ~ C E  RISK 

PEC is cspcxed to the effects of market ilnctuations i n  the price of  iutnral gas, cod. fnel oil. electricity and other eneigy-related products iiiarketed and 
purcliased as a resnlt 01’ its owiicrsliip o i  eiieigy-related assets PEC’s esposure to tlicse llnctnations is sigiiiiicantly liinited by cost-based regulation Each 
state commission nllows clcctric t~tilitics to rccovei certain of tlicsc costs tllrongil varions cost-recovei-); claiiscs to tlic extent the I-espective commission 
detennincs that sucli costs are prudent Therefore. wliile there may be a delay in  tlie timing between when tlicse costs are incurrcd and wlien these costs are 
recovered from tlie ratepayers. cliangcs from ycnr to year Iiavc no material impact on operating resnlts 1’E.C may engage i n  liniited economic hedging activity 
using natuial gas and electricity linancial instluments See “Coniiiiodity Price Risk‘: discussion under Progiess Energy above and Note 17 Cor additional 
information with regard to PEC’s commodity contracts and w e  of derivative tinancia1 Instrunicilts 

I13 
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PEF 

PLF lias certain market ri 
csposiires are changes in 
its nuclear dccon~riiissioning trust iiinds. and cliaiiges i i i  energy-rclakd con~rrrodit\; prices 

The inlbm~ation required by this itein is incorporated Iierein by reference to Progress Energy‘s Q)uantitative and Qualitative Disclosuics About Market Risk 
insoiar as it relates to I’EF 

INTEIWST RATE RISK 

The following robles provide inionnation at Ilcceiiibei 3 I .  2008 and 2007. about I) 

iiiherciit i n  its linaiicial instiuinents, whicli aiise li.oni transactions entered into i n  tlic noi inial coiirsc o i  biisiness PLF’s primary 
rest ratcs \villi rcspcct to long-tctin debt and coinntcrcial paper. lluctuations ill tlic ictorii on ina~ketoblc sccii i i t ics with respect to 

s iiitercst rate risk seiisitive i i is t i t~ incnts:  

Average interest rntc - - - - - 1.63% 1.63% 
__- 

During 2008, P I 3  cntcrcd into a SCIICS of iorwaid start~ng swaps to ~nitigatc cxposuie to intcrcst rate risk iii anticiimtion oC lutuic dcbt issuances 111 January 
2008, PIT eijkred into a $100 i n~ l l io~ i  no11onaI 10-year limvnid staitiiig s\vap and n 6100 million notional 30-year iorwaid starting swap 111 May 2008. PET; 
eiiteied into combined $100  nill lion notional IO-year li,i~vaid 5t:irtiiig 5ivap5 and $ 1  50 i n i l l t o n  notional 30-war loiwaid starting swaps I n  luiie 2008, PEF 
entered into coinbincd $100 million iiotional 30-yeai li)r\vaid starting s w a p  111 lunc 2008, 1’1~f t cm~~na ted  l0-1car and 30-vcai debt tswc hedges in  
con~unction with PEF‘s issuance of$jOO iiiillioii o f5  6j00 IO-jwr First Mortgage I3oiids a i d  $ 1  000 billion oJ 6 40”o 30-ycar I’irst Mortgagc Bonds 

Duiing Jaiiuary 2009, PEF entered into n E50 I n i l l i o n  notional nnticipnted IO-yeai debt i w i e  hedge to nittigate c\posure to intercst rate risk in aiitic~pntioi~ of 
i t m e  debt I B S U ~ I I C C  

Deceinbei 3 1, 2007 Fall Value 
December 

Duniig 2007, PEF had eiiteied into a coiiibined $225 ini11ioi1 notioiial of lorward stalling s\vaps to mitigate cyxxiirc to interest rate risk 111 anticipation 
of future debt iss~imices, wluch ~veie tei.tiirnated on Septcinbci I 3 .  2007. in coniuiiction \ 4 ~ i t l i  i’CF.5 i~~i ia i iee  or.6500 inillion ol Fiist Mortgage Oonds. 6 ?5% 
Scries due 2037 and $250 million of rirst Moitgagc 13onds, 5 80’0 Scncs diic 201 7 

COMMODI? Y PRICE RISK 

PEF I S  cvposed to tlic efl‘ects of market llnctiiat~oiis iii tlic price 01 natural pas coal. liicl oil. electricity aiid otlier ciieig~-ielatcd piotlucts maiketed nnd 
purcliased as a result of i t s  owiieisl~ip of cncigy-related asscts PhF‘s exposure to tlicse lluctuotioi~s is sigiiiticantly Iiinitcd b\ its cost-based regulation The 
FPSC allo\\,s PEF to recover cciiaiii l‘iicl and purchased powci costs to tile cxteiit the FPSC deterniiiics that wcli cost5 arc pludctit Theicfore. 

11J 



Case No. 2011-121 
Staff-DII-01-009 iii oltnrti~i~rnt 
(Progress Energy) 
I’a~e 120 of307 

while h i e  may be a delay i n  llie timing bet\vecn rvlien these costs are iiictuied and rvlien these costs 31-e reco\’ercd froni the ratepayers. cliaiiges lroii~ year to 
year Iiave no iiialcrial iinpact on opcrating results See “Comiiiodity I’rice Risk“ ?isctission wider I’rogress Lncigy above and Note I7 for additional 
iiilor111:i1ioi1 with regard to 1’FF.s conimodity contracts a i d  use or dcri\mtive lii~aiicial inslniinents 
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ITEM 8 FINANCIAL S.IATE,MliNTS AND SUPI'LI! M 6 N T A R Y  1)A.I-A 

Ihe i'ollowing liilancial stateiiicilts. supplenieiitan; data and liiiancinl statenlent scliedules are included herein: 

Xote 9 - Etruir): 
So t r  10 - I'relwi cd Stock of' Subsitli:irics - Nut  Str1tiec.t to ~ h i d : i l t ~ J " \  l i e ~ ~ e r i l ~ t i o n  
Sotc 11 -Debt and Credit Facilities 
Xrrte 12 - Inwstiitrnts 
Sotc 13 - 1C:iir V:ilur Disclosures 
sot11 11 - Incollie 'I'osrs 

134 
143 
144 
150 
155 
156 
156 
165 
166 
172 
173 
177 
178 
186 

I'a gr 

1 I6 



Sore 17 -Risk Rliin;rrrwient Activities anti Deri\.ativcs T~m~sartions 
Yore 18 - 1tel:ited I’;ittv ‘frans;ictions 
Sotr 19 - IGn:anci:d In1orm:~fion b\ Business S e w l e n t  
Sotr 20 - Otlicr lnconic and Otlirr Eiticnsc 
Sotc 21 - En~iroruiicnt;ii hlatters 
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I’agc 
i94 
i95 
205 
209 
210 
212 
213 
217 
224 
2 33 

Each of the precediiig comb~ned notes io the financial statemenis ot tlic Progress Regislraiils are appl~cablc to i-’logless Energ~.  
IIIC but not to each of PEC and PEF The following table seis lorth wliicli iiotcs are npplicablc io each 01 PLC aiid PEF 

Rrgistr:int Appliaible Notes 
PEC 
P I 3  

1. 2, 4 tlirougli 9. 11  tlirougli 14, 16 ~liroupli 22 and 24 
1, 2, 4 ilirougli 9, 11  iliroiigh 1-1, 16 llirougli 22 and 2-1 

1 I7 
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RIZI’ORT 0 I+ IN DEI’F N DIi N‘I RFG ISTE R E  1) PI 113L.IC‘ ?C‘C OU N‘I1 N G 171 1 0 1  

I O  I 111- BOARD 0 1  DIRI:C I ORS AND SIIAREMOLDERS or PROGIZCSS ENERGY. INC 

We liave audited Ute ncconipanying consolidated balance slieets 01 Progress Eneigy. Inc. aiid its subsidiaries ( h e  Company) at December 31. 2008 and 2007. 
and the ielated consolidated slatciiients of iiicoiiie. compreliensive income. changes i n  coiiiiiioii \tack equity, and cash llows for each oftlie tliree years i n  the 
period ended December 31. 2008 Our audits also incliided tlie corisolidatcd financial statement schedule IiTted i n  !lie Index at Jleni 15 7 liesc financial 
statements and lilriaiicial stateiiieiil schedtile are the responsibility of tlie Company’s iiiaiiageiiieiit Our iesponsibility IS  to express an opinion on tlie fiiiaiicial 
statenients and financial statement schedule based on oiii audits 

We coiidricted our audits i i i  accordaiice wtli the standards of Ilie l’iiblic Coiiipaiiy Accoiintiii_s Oveislplit Board (Ilnited Slates) Those slandards requi ie 11nt 
\ve plan aiid perronii the audit lo obtain reasoiiable assuiaiice about wlictlier the financial slateiiienls ale free of iiintenal misstatement An audit includes 
euamiiung, on a test basis. evidence suppoiiiiig tile aiiiouiits aiid disclosines 111 the financial statement’; An audit 3150 includcs assessing the accounting 
principles used and significant eshniates made by iiiaiiagenient, as well as evaluating the overall financial slateinent presentation We believe that our audits 
provide a reasoilable basis lor onr opiiiioii 

111 our opiiiioii such consolidated financial statcnients present farly.  111 a11 nia~erial respects, the fiiiancid position ot tlie Company at Deceiiiber 31. 2008 and 
2007, and the results oftlieir operations and tlieir cash llows for each of the tliree yeais i n  tlie period ended Deccinber 31.  2008. i n  coiifoiiiiily wit11 accounting 
principles geiierelly accepted in the United States of Aiiieiica Also. in  our opinion. sucli consolidated financial statement schedule. wlieii coiisidcrcd i n  
relation to the basic consolidated financial statements taken as a wliolc. presents iairly, i n  all material respects, the inforination set forth tlierein 

As discussed i n  Notes 2. 14 and 16 to tlie consolidated financial statements. on laiiuary 1, 2008 the Company adopted Finaiicial Accounting Standard5 Uouid 
Staff Position N o  FM 39-1, on laiiuary 1. 2007 the Company adopted Financial Accoiiiitiiig Standaids Boaid Interpictation No 48 and on Decenibci 71, 
2006 the Conipany adopted Stateiiieiit 01 Financial Accounting Staidaids No 158 

Wc have also audited. 111 accordawe with the standaids ot the Public Company Accounting Oversight Boaid (United States), the Company’s iiiteiiial control 
over fiiiaiicial iepoitiiig at December 31. 2008, based on tlie ciiteria establislied in hrerml  Conrrol - Integnled Frometsorl, issued by the Committee of 
Spoiisoiing O~gai i i~~t io i i s  01 the 7 1 e a d ~ a y  Commission. and our report dated March 2. 2009. expressed an unqualified opinion on the Coriipany’s irttei~ial 
coiitiol over linaiicial icpoi ting 

/s i  L>eloltte a 1 ollclle LLP 

~ ____ - 

Rnleigli, North Carolina 
March 2, 2009 
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ASSETS 
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I'ROGIZESS I:NI,RGY. INC 
CONSOLIDAIED S?'.\I ISRIEN'I'S of CIIANGES in COhIhlON STOCK EQIII'TV 

Accumulated 
Otlier 

Con1 111011 Uneniiied Coinpieheiisive 
Stock Outstaiidinl: ESOP (Loss) Total Coninion Stock 

553 Coiiiprchcnsii e 

Purclinse 01 

Stock-based 

Dcccniber 31, 
2006, iis I cshtcd 

(See Note 1 U) 
Ncl ~iiwiiic 

256 59 
04 

Other 
coinpie1ieiisi.i~ 

15 

coiii pcnsation 
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264 S 6.206 S (25) s (116) S 2,622 s 8,687 1)ecciiibei 31, 
2008 
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PROGRESS ENLIIGY. INC 
CON SO LIDI\T ED S rATID1 ENTS of CO RIPRE I I EN SI \’ I? INCOh IE 

iiistuicnt3 included in not incoiiic 
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REPORT OF INDEI'ENDEN'I' IIK~GIS'TEREr) I'IIBI..IC .4CCY)lIN'lING FIItR.1 

TO 'THE BOARD OF IIIRECTORS AND SI-IAREI-IOL DEliS 01' CAROLINA POWER (1: I,IGI-IT COMPANY d/b/a PROGRESS ENERGY CAROLINAS. 
INC . 

We have audited the nccompmiying consolidated balance sheets o i  Carolina Power & ILiglit Coiiipariy d/b/a Progress Energy Carolinas, IIIC , a ~ i d  its 
subsidiaries (PEC) at Dccenibcr 3 1. 2008 aiid 2007. and the related consolidated statements of income. coniprehensive income, changes in common stock 
equity. and cash flows for each of the three years i n  the period ended December 31. 2008 Our audits also included the consolidated liiiancial StJteiiieiit 
scliedule listed i n  tlie Index at Item 15 -1Iiese financial stateiiients and financial statcnicnt sclicdolc ale the responsibility of' the Coiiipany's iiiaiiageiiieiit Oui 
responsibility is to express an opinion on the financial statenleiits a id  tinancia1 statement schedule based on our audits 

We conducted our audits i n  accoidance with tlie standaids of tlie Piiblic Company Accounting Oversight Board (United States) Those standards require that 
we plan and pcrfoiin the audit to obtain reasonable asswancc about \vlictlier the financial statcnients 31-c free of material misstateinent PEC is not required to 
Iiavc, nor were we engaged to perfoiln. an audit of its internal control over financial iepoi tiiig Our audits include consideration of internal control over 
financial ieportiiig as a basis for designing audit plocedures that are appropriate i n  the circlinistaiices. but not for the piirpose of' expressing an opinion 011 the 
effectiveness of PEC's internal coiitrol over financial repol tirig Accordingly, we cxptess no stlcli opinion hi audit also includes examining, 011 a test basis, 
evidence supporting Uie aiiiouiits aiid disclosures in  tlie fiiiancial stateiiients, assessing the accounting pi inciples used and signilicnnt estimates made by 
management. as well as evaluating the overall financial stateiiieiit presentation We believe tlmt 0111 audits provide a reasonable basis for 0111' opinion 

I n  ow opiiuon, such consolidated iinancial stateineiits present fairlv. in all ~ i ~ a t c ~ i a l  icspccts. tlic financlol position of PEC at December 31, 2008 and 2007, 
wid f h a r e s u l r . s e t l l e r r a l i a n s  atid their cash flows Ibr each of tlic Ihrce years in  the period elided Dcceiiihi 31, 2008, i i i  conlormity with accounting 
principles generally accepted in the United States of Aincrica Alw. in  0111 opinion, such consolidated linaiicini 5tatciiieii1 ,ciieciuk. 111  

iclatioii to the bauc consolidated financial statcinents takcii as a wliolc. presents faiily, i n  all material icspects. the infoinintion set forth tlicrein 

As discussed i n  Notes 2. 14 and 16 to tlie consol~datcd linancial stateiiicnts. o n  laiiuaiy 1. 2008 the Company adopted Fin~rictal Accounting Standards Boald 
Staff Position No FIN 39-1. on lanuary 1. 2007 tlic Coiiipany adopted Financial Accounting Standaldr Doaid Intcrprct:ition No -18 and on Decenibei 31, 
2006 tlie Company adopted Statement 01 Financial Accounting Standards N o  158 

/si Delolttc a 1 oucl1e LLP 

Raleigli. North Carolina 
March 2, 2009 
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CAROLINA I)OWER & LlGll1' COMPANY d/b/a 1'ROGRI;SS LNFRGY CAROLINAS, INC 
CONSOLID.ATE1) STA'I'EWIEN 173 ol'INCOR1E 

Icctric zzciieration 

-- 
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CAROLINA POWER c t  LIGHT COMPANY d/b/a I'IIOGIZIJSS ISNIIRGY CACOJ-INAS. INC 
CON SO LI1)A'l'I~ 1) BAI.,ANC IS SI-] E E'TS 
(in tiiillioiis) 
December 3 I 2008 2007 
ASSETS 

in service, ne 

- - -  
Nuclc:ir lucl. iiet 01 :iiiiciiti7atioii 

'1ot:iI utility p1:int. net 9,385 Y.88(1 

CUI lent ilSSCtS 
Cash :ind C:ISII e i~i~ivnlc~i is  I8 2 5  
I<ccci\,ablcs. iicl 502 .I46 
I<cceivablcs fro111 ufliliated coinpanics 29 4 2  
h'otcs rccci\ d)le froin aL'liliatciJ coiiipxiies 
Illvcnlor)' 633 5 1 0  
Del'crrcd fuel co'it 
Incoiiie iuscs rccciwblc (m 8 

55 

207 I-IK 

~- __ 

1,243 OK0 
672 X0-l  

alld invcslillc~lls 197 I92 
'N 160 

C.Al'l'1.A I ~ I Z ~ ~ I ~ l O N  r\N 1) 1,1,11~1 I~I ' I lES  
Coniinoii stock couity 

Corninoil stock \\iilioIit p:ir value. 2iJ0 inillioii sIi:ires : i i id ior id ,  160 million slwes issued : I I ~  olitst:intiiiic 
IJiicariicd ESO1' coniinoii stock (25) ( 3 7 )  

(35) (10) .%xuniulaicd o h c r  coi)iprcliciirivc loss 
Rct:iined c3riiiii~s 

S 2,083 S 1.051 

2.278 1.745 
'loti11 coninion stoclc ecluits 4,301 3.752 

1'rc.Ierrecl stork - not subject to i ~ i : i i i i I ~ ~ ~ n i ~  i.ctlcniption 59 j'J 
1,ong-terin debt, net 3,509 3.1H 

'1'ot;iI ca pit;iliz :I tion 7.869 0.091 

C:urreiit liabilities 
Current portioii of long-tcriii dcbt WU 

I5-I 

I'ayables i o  al'filiatcd coiiipaiiics 82 71 
luterest accrued 59 i X  

Otlicr ctirrciit 1i:ibilitics 173 1')O 
965 1.170 

S l i ~ i t - t ~ i ~ i ~  debt 110 
Yotcs p:iy:ible to nllili:itctl coiii pxiics 
Accouiils payoblc 377 308 

Custoiiicr deposits 82 7 0  
Jlerivutivc liabilitics u2 I 0 

Total current 1i.ihilities 
Deferred credits and otlier liabilities 

1,111 936 
115 122 
9R7 1.098 

1,122 1.063 
US6 450 
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CAROLINA 1QWI:R & LIGlll COMPANY d/b/a I'IIOGIZ1,SS ENFRGY CAIIOLINAS, INC 
CONSOLIDATED S1 ATISME,N'I'S of' C'ASII I;LO\\'S 

Yen1 s ended Deceinber 3 I 2008 2007 2006 
(111 ~1~1 l /101 / .5 j  

!$ 534 S 501 !$ 457 

$ 193 $ 210 9; 210 
I I  . net of refit 34 7 

Accrued property additioilr, 99 87 104 
Signifi 11 transactio 



CAROLINA I q W E R  1% I IGll  r COMPANY d/b/a PROGRESS IlNrRGY CAROI.INAS, lNC 

Ullcalllcd Accuniiilatcd Ollicr ‘l‘otal Cumilloil 
Comlllon Stuck OlllS13lldlll!z ESOP Ccriiipreliei~sive ( I  oss) Stock 

Colnllloll Retained 

Net incoiiie 501 501 

I rstntrtf 
(See  N 745 

Net incoi 53J 
Othc1 co - 
Coniprel 
s tock-ba 
expense 1.3 - 13 
i\llocntirni of ESOP sh;i 16 - 28 
I’rel‘erreci stock dividends at  

BnImce, Deceinba 31,2008 160 S 2,083 S (25) S (35) S 2,278 S 4,301 

CAROLINA POWER 62 LIGIIT COMPANY d/bl,/n PROGRESS ENERGY CAROLINAS, INC 
CONSOLIDJ~TED STAIEhlIiN 1 S of CORPREIlENSI\’E INCOhIE 
(111 I I ~ I ~ / I O I I & )  
Yeai s ended Decembei 3 1 2008 2007 2006 
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REI'ORT 01; INDEPISNDEN'I' IIEGISTERED I'IIBLIC ACCOUNTING FIRhl 

10 1 IIE BOARD Or DIRLCTORS AND SIIARtllOLDlZR O r  TLORIDA POWER CORPORATION d/b/a PROFRCSS ENERGY FLORIDA. INC 

We have audited tlte accoinpanying balanic sliects of Floiida Power Corporahon d/b/a Progiess Energy rlonda. Inc (PET) at Ikceiiiber 31. 2008 and 2007, 
and the related 5tatcnients of ~iicoiiie. comprcliensive iiicoiiie, clianges i n  coiiinioii stock equity, and cash flows for each of tlie three wars  in tlie period ended 
Dcceinbei 31, 2008 Our audits also riicliided the liiiaiiciol stateiiient scliediile listed i i i  tlic Index at Item I5  These financial statenients aiid financial 
stateiiieiit schedule arc tlie rcspoiisibilitv or the Company's management Our responsibility i s  to express an opinion on the financial statements and financial 
stateniciit schedule based on our audits 

We conducted our audits i n  accordmcc with tlic standards of tlie Public Company Accounting Oversight Board (IJnitcd States) Those standard5 reqiiire that 
we plan aiid peifoiin tlie :iudit to obtain iearonable asstimiice about wlietlier tlie financial statements ale free of material niisstatetiieiil PEF IS  not requiicd to 
Iiave, nor were we engaged to perfonii. ail atidit of its internal control over financial repoi ling Our audits include conslderation of Internal control over 
linancial reporting as a basis for dcsigiiing audit procedures that arc appropriate i n  tlie circtinistaiices, but not for tlie purpose of esprmsing an opiiilon oil the 
cffectiveiiess of PEF's iiiteriial control over financial reporting Accordingly, we express no sllcli opinion An atidlt also iilcliides euarnining, 011 a test basis 
evidence suppoi tiiig tlie ainouiits and disclosuies 111 tlie financial statements. assersing the accounting principles used and significant estiinates made by 
~naiiagcineiit as well as evaluating the overall finaiicial statement presentation We believe that our audit? provide a leasonable basis for otii opinion 

111 our opinion. such litinncia1 stateinenis piesent IairIy, i n  a11 inaterial iespects, tlie financial posltlon of PEF at December 31, 2008 and 2007, and tlie r c ~ i i l t ~  
ol i t s  operations and its cash llons for each of tlic thee  years in tlie penod ended December 31, 2008. in conformity with accounting principles generally 
accepted i n  the United States ol America Also. i i i  our opinion sucli finaiicial statenient schcdule, wlieii considered i n  relation to tlic basic financial statements 
taken as a whole. oresents fairlv. 111 all matenal respects, the infoniiation 5et forth tlieiein 

As discussed in Notes 2. 14 and 16 to the financial statements, on Jant~aiv I .  2008 the Company adopted Financial Accounting Standards I3oard Staff Posltion 
No FIN 39-1. on hiiiiary 1 ,  2007 the Company adopted Financial Accounting Standards Board Inteipretation No 48 and on December 31,  2006 the 
Company adopted Stateineiit of Financial Accowiting Standards No 158 

/si I>cloitte a Toirclie L L P 

_________ .- 

Raleigli. North Carolina 
Maicli 2. 2009 
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I.LORIDA POWER CORI’OIZATION d/b/a PROGRESS CNERGY FLORIDA INC 
S TATENIISN? S of‘ INCORIIS 
(111 r7lrlllol/5) 

i n  electric ~eneiation 

I l l l C l  13 
Allo 17 
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TLORIDA POWER CORPORATION d/b/a PROGRFSS FNLRGY I~l,ORI1)A INC 
I%4LANCE S1115EI’S 
(I l l  / l 1 1 / / 1 0 1 i ~ )  
December 3 1 2008 2007 
.ASSETS 

Rcccivablcs froin 

326 6 
Dcnvativc assct 83 

CUStOlllCl deposlls 
Reuiil:itorv liohilitic 

Deferred credits and otlirr liabilities 
Nonciii rent iiicoiiic tax liabilitics 631 401 

12 17 Acctimulnted dcfcrrcd invcstincnt tax crcdits 

Asset retiicincnt obliiq~tions 349 315 
491 30-4 

Rcpulaloi-\~ linbilitics 76 1.330 

Capital Ieagc obligations 216 224 
Dcrivative Iiabilibcs 

l’otnl capitalization anti li;ibilities $12,471 S10.063 
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rLORlDA POWER CORPORA I ION d/b/a PROGRESS ENI’RGY I~I ,OI~II~A. INC 
S‘TATERIISN’TS of CAS11 I%O\\’S 
(bl n 1 i l / i o l r J )  
Years ended December 3 1 2008 2007 2006 

cant iioiicaslt tronsnciioiis 
apiinl lease obligation hicurrcd 54 

Accrued piopetiv addltioiir 231 238 119 
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Ollier 
Collnnorl Stock 

Outstanding Coinprelieiisive 
rota] 

Conlllloll 
Retailled Slock 

Coin pieheiisive 
IIlCOlllC 
Coinprelieiisive 
IIlCOlllC 127 

I’refci red stocl, 
dividends a~ slated ______- 

1 ax bcnelit 

Net iiicoiiie 

Coin prelieiisivc - . -  iiicoiiie 310 

Preferred stock 
dividciids at slated 

Net iiicoiiie 
Othel 
coin pwliensivr 
incoine 7 7 
cori1pr 
inuoiae 
S tock-b:iserl 
coni pensation 

Ual mce, 
I~eceiiibei 31,2008 100 S 1,116 s (1) s 2,284 S 3,399 

FLORIDA 1’OW:IZ CORPORATION d/b/a PROGRESS FNFRGY FLORIDA, INC 
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I’ROGRISSS L:NE.RGY. INC 
CAROLINA I’OWEII R.. ILIGIIT COMPANY d/b!:i/ I’ROGIZESS II,NEIIGY CAROL.INAS. INC 
1;LORIL)A I’OWliR CORPORATION d!b’a’ PROGRESS ENERGY FLORIDA. INC 

C‘O R4 131 N E.D N O‘r E S ?’ 0 FI NA N CIA L STAT 13 M15N‘l~S 

111 this ieport, Progress Energy, wliich includes Progress Energy, Inc Iioldiiig company (the Parent) and i ts  iegulated and noiiregulatcd subsidiaries on a 
consolidated basis. is at times referred to as “we.” ‘‘us’’ or “ow .’ Wlicn discussing Progress Energy‘s financial information, i t  necessarily includes the results 
of PEC and I’EF (collecti‘i~ely. the IJtilities) The tertii “Progress Registrants” iefers to eacli oftlie three separate registrants: Progress Energy, I’EC aiid PE.F. 
l l ie  iiiforiiiatioii in tliese conibiiied notes ielates to eacli of the Progress Registrants as noted in  tlie Index to llie Combined Notes However, neither of the 
Utilities iiialics miv representation as to information related solely to Progress Energy or the subsidiaries of Progress Energy otlicr tliaii itscli 

1 OIIG~\NIZAI‘ION \ND SUlLlRI4R\ OF S1C;NII;ICANT ACCOUNTING I’OL,ICIES 

A. ORGANIZ \TION 

PROGIUW I W E I G  I ; INC 

1 lie Parent 15 a lioldiiig conipaiiy lieadquartered i i i  Raleigli. N C As siicli. we are subject to regulation by tlic Federal Energy Regulatory Coniniissioii (FERC) 
under the regiilatoni pro\ isioiis ofthe Public Uiility llolding Conipaiiy Act 01 2005 (PUIICA 2005) 

Oui iepoilablc scgiiients arc PLC aiid PET. both 01 wliicli ale piiiiiaiily ciigaged i n  the geiicrotion, baiirmission, distiibution and rale ot electricity The 
Coiporate and Otliei scgiiieiit piiiiiai ily includes ainouiits applicable io the activities of the Parent aiid Piogress Energy Seivice Conipaiiy (PESC) and otlier 
iiiiscellaiieoiis iioiiregulated businesses that do not sepaiately iiieet tlic qiiaiititative dirclosiiie iequiieiiieiils as a sepaiate business scgnieiit 

See Note I9 loi Iui~liei iiiforiiintioii about o u r  segiiiciits 

I’EC 

PEC i s  a iegulated public iitilitj piiiiiaiily engged i n  the generation, Iraiiriiiission. distnbiition aiid sale 01 electncity in poitions of North Carolinn and South 
Ciroliiia P1:C.s subdiar ies  are involved i n  iiisigiiificaiit iioiiiegiiloled bitsiiicss actn lties I’EC i s  SlibJeCt to the regulatory piovisioiis 01 the North Caiohiia 
tit i l it ie~ Commission (NCUC) I’iiblic Sen ice Commission 01 South Carolina (SCPSC). tlic United States Nuclear Regulatory Commission (NRC) aiid the 
FF R C 

pL-17 

PEF is a regulated public utility priiiiai ilr engaged in  the geiicialioii. Iiaiirnitssion. distribution and sale 01 electricity i n  west cenlral rlorrda PEF i s  subject to 
tlie regiilattliy pro! i s ions  01 tlie Plorida Public Seivicc Coiiiiiiissioii (FPSC). tlie NRC and the FLRC 

I3. 13-ISIS 0 1 7  I’RI?SENl 41 ION 

1 Ilex Giiaiicial stateiiieiitr liave been prepared i i i  accoidaiice with accoiintiiig piinciples geiierally accepted i i i  tlie Uiiited Stater of Anierica (GAAP) and 
include tlie activities 01 tlie Paient and our iiinioiit)i-o\\‘ned aiid coiitiolled subsidiancs The Utilities arc subsidlanes of Piogress Energy, and as such tlieir 
fiiiaiicinl condition and ies i i l ts  of operations and cash tlows arc a l ~ o  consolidnted. along w i t h  our iionregulated subsidiniies, in our conmlidated iiiiaiicial 
’itatenleiits Noiic,ontiolliiig interests i n  subsidiaries along with the iiicoiiie or loss at-tnbutcd to here iiitere5ts are included i i i  iriiiiontv uitei-est iii both the 
Consolidated Balance Slieetr and in the Consolidated Stateiiients of liicoiiie The ie9iiIts of opetations for miiioiity interest are iepoited on a net 01 tax basis i f  
the underlyiiig sub5idiq i s  structured as a taxable entity 
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Uiicoiisolidated iiivestiiieiits i n  conipanies o\ er nliicli we do not Iiave coiitiol. but Iiaxe the abilily to evxcise inllueiice over opeialiiig aiid liiiancial policies. 
aic accouiitcd loi iiiidcr thc equity iiictliod of accountiiig 1 Iicsc iiivcstiiicnts aie priiiiaiily i n  Iiiiiitcd liability corporatioiis and Iiiiiitcd liabilitv paitiicrsliips. 
and the e:uniiigs Ironi these iiivestiiieiits m e  iecorded on :i pic-tax basis (See Note 20) Other iiivcstiiiciitr aie stated pniicip:illy at cost 7 hese equity aiid cost 
iiiethod iiirestniciits a ie  iiicludcd i i i  iiiir~ellancoiis ollicr property aiid ~ii~cstiiieiits i i i  tlie Consolidated Balancc Sheets See Note 12 L\,r iiiore information 
about our iii\‘cstiiieiits 

Sigiiilicant intercoinpniiy balaiices and traiisactioiis liavc been eliiiiiiiated i n  consolidatioii ewept as permitted by Statenieiit ok Financial Accountiiig 
Standards (SFAS) N o  71, “Accouiiting foi tlic Cllects ol Certain lypes 01 Regulation” (SFAS No 71). whicli provides that profits on inleicompany soles to 
regulated affiliates arc not eliiiiiiiated if the sales price is reasonable and the luturc recovers 01 the salcs price through the ratciiiahing process I S  probable 

Our presentation of operating. investing and financing ca4i flows coiiibiiics the respective cash llows from our coiitinuing and di.;conhiiued operations us 
perinitted under SFAS No 95, “Statcnicnt 01 Cash rlows ’‘ 

Tliese combiiied iiotes accompany and foriii :in iiitegial part of I’iogiesr Energy s and I’EC s consolidated liiiaiicial statements 2nd PEF’s linancial statemeills 

Ceitaiii aiiioiiiits for 2007 and 2006 have beeii reclassified to coiiforiii to llie 2008 preseiitalioii 

RES7J7W /ENT 

During the preparatioii 01 our Decembei 31.  2008 liiiancial stateiiieiits. we ideiitificd ai1 eiioi i i i  accoiiiiting for our and PEC’s unbilled ieveiiue The 
cuiiiulativc impact of tliis enor  on begiiiiiiiig retaiiied eaiiungs and coiiiiiioii stocL equity at Deceiiiber 31. 2005. was a decrease of $27 iiiillion 

PROGIUTSS ENERGS ___--- I lie lollowing table iellects the ellects of the iestateiiient on tlic Coiirolidated Stateiiiciitr of Cliaiiger i n  Coininon Stock kquity as 01 ueceiiiber 3 i .  206”- 

The lollowiiig table reflects tlie elfects 01 the reshteiiient on the Coiisolidatcd Balance Shcet and Consolidated Staieiiieiit of Cliaiiges in Coiiinion Stock 
l3pity as ofDecembcr31. 2007: 

( I  I1 Ill i l l  lolls) As Pieviouslv Repoited Rcstalement Adlustmeiits As Restated 
Recekables. ner 

Our net income for tlie wars  eiidcd Lkceniber .31, 2008. 2007 and 2006 \\‘as 110t niateiially iinpacted by this error: accordiiigly iio income adjustments have 
been rccordcd 
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PEC 

'Ihc I'ollowiiig table lellects tlic elkcis of the iestaieiiiciit on tlie I'liC Cotiso1id:itcd Statements o i  C1i:lnges it1 Coiiiiiion Stock EqtlitJl as oi Decelnbel 31. 
2006: 

The folloa~iiig table iellects the effects of tlic restatciiiciit on the PIX Coiisolidated Balance Slieet aiid Consolidated Statement o i  Changes in Coininon Stock 
Equity as of Deceniber 3 1. 2007: 

42 60 
1.266 39 

1 I 0 9 7  1 I O i i  

,752 
,994 

1.179 27) 
27) 
17, n e e  

7.02 1 
I I I\"? 

PEC's net income for the years ended December 31, 2008, 2007 and 2006 \vas not iiiaterially iinpocted by this enor: accordingl~~ no iiicoine adjustments I~ave 
been rccoided 

C. C:ONSOLIDATION OF I'ARIABLE INTEREST EN'I'ITIES 

We coiisolidate a11 voting interest entities i n  wliich we owit a majority voting interest and a11 varinblc interest entities (VIES) for wliich we are the primar)! 
beneficiuiy in accordance with Financial Accoiiiiting Standards I h r d  (FASB) Interpretntioli N o  46R. "Cotisolidntion of Variable Interest Entities - an 
Iiilerpreiation of ARB No 5l" (FIN 46R) 

I n  geneml, we detemiiiie \\~hetl~er we are the piiniaiy belieficing1 of a VIE tliro~igli a ql~alitative oiinlysis 01 risk wIiic11 identities which variable interest holder 
absorbs the majority of the financial risk and variability of tlie VIE In pcrforming this analysis, we consider all relevant facts and circnnistances. including: 
the design and activities oitlie VIP, the ternis oftlie contracts tlie VIE Iias entered into. the ~ i a t u ~ e  o l  tlie VIE'S variable iiiterests issued and 1 1 0 ~  they were 
iiegotiated with 01 marketed to potential iiivestors. and wliich parties participated sigi~ificantly i t i  the design o r  redesign of llie entity I f  tlie qiialilative analysis 
is ~ncoiiclusive, a specific quantitative aiialssis is perfornicd i i i  accordance with FIN 46R 

In December 2008, the FASB issued FASB Stall Position (FSP) No FAS 140-4 and FIN 46R-8. "1)isclosures by Public Entities (Enteiprises) Abotlt 
Transfers of1:iiiaiicial Assets and Interests i n  Variable Interest Eiititics." wliicli is cfl'cctivc liir Progress Eiiergy o11 Dcceniber 31,2008 This FSP arnendcd the 
disclosiire requirements of FIN 46R The Progress Registrants' disclosiii cs requii-ed by tlie 1W are presented below For piirposes of these disclosnres, the 
maximum loss amoiints repiesent the niasiniu~n exposlire that would be abso~bed by tlie I'rogrcss Registrants i n  tlie event illat a11 of tlie assets of the VIE ale 
deemed woithless, iiicludiiig any addition:d costs that the I'iogiess Registrants would incur 
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PI<OGl<I~SS ENIil~GI1 

111 addition to tlic variable interests listed bclo\v for PEX and PEF. Progicss linergy. tlirougli its subsidiary I’rogicss Fnels Corporntion (Progress Riels). is the 
primary beneficiaiy oll and consolidates. Ceredo Synfuel. LLC (Ccrcdo). a coal-based solid swtlietic fncls production iacility that q d l i e d  foi federal tax 
credits under Section J X  ofthc Iiiteinal Revenue Code (the Codc) In March 2007. we disposcd of our 100 percent o\vncrship interest i n  Cercdo to a tliird- 
party buyer Ceredo ceased operations upoii expiration of tlic synthetic liicls tax ciedit prograin at tlie end oi 2007 Our variable interests iii Cercdo are 
comprised of a11 apemei i t  to operate the Ceredo facility on bclialf of the buyer tlirougli Dcceiiibei 2007 and certain legal and 
to the buyer We perfortiied n qunlitutive analysis to deterniine the piiiiimy bciieficiaiy ol Ceiedo The primary factois in th 
levels of production of qiialifying syiithetic fuels iii 2007. the linal value of tlic related 2007 svnthetic ftiels tax credits. the likeli 
out of the 2007 synthetic fuels tax credits due to high oil prices. our exposure to  cei-tain \wiable costs inidel tlie facility operating agreement and exposure 
from indeiiinifications provided to tlic buyer T h e  were no changes to o w  assessnient of the priniai)’ bciiefictary during 2007 oi 2008. No financial or other 
support 113s been provided to Ceredo during the periods presented At Dcccnibcr 31, 2008. we Iiad no assets and $20 inillion of liabilitics related to the legal 
and tax indciiiiufications provided to the buyei included i n  other liabilities and deferred credits in  tlic Progress Energy Consolidated Balance Slieets The 
ultimate resolution of tlie indemiiificalioiis could result in adjnstiiients to the loss on disposal 111 future periods The creditors 01 Ceredo do not liave recourse 
to the geiienl crcdit of Progress Energy See Note 33 for additional infixmation 011 tlic disposal ol Ccicdo a i d  Note 22C Tor a gcneial discussion of 
gnarantees 

P I X  

T’IIlIIt1DL.E INTITREST ENTITIES FOR Ii/hfIC‘H PEC IS THE PRlAljlRJ’ UEIVEFIC~.~ Rl 

I’EC is the Driiiiaw bencficiaiv of. and consolidates. two liiiiited oartiiersliins that ciualih for fcderal affordablc liousine. and historic tax credits under Section 

e5timatcs of available tau ciedits. and the likelihood of default on dcbt and otliei coiiimitmcnts Tlieic wcic iio changcs to PEC’s assessinent oi the pnmary 
beneficiaiy during 2006 through 2008 No financial or other ruppoit lias been provided to tlic VlEs during tlie per~ods pieseiited At Decenibet 31. 2008, PEC 
had assets of $40 million. substantially all 01 wliicli was iellected i n  niisccllaiieoiii other popeitv and inveslnieiit. and $16 million 111 long-tenii debt, $7 
million 111 otlicr liabilities and defcried credits and $4 i n i l l i o n  i n  accoinits payable i n  tlic FCC Conwlrddtcd Balance Sliccts related to the two VIEs The assets 
of the two VIES ,ue collateral for, aiid caii only be used to setlle, their obligatioii.; rlic cicditois 01 tliese V1I:s do not liave reconrse to the general ciedit of 
PEC and there aie no other arraiigements that could expose PEC to losses 

OTWER V/UU/tBL E IN’TTRESTS 

PEC has a11 eqinty investment i n .  and consolidates, one limited partneisliip iinestiiieiit fund that in\ erts 111 17 low-tiicomc liousnig pai t r ie i~h~ps that qualil‘y 
for federal and state tau credits The invcstment fund account5 for the 17 partnerhip5 on the c q u h  method 01 accounting I’CC also has an interest i n  one 
power plant resulting from long-tenii powei purchase contracts PEC’s only significant exposure to vanability fioiii the power pinclnsc contracts results fiom 
Iluctnaiions in the mmket pricc of fuel ttsed by the entity’s plants to produce the power pincliased b\ PEC Wc are able to recover these fuel costs under 
I’EC’s fuel claiise rota1 pnrcliases from this counterparty were $44 million, E39 inillion aiid $45 million ii i  2008, 2007 and 2006. rcspcctivcly flie geiieration 
capacity 01 the entity’s powei plant I S  npprouiniately 847 megawarts (MW) PFC liar icqiierted tlic necessan’ Information to deteiiiiinc 11  the iiivestiiient 
lund‘s 17 paitnersliips and tlie power plant o w e r  arc VIES or to identil;/ the piniiaiy beneficiaries. a11 entities lrorii which the necessary financial information 
\vas requested declined to provide the information to PEC, and, rlccoi dinglv, PCC has applied the infoi niation scope euccptioii i n  FIN 46R, paragraph 4(g). to 
tlie 17 partnerships and the power plant PEC believes that if i t  IS  dctcrmined to be II IC  piiiiian’ bencfician of these entit ie\ tlie effect 01 coiisolidattng the 
power plant aiid the investment iund consolidating the I 7  partnerships would result 111  incrcascs to total assets. long-teini debt and otliei I~abilitics. but would 
lime an insignificant or no impact on PEC’s coliinion stock equity, net canings 01 car11 flo\vr Ilowcvcr. bccausc PEC liar not rcceived any financial 
information from the countcrparties. the impact cannot be determined at tins tinie 
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I’EF 

Tlie follo\viiig inioriiiatioii is provided foi I’EF’s signi1ic:uit \~nri:iblc interests in  VIES for wliicli 1’EF is uol the priiii:iry bciiefician~: 

PEF has a prcpayiiient clausc in a building capital lease with a spccial purpose ciitity that is a VIE In accordalicc with tlic lcasc agrccmciiL PEI: is not 
required to make a i i ~  lease payiiicnts over tlic last 20 years of tlic lease. dul-ing wliicli pcriod $51 million of rental espcnsc will be rccordcd i n  the PET: 
Sfatcments o i  Income The prepayment claiisc is PEF‘s only variable inkrest i n  the VIE and. Lherefbrc. P ’ csposiiic to loss priinaiily relates to tlic 
iccovcry of tlie picpayiiients ilirough future use of the rental pi operty PEF pcif’oiiiicd qualitative mid quantitative analyscs and concluded 11131 i t  is not 
tlic primary beneficiary of tlic VIE The primary factors i n  the analyscs wcre the lease term. tlic fact illat tlic lase payincnts are not variable intcrcsts. thc 
likcliliood of construction and casualty risks to the building and the csistciicc of insuraiice to offset those risks. and the esliniatcd fair value of the buildiiig at 
the end of the lcasc tcrni. There w i - e  iio clianges to PEF’s assessniciit of the priinaiy bcncficiniy during 2006 tlirough 2008 No linancial or other support has 
becn provided to tlic VIE during llie periods prescntcd At December .31,  2008. 1’EF had a $4 million prcpayiiient included in prcpa~mcnts and otlicr current 
assets on the PEF Balance Sheets No liabilities associated with the prepayment clause wcic recorded The aggiegate niasimum esposuie to loss at L>eceniber 
11. 2008. is $51 million, tvliicli Ieprcsents the loss if the i~iaxtiiiuni prepnyiiient of‘rcnt a1 the cnd of year 20 ivas not recovered through Iiilcire use oftlie rental 
property or from third-party iiisurcrs at !hat tinic 

PEF 113s a iesidual value giiamitee i n  an operating railcar lease agreciiietit with a special pi-pose entity that is a VIE .I lie lease agieeiiient has 311 early 
tcrniiiiatioti clausc tlia! pcl-inits PEI: to tcriiliiiatc the leasc i n  certain ciicuiiistaiiccs. If PEF tcrniiiiates the lease i n  accordancc with thc aglccmcnt. it must sell 
the railcars and remit the piocccds to tlie lessor plus any aiiiouiit for wliich tlic residual valric giiarantec exceeds tlie realized valuc of tlic cquipiiient The 
residual value guarantee is I’EE’s priinary variable interest in  the VIE and, therefore. PEYs csposure to loss is froin the potentiel dccieasc iii the fail value of 
the i-ailcars PEF performed qiialiiotivc and qtiunlitotivc aiiolyses and concluded that i t  is 1101 the prii~iary beiieliciaty 01’ tlic VIE 1% priiiiary factois ill the 
analyscs wcre the tcriiis of tlie lease. the probability at exercising tlic early tcniiinatloti clause, aiid the cstimnted lair value 01 tlie railcars 1 liere weic no 

ternmination clause were exeiciscd in  2009 and llic related rallcars weic deemcd worthless 

D. SIGNIFICANT ACCOUN’I’ING POLICIES 

USE OF ESTIAfA IES AIvD ASSU\IPTlONS 

In prepaiiiig conc;olidated finniicial stntenieiitr that conlomi to GAAP, iiiaiiagenieiit murt iiiake e5tiiiiater and assuniptioiis, that alfcct tlic iepoi.tcd aii~oiintr 01 
assets and liabilities. disclowre 01 contingent assets aiid liabilities at the dote of the consolidated liiiancrnl statenieiits. and amounts of rcvenoes and expenses 
rcllected dunng the reporting period Actual results could dirfci froin those ertitnotcs 

REVENUE RlXOGNlTION 

We rccogiiize rcvcniic when i t  I S  realized or rcalimblc and earned when all 01 the following criteria are iiict persuasive evidence ol a11 arrongcmciit custs. 
delivew has occurred or vxvices lime been rendered. our pnce to the buyer IS fixed or dctcrmlnablc, and collectability 1s reasonably assured We iecognize 
clcctric utility revcnuc’i as service IS  rcndeied to customers Operatiiig rcveiitw include iiiibilled clcctric utility base icveiiucs earned ivl~cn scnwe has bccn 
dclivcred but not billed by tlic end 01 tlic accounting period Customcr piepaynicnis aic rccordcd as dclcricd re\ ciiue and rccogiiizcd a \  icveiiucs as tlic 
sewices are provided 
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Fuel expense includes i d  costs o i  oilier recovelies tlmt :ire deieiicd tlirotigh Iiicl clauses establislied bv the 1Jtilities’ regulatois These ckiuses :11 
Utilities to iccovei- Iuel costs. liiel-rclat osts and poilioiis o i  purcliased powci costs tliioiigli surcharges on cusloiiier iates Tlicsc deierrcd iuel c 
recognized in  reveiiiies aiid l i i e l  expense tiicy are billable to ciistonieis 

E,YCI,SE msm 
llie Utilities collect iron1 custoiiicrs certain excise taxes levied by tlic state or local government upon tlic customers The Utilitics account fol- sales and use 
tax on a net basis and gross receipts tax, iranchisc taxes and other excise iaxes on a gross basis Tile amount of gross receipts tax. franchise taxes and other 
exci.se taxes included i n  opciating revenues arid laxes other tliaii on iiicoiiic i n  the stateiiieiits oiiiiconie for llie years elided Dcccinber 3 1 weie as rollows: 

(I 11 1111 Illonsl 2008 2007 2006 
299 
99 

200 

STOCK-B. ISED COi\fPENS 1 rION 

As disciisscd i n  Note 9B, we accotiiit loi stock-based conipensation ut~lizing tlic inodilied piospective transition method pcr the lair value recognition 
provisions 01 SFAS No 123R. “Share-Based Payment” (SFAS N o  123R) 

I - ~ - -  -___ ~ . ~ _ _ _ ~ _ _ _ _ _ _  ~ - x -  

REL.4 TED PclRTY TR~IA‘SACTIOIVS 

Oui subsrdiaiies provide :ind receive services. at cost. lo and iroiii the Paient aiid its subsidiaries, i n  accoidance w i t h  PIJlICA 2003 llie costs of the services 
are billed 011 a diicct-charge basis. wlicnever possible. and on allocation factors for general costs that cannot be diicctly attributed 111 the subsidiarm’ 
financial stateinelits, billings lioin alllliateq arc capitalrzcd or expensed depending on tlic nature of the services rendered 

UTlLITl‘PL.r1NI 

Utility plant i n  service is stated 31 liistoncal cost less accumulated depreciation We capitalize all constrtictioii-related direct labor aiid material costs 01 units 
of property ns well as i i id i iect  consti-uctioii costs Certain costs that would otlieiwise not be capitalimd under G M P  ale capitalized i n  accordance with 
iegulatory trcatnient 1 lie cost of ieiicvds aiid betterments is also capitalized Maintciiaiice and leprurs of propeiiy (iiicluding planned major maintenance 
activities), and replaccnients and renewals of itenis deteniiincd to be less than wits of propcity, arc charged to niaiiiteiiaiice expense as incurred, with the 
exception of nuclear outages at P l 3  Pursuant lo a regulatory order, PEF accrues Tor nuclear outagc costs i n  advaiicc 01 scliedulcd outages. wliicli occur every 
two yeais llie cost 01 iiiiits o i  piopci t~ replaced or ietired, lcss salvage, 15 cliaigcd to accumulated dcprec~at~on Rciiioval or disposal costs that do not 
iepreseiit assei retiioiiient obligat~oiis (AROs) under SFAS No 143. “Accounting foi Asset Retireiiieiil Obligations” (SFAS No 143) are charged to a 
iegulatoq~ Ilablllty 

Allo\vruice Cor liinds used dui iiig consliiictlon (AFUDC) iepresents tlie estimated costs of capi tal lunds i icccss:w to Iinaiice the construction 01 new regulaled 
assets As piesciibed i n  tlie regulatory uniiorni system of accounts, AFUDC i s  charged IO the cost ot the plant Ilie equity Iundr portion 01 AFUDC 1s credited 
to other iiicoiiie, aiid tlie bonowed funds portion i s  ciedited to interest cliarges 
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D.EPRF(’II irio/v.~~vI).u/ox~~Iz iriom - UTILITY PL.INI 

a11 depreciation 01 tit i l i tv plant otlier than nuclear luel i s  computed o i i  the straight-line iiietliod based oil the estimated reinaiiiiiig usefti l  lile ol 
adjusted 101 estiiiialcd wI\agc (See Note .(A) Pursuniit to tlieir iate-retliiig aiit l ioi ity. tlie NCIJC. SCPSC aiid fPSC can alro grant approial to 
reduce dcprcciation &id aiiioitizatioii rates 01 u1i l i t ) t  asscts (Scc Note 7) 

Aiiioitization of iiuclear luel costs i s  computed piiiiiaiily 011 the units-ol-production method I n  the Utilities’ retail ~uri~dictioiis. provirioiis for iiucleai 
decoiiiiiiissioiiiiig costs aie appio\ed by the NCUC, the SCPSC and tlic rPSC and ale based on site-spcciiic estiiiiotcs that include tlie costs fix renloval of all 
radioabtive and other structures at the site In  the v.liolcsale lurisdictions, !lie provisions for nuclear decommissioning L O S ~ S  are approved Iw the TLRC 

1 lie Noit11 Caroliiia Cleaii Siiio1,estdcls Act (Cleaii SiiiolLestacl,s Act) was enacted i i i  2002 and IroLc N o d i  Carolina elcctiic ut i l i ty  base mtes lor a five-year 
period, wlii~li elided in 1)c~eiiibcr 2007 Subsequent to 2007. PCC’s current North Carolina base rater are continuing subject to traditional cost-based rate 
iegulatioii Duniig the rate free7e period. the legislatioii piovided foi tlie aiiiorti~atioii and iecovery 01 70 pet ceiit of the 01 igiiial estiiiiated coiiipliance costs 
foi the Cleaii Siiiol,estncks Act wliile pioviding significant ilevibility iii llie amount of anniial amoitmtion iecorded from iioiie up to $1 74 million per \ear In 
Septeiiibci 2008, tlic NCIJC appiovcd PEC’s request to tcrniiiiatc any fiirtlicr acccleiated aiiioitizatioii of i ts  Clean Smokestacks coiiipliance cmts (See Note 
7B) 

1SSET RETIREA E N T  OBLIG.4 7 IOAiS 

We account for AROs. wliicli i-epreseiit legal obligahons associated with the retirciiieiit o l  ceitaiii tangible long-lived assets, iii accordaiiw with SFAS N o  
143 The preseiit values 01 retiremeiit costs for vvliich we linvc a legal obligntioii ale recorded as liabilities wit11 mi equivalent aiiiouiit added to the asset cost 
aiid dcpreciated over the uselul life of the associated asset 1 lie liability i s  then accreted over time by applyiiig a11 interest inethod of allocntioii to the liability 
Accietioii expense i s  included iii depreciation, aiiiortizatioii aiid accretioii iii the Consolidated Statements of Income The adoption 01 SFAS No 143 and 

tinpact on the incoiiie of tlie Utilities as the ell’ccts were oil’sct by the establishiiiciit of regulatoiy aSSCt5 and iegulatory liabilities pursuant to SFAS N o  71 
(See Note 7.4) and i i i  accordance \vi111 orders issued by tlic NCIJC. tlie SCPSC and tlie FPSC 

FASB lntcrpretatioii No 47. “Accoiiiiting lor Condilioiial Assct I<etrreiiient ObiIgatioiis - ai1 In~erpreraiion o T F i \ p  110 
-- 

C ~ ~ S I I , I A D  CASII r~urr:iln~~ 

We coiisidei cash and cash cqtiivalents to include iiiirestrictcd caph on Iiand, cash iii baiihs and teiiipoiary investiiicnts ptircIia.;ed with an original matuiity 01 
t h e  montlis or less 

IAIIEN7 OR1 

We account for inventory, iiicliiding eniission allo\\anccs. using tlie average cost method We vdue iiiveiitory of tlie Utilities at historical cost consistent with 
iateiiiakiiig trentiiient Matenals and supplies :ire cliaiged to iiiveiitoiy wlieii p~ireliased aiid theii eupenscd or capitalized to plant. as appiopnate. when 
installed Matenills reserves are established for excess and obsolete inventory 

REG UI . I TOR 1’ ISSETS 1 ND L I 1 BI1 ITTIES 

Ihe Utilities‘ operations aic sublcct to SrAS No 71, wliicli allows a regulated compaiiy to rccoid co5ts that have been oi arc c\pected to be allowed i i i  tlic 
ratemaLiiig process i n  a peiiod diifeieiit iioiii the period i i i  which Uic costs would be cliarged to expense by a noiiiegiilated eiiterpiise Accordingly, the 
Utilities iccoid assets aiid liabilities that result lroiii tlie regiilnted mteniaking process tliat would not be iecoided under GAAP for noniegulntcd entities 1 hese 
regiilatory issets and Iiabilitics icprcscnt e\peiises deferred for fi~tiirc iccoveiy froni custoincrs or obligations to Ix: refunded to ciistoincrs and are priiiiarilp 
classified iii the Coiisolidated Balaiice Sheets as regulatory assets aiid iegulatory liabilities (See Note 7A) The regulatoiy assets and liabilities aie amortized 
coiiristeiit with the treatinciit of tlie ielated cost iii the ratciiiakliig process 
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PLJ accouiits loi costs iiicuncd in connectioii w t l i  the proposed nuclear e\paiision i i i  1 londn i i i  accoidaiicc witli 1 1’SC iegulations. which establich ai1 
alternative cost-tecovci) iiiccliaiisiii PET IS allowed to accclciate tlic recovciy of prudeiitly iiicuried siting. prcconstriictioii costs AFUDC and increnieiital 
operation and iiiaintciiaiice cymires resultiiig from the vting, licensing. design aiid coiistiiicti uclear plaiit tliroiigli PCF’s capacity cost-recovery 
clause, which I S  siiiiilai to, aiid woihs i n  conpiictioii witli. energy payiiicnts iecovcied througli el cost-recoveiy clause Iinrecovcred nuclear costs 
eligible lot accelcrnted recover). aie deferied and iecorded as  regulatory assets i i i  t l ie Conwlida ce Sheets and are aiiiortizcd in the penod the costs 
are collectcd froin customers 

GOOPlI IL L AND l N ~ , ~ ~ G I ~ ~ ~ . . l . ~ ~ ~ ~ r S  

Goodwill IS siiblecl to at least a n  niinual assessiiieiit lor iiiipaiiment by applying a two-step. lair value-based test 1 his assessiiieiit could result i n  periodic 
iiiipainiieiit charges Iiitaiigible assets are aiiioitized Imed on the ecoiioiiiic benefit oftlieir respective lives 

UNI1I\fORTIZLD D L ; ~ ~ T I - ’ ~ A ~ I U I ~ I S  DISCOUNfS -Ih’D EYI‘EMES 

Long-terin dcbt prcmiiiiiis, discounts and isxiaiice cupeiiscs are amortized over tlie tcriiis of tlic debt issiies Any eym.;cs or call piciiiiuiiis associated with 
tlie reacqiiisitioti 01 debt obligations by rlie Uti l i t ies are :miortized over tlie applicable lives using tlie straight-line metliod coiisisteiit with ratemaking 
treatment (See Note 7A) 

IACOAIL MYES 

We and oui alliltatcs lile a consolidated ledeial iiicoiiie tau icturii Ilie coiisolidated iiicoiiie to\ cif riugress Energy 15 nlioc,uieci io YEL aiic i rc F i i i  
accordance witli the Iiiteicoiiipaiiy Incoinc l a \  Allocation Agieeiiieiit (Tax Agreement) 1 lie Tax Agieeiiieiit provides an allocabon that recogiitzes positive 
and iiegative coi porate ta\able iiicoiiie Tlic ra\ Agteeiiient provides foi an equitable nictliod of apportioning tlie cariyover of uncompensated ias benefits, 
whtcli priiiiarily relate to delerred syiitlictic luels tax credits Iiicoiiie taxes are provided for as 11 PEC and PEF filed separate retunis 

Deferred iiicoiiic tales liave been provided foi tempoiary dill’ereiices Tliese occur tvheii there are differences betweeii the book aiid la\ cairytiig aiiiouii1~ of 
assets and liabilities Iiivestiiient tax credits related to iegiilated operations Iiave been deferred and me being amortized over tlie estimated setvice life of the 
related piopeitics Credits for the productioii aiid sale of synthetic fuels arc delcrred credits to tlie extent they caiiiiot be or Iiavc not been ulilized 111 the annual 
coiisolidated federal iiicoiiie tax retui tis and ale tticlrided 111 iiicotiie tax e\peiire (belielit) 01 discontiiiued opeintiom iii tlie Consolidated Statements 01 
Iiicoiiie We accnie for iiiicertaiii ta\ positions \\lien it i s  deteiiiiiiied that it i s  iiiore likely than not that tlie benefit will not be sustained on audit by the taxing 
aiitlioiity. iiicludiiig rcwlutioiis of any related appeals oi  litigntioii processes. based solely on the tecliiiical merits of tlie associnted tau posttion It the 
recognition tlireshold 1 )  met, the tax benefit recognircd i s  ineasiired at tlie largest aiiiouiit ol the tau benefit that. in our jiidginent, i s  greater than 50 percent 
likely to be reali7ed Iiiteiest eupciise oil tax delicieiicies niid i~iicertaiii la\ psitioiis i s  included i n  net interest cliatges, aiid tau peiialties are included iii other, 
net i i i  the Coiisolidated Stateiiients or Iiicoiiie 

DEN1 ’ 1 TI1 iTs 

We account lor derivative instrumeiits in accoidaiicc witli SFAS No 133. ‘“Accouiiting lor Deiivative Instrunieiits and Hedging Activities” (SFAS No 133), 
as anended by SFAS No 138 “Accounting foi Ceitaiii Deiivnt~se Iiistruiiieiits and Cerlain Iledging Aclivilies - An Anieiidiiient of FASB Statement No 
133,” aiid SFAS No 1-19. “Aineiidiiiciit of Ststeiiieiit I 3 3  on Derivative liictruiiients aiid Iledging Activities ” SFAS No 133, as amended, establishes 
accoiintiiig and repoi tiiig ~taiidaids for dcrivativc iiistruniciits ding certain dcnvative iiislruiiiciits ciiibedded i i i  other contracts, and for hedging activities 
SI’AS No I 3 3  requires that an entity recognize all derivative ssets or Iiabilitie\ oii the balance sheet aiid iiieasiire those instniiiieiits at fair value, unless 
the 
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del ivatives meet the SFAS No I 3.3 critciia Ior iicmiial purcliases or iiornial sales and arc designated as sucli We geiierally desigtiate derivative iristruriients as 
noriiial purchascs or iiornial sales ivlicncvci the SFAS N o  133 criteria are iiict II noinial purchasc o r  iioriiinl sale criteria aic not nief we will gcnerallp 
desigiiate the derivative instruiiieiits as cmli Ilow oi [air valiie hedges i f  the rel:ited SFAS N o  133 liedge criteria are iiict. In :iccordancc with FSP No FIN 
39-1, “An Aniendmciit of FIN 39. Oiisctting 01 Aniouiits Related to Cei-lain Coiilracts.” (ESP FIN 39-1 ). WC elect not to olyset lair value aniouiits recognized 
for derivative instruniciits and related collatci-al assets and liabilities with the saiiie comiterparty iiiidc~ a riiostcr iictting agrceiiient Ccrtain econoniic 
derivative iiistrirments leccivc regiilatoiy accounting treatiiicnt. under wliicli ttiirmlized gains and losses arc iecorded as regulatory liabilities and a~sets,  
icspectively. unlil the contracts are set3led See Note 1 7  for additional inlbiniatioii regarding risk manageiuent activities and derivative transactions. 

LOSS COWlAGEA‘Clk-S ,4 AID ENk7RONA Jk-N7X LlrlUlL ITlES 

We accrue for loss contingencies i n  accordance witli SFAS No 5, ”Accouiitiiig for Contiiigencies” (SFAS No  5 )  Under SFAS No 5 ,  contingent losses such 
as unfavorable results of litigation are recordcd ivlieii i t  is probable that a loss has been illcurred and the aiiiount of the loss can he reasonably estimated 
Unless otlieiwise rcquired by G M P .  we do not ~ C C I I I C  legal fees \ \ h i  a contiiigenl loss is iiiitiall)~ recorded, but rather \vlicii the legal services are acttlally 
provided. 

As discussed i n  Note 21, \ve accrue environnietital reiiicdiatioii 1i:lbiliiies wlicn tlie criteria for SFAS No 5 h:ive been niet We record accruals for probable 
and estiniable costs related to environmcntal sites 011 an undiscol~iited basis Environmental expenditures that relate to an esisling condition caused by past 
opcrations and that Iiave no future ccononiic bcneiits ale expeiiscd Accruals for estimated losses froni enviroiinicntal rcniediation obligations generally are 
lecognized no Inter tiinn completion of the rc~nedial feasibility study Such accruals :ire ad,justed as ndditional information develops or circunistaiices change 
Certain environnie~ital expenses receive iegulatoly :iccounting treatiiient: under whicli tlic expenses a ~ c  recorded as regulatoiy assets Recoveries of 
enviioiiniental remedintion cos13 froin other parties ore recognized when their ieceipt is deemed piobnble or on actual receipt of recover)‘ Environmental 
espenditurcs that have future econoinic benefits aic capitalized iii  accordance \villi our asset copilolization policy 

We account Ibr inipairiiient of long-lived assets i i i  accordance with SFAS No 144, ”Accounting fbi the Inipaii iiient 01 Disposal oi  Long-ILived Assets” 
(SFAS No 144). We review the recolterability oiloiig-lived taiigible and intangible assets wlicnerw iinpairiiient indicators exist. Exaniples of these indicatois 
include current period losses. conibiiicd with a history of losses or a projection ofcoiitinuing losses, or a significant decrease i n  tlic market piice of a long- 
lived asset group If an impairiiient iiidicator exists for assets to be held and used, then the asset gioup is tested for recoverability by compniing tlie carrying 
value to tlie siini of uridiscounted expected futuie cash flows directly attributable lo the asset group If the asset group is not recoverable through undiscounted 
cash 1lov.s 01 the assct gioup is to be disposed ai. tlien an impairiiient loss is recognized ioi the difference between the carrying value and tlie fair value of tlic 
asset group 

We review our irivcstnicnts to cvaluatc wl~ctlicr or i i o l  3 dccliiie iri fair value bclo\v tlie carqlirig value is an otlicr-tliari-teniporary dccli~te We consider various 
Factors. such as tlie iiivestce’s cash position, caniings and rcvenue outlook. liquidity and niaiiagement‘s ability to I-aise capitiil i n  deterniiiiing wlietller tlie 
dccliiie is other-tliaii-teinporaiy I T  we dctcrniine 11131 an otlier-tlian-tenipornry decline i n  value exists. the investnietits are written down to fair value with a 
n e w  cost bosis establislicd 
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2. 

Refer to Note IC [or inl‘oiniatioii icgardiiig our iiiiplenicntation 01 TIN 46R-8, “Disdosiiies bv Public Eiititics (Tiiterprises) About Traiislers of Tiiiaiicial 
Assets aiid Interests iii Variable liiterest Tntities ” which is ellective lor Progress I ncrgy oii Deceiiikr 31, 2008, and which aiiiended the disclosure 
iequireiiieiits ol‘TIN 46R 

I;. 1.~11 S ~ O ~ ~ P O W I O ~ I  NO FIIV 39-1, ’‘ I I I  l i l t l ~ i i l i , w i i  o j m v  39 O ~ ~ M I I I ~  of hoitttir Reitrteil IO ccrioiii roilil ~ C I Y  

On Tanitan? 1. 2008, \\e implemented TSP I-IN 39-1, wliicli allows a reporting entity to niaLe an accounting election whetlicr or iiot to offset fair value 
ainouiits rccogiiizcd for deiivative iiistriiiiieiits aiid related collatcial assets aiid liabilities \villi the sanie couiiterparty uiider a master netting agieciiieiit Piioi 
to the adoption of FSP I IN 39-1, \ye and the Utilities offset fair value amounts recognized loi derivative instruments uiidei iiiastei netting aimiigeiiients FSP 
TIN 39-1 n a s  iiiipleineiitcd as a retrorpcctivc change i i i  acLoiinting piinciple and upon adoption, Progress Energy, PCC and PCF discontinued the offset 01 
lair value aiiiouiitr lor siich derivatives The adoption 01 FSI’ TIN 39-1 did not have a niateiial impact oii oiii or the Utllitiec;‘ liiiaiicial position or results of 
operations 

F m r  17nhie Afeci~iiirt i ici7t~ -, 1d0piion o/FASU ,7/(iieiiii~t1i~ Nos I 5 7  mil I59 

Rclcr to Note I3B for infoinintion regarding our h s l  quaiter 2008 inipleiiiciitntion of SFAS N o  157, “Fail Value Mcosuieiiients” (SFAS No 157) 

N E W  I\( C OUN1 INC SI ANDARDS 

aie not cuireiitly rcquiied to be nicarurcd at  laii value 1 I I C  deLisioii about wliethei to elect the fair value optioii is applied oii an iiistruiiieiit bv instniiiient 
basis. is iirevocable (iiiiless a new election date occurs) aiid is applied to the entire financial iiistruiiieiit SFAS No 159 \vas ell’ective for us and the IJtilities 
oii Ianuaiy I ,  2008 We niid the Iltilities did not elect to adopt the 1311 value option lor any financial instruiiieiits 

SFfJS No l J l R  ‘ U i i s i i i a s  Conihiiatiotis 

111 llcceiiibcr 2007, the FASB issiicd SrAS Stateiiieiit No 141 R. “Buriness Coiiibinations” (STAS No 141 R), wliicli introduces significant changes 111 the 
accounting for business acqiiisitions SFAS No 141 R considerably broadens the deliiiitioii of a ”business” and a “busiiiess coinbination.” wliicli w i l l  result i i i  
ai1 increased iiuiiiber 01 transactions oi other events that \viII qualify as biisi i iess combinations 1 his will allect t is and the IJtilities priiiinrily i i i  our assessmeiit 
of VlCs SrAS No l4 IR  amends TIN 46R to clarify Uiat the initial coiisolidatioii o f n  business that 1 5  o VIE is a buriiiess coinbination in which the ncquirer 
should recognize aiid measure tlic fair value oftlie acquirce as a whole, and the assetb acquired and liabilities assiimed at  their lull fair values as  01 tlie date 
coiitiol is ubtsiiied. regardless 01 the percentage o\tmxrli~p 111 ilie acquiree 01 Iio\v the acqiiis~tioii was acliieved Otliei significant changes include the 
c\pensiiig ol  all acquisition-ielated traiisactioii costs aiid most acqiiisitioii-ielated iestructiiriiig costs, Uic fair value reiiieaweiiieiit of certain earn-out 
arrangements aiid the discontinuance 01 t l x  eqieiiye at acquisition 01 acquired-iii-process research and development SFAS No 14 I R i s  ellective for us for 
busiiiess coiiibiiiations for wliicli tlie acquisition date is oii or aftei January I ,  2009 Eailier application is pioliibited We do iiot ey~ec t  the adoption of SFAS 
No I 1 I R to liave a iiiateiial iiiipact on our oi the Ulilitier’ linaiicial positioii or results 01 opeiatioiis 

SFXY No 160 “iVoircoiirrollii i~ I i r tc i . r .~s~~ it1 Coii~oliu’ntedFiiiniicirrl Siuiivireiris m i  niirctiditeiii o/ Zx13 A b  jl ’ 

111 coiijiinctioii with tlic issuaiicc 01 SFAS No I41R. iii Dcceiiiber 2007, the FASB issued SrAS No 160. “Noncontrollrng liitcrestr i n  Consolidated rinaiicial 
Statements an aineiidnieiil of ARB No 51’ (SFAS No 160) which inlrodiices sigiiilicmit changes i n  the occoiiiiliiig loi iioiicoiitrolliiig iiiteiests i n  a partially 
owned consolidated subsidiary SFAS No 160 also changes the accouiitiiig for aiid reporting for the decoiisolidalioii 01 a subsidiaiy SFAS No  160 requiies 
that a iioiicoiitrolling iiiteiest i n  a coiisolidated subsidiniy be displayed iii the consolidated stateiiient of liiiaiicial position a5 a scpnmte coniponeiit of equity 
rather than as a “iiiczzaiiiiie“ iteiii between Iiabilitier aiid cquit\f SrAS No 160 also requires that earning5 attributed to tlie iioiicoiitrolliiig interests be 
rcpoited ar pait of consolidated eaiiiiiigs, and require.; disclosure oftlie anribiitiiiii 01 consolidated eariiiiigr to tlie coiitrolliiig 
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and iioncoiitrolling iiitciests 011 the lace of the consolidated iiiconie statcineiit SFAS No 160 niust be adopted concuiierilly with the ellective date o l  SFAS 
No 141 R, wliicli for us is Januai-). 1. 2009 We do not expect the adoption of SFAS No 160 to Iinve a niate~ial impact on oui or the 1Jtilitics' financial position 
or results of opxitinns 

SI;/IS iVo 161, "Didortires (7boiri Derivntii~e iii,s/riiiiii:iii,s tnidlletfgiiig ,.lctivifier - ( v i  oi~iei~di~ii~trt O/F,4SB Stcitiwreirt A'o I 3 3  I'  

111 March 2008. the FASB issired SFAS Statement No 161, "Disclosures about Derivative Instrunients and I-ledging Activities - an amendiiient of FASB 
Statement No 133" (SI'AS No 161), wliicli requires eiitities to provide enliaiiced disclosures about liow and why an ci i t i ty  uses derivative iiistnments. how 
derivative iiistrunierits and related licdged i tenis are accouiited for under Statentent 133 and its related intcrpretatioiis. and how derivative instruments and 
ielated hedged itenis affect an entity's financial position, linaiicial perfoi-rnance and cash flows SFAS 161 is effective for 11s on January I ,  2009, and 
encourages. but does not require. coniparative disclosures for earlier periods at initial adoption Tlic adoption ol SFAS No 161 will change certain disclosures 
i n  the notes to the 1inaiicial statements, h i  \vi11 liavc iio iinpact oii our or the Util it ies' financial position or results of operations 

FSP iVo SF..IS I32R-I, '*Einp/o~~ei.,s ' Disc/o,sirri.s nhoirt Post Rc?iIrcitimi BeiicJi P l m  .a1 ssseis " 

In Deceniber 2008, die FASB issued FSP No SFAS 13211-1. "Employers' Disclosures about Post Retiienient Benetit Plan Assets" (FSP SFAS 132R-1). 
which requires additional disclosuics on the iiivcstment allocatioii decision making process, the fair value 01 each major catego~y o l  plan assets and the inputs 
and valuation tecliiiiques used to rciiicmure tlic fair value of plan assets FSP SFAS 132R-1 is effective for u s  011 Dccetiiber 31. 2009 The adoption of FSP 
SFAS 132R-I will cliange certain disclosures iii ilie iiotcs to llie financial slateiiients, but will liave no iinpact on our or tlie Utilities' fiiiaicial position or 
icsults ofopeiations 

- -~ - -  ~- 3. 1)1Vl'?S1 1 TURES 

A. ' I E I ~ ~ I I N A I ~ S  OI'ERYIIONS i\N1) SYNTIIETIC I~UELS BUSINESSES 

On Maicli 7, 2008. we sold coal tctniinals and docks in West Viigiiiiu and Kentucky (Tciminals) 101 $71 niillioti 111 gross cash proceeds The coal terniinals 
had 3 total m i u a l  capmty i n  c\cerr of40  million tom foi transloading, blending and stoiing coal and other ~oniniodities Piocccds liom tlic sale weie used 
for geiieial corporate purposes During ilie yc:u ended December 31. 2008. we recorded an after-tn gain of 642 i n i l l i o n  on the sale of tliese assets The 
accomp:rriyrng conrolidated financial stateineiits rellect the operations 01 Terminals as discontinued operatioiir 

I'nor to 2008 we had srtbstaiittol opeiations arrociated with llic productloii 01 coal-based solid synthetic fiiels as defiiied under Section 29 (Section 29) of the 
Code and as iedcsignated elfective 2006 a'i Section 4 4 K  of the Code (Section 4 K  and, collectively, Section 29/45K) The production and sale of these 
products qualified 101 fcdcral inconic tax crcditr K) long as ceitaiii rcqiiiremcnts were sat~sfied As a result 01 the e\piiat~on 01 the tax clcdit program. all of 
our sviitlietic ftiels busiiicises were abandoned and all operations ceased as of Dccenibei 3 1. 2007 The ~ccompanviiig conrolidated stateinents of rncome 
tellect tlie abandoned opci ations of ow svnthctic fiiel'i businesses as discontinued operations 

Coiicurrent with the synthetic fuels intangibles imymrment evaluation disciissed i n  Note 8. we 31ro perlornicd a11 ~mpairnicnt evaliiation ot related long-lived 
asSel5 during tlic second quaiter 01 2006 Based 011 tlie rewlts of the ~mpairnient le\< we iecolded 3 pre-tax tnipairniciit cliarpe of $64 mllllon ($38 million 
alter-tax) during the quaiter ended lune 30 2006 which \vas ieclassilied to discontinoed operations net of tax on the Conrolidated Statenients of Incoine 
I l i i i  cliargc icprerentcd tlic cntirety of {lie asset carlying value 01 our s~ntlictic fuels manufacturing facilities, 3 5  ~vell  ar a poition of the asset cairving value 
nsxicratcd w i t h  tlic river temiin:ils at wliicli the sviitliettc fuels nianufact~inng facilities were located 

Iiiteiert c\penrc 11.15 bccii allocated to d i~con t~ i i i~ed  opeiations based on their respective nct assets assuining a uniforiii debt-to-equlty ratlo across ow 
ol)er:itions ]'re-tax iiileiest expense allocated for each 01 the years ended December 31 2007 and 2006 was $1 niill ion We ceased iecordiiig depreciation 
upon cl:lsslficatloll of the assets 3s 
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d~scoritinucd opelatlons 111 Novcinlm 2007 Aftci-ta\; depreciation expense dunng the ycarr ended 13ecetnbei 3 1  2007 and 2006 \\‘a\ S2 n i~ l l~o~ i  and &J 
nlllllon. Icspectlvcl\ 

Rc\iilts 01 I criniiials and the synthetic lucl\ burinenscs discontinued operations fi,r the w a ~ s  ended l>ecenibel 3 1 W C I ~  ar lollowr 

13. C‘OAI, MINING IIUSINESSES 

On March 7, 2008. we sold the reniaining operations of Progress Fuels subsidiaries engaged i n  the coal niining business (Coal Mining) for gloss cash 
proceeds ol K23 millioii Proceeds lioin tlie sale were used lor geiieml corpoiate purposes These assets incl~rded Powell Mounlair~ Coal Co. and Dulcimer 
ILand Co , which consistcd of approsiinately 30.000 acres i n  Lee County. Va . and I-Iarlan County. Ky As a result ofthe sale. during the year ended Deccinkr 
3 I ,  2008, we recorded 311 after-tax gain of$7 niillioii on the sale of tliese assets 

On Mnv 1 .  200Ki. w e  sold ceilaiii net asset?, o l  Ihrec 01 our C O ; ~  rnining hurinesscs foi gross pioceeds 01 $23 million plur a $4 million woikrng capitd 
ad~ustnicnl As a iewlt, duiing llie y e : ~  ended Ilecembcr 31. 2006, we iecorded an alter-tax loss ol’S10 i n i l l i o n  on tlie sale 01 thew asset5 

The accompanying consolidated financial statenients retlect the coal iiiining opetations as discontinued operatioi~s Intcrest expense has been allocated to 
discontinued operations based on ilic net asscfs of tlie coal niines, assuining a ~inif(~rin debt-to-equity ratio across our operations Pre-13s interest expense 
allocated foi each oftlie yeais ended Deceinber 31. 2007 and 2006 was $1 millioii Restilts of discontinued operations for the coal mining busiiiesses for the 
yc:m ended Dccenibcr 31 were as bllows: 

c‘. CCO - GEORGL4 OI’I~RA‘I~IONS 

011 Maicli 9. 2007. our stibsidiaiy. Progress Energy Venturcs. Inc (PVI). entered into a series of transactions to sell 01 assign sl~bslantially all of its 
Competitive Coiiinicrcial Operations (CCO) pliysical and coniineicial assets and liabilities Assets dixstcd included appiusiiiiately 1.900 MW of gas-fired 
geiieration asseis i n  Georgia The xilc of the generation assets closed on lune 11,  2007. for a net sales pi-ice of$615 million We recorded an estimated after- 
tax loss of $226 iiiillion i i i  Deceiiibcr 2006 Based on the ternis of the liiial agreenie~it and post-closing adjiistnients. during the yeais ended December 31, 
2008 and 2007. w e  iiiciiricd an additional $2 niillion after-tas i i i  Iosscs and ievcrscd $1 8 niillion aftei-tax of the inipainnent iecorded i n  2006, iespectivcly. 
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Addilioiiallv. oii luiie 1 .  2007. PVI closed the hailsaction involviiig the assignineiit of n contract portfolio coiisistiiig of fiill-Iequireiiieiits contracts with 16 
Georgia electric nicnibersliip cooperatives ( h e  Gcoigia Coiitfilcts), foivard gas and powver contlacts. gas tralisportation. stnictuled power and other contracts 
to a third par&' l-his iepiesciiicd substanti:illy :ill o i  our iioiiregiil:ited eneigy niarketing and trading oper:ltiolis As :I ies~~lt  of tlie assigninents. ]'VI iiiade a net 
cash pnyniciit of' $347 tiiillioii, \vhich repieseiitcd tlic iict cost to assign ilie Georgia Contlacts mid other related contracts. I n  the y x r  elided December 31. 
2007. we rccorded a c lmge associated with the costs to exit tlie Georgia Contracts. and other rclated contracts, of$349 iiiillioii after-tax (charge included i n  
the net loss froiii discontinued opei-atioiis ii i  the table belo\v) We used the net proceeds from the divestiture of CCO and the Georgia Contracts for general 
corporate purposcs 

The accoriipanving consolidated financial statements rellcct tlie operations of CCO as discontinued operations. Interest expense has been allocated to 
discoiitinucd operations based on their respective net assets. assuniiiig a iiiiil'oi ni debt-to-equity ratio across our operations Pre-tax interest expense allocated 
for the yeais ended Deceniber 31. 2007 and 2006 was $1 1 niillion and $36 inillion. respectively We ceased recording depreciatioii upon classification of the 
assets as discontinued operations i n  December 2006 After-tax depreciatiori cspense was $14 niillio~i for the year ended Decenibcr 31. 2006 Iles~ilts of 
discontinued operations for CCO for the yens ended December 31 \ \we as follo\vs: 

1). 

On October 2, 2006. we sold 0111 n:ltiiial gas drilling aiid prodilctioii business (G:is) fox approximately % I  1 billion in  net pioceeds Gas included Wincliester 
Productioii Coinpany. Ltd . Westchester Gas Conipanv, Texas Gas Gatlieriiig and l a l co  Midstream Assets Ltd ; a11 were subsidiaries of Progress Fuels 
Corporatioil, foniierly Electric Fuels Corporation (Progress Fuels) Piocecds froill the sale \\'ere used pliinalily to rcdocc lioldiiig coiiipany debt atid for other 
corporate purposes 

Based on the net proceeds associated with tlie sale. we recorded an after-tax net gain on disposal of $300 millio~i during the )WII ended December 31, 2006 
We recoided an after-tax loss o f $ l  niillion during the year ended I>cceinkr 31. 2007. primalily related to working capital adjustinelits 

NATURAL GAS DRILLING AND PRODUCTION 
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'fhe accompanying consolidated fillancia1 stateiiients icilcct tlic operations o i  Gas as discoiltinid operations Intclcst cspcnsc has been allocated lo  
discontinued opelatioxis based on thei~ icspectivc net :issets. :issuniiiig a uniforni debt-to-equitv ratio across our operations I're-tax interest cspeiise allocated 
was $13 iiiillioii foi tlie )car cndcd Deccniber 31. 2006 We ce:~setl recording deprcciatic>n upon c l~l~~i l icat ion of tlic assets as discontinued operations i n  July 
2006 Aftei-tax depreciation espensc \vas $16 iiiillioii i o i  ilie ycai ended Dcccniber 31. 2006 Ilcs~tlts or discontiiii~cd operations Cor Gas for the years ended 
December .3 I wci-c as follows. 

E UC'O - immo AND ROWAN CFNPIUI ION I : W I I , I  nI;s 
On May 8. 2006. we entercd into definitive agreements to divest ol t n o  rulmdiaries of PVI, DcSoto County Generating Co , LLC (DeSoio) and Rowan 
Coirnty Powei, LLC (Rowan), riicluding ceiiatii c\iiting p\vei  supply coiltiacts to Soutlieln Powct Coiiipmv, a wbsidiaiy or Soutlieri~ Compan\~, for gross 
~~iircliase prices of appiowiiiatcly F80 m i l l i o n  and $325 i i i i l l io i i  rcspectivcly I>cSolo owned a 320-MW dual-file1 combustion turbine electnc generation 

N C We used tlic pioceede froill the d e s  to teducc deb1 aiid foi otlm torporate puiposes 

7 IIC sale 01 DeSoto clovxl i n  tlic second quaiter of 2006 ,ind ilic SJIC of R o u m  clored dur~ng tlic third quartel of 2006 Based on the gross proceeds assoclatcd 
witli the sales we molded an altei-Ia\ 1055 011 dispos:iI 01 667 iiiillioii diiiiiig llie W:II ended Deccnibei 31, 2006 

The accompaiiyii~g consolidated financial statement\ reileci tlic operations of LlcSoto and Rowan as discontinued opciations Intcrcst e\pense has been 
allocated io dlscontlnucd opc1atioii.i based on their rwpcctivc net a\rets assun~ing :i uiiifonir dcbt-to-equty iabo :iLro\s our operationr Pre-tau interest 
eupensc allocated \vas $6 million for tlie yea1 ended 1)cceinbcr 31. 2006 We ceased ~ecordi~lg depreciation upou clars~ficat~on 01 the assets as d ~ s c o n t ~ n ~ c d  
operations in  May 2006 Alter-tau dcprcclntion e\pcnsc dunne the )ear ended December 31. 2006. \vas $3 niillron Results of discontinued opcintions for 
DeSoto and Rowan for the year ended l>ecembcl 11 w c i e  as follows 

CnCll l iV 111 Des011 1 C ~ L I I I ~ Y -  Fla . a id Rowan oniicd a 925-MW dual-luel wrnbincd cvclc and conibustioii turbine elcctnc gcncrat~on facility In Rowan County, 
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R PROGRESS ' r i m c m i ,  LI,C 

011 March 20, 2006. we conipleted tlic sale 01 Progress I clcconi. 1.l.C ( P I  1Ll.C) lo I. eve1 3 Coiiiiiiuiiicatio~is, Inc We ieceived gross pioceeds comprised of 
cash of$69 niillion and approximately 20 million shares of 1,cvcl 3 Coniniunicatio~is. Inc coninioii stock valucd a1 an estimated $66 niillion on tlic date of tlic 
sale Our net proceeds Iroin tlie sale of appruosimatcly E70 million. alter consideration ol'Iliinorit>, intcrcst. were l~scd to rcducc debt Prior to tlie sale, w e  had 
a 51 peiceiit interest i n  PT LILC See Note 20 I'or :I discussion of the subsequelit salc ol  tlic Level 3 Coniiiiuiiications. Inc stock in 2006 

Based on the net proceeds associated with the salc and after considcration of niinoritv inlcrcst, we rccordcd an after-tax net gain on disposal of $28 million 
during the year ended December 31. 2006 

The acconipanying consolidatcd financial slatcmcnts rcllect the operations ol' IT 1.1 .C as discontinucd operations Results of discontinued opcrations for M 
1.L.C for the y u r  ended December 31 \ m e  as follows: 

In conliection with tlie sale, PEC and PEF piovidcd indemnificatioli against costs associated will1 ceitaiii asset pcrfoiiiianccs to Level .3 Coiiiiiit~nicatiotis, lnc. 
SCC geiicral discussion of guarantees at Notc 22C l-lte ul~iiiiatc rcsoluliou of tlicsc iii;lttcrs could result i n  acljusln~c~~ts lo the gain on salc i n  future periods 

G. DLYIE FUELS AND OTHER FUELS BUSINESS 

On March 1, 2006, we sold Progress Fuels' 65 percent interest in  Dixie Fuels Limited (Disic Fuels) to Kirby Corporation for $16 million i i i  cash Dixie Fuels 
operates a lleet of four ocean-going diy-bulk bnige and tugboat units Dixie Fuels priniaiils transported coal from the lower Mississippi River to Progress 
Energy's Crystal River facility. Wc iecoidcd :in aftci-tax gain o l  $2 niillioii on the sale of Dixie I'ucls during the year elided Dccembcr 31. 2006 During the 
years elided December 31, 2008 and 2007, we recorded additional gains of SI niillion and $2 million, respxtively. pi iiiiarily related to the expiration o l  
i~idciiiiiilications 

The accomp%iying consolidated financi:~l statenients icllecl Dixie Fuels and the ollicl f ~ ~ c l s  business as discontiiiued operations Results of discontiniied 
operalions for Dixie Fuels and other fitels busincsscs lor the years endcd December 31 rvere as Ibllows: 
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11. I’IIOGRESS ILtIl, 

We coiiipleted the sale oi  Progress Itail Services Corporatioii duiiiig the year ended Deceniber 31. 2005 As a result of ceitaiii legal. 13s and eiiviroiinieiitil 
iiideiiiiiiticatioiis provided by l’iogress Fuels aiid Progress E.iieigy, we coiitiiiue to recoid ad,justiiients to the lnss oil sale lluriiig llic w a r  ended Decenibcr 31. 
2008, we recorded an after-tas gain on disposal o l  $2 inillion During tlie year cnded 1)eceiiiber $ 1 .  2006. we recorded an alter-tcu: loss on disposal ol  $6 
million Tlie ultiiiiate resolution of tliese niatters could iesult i n  additional adjustmcilts to the loss nii sale iii f t~t t irC periods See gcIicra1 discussioii of 
guarantees at Note 22C 

1. 

At Deceiiiber 31. 2007. \lie assets a i d  liabilities ol  Terniinnls and the remaining assets and liabilities of Coal Mining \\‘ere iiicluded iii net assets to be 
divested. ‘l‘lie major balance sheet classes included i n  assets and liabilities to be divested in  tile Consolidatcd Balaiice Slicets were as follows: 

NE?‘ ASSETS TO B E  DIVESTED 

Other assets 6 
Assets lo be divesled s 52 

.J. CERED0 SYNTHETIC: ITJELS INTERESTS 

On March 30, 2007. our Progiess Fuels subsidiuiy disposed of its 100 peicent owneisliip interest i n  Ceredo, a subsidlaw that produced and sold qualifying 
coal-based solid synthetic fuels, to a third-party buyer In addition. we entered into aii agreement to opcratc the Ccredo facilih, on bclialf of tlic buyer At 
closing, we received cas11 proceeds of $10 iiiillion and a iionrecourse note receivable of $54 million. I’aynients on the note were received as we produced and 
sold qualifying coal-hsed solid syntlietic fuels on behalf of the buyer 111 accordance wit11 tlie lenns of tlie agreement. we received payinenls on the note 
related to 2007 production 01$49 million during tlie year ended Decenibcr .31. 2007, and a Gnal poyiiient ofS5 million duiiiig tlic \wi ended December 31. 
2008 Tlie note had ai interest rate eqlial to the tliree-montli London Inter Bank Offering Rate (LIBOR) rate phis 1% The estiniated rail value of Ihe note a1 
the inception of the transaction was $48 million Under the lenns of tlie agreement. tile ptirclinse piice was reduced by $7 million durine the year ended 
Dcceiiibei 31. 2008. based on the final value of tlic 2007 Sectioii 29/45K tcls credits 

During tlie year ended December 31, 2008, we recognized previously deferied gains oii disposal o l  $5 millioii based o i i  tlie liiial value 0 1  tile 2007 Section 
29/45K tm’credits The opeintioils of Ceredo ceased as of Decenibei 31. 2007. and are rccorded as discontinued opeintioils for 1111 periods presented See 
discussion o l  the abandonnieiit of o w  syntlictic fuels opeintioils at Note 3A In coiiiicctioii wi th  tlic disposal. Progress l7ucls aiid Progress Energy provided 
guarantees and indemnilicatioiis for ceitain legal aiid 13s iiiatlers to the buyer. 7-lie ultiniatc resolution of tliese iiiatteis could rcsull i i i  adjustine~its to l l ~ e  loss 
on disp>sal i n  future periods See generul discussion ol guarantees at Note 22C 

011 the date of the transactioiL the carrying value of the disposed ownership interest totaled X37 iiiillion. wliicli consisted piiniarilv oi the faii value of crude 
oil call options purchased i n  January 2007. Subsequciit io the disposal, \\‘e rciiia1ii the piiin:~iy bciieliciaiv ol Ccrcdo and continue to consolidate Ceiedo i n  
accordance with FIN 46R, but record a 100 peicent iniiioiity interest 

I<. SYNTI-IIITIC FIJELS I’ARTNEKSIIIP INT-ERLSTS 

111 two .Juiic 2004 transoctioiis, Progress Fuels sold a coiiibiilcd 49 8 percent parlnersliip iiilcrcst in Colona Synfuel Limited I’ailiicisliip. L L  LP (Coloila). one 
of its synthetic fuels facilities Substantially all piweeds rroni the sales 
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were received ovei- time, wliich is typical of sticli sales io the iiiduslw Caiiis froin tlic sales weie recognized oii a cost-recoveiy b 1 lie book va1ue of the 
interests sold totalcd appioxiiiiatcly $5 million We iccogiiizcd a gain oil tlicse tiansactioiis ol $4 i~iillioi~ iii thc ycai eiidcd 1)cceiiibcr 31. 2006 111 2007. due 
to the iiicre:ise i n  the price of oil {lint l i i i i i k  syiitlietic lids tax credits. we did riot iecord :111y :1dditioiial gaiiis Tlie oper:ilioiis 01 Cnloii:i arc iellectcd i i i  
discoiitiiiued operations [or all peiiods prcseiitcd See discussion of the abandoniiient of oui s).ntl~ctic liiels operations at Note 3A 

4. I’ROI’ERIY, P1,ANT A N D  I~QliIl’h.IENI 

A. tJ’131JITl’ I’L.4N1 

The balaiices oi electric utility plant i i i  seivicc at Deceniber 31 are listed below, with a range of depreciable lives (in years) for each: 

Depreciable Proercsr Eiicrev PEC PEF 

- ~ -  
Gencially, electric utility plant at PEC aiid 133.  otlicr tliaii itticlear liiel, is plcdgcd;?\oi the hT11101igag~ bonds o i  1’1 L ai13 1’1 1 . raspcciivaiy 
(Sce Note 11) 

AFUDC iepreseiits the estiiiiatcd costs 01 capital Itiiids iiecessry to finance the coiistiuctioii of ne\\ ieguloted assets As prescribed iii the iegiilaton~ iiniloiiii 
systeiiib of accouiits. ArUDC is cliarged to the cost 01 the plant lor ccrtaiii projects iii .iLcordaiicc with the rcgtilatorp provisions lor each liinrdiction 1 hc 
equity funds portioii of AIS1 J J X  IS  credited lo oilier iiicoiiie, a i d  the borrowed funds portion i s  credited to iiiteiest cliarges Regiilatoiy aiitl~onties consider 
AFUDC an appropiiate charge loi incltision iii the rates charged to customers by the Uti l i t ies over tlic service lile 01 the piopeit)’ 1 lie coiiiposite AI ULIC late 
for PEC‘s electric utility plant was 9 2”6. 8 8% aiid 8 7% it1 2008, 2007 a i d  2006, icspcctivcly I he composite AFUI)C late lor 1’1 F’s elcctnc titilitv plant 
W ~ S  8 8% ti1 2008, 2007 aiid 2006 

Oiii depreciation piovisioiis oii utility pIaiiL as a percent 01 avciagc depreciable pioperty oilier than iiticlcar luel, neic  2 3”n. 2 4”” atid 2 3 ” o  111 2008, 2007 
aiid 2006, respectively Thc depreciation provisions related to utiltiy plaiit \\’ere $578 iiii11ioii $560 iiii11ioii aiid $533 iiii11ioii iii 2008 2007 aiid 2006 
respectively 111 addition to utility plant depreciation provisions, depreciation. aiiioitizatioii and accretioii expense also iiicludcs decoiiiiiiissioniii~ cost 
provisions, AIIO accretion, cost of removal provisions (See Note 4D). regulatory oppioved expeiises (See Notes 7 mid 21 ) and Cleaii Siiiohestacl~s Act 
aiiioiti~atioti (See Note 713) 

PEC’s depiecintioii piovisioiis oii titilily plant, as a pcrceiit of average depreciable propeity otliet tlinii iiucleai ftiel tveie 2 I o n  for 2008 2007 aiid 2006 1 tie 
depreciatioii provisions related to titilily plant were $310 million, $303 niillion aiid $294 iiiillioii in 2008 2007 and 2006. rc.jpccti\ el\, In addition to utilih 
plant deprrciatioii provisions. depreciation. aniortizatioii and accretion expense also iiicliides decoiiiiiiissioiiiiig cost piovisions. ARO accietioii. cost of 
removal provisions (See Note 41)). regulatory approved expeiises (See Note 7B) and Cleaii SiiioAestacks Act ainorttzatioii (See Note 7 0 )  

PFF’s depieciatioii piovisioiis oii utility plaiit, as a percent of aveiage depieciable property otlier tliaii nucleai fucl, \vas 2 7Oo iii 2008. 2007 3iid 2006 1 lie 
depreciation provisions related to utility plaiit were $268 million. $257 million aiid $239 iiiillioii i i i  2008 2007 aiid 2006. icspcctivel\ In addition to titilit). 
plant depieciatioii provisioiis. dcprcciatioii. amortization aiid accretion cxpeiirc alx, iiicludcs dccoiiiiiiissioiiiiig co5t piovisioiis ARO accietioii. cost 01 
ieiiioval provisioiis (See Note 41)) and iegiilatoiy approved expenses (See Note 7C) 
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Atiiortizatioii o i  iiticleai fuel  costs. including disposal costs associated with obligations the U S Ihpartineiit o l  Eiieigy (DOE) and costs associated \villi 
obligatiolis to  lie DOE hi  tlic decommissioning and dccoiitaiiiinatioii of eiiiicliiiiciit fac cs, was $145 ~iiillion, $1 39 inillion and $140 iiiillion for the years 
ended Decciiibcr 3 I .  2008. 2007 and 2006. respectively ‘lliis :uiioTtiz:ition espetise is iiicluded i n  fuel used [or electric generation i i i  the Consolid:itcd 
Slatcnients of Income Amortization of iiticlcar fuel costs for the years elided Deceinbcr 3 1 .  2008, 2007 and 2006 was $ 1  15 iiiillioii. $ I  I O  niillioii and $109 
million. rcspcctivcly. Ibr PEC and $30 ~nillio~i, 529 million and 531 i i i i l l ioii .  I-espectivcly. for 143 

At December 3 1. 2008. PEF rellected $1 74 million of construction work in progress as recoverable regulatory assets piirsuant to accelerated regulatory 
recovery of  nitclear costs (See Note 7C) 

B. DIVERSIFIED BUSINESS I’ROI‘IiI<Tl’ 

Net d i w r s i h d  busincss property is included iii miscellaneous otlier property and investments on our and PEC’s Consolidated Balance Sliccts Diversified 
business propeily cscludes aiioiiii1s reclassified as assets IO be divested (See Note 31) 

PROGIESS ENERG I’ 

The balances oi diversified business property at December 31 are listed below. with a range of depreciable lives lor each: 

L I  11 fill 111 011s) 2008 2007 
Enuimiont (3-25 vears’l G 

Diversilied business depreciation expense was less tliaii 61 million, $3 million and $2 inillion for the years ended December 31. 2008. 2007 and 2006. 
I espcct i vely 

PEC 

Net divcrsilied busincss property was $6 million at  December 31, 2008, and $6 million at Dccembcr 31, 2007 These amounts consist primarily of buildings 
and equipmeiit that are being depreciated over periods raiigiiig froiii 5 to 40 years Accumulated depreciation was $3 iiiillion and $2 million at Deceiiiber 31. 
2008 and 2007. iespxtively Diversified business depieciation espeiise was less tlian $1 iiiillioii each i n  2008, 2007 and 2006 
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C’. JOINT O\VNERSIlII’ 01; (;l?NEItATING l~ACIIJl’III~S 

I’EC aiid PIiF hold owiersliip intcicsts i n  certain jointly owned genciatiiig facilities Iiacli is elititled to slmes of the generating cap3biIity and oiitput of each 
uni t  equal to tlicii respective owticrsliip inteicsts I ~ I C I I  also pays its o\viicisliip sliare oi  additional construction costs, hiel inventory purcliascs and operating 
expenses. cxcept i i i  cei-lain instances ivliere agrecnicnts Iiavc been esccuted to l i i i i i t  certain joint o~vncrs‘ niaxiiiiuiii exposure to tlie additional costs (See Note 
21B) liach oftlie 1Jtilities’ share of operating costs oi the above jointlv owned gencrating facilities is included within tlie conesponding line i n  the Statements 
of Income 71ie co-owner of lntercessioil City Unit PI I has exclusive rights to tlie output of the u n i t  during the niotiths of June through September PEF has 
that right for the remainder of the vear PEC‘s and PE.F‘s owiicrsliip interests in the ioiiitly owned generating Ijcilities arc listed bcloiv with related 
iiifoiniatioii at Lhmiibcr 31: 

2008 
(in ntillions) C’onipany Ownei ship C‘onstruction \Vorlr in 
Subsitliarv Facility hi trrest Phn t Inveshii en t Accuiiiula ted Deprcui $1 tion Progress 
PE 83.83% 519 8 
I’E 81.83% 187 1 
PE 81.67% 667 2 
I’ E 87.06% 614 2 
1’ E 91.78% 843 2 
I’EF Intercession C i h  Unit 1’11 66.67% 2.5 9 - 

__- 
2007 
( I l l  mllllolls) Cotnpaiiy O\vnersliip Construction Work in 

Rovboro Unit 4 39 
Crsstiil Rix er Unit 3 177 
Intercession City Uii - 

In the tables almvc. plant investnient and acciimiilated dcpreci:ition are not reduced by the iegulatoiy disallowaices ielatcd to t l ie Slieaion Hariis Nuclear 
Plant (1.larl.i~). wliicli are not applicable to the joint owner‘s owneisliip interest in Harris 

D. ASSET RE‘lIIIER.IEN~1~ OBLIGATIONS 

At Deceinber 31.  2008 and 2007. the asset retiieiiient costs. included it1 titilily plant, ielated to nuclear deconitiiissioriing o l  iirndiuted plant. net of 
accumulated delireciation for PEC. totaled $28 million and $29 million, respectively. At December .31. 2008, the asset retirement costs, included i n  utility 
plait. related to iiiiclear dccoiiimissioiiiiig of iriadinted plant totaled $19 iiiillion at PFF No costs related to nuclear deconimissioning of irradiated plant were 
recorded at December 31. 2007, at I’EF At December 31. 2008 and 2007. additjoiial PEF-related asset retirement costs, net of accumulated depreciation. of 
$1 16 million and $121 million. iespcctivcly. were iccoided at I’rogrcss Energy as pulchas ccotiiiting adjustments wlien we ptircliased Florida Fiogiess 
Corporation (Florida I’rogiess) i i i  2000 ‘The fail valiic of funds set aside i n  the {Jt es’ nuclear decommissioning trust hinds for the iiuclear 
deconiiiiissioning liability totaled $672 million and $804 million at December 3 1. 2008 and 2007: respectively, for PIX and $4 17 million and $580 million, 
iespcctively, for PEF Nct nuclear dccomiiiissioniiig trust titirealized gains are included in regulatoiy liabilities (See Note 714). 

PEC‘s nuclear decoiiiiiiissioiiing cost provisions. which ale included i n  depreciation and amortization expense. were $31 million each i n  2008, 2007 and 2006 
Management kl ievcs  that nuclear decomniissioiiiiig costs that liave been 
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and will be recovered tliiougli rates by I’EC and P E , F  will be sulficieiit to piovide loi tlic costs of decoiiiiiiissioiiiiig Espcii~cs recognized Cor the d i sp~sa l  or 
reiiioval of utility assets that aic not SFAS No 1-13 AROs. wliicli aic iiicludcd i l l  dcpicciation. ainoitization and accrctioii cspeiise. wcrc $100 ~iiillio~i, E96 
iiiillioii aiid $96 iiiillioii iii 2008. 2007 :iiid 2006. icspectivclv. foi PI uid $ 3 3  inillion. $30 ini l l ion atid $27 inillion i n  2008. 2007 :iiid 2006. rcspcclivel\;. for 
PEF 

During 2005. PEF perfornicd a dcprcciatioii stud . required by the FPSC no less t l l an  cvery four years Iiiiplciiientntioii of the depreciatioii study decreascd 
the rates used to calculatc cost oi reiiioval expense with a resulting decrease ofapprosiiiiatcly $55 niillioii i n  2006 111 2009. P E F  will be icquired to tile an 
updated depreciatioii study 

1 h  Utilities iecogiiize removal, nonirradiated deconiiiiissioiiiiig and disiiiantleinciit of fossil generatioit plant costs iii regulatorv liabilities 011 the 
Consolidated Balaiice Sliceis (See Note 7A) At Lhmiiber 31, such costs consisted of: 

Progress Encrw PEC PEF 
( I l l  Inilllons) 2008 2007 2008 2007 2008 2007 

1 he NCUC reoiiiies that PEC undale it’s cost estiiiiate I‘or nuclear d e ~ ~ i i i i i i ~ ~ ~ ~ o ~ i i ~ ~ ~  every live years PEC’s most recent site-specific cstiiiiates ot 

cost estimates also iiiclude iiitciiiii spciit tucl storage co5ts aswciated w i t h  maii~taiiiing spent iiucleai fuel oii site unt l l  such time that i t  ciui t-x: lraiisferrcd to a 
DOE tacility (See Note 2213) These estiiuatcs. i i i  200-1 dollan weie $569 iiiillioii I‘oi tJii it  No 2 at Robinson Nuclear Plant (Robinson), $418 iiiillioii foi 
Briinswich Nuclear Pliuit (131uiiswicL) Uiiit No 1. $4-1-1 niillioii for 13runs\\icL Unit No 2 aiid $775 inillion for llnins 1 lie estiiiiales nre subject to clianpe 
based on a variety 01 factors including. but not Iiniited to, cost cscdation. changes i n  tccliiiology applicable to nuclear decommissioniiig and changes in 
fedeial, stale or local rcgulatioiis The cost e5tiiiiatcs exclude the portioii altiibutablc to Noi-tli C3ioIiiia Easteni Municipal Power Agency (Power Agency). 
wliich liolds an undivided owneiship iiitercst in Bninswick aiid Ilarns NRC operattrig licenses held by PkC ciirrcntly expire JII July 2030, December 2034, 
Scptciiibcr 2036 and Octobei 20-16 loi Robinson, 13iuns\\wh Uiiits No 2 and No 1 and Ilarns. icspcct~velv 011 DeLembel 17, 2008, Ilarns receivcd a 20- 
year extension from the NRC on its opelatitip license. \vhicli e\teiids the operating liceiise tlirough 2046 Based on updated assuiiiptioos, in  2005 PEC further 
ieduced its asset ietireiiient cost net 01 acctiiiiulatcd depreciation and 115 N t O  liability by appioxiiiiately IF14 iiiillion aiid IF49 million, respectively I n  2009. 
PEC \vi11 bc icquircd to file an updated iiuclcar decoiiiinissioiiiiig studv 

1 he FPSC requires that PEF update its cost estitiiale lor iiiicleai decoiiiiii~swoiiiiig evers Jive years PET ieceived a new site-specific estimate 01 
decoiiiiiiissioiiiiig costs loi tlic Crystal Ri\er l l i i i t  No 1 (CR3) i n  Octobei 2008, \\liicli PIX wil l  file w i t h  the FPSC i n  2009 as part of PEF‘s planned base rate 
filing (See Note 7C) PEIYs ewiiiote I S  bawd on pioiiipt diSiiiaiit1ciiieiit dccoiiiiiiissioiitiig and includes i n k r i m  spent fuel storage costs associated w i t h  
iiiaintaiiiiiig spent iiiicleai rue1 on site u n t i l  swli  tiiiie that i t  can be transferred to a DOE lacility (See Note 22D) The estimate. i n  2008 dollars. I S  $751 iiiillion 
and 15 siibject to cliange based 011 a variety 01 faclois iiicludiiig. but not Iiiiiited to. cost escalntion. clianges i n  teclinology applicable to nuclear 
dcconimissioning and clianpcs iii federal. \talc or local regulatioiis TIic cost estimate excludes the portion attnbutablc to otlicr co-o\viicrs of CR3 The NRC 
operating ltceiise held by PFF foi C R I  cuireiilly expires i n  DeLeinber 2016 PEF submitted aii applicaLioii ieqiiestiiig a 20-year e\Teiisioii of this license on 
Decembei 18, 2008 PEF expects a decision Goni the NRC iii 201 1 As part of th is  new cstiiiiate aiid assumed license c\Tension. PEF iiicreased its assct 
ictiiciiieiit cost and its Mi0 liability by appioumately SI9 iiiillion Retail acciuals oii I’CF’s icscives for iiucleai decoiiiiiiissioiiiiig weie prcviously 
suspended tlirough December 2005 uiider the ten115 of a previous base iate agreeiiieiit and the base rate agreement iesultiiig fioiii a base rate proceeding i n  
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iiiiclear dcconiiiiissioning was suspciided siispciisi~~n based on its planned 2009 base rate liliiig 111 additioii. tlic wliolesale accrual oii 1’LI;‘s reserves [or 
retroactive to laiiuaiv 2006. following a FERC accouiiting ordci issued i n  Novcmbei 2006 

The FPSC requires that I’EF update its cost cstiniate ioi lossil plant disniaiitlciiient every i o u i  wais  PEF ieceived :III updated fossil disiiiantleineiit study 
estimate i n  2008. which PEF will f i le witli tlie IFPSC i n  2009 as part of 1’13‘s planned base rate filing PETS reserve foi fixsil plant disniantlenient \vas 
approsiiiiately $1.15 millioii and $14.1 inillion at I~eceniber 31. 2008 and 2007. includiiig aiiiounts i n  the ARO liability foi- asbestos abatement discussed 
below Retail accruals on PEF’s resenes for h s i l  plant disiiiantlemciit were previously suspended Iliroiigli December 2005 under the terms of PEF’s 
previous base rote ogreenicnt. The base rate agrcemeiit resulting froiii a base rate proceeding iii  2005 contiiiiied the suspcnsion of PEF’s collection floni 
customers oftlic expenses to dismantle Ibssil plants 

I’EC and PEF have iecogiiized ARO liabilities related to asbestos abatcineiit costs (See Note I 1)) I n  2008. PEC and I’EF reduced the ARO liabilities related 
to asbestos abitcment costs for llic fossil plants by $4 million and $8 million, respectively, due to an updated study An additional ARO liability was 
iecogiiized i n  2008 for landfill capping costs identified by both PEC and PEI7 of$]  niillion and $6 niillioii, respectively 

We liave identified but not recognized AROs related to elcctric tiatisniission and distiibution and tclecoiiiiii~iiiications ets as thc ~esult of easenients over 
property not owned by LIS Tlicse easenients ale generally perpetual and require retirenieiit action only upon abandonment or cessation of use of the properly 
for the specified purpose The ARO is not estiniable Tor such easements. as we intend to utilize tlicse properties indciiiiitely I n  the event we decide to 
abandon or C C ~ S C  tlic use ofa particular easeiiicnt, an ARO woiild be recorded at tliat time 

The following table presents the changes to the AROs during the years ended Deceniber 31, 2008 and 2007 Revisions to prior estiiiiates of the PEC and PEF 
iegulafed ARO are ielaled to the updated cost estiriiotcs for nuclear decoiiiiiiissioiiiiig and asbestos described above 

I’rogress Liiemv 

Asset retirement obliptions :it Deceiiibcr 31,2008 s 1,471 S - s 1,122 !$ 349 

E. INS1JRANCII 

The Utilities are inciiibers o l  Nuclear Electric Insurance Liinited (NLIIL). which piovides priniar). aiid excess insurance coverage against property damage to 
nienibers’ iiiiclear generating facilities Under llie pi-iniary progr:ini. each conipany is insured foi $500 iiiillioa at each of its respective nuclear plants In 
addition to piman, coverage. NEIL. also provides deconiaiiiiiiation. preiiiatiirc deconiniissioning and excess property insuraiice with limits of $1 750 billion 
on each titiclew plant 

Insuraiice coverage apainst incieiiicntal costs oT replacenieiit p v e r  resulting fioni prolonged accidental oiit:~ges at nuclear generating units is also provided 
tlirougli mcmbeisliip i n  NEIL. Both PEC aiid PEF are insured uiidei this prograin. follo\viiig n 12-tveelc deductible period. for 52 weelts in the amount ofS3.5 
inillion per week at Ui:iriswick, I-lanis and Robinson, and $4 5 million pei week at  CR.3 An additional 1 I O  ivccks of coveiage is piovided at 80 percent of the 
above weekly aiiiouiiis For the ciiiicnl policy period. tlie companies are subject to retroslxctive preiniuni assessiiients of up to appiosiniately $37 million 
with respect to the primary coverage, $38 inillion with respect to tlie decontaniination. deconiniissioning and excess property covemgc. and $25 millioii for 
tlic iiicreiiicnt~il 
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replacement power costs coverage. i n  tlic event covered losses at iiisured lacilities cxcced prciniums. irsenfes. reiiisuraiice and otl~er NEII, resources 
I’ursuant to regulations 0 1  tlic NRC, each coiiipativ*s property daniagc insuiaiicc policies piovidc t l~a t  ai1 proceeds lion1 such insu~ance bc applied, liist. to 
pl:ice the plait  i n  :i safe :uid stable condition :ilier an :iccidcnt and. second. to decont:iniiiiate tlie plant, before any proceeds can be wed for dccotiimissioniii8. 
plaiit repair or iestoration Lacli conipaiiy is irspoiisible to the extent losses n i a ~  exceed limits oi the coverage described above 

Both o f  the Utilities are insured against public liability for a nuclear incident up to $12 520 billion per occuimice Under the current provisioiis of the Price 
Anderson Act. wliich limits liability for accidents at nuclear power plants. each company. as an o \ ~ n c r  o l  nuclear units, can be assessed for a portion of any 
third-party liability claims arising from an accident nt any coiiinierciol nuclear power plant i n  the United States I n  the event that public liability claims Goin 
eacli insured niiclcar incident exceed the primary level of coverage provided by Anicricati Nuclear Insurers. each company would be subject to pro rata 
assessnients of up to 61 17 5 niillion for each reactor owned for each incident I’ayiiietit olsucli assessiiiciits would be made over time as necessary to limit the 
payment in any one year to no niore than SI7 5 niillioii per reactor owned per incident i3olh tlie ninximuiii assessnient per ieactor mid the ~iiasiniuni yearly 
assessnient are adjusted for inflation at least every five years The nest scheduled adjostmcnt is due on or before August 29,201 3 

Undci the NEIL policies. i T  there were multiple tenoiisni losses occurring witliin one yeai. NEIL would niake available one industry aggregate limit ofS3 240 
billioii for nonccrtificd acts. along \villi any mounts  it I C C O V C ~ S  from reinsumlice, goveinnicnt indeninity or other sources up to the limits for cacli clainiaiit. I f  
tcrrorisiii losses occurred bcyond tlie one-year period. a new set of limits and icsources would apply 

Thc Utilitics sell-insure their traiisinission and distribution lines against loss due to storm daniagc and other natural disasters PEF inaintains a storm damagc 
reseive ptiisuant to a regulatory order and may defer losses i n  escess of the reseive (See Note 7C) 

-- _ _ _ ~  - - - ~  5. RECEII’..\RLES -- 

Inconic taxes ieceivable and intcicst incoiiie ieceivables are not iiicluded i n  receivables 1 hcse aniounts a i ~  included in picpayment.; and other cuireiit assets 
or sliown separately oil the Consolidated Balance Sheets At Decembci 3 I ieceivables weie coniprised of 

Progress Enerw PEC PE F 
2008 2007 2008 2007 2008 2007 
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6“ INVISN‘I‘OR1’ 

At Deceinber 31 iiiveiitoiy was coiiiprised of 

Progress Energs PEC PEF 
2008 2007 2008 2007 2008 2007 

Total iiivciiton’ 1,239 $ 994 S 633 $ 510 S 606 $ 484 

Mateii:ils a11d supplies aniouiits above ewlude long-teiiii coiiibustion hiibiiie in\~entoiy aiiiouiiis included i i i  othci assets and deferred debits on the 
Consolidated Balaiice Sheets lor I’iogiess Eneigy ofS23 n i i l l i o i i  aiid $65 iiiillioii at Deceiiiber 31. 2008 and 2007. iespectively. atid PEC of $44 iiiillion at 
Ilecciiibci 3 1 ,  2007 

Eiiiission alloivaiices above e\clude loiig-teim eiiiission allowances included i n  ollier assets and defcried debits on tlie Coiisolidated Balance Sheets for 
Progray Ciicigy. I’CC and PEF oiS6l niillioii, SI4 iiiillioii aiid $47 iiiillioii, rcspeclivcly, at December 3 1, 2008 Long-tcriii cni~ss~on allowaiices for Piogicss 
Eiieig) PEC aiid PFF were ‘$32 inill ion ’$3 inillion and ‘$29 inillion, respectively, nt Deceiiiber 31. 2007 

011 Novciiikr 12. 2008. tlie 1:PSC appioved 
inve~itoin~. through the enviroiiniental cort recoven‘ clnure (ECRC) (See Note 7C) 

7 .  I< EGU IATORY PLATTli I S  

A. RISGULATORY iiSS1STS A N D  I~LAI%IL1TIES 

As rceulatcd entities. the IJtilities ore subject to the provisioiis of SFAS No 7 I .  Accoidiiigly, the Utilities record ceilaiii assets aiid liabilities resultiiig liroiii 
the eficcts of tlic rateiiial~ing pioccss tliat would not be recorded under GAAP for noiiregulatcd entities. The 1Jtilitics’ ability lo coiitiiiue to meet tlie ciiteiia 
for applicatioii o l  SI’AS No 71 coiild be nifecied i n  the liiture by competitive foices aiid restructuring i n  the electric iitilily indus~ly In the eveiit ihat SFAS 
No 71 iio loiigei applies to a scpatnblc portion of our operntioirs, related regulaloiy assets and liabilities would be eliminated uiiless an appropriate regiilatoqi 
iecoveiy inecliaiiisiii was piovided Additionally. sucli a11 evcnt could result in an iiiipaiiinenl of utility plant assets as deleiiiiiiied pursuant to SFAS No 144 

Except for poitioiis o i  deferred Cue1 costs and loss oii reacquired debt, a11 regiilatory assets ea111 a retuni o r  llie cash has 1101 pet been expended, i n  wliich case 
ets are o1Tset by liabilities 11131 do iiot incur a caiiying cost We anticipate recovering long-term defened Liiel costs beginning In 2010 and loss on 

reacquired dcbt over ilie applicable livcs of tlic debt We expect to fullv recover our regulatoni assets aiid r e i d  our rcgiilatow liabilities thmugli customer 
rates iindci ciineiit rcgiilaton’ practice 

156 
_cI . . . . . . , . . .,. . . . ~- . . . . . . . ~ - .  . . . . . . . , ,. .-. . . . . .-. . . . . . . . .- 



Casr No. 2011-12.4 
Staifl-DII-01-009 iii a#torIiiiirnt 
(Progress Energy) 
i’agr 163 of 307 

157 



Case No. 2031-321 
Slnff--DI1-01-009 iii ntbrliniriit 
(Progress Eiiergj ) 
P.iee 164 of307 

pL71: 

Nuclear defeiia 

B. PEC FZTAIL RVIE R I A  ITERS 

B.4SE I<. 11m 
I'FC's base rates are subject to llie iegulnloiy jurisdictioii 01 llic NCLJC and SCPSC 111 PEC'r niost iecent late cases 111 1988, the NClJC and the SCPSC each 
authorized a i e tu in  on c q u t t ~  of 12 75 pciceiit I n  Julie 2002, the Clean Sniokeslncl,s Act was enacted i n  Norlli Carolina rcquinng the state's electric utilities to 
reduce the cni~ssion\ 01 NOu and \ullui diouidc (SO!) Ironi tlieir North Carolina coal-lired power plants i n  pliares by 2013 The Clean Sniokcstacks Act froze 
Noith Carolina electric u ~ l i t y  base rates lo1 a live-year peiiod \vIiicIi ended December 31. 2007. iiiiless theie were e~ t~ao id ina ry  event? beyond the control 01 
tlie iitiltties or unless the utilities persistently caiiicd a rdiini substantially i n  e ~ c e s s  01 the mle 01 retiirii eslablislicd and fourid reasonable by the NCUC in the 
iespectrvc ulility's last gciicrd iatc case 1 lieic wcic 110 ad~usl~neiits  to I'EC'5 base rates duniig the livc-war period ended 13eccnibci 31, 2007 Subsequent to 
2007, PEC's ctiireiit North Caroliiia b:m ialcs we contiiiulng sulycct lo traditional cost-based tale ieg~il:ilion During the rate fieeze penod. the legislation 
provided for a n i in in iun i  aniortization and recoven of 70 peicent 01 the original estiiiiated coinpliance costs of$81 3 niillion (or $569 m ~ l l ~ o n )  tvhile providing 
llexibility i n  tlie amoiiiit of :innual aiiiortization recorded fioni none up to 61 74 iiiillion pet \ear 

On March 23, 2007. PE.C liled a petitio11 wid1 !lie NCUC requesliiig that it be allo\ved lo aiiiortize the reniaining 30 percent (or $244 inillion) of tlie original 
estimated coinpliance costs for the Clean Sinolie. ks Act duiiiig 2008 and 2009. with discietion to onioitize up to $ 1  74 niillion in either year Additionally. 
among other things. PEC icqiicsted iii  its Maich 23, 2007 petition h a t  the NCUC allow PEC to incliide in its ratc base tliose eligible compliance costs 
csceeding tlie origin:il estimated coriipliance cosls aiid 11131 I'EC be allowed to accrue AFUDC 011 a11 eligible conipliance costs iti excess of the original 
estiniated conipliaiicc costs I'EC also requested tliat  an^ prudcncy review or I'EC's envitonnieiital conipliaiicc costs be del'eii-ed until PEC's neb? mteniaking 
proceeding i n  wliicii PEC seeks to adjiist its base rates On October 22. 2007. I'EC lilccl with the NCUC a settlcnieiit agi-cement with tlic NCIJC Public StaK, 
the Carolina Utility Custoiiiers Associatioii (CUCA) and the Caioliiia Iiiciustiial Gioup hi- Fail Utility Rates I1 (CIGFUR) supporting PEC's proposal On 
December 20. 2007, the NCUC appoved the scltlcnient agreemenl on a piuvisional tiasis. with the NCUC iiidicating I l ia1 it iiitended lo initiate a review in 
2009 to coiisidci 
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all reasonable alternatives and proposals ielatcd to I’liC‘s reco\’ci-\. ol its Clean Siiiokeslacks Act conipltance costs i n  csccss 01 the oiigiiial estimated 
coinpliance costs of18  I3 inillion 

On July 10, 2008. PliC liled a petition ivitli the NCUC requesting that the NCUC reconsider its order issued Decc~nber 20. 2007. and teniiiiiate the 
ieqiii~emenl that PEC amortize any Clean Sinokcstacks Act compliaiice costs i i i  excess oi  $569 million, and instead allow PEC to place into late base all 
capital costs associated with its conipliattce with tlie Clcaii Siiiokcstacl;~ Act i n  excess of $569 illillion 

On September 5. 2008, tlie NCIJC appioved PEC‘s iequest to tenniiiate otiy f~~rtlier acceleratcd nmortizatiori of its Clean Smokestocks Act coniplinnce costs. 
The NCUC ordered that PEC shall be allowed to include i n  rate base a11 reasonable and pnidcntl incurred en\Gronmental compliaiice costs i n  cscess oiS584 
inillion as the piojects are closed to plant iii service As a result of this ordei. PFC \\fill not anlo ize $229 inillion of the original estiniated coinpliance costs 
for the Clean Sinoh-estncks Act during 2008 and 2009. but will record deprecintioll ovei the useful life oltlie 

For the years ended 1)ecetnber 31. 2008. 2007 and 2006. PIIC recognized aniortizatio~~ of $ 1  5 million. $34 million and $140 inillion. respectively, and 
iecognized $584 million in ciiinulative aniortization through llcceiiiber 31. 2008 

See Note 21B for additional inior~nation ab0111 tlie Clean Sniol;estacLs Act 

R I E L  COSi RECOl’KRI’ 

On April .30, 2008. PE.C filed with tlie SCPSC for a11 iiiciease iii the fuel rate clialged to its South Carolina ratepayers PEC asked the SCPSC to appiove a $39 
inillion increase in  fuel rates for under-wcovered fuel costs associated ivith prior yea  settleinents and to meet future espected ftiel costs On lune 26, 2008, 
the SCPSC approved PEC‘s request Effective July 1. 2008. rcsideiitial electric bills increased bv $5 86 per 1.000 kilowiitt-houi-s (IcWh). or 6.1 percent, for 
fuel cost recoverv. At December 31. 2008. PEC’s South Carolina under-iecovered deferred fuel balance \vas $15 inillion 

On June 6, 2008, PEC filed with tlicNCUC foi an incicasc ill  the li~cl late charged to itsNoith Caioliiia ratepayers Subsequently. PEC jointly filed a 
settlement agreeiiient with CIGITJR, CUCA and I I I C  NCIJC Public Staff IJnder tlie teriiis o l  the senleineiit agrecn~ciit. PEC will collect $203 million of 
deferred fuel costs ratably ovei a thiee-year peiiod beginning I>cceinIxr I .  2008. conipnred wlth a one-year ~ecove~y period proposed in  PEC’s O n g i l l d  
request Amounts to be collected i n  years begiiiiiiiig L>eccmbcr 1 ,  2009 and 2010, will accriic intciest 011 Novenibcl 1-1. 2008, the NCUC approvcd the 
settlementagrceineiit Effcctive December 1. 2008. iesidcntial electric bills ineleased by $8 79 per 1.000 kWh. or 9 I percent At Ueceniber 31, 2008. PEC’s 
North Carolina deferred fuel balance was $321 million, of which SI30 iiiillioii is cspected to be collected aller 2009 and 113s been classilicd as a long-term 
rcgulatoiy asset 

D ~ j \ L L N L ) S l ~ ~ ~ \ f . ~ l I V . - I C ~ ~ ~ \ ~ ~ A ~ ~ . , l i v n  ~ N ~ R G ~ ’ - ~ ~ ~ l C l L ~ ~ ~ ~ 1 ~  COSTRLCOI ZRI’ 

During 2007, the North Carolina legislature passcd co~iiprehc~~sivc energv legislation. which became law on Ang~tst 20. 2007 Among other provisions. the 
law allows h e  utility to iecovei the costs of dentand-side nianagenient (DSM) and eneigy-elliciency piograiiis through nn aiuiual DSM clause The law 
allows PEC to capitalize those costs intended to produce fiittire benefits and a~~thorizes the NCUC to nppiove other lorins of financial incentives to the utility 
for DSM and energy-efljciency prograins DSM prograins include. but arc not limited to. any program or initiative that shifts thc timing of electricity IISC from 
peak to nonpeak periods and includes load nianageinent, electricitv system and operating controls. direct load co~~trol. interiuptible load and electric system 
cquipinent and operating contiols PEC has begun implementing a seiies of DSM and energy-efliciency piogranis and: as of Deceniber 31, 2008, has deferred 
$8 million of iinplementation and pi-ogiani costs ior fiit~nc iccoveiy. In 2008, PEC filed for NCUC approv:il of multiple DSM and energy-efficiency 
programs The majority of tlie progmms has been approved by the NCUC 01 is pending fiirtlier review We cannot predict the oii~conie of the DSM and 
energy-efficiency filings pending further :ipprovaI by  tlie NCUC or u+etlier the prograins will produce the cspected opemtional and economic results. 
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On lune 6, 2008. and a5 subsequciitly aineiided IXC liled an application \\it11 the NCIJC lor app io \a I  ol a I X M  and energ\i-elliciencv clause to iecover the 
costs of tliex prograins and a ieturn oii tlic costr Althougli tlic NCUC is not c\pccicd to niahe a decision on this filing uiiti l  l ist  quaitei 2009, oii Noveinbei 
1-1. 2008. the NCUC approved PFC collecting the DSM and eiiei gv-cliicienL\ icloted costs begiiining Ihci i ibcr  I 2008 On December 9. 2008. the Noith 
Caioliiia Public Stall liled an Agieenicnt and St~piilatioii 01 1’aiti:il Scttlenieiil with I’LC aiid miic 01 the otliei parlies to tlie proceediiigs Tlie NCUC held a 
Iieoring oii tlic inattcr oii Jentiar). 7, 2009 11 tile iatcs beiiig collected 3 5  of Dcccnibci 1 2008 arc approved. icridciitial clcctiic bills would iiicrcasc by $0 74 
per 1,000 bWIi. or 0 8 percciit 1 lie iiicrcase iii rates i s  subject to true-up iii future piocczdings We cannot piedict the outconic ofthis matter 

PEC filed a petition on Noveniber 30, 2007, wit l i  the SCPSC iceking autliorimtroii to create a dcfcricd account for DSM arid eneigp-efficiency expenses On 
Deceinbcr 21, 2007, the SCPSC issued an order granting PEC’s petition As a result. I’LC has deferied SI ini11ioii of iniplemciitatioii and program costs for 
liiture recovery in the South Caioliiia piisdiction 011 lune 27. 2008. PFC liled ai1 application w i l l i  the SCPSC to establish procedur-es tliai encourage 
iiivestiiient 111 cost-eflcc1ive eiieigy-eificteiit tcclinologies aiid eiiergy coiiscivutioii prograins aiid approve the establislinient of aii aiinunl nder to allow 
recovcry for a11 costs associated with such programs, ar  \vel1 as the recovers 01 appropriate incentives filr investing i n  such programs 011 lamraw 23, 2009, 
PEC filed a Stipulation Agreement between PEC and soiiie 01 the oilier palties lo the proLeediiig A Iieaiing on l h i r  iiiattci WIS  held on Fcbiuaiy 12. 2009 We 
caiiiiot piedict the outconic of this matter 

m v m  IBI E ENERCS IJVD ~ i ~ ~ i ~ ~ ~ ’ ~ i ~ ~ ~ ~ ~ ~ - f ~ ~ ~  PORTFOI 10 ST ilvn im cosr ivcm 7 . ~ 1  

On February 29. 2008, tlic NCUC issucd an order adopting final rules for iiiiplcniciiting Noitli Caioliiia’s coinpichcnsivc ciieig) legislation These iulcs 
provide filing requiiements associated w i t h  llie Icgislalron The order ieqtiircd PLC to subniil its ftist 3niiual ReiiewolAe Eiiergv and Eiieigv Efficiency 
Portfolio Standard (NC REPS) conipliance plaii as part of i t s  integrated iewuice plan, ivliicli was filed on September 2. 2008 Uiider tlic new i uler. beginning 
i n  2009. PEC w i l l  also be rcquired lo file uii aiuiiial NC REPS conipliniice i epo i l  denionstiatiiig the actions it 1135 taben to comply \ \ i l l1  tlie NC REPS 
recliiirenient The rules incawre conipliancc wi t l i  tlic NC RCPS icquiicnient v i a  reiicwablc eiiergv certificates (RCC) earned alter laiiuarv 1, 2008 The NCUC 

-- 

rather tliaii a usage-based rate Flfective December I .  2008 i e w h i r i a l  eleclric bills incieascd SO 36 per iiiontli 

OTIIER A i  $1 PERS 

Tlic NCUC and the SCPSC approved proposals to accelerate cost rccoi cry of PEC‘r riuclcni geiieiattiig aswlr begiririii~g Ja i~ i ia rv  I. 2000. wid coiitiiiiiiiig 
tlirotigli 2009 rlic North Caioliiia aggiegatc i i i i i i iniiini aiid iiiaxiniiiiii ainouiits 01 cost recover) are ’$41 5 million and $585 ni i l l io i i .  ~espectivcly. with 
fle.;ibility i n  the ainouiit oi annual dcpreciatioii iecoidcd. fioiii none lo SI 50 inillton per ycni Acceleratctl cost recoven’ of tliese asset\ icsulled i n  additional 
depreciation expense of $52 inillion and $17 inillion for tlie years eiidcd L>ecembcr 31, 2008 and 2007. respechvely No additional depreciation e q e n s e  froin 
accelerated cost iecoveiy wns recorded 111 2006 Through Deceiiiber 3 I .  2008. I’CC rccoidcd cumulative ncceleiuted depreciation of $41 5 inillion for llie 
North Carolina jiinsdiction The South Carolina oggrcgate niiiiiinum aiid innumuin amounts ofco5t recoven arc $ 1  15 iniillioii and $165 million respectively 
No additional depreciation e\rpenx horn accelerated cos1 iecoven~ was iecorded i n  2008 2007 o r  2006 1 Iirougli Decciiibei 31. 2008 PEC recorded 
cuiiiiilative aceeletaled depieciation oi $77 niill ion for the south Caioliiia juridiclioii 

In October 2008, PFC filed, and the SCPSC appiovcd. a petition t o  terininatc PEC’s rcinaiiiing obligatio11 lo accclerate the c o ~ t  recoven‘ of PFC’s nuclear 
generntiiig assets As a iesult ol the approval ot this petition. PIX will not be reqiiiied lo iecogiiize tlic reniaining 538 inillion o l  accelerated depreciation 
iequircd to icacli tlic iiiiniiiiuiii aniount 01 cort iccovcry foi the Soutli Carolina iunrdicboii but nil1 iccoid depreciation w e r  the useful life of tlic assets 
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On October 1.3. 2008. the NCUC issued a Certilicate ol Public Conveiiieiice and Necessity allowing P I C  to proceed \villi plans to coiistruct aii approximate 
600-MW combined cycle dual fiiel capable geiieiating facility at its Richmond County geiiciaiion site to piovide additional gciicratiiig and transmission 
capacity io iiieet tlie growing ciieigy deiii:inds of soutlierii and e:istem North Cai-olina PFC expects that the new gcneraiiiig and traiisiiiissioii capxity will be 
online by the second quaiter 01 201 1 

On April 30, 2008. PEC submitted a revised Open Access Transmission ‘TariK (OATT) liling. including a settlcinent agreeineiit, \villi the FISRC requesting an 
increase i i i  transmission rates I l ie purpose of the liliiig was to iinpleineiit Ibriiiiila rates Ibr tlie I’EC OA’IT iii order to more accurately iellect the costs that 
PE,C incurs i n  providing transmission service I n  the filing. PEC proposed to iiiove from a fixed ieveiiiie iequirenient to a foriiiiila iate. wliicli allows for 
transmission rates to be updated each year based on the prior vcar’s actual costs. Settlement discussions were licld with major ciistomcrs prior to the filing and 
a settlement agieeiiieiit \vas reaclied on all issues The settlenient proposed a forniula rate with a rnte ofrctum on eqiiiiy of 10.8 peiceiit as well as recoven! of 
tlie wholesale portion of Ute teriiiiiiated GI-idSouth Transco, LLC (GridSouth) pioject startup costs over Gvc years 011 lune 27. 2008. tlie FERC appi oved the 
settlcment The new rates were effective July I .  2008. and iiicrcascd 2008 reveiiiics bv $7 million. 

C. I’EF RI?lAII ,  RATE RLATI‘ERS 

B.+fSE R/1 TE’ t1 GRELWEA’T 

As a result o l  a base rate proceeding in 2005, PEF is party to a base rate settlement agreeiiieiit that was effective witli tlic Grst billing cycle ol  .lanuary 2006 
and will reiiiain i n  clTect tliioiigli the last billing cycle of Deceniber 2009, with PEF Iinving sole optioii to crteiid the ngreenicnt throitgli the last billing cycle 
of lune 2010 pursuant to tlie agieeinent. 111 accordance with the base rate agreement and as niodified by a stipulation and seitleiiieiit agreement approved by 
the FPSC on October 23. 2007. base Ides were adiiisted iii .lanuan‘ 2008 due to snecifed eeneiation Ikcilities ulaccd i n  service i n  2007 The settlement 

aniiiially for iolling average IO-year retail kWli sales growth and were $1 664 billion and $1 716 billion, icspectively, foi 2008 I Iic settlcnieiit agiecment 
provides for PEF to continue to iecover ceiiain costs thiougli clauses. such as the rccoveiy of port-9/1 1 secunty costs thiougli tlie capaci i~ clause and the 
carrying costs of coal iiiventory in  irmisit and coal procureiiieiit costs throiigli the luel clause Undei the settleiiient agicciiieiit, PEI- is autliori/cd to include an 
ndjustnicnl to increase coiiinioii equity 1-01 tlic impact of Siaiidard ck Po0r.s Rating Senwcs (SckP’s) imputed off-balancc sheet debt foi futuic capacity 
payments to qualifyiiig I~icilities (QFs) :iiid other eiit it ieq under long-term puicliase powei ngieenieiits I liis :idjtisied capital wuctuie w i l l  be used foi 
siiiveillance repoi tiiig witli the FPSC and cost-recovery claiise rehim calculations PEF wil l  use an autlionzed I I 75 peicciii retiti 11 on equitv foi cost-recovery 
clauses and AFIJDC I n  addition. I adjusted equity ratio will be capped at 57 83 peiccnt as calculated on a financial capital striictiirc that includes llie 
adlustment for Ihe SBP iinputed o once slieet debt If PEF’s regulatory return on cquitv l‘alls below 10 perceiit. and foi ceitnii i  ollier events PEF i b  
authorized to petition the FPSC for a base rate iiicrewx 

On Febriiarv 12. 2009. in  anticipation of the expiration of its current base rate settlemeiit agreement. PIX notified the TPSC that i t  ~ntcnds to request an 
increase i n  i ts  base rates. e l k c t ~ v e  January 1. 2010 In its notice. PEF ieqiiested the FPSC to appiove calendai )ear 2010 as tlie piojecied test p r o d  101 setting 
n e w  base rates and that i t  intends to seek annual rate relie1 between $375 million to %550 million PEF intends to file its case-in-cliicf on Maich 20. 
request for increased base rates I S  based. in  pari, on ~nvestmcnts 1’EF is making in i t s  gcncrating llcet and i n  its trmsniissioii and distribution 
approved bv the FPSC, ilie new base rates would increase residential bills by approumatelv ’$15 00 pel 1.000 LW11 or I 1  peiceiit cffeciive laiiua 
We cannot piedict tlic outconic ot th is  matter 

As part 01 its Febiiiary 12 2009 iiotificatioii, PEF also iiifoinied the FPSC Uiat it iiiay seek additional late relic1 in 2009 priiiiaiili dirveii Ix ilie addiiioii 01 11s 
iepowered B ~ I I O L V  powei plant, wliich IS evpected to begin commeicial 
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operation 111 .luiie 2009. aiid dccrcascd sdcs  and Iiiglier pciisioti costs impacted by the cutient fiiiaiicial and credit ciises We cniiiiot predict the outconic ol 
Illis iiiatlci 

1; lJEL, COS7 RECO 1 ‘LlU’ 

On Scpteiiiber 4. 2007. I’IJF lilcd a request with tlie FPSC sccktig approval of a cost ad,justnicnt to rellcct a projected over-collectioli oi iiiel costs i n  2007. 
dccliriing projected fuel cosls for 2008 and otliei recovery clause faclots On January 8. 2008. llie FPSC issued a11 oidei approving 1’ 
inillion. o r 4  53 percent decrcase i t )  iatcs efl‘eclivc Iaiiuary I .  2008 

On May 30> 2008. PEF filed a pciition \villi tlie FPSC rcquestiiig a inid-couise correction to its fuel cost-iccovety iactors to iecover an additional $213 million 
i n  2008. primarily due to rising fuel costs 111 accordance with a FPSC order, investor-owiicd utilities must file u notice with the FI’SC if the year-end 
projected over- or under-recovery of fuel costs is expected to LE gredtcr than 10 percent of projccted iucl rcvciiucs The requcstcd tilid-course correction 
\vould Iiavc tesulted i n  n residential fuel ratc increase of $12 07 per 1,000 kWIi fot the period August thiougli December 2008 0 1 1  Iuly 1. 2008. [lie FPSC 
approved recove08 oT the $213 million piojecied yeat-end undei-recovery, but allowed PEP to iecover 50 percent 111 2008 and 50 pcrccnt i n  2009 1 lierefore. 
tlie increase i n  the fiicl ratc for tlie period August tlirough Dccetiibcr 2008 was $6 0.3 per 1,000 kWh This iiicrcasc \\‘as partially olfscl by the expiration of 
PE.F.s stonii cost-recovery surcliarge of $3 61 pet 1,000 kW1i effective August 2008 Consequently. begiiiiiitig willi the lirst billiiig cvcle i n  Aug~ist and 
including gross receipts tnx. residential electric bills incrcased by $2.48 pet 1,000 kWh, or 2 29 percei~t As discussed i i i  ‘-Base Rate Agreetiiciit.” residential 
base iates iiicrcased cil’cctive Ianuaty 1. 2008, due to spccilied genciatioti facilities placed i n  service i n  2007 ?‘lie costs of certaiii of tlicsc Iacilities had 
previously been recovered tlirougli Uie litel claiise 

On October 15,2008, PEI: lilcd a iequcst with the FI’SC to seek approval of a cost adjustment for the uiider-recovery o i  hiel costs i n  2008 and otlicr iccovery- 
clause factors PEF asked the FPSC to approve a11 increase iii residciilial electric bills by $27 28 pcr 1.000 ItWh. or 24 7 percent. effcctive lanuary 1. 2009 
The increase in residential bills is piiniarily due to iiicreascs of $14 09 per 1,000 kWIi for the projected iecovery of fuel costs. $9 74 per 1.000 kWh for ihe 
projected recovery through  lie capacity cost-tccovety ciause a n b .  L 50 p r  1,- 
capacity cost-recovery clause is primarily the result of projected cbosts to be incurred iii 200-13) rille discussed below for tlic 
proposed L.evy IJiiits 1 and 2 and the CR3 uprate less the projected reduction i n  capacity costs The increase i n  ihc ECRC is piiiiaiilv due io the recovery of 
eiiiissioii allowance costs (See  Note 21B) and the return oii assets expected to be placed i n  service i i i  2009 l l i e  FPSC issued orders i i i  Novenlber and 
Dcceiiibcr 2008 to appiuvc the cost adjustiiiciit At Dccetiibcr 31.2008, PEF’s utidcr-recovered defcircd liiel balaticc \\‘as $128 iiiillioii 

On February 18. 2009. PEF liied a request with llie FPSC to reduce its 2009 fiiel cost-iecovery factors by a11 amount sullicieiit to acliieve a $207 million 
teduction i t i  fuel cliargcs to retail custoiiiers as a result of effective fiici purcliasitig stlatcgies and lo\.ver fuel priccs, and to dcier unt i l  2010 tlic rccovcty of 
$200 tiiillion of L,evy nuclear preco~istructio~i costs, wliicli the FPSC had autliorized to be collected i n  2009 If approved. tlie request wotild reduce residential 
customers’ fiicl charges by $6.90 per 1,000 kWh, and would reduce the nuclear cost-recoveiy cliarge by $7.80 per 1.000 kWh. staitiiig with [lie first April 
billing cycle Comtncrcinl and iiidustrinl customers would see sitiiilar reductions We cniinot predict the outcome of this iiiattcr 

On August 10. 2006. Florida’s Office ofl’ublic Counsel (OPC) filed a peiitioti with the FPSC askiiig that tlic ITSC require I X F  to ielund to rntepn!ws $133 
iiiillioii, plus interest. of alleged excessive past iuel t c c o v e ~ ~  clioges and SO2 allowance costs during the period 1996 to 2005 The OPC subsequentis levised 
its claim to $135 millioii. plus iiitercst The OPC claimed that altliougli Crystal River Unit 4 and Crystal River Unit 5 (CR4 and CR5) werc dcsigncd to bum a 
blend o i  coals. PEF failed to act to lower ratepayers’ costs by purcliasiiig the most economical bletids of coal Duiiiig the peiiod specified in the petition. 

costs recovered tlirough fuel recovery clauses ~vcrc aiinually reviewed for piudeiice and appto\~al by the FPSC Oii October IO.  2007. the FPSC issued 
its order rejecting most of tlic OPC‘s contentiotis I-lowvcver, the FPSC Ibuiid that PEF had riot been prudent in purchasing a portion o i  i t s  coal req~iirciiients 
during the period from 2003 to 2005 Accordingly. tlie FPSC ordered PE.F 10 iefiind its ratepayers apptoxiiiiately $14 c nil lion. iticlusive of iiiicresl. over a 12- 
iiioiitli period beginiiing January I .  2008 For tlic )‘car ended Deccniber 31. 2007. PEF recorded a pie-tax other operating expense o i  $12 iiiillioii. interest 
espe 11 SC 

. ’ 
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of $2 iiiillioii aiid an associated $14 niillioii regulatory liability included witliin 
ratcpavcis tl1roiig11 a Icduction of prior year uiidcr-icco\wcd fiicl costs 1 lie FP 

efer red fuel cost at Ileccniber 31. 2007 Ilie relund was returned to 
oidci-cd 1’EF to addiess wlrcthcr it  \\’as piudciit in its 2006 and 2007 

CR4 aiid CR5 On October 4. 2007. PEF liled :I motioii to establis11 a sepamte docket on the pi-udciice of its coal purc11ases for CR4 and 
2006 and 2007. On Octobci 17. 2007, tlic FPSC granted that niotion PEF believes its coal procurcincnl practices liavc been prudent A 
2006 and 2007 coal purcliases has bccn sclicdiiled for Apiil 13-15. 2009 011 Fcbiuaiy 2. 2009. tlic OI’C filcd direct testiniony i n  tliis 
at during 2006 and 2007. 1’EF collected csccssive fuel costs and SO? allowance costs ofS6l Inillion before intcrcst The OPC clainied that 

these exccssive costs wcrc ntiribiitcd t o  PE.F’s ongoing practice o l  not blending tlie most economical soiuws ol coal at its CR4 and CR5 plants We cannot 
predict the outcome of this matter 

A~UCL.E4R COSTlECOlERY 

Thc 1:I’SC lias airtliorized altcrnativc cost-recoven’ nicclianisnis for prcconstnlction and construction carrying cost o l  tiiiclcar power plants Accordingly. at 
December 3 I ,  2008. PEF reflected $190 niillioii ol nuclear-related costs as :I ctiireiit regulatory asset, of wliich $174 million repiesents coiistniction work i n  
progress (See Note 4A) The total $190 million ofniiclear-ielalcd costs was comprised of $9 iiiillion related to the CR3 iipratc aiid $181 million related to 
L.evy 

CR.5 u/>rl7/1? 

On Septeiiibcr 22, 2006. I’EF filed a petition with the FPSC for Determination of Need to upiate CR3 und bid rule esemplion. and for recover)! of tlie revenue 
requireiiicnts of tlie uprate through PEF‘s fuel recovery clause To the extent the expenditures are prudently incurred, PEF’s investmelit i n  the CR3 llpI-3te is 
eligible foi recovery tlirougli base rates PEF‘s petition would allow lor more piompt recovery The petition filed with the FI’SC iiicluded a pleliniinary 

__-- 

stage’s design iiiodification Aftcr I’EF’s completion or  a transmission study and additional engineering studies. the cuncnt project estimate of I‘ully loaded 
costs is E364 iiiillion 

On February 29. 2008. I’EF filed a petition amending its recovery request and asked for recovciy of costs incuned i n  2007 and 2006 tlirough the capacity 
cost-recovery clause under Floi ida’s conipreliensive energy lcgislation and the FPSC’s nuclear cost-recovery rule On August 19, 2008. tlic FPSC, gr:inted 
PEF’s petition to amend its request to recover costs for the iiiiclear itpiate project under the nuclear cost-recovery rule On May 1: 2008. I’EF filed with the 
FPSC for an increase i n  the capacity cost-recovery clause Cor cstiniatcd costs incuncd i n  2008 and projected costs to be incuncd i n  2009 under tlic FPSC 
nuclear cosl-recoveiy itrle PEF petitioned tlie FPSC to approve 3 $25 m~llioii iiicrense i n  the capacity cost-iecovely reveiiue ieqtiircmcnl for costs associated 
with subsequent stages of tlie CR3 uprate 

On Septcinber 19. 2008. PEF filed a petition with the 1:I’SC to approve a h e  rate increasc for the remaining revenue requireiiicnts for thc first-stagc costs 
PEF’s 2008 ieveiiue requirements for recoveiy of the first s lap’s  costs were included in the capacity cost-recovery clause On October 28. 2008. the FI’SC 
approved a $ I  ii~illion base rate increase for costs associated wth the first stage of the CR3 uprate Base rates increased for iesidciitial customers by $0.04 per 
1,000 kWh. or 0 1 percent, hginning i n  Januag‘ 2009 On Novcmkr 12, 2008, the FPSC issued an order to approve $24 million for costs associated with the 
CR3 itprate i n  establishing PE.F’s 2009 capacity cost-recover)’ clause factor 

L 03) A‘trclecn 

On March 1 1 .  2008. I’EF filed a petition lor an  affirnialive Detennination of Need for its proposed Levy Units 1 and 2 nuclear powei plants, togetliei. with the 
associatcd facilities. iiicluding transmission lines and substation facilities Levy Units I and 2 arc needed to maintain electric systcin reliability and intcgiity. 
file1 and generating diversity and to continue to provide adequate electricity lo PEF‘s custoineis at a reasonable cost Levy Units 1 and 2 will be advanced 
passive light water nuclear reactors, each with a generating capacity o l  approximately 1,100 MW As 
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stated iii the petition. Levy Unit 1 \\wild be placed in  seivice by .lune 2016 aiid l..cvy Uni t  2 by lune 2017 r i le  filed. iionbindiiig pioject cost cstiiiiate foi 
Levy Units 1 aiid 2 is approsiiiiatcly $14 billion for gciierating facilities aiid approsiniately S.3 billion for associated tiansniissioii facilitics Tlic FPSC issued 
the fiiial order granting tlie petition for the Dctcniiiiiatioii orNecd for the proposed iiuclear units on August 12. 2008 

011 March I I .  2008. 1’13 also filed a petition with the FPSC to open a discovery docket rcgarditig tlic actiial aiid piojccted costs 0 1  Levy PEF filed the 
petition to assist tlic FI’SC in tlic timely and adequate review of the proposed project‘s costs recoverable under the iiiiclear cost-recovery nile On May 1. 
2008, PEF filed a petition for recovery of both precoiistiiictioii and cariyiiig cliarges on construction costs incurred or anticipated io be incurred during 2008 
and 2009 under the iiiiclear cost-recovery rule Based oil the alfirinotive vote by the FPSC on the Detemiiiiation ofNecd foi Levy. PEF filed a petition on July 
18. 2008. to recover all prudently incurred costs undcr tlie niiclcar cost-recoven‘ rule On November 12. 2008, tlic FPSC issued an order to approvc the 
inclusion o i  precoiistriiction and carrying cliarges of $357 million as \veil as site selection costs of $38 iiiillioii i i i  establishing P 
recoven, claiisc factor 

As discussed above i n  “Fuel Cost Recovery,” o i i  February 18. 2009, PEF filed a request with tlie I’PSC to defer the iecovery of $200 iiiillioii oi Levy nilclear 
precoiistruction costs 

STORIU COSTRECQI/ER1’ 

In 2005. the 1:PSC issucd iiii order authoiiziiig PEF to iccovcr $232 iiiillioii over a two-ycar pciiod, including interest of the costs i t  iiicurrcd and picviously 
deferred related to PEF‘s restoration of powei associated with four Iiunicanes in  2004 The net impact was iiicliided iii custoiiiei bills beginning Jmiuaiy 1. 
2006 I n  2007 and 2006. P I 3  recorded aiiiortization o l  $75 niillion and $122 iiiillioii. respectively, associated with the recovery oi  tliese storm costs l i e  
ietail portion ofstotni restoration costs were fiilly recovered at Deceinber 31. 2007 

On April 25. 2006, PEF entered into a settlement agieeiiient with ccrtaiii intenoiors 111 its storiii cost-iccovery docket that would allo.rv PEF to esteiid its then- 
current two-year stomi silrcliarge. which eqiinls approximately $ +  61 oil tile aveinge iesiaeiitioi nioiiiiiy ~ i i w n i e i  bi-nui i2- 
inoiitli pciiod to ieplenish its stoini reserve 1 lie teqiiestcd cdcnsioii. whtcli began August 2007. was expected to replenish tlie existing stoiiii iesen’e by an 
estimated $126 million During tlie third qiiaiter of 2006. PEF aiid the ttitenuxois modified the settlement agrcenieiit such that i n  the event future storiiis 
deplete the teseive, PEF would be able to petitioii tlic FPSC foi iiiiplcnieiitation 01 an interiiii surcliarge 01 at leas1 80 perceiit and lip to 100 percent 01 the 
claiiiicd deficiency of its storiii reserve l h c  ~iitcrvciiots agreed not to oppose tlie iiiteriin recovery of 80 percent of the future claimed delicieiicy but icservcd 
the riglit to clialleiige the iiiteniii surcliarge teeovcry of the iciiiaiiiiiig 20 pelcent Tlie FPSC lias the right to review I’EF’s storm casts for pnidence On 
Atigusl 29, 2006. llie FPSC approved tlie settlenretit agieerneiit as inodtficd I n  2008, PEF recorded net addrttorial storm resene of FG6 11i111iori fiorii Ihe 
edeiision oftlic stomi surcliarge At Dcccniki 31,  2008. PEF’s storm icscrvc totalcd $129 mill ion 

-~ 

OT7fER A f 4  I T R S  

On October 29. 2007, P I 3  subiiiittcd a revised OA I1 l i l inm including a settlement agreement. \%it11 the FERC requesting an increase i n  transmission rates 
J he ptitpore of the filing \vas to rmpletiie~it lbniiirla ratcTkor tlie PEF OATT i i i  oidet to more accurately reflect tlie costs that PPI; iiicurs $11 pioviding 
tiiinsiiiission service Iii  the filiiig, I’EF pioposed to iiiove Irom a fixed mte to a foniiula rate which allows for t ra i i~i i i i~~ioi i  rates to be updated each year 
bawd on the prior year’s actual costs Settlement disciissioiis were held with major customers prior to the filing and a settlement agreement was reached on all 
issiies Tlie settleiiieiit pioposed a formula rate w i t h  a rate 01 retiini on equity of 10 8 percent PFF teceived FERC appioval oftlie settlenient agieeiiient on 
December 17. 2007 The iiew rates were effective January I .  2008. and increased 2008 ieveniies by $2 iiiillion 

D REGION 41, TRANSRIISSION ORGANIZATIONS 

I n  2000. tlic kERC issucd Ordcr 2000. wliich set iiiiiiiiiiiiiii cliaractcrisbcs and functions that iegioiial transmission organizations (RTOs) iiiust iiicct. including 
independent transintsstoii senwe I n  October 2000. as a resull of Ordcr 2000. I’EC. along w i t h  Dtihe Eneigq Corporation aiid South Carolina Electnc a Gas 
Compaiiy. filed ai1 applicalion with tlie FERC for approval of an RTO. GiidSouth In July 2001. the FERC issued ai1 order piovtsionally approving GiidSouth 
I ~ O W C W ~ ,  in luly 2001. the FERC issiied orders iecoiiinieiidiiig tliat coiiipaiiies i n  tlie sootlieastern 
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United States eiig:ige in ~iicdiatioii to develop a plan for a single RTO PEC paiiicipated iii tlie niediation: no cnnseiisus was renclied on creating a soutlicast 
1UO. On August 1 1 .  2005. tlic GridSoutli paiticipants notified tlic FLRC tliat tlicy had terminated tlic GiidSoutli project 13v oidci issued Oclobcr 20. 2005, 
tlic FERC terminated tlie GridSouth pioceeding 

On November 16. 2007, I'EC petitioned the NCUC to allow i t  to establish a icgtilatory asset for PEC's dcvclopment costs o i  GridSouth pending disposition i n  
a geiicraf rate proceeding 011 January 14. 2008. tlie NCUC issued an order reriiresting iiilercsled pr t ies  to tile coininerits regarding I'EC's petition on or 
before .January 28, 2008 On I:ebiuaiy 11. 2008. PEC liled iesponse coiiinieiils On Ilecember 20, 2007. tlie NCUC issued ail older for one of the otlier 
GiidSoutli pailtieis As part of that order. tlie NCUC ruled that tlie titility's GridSouth development costs should be aniortized and recovered over o 10-year 
period beginning June 2002 Conseqiiently, in  2007, PEC recorded an $1 1 million charge to amortization expense. On . J i m  4, 2008, tlie NCUC issued an 
order granting I'EC tlie same accounting treatnient to its GridSoutli developnieiit costs I n  accordance with tlie OAI-1' settlement discussed above, i n  July 
2008. PEC began amortization aiid recovery of tlie \vliolesalc portion of PEC's GridSouth developiiient costs over a five-yea1 period Tlie impact of this 
wholesale amortization was El iiiillion in 2008 and is estiiiiatcd to be $2 niillion aniiu:illy during tlie remaining amortization period PIX'S recorded 
investnient i n  GridSouth totaled $19 niillioii and $22 niillion at Dcceniber 31. 2008 and 2007. respectively 

E. NUCLEAR LICENSE RENEWALS 

Ilie NRC opciating l icense lor Robinson expires i n  2030 and the licenses lor Brunswick expire i n  2036 Tor Unit No I and 2034 for Unit No 2 On December 
17, 2008. tlie NRC issued a 20-yeai extension 011 tlic operating license for Hairis, wliicli extends tlie operating license tlirougli 2046 Tlie NRC operating 
licerise lield ly PEF for CR3 ciirrei~lly expires in Decetnbcr.2016 On December 18, 2008, PEF filed a i  application for a 20-year exteii~ion froiii tlie NRC on 
tlie opciating license for CR3. wliicli ~vould extend the operating license tliiougli 2036. ii approved I'EF anticipates a decision from tlie NRC in 201 1 

- -- - -- 
8. GOODWILI, AND IN l l \ N G I 1 3 L L ~ ~  

We perlbmi annual goodwill impairnieiit tests i i i  accoidance witli SFAS No 142. "Good\vill and Otlier Intangible Assets" (SFAS N o  1.12) Goodwill \vas 
tested for imparrnieiit for both tlie PEC aiid I'EF segnieiits in tlie secniid quarters ol 2008 and 2007. each test indicated no inipoirnieiit 

Under SFAS No 142, a11 goodwill I S  assigned to OUI repoiling units tliat are expected to benefit from tlie synergies of tlie busiiicss combination At Decembci 
? I .  2008 and 2007, our cairying m o u n t  of good~vill was $3 655 billion, with $1 922 billion assigned to PEC and %1 733 billion assigned to PEF The 
ainouiits assigned to PEC and PET arc iccordcd i n  oui Corporate atid Otlier buriiness segment Tliere were no changes to tlic assigiiiiieiit of the carrying 
aiiiount5 to PEC and I'EF 111 2008 01 2007 

Goodwill \vas pi ev~ously alloc~ited to our loiiiicr CCO-Georgia Opciations reporting unit wliicli was comprised 01 four nonrcgiilatcd gcncialiiig plants As a 
result of oui evaluation ol ~er ta in  businesi opportunities that iiiipacted tlie future cadi I lnwi  01 our Georgia Operations. we perfonilcd an intermi goodwrll 
tinpainiieiit test during tlie fiist quarter 01 2006 We estimated tlie lair value oC tliat reporting unit using the expected p iewi t  value of future cadi flows As 3 
icsiilt of tliat test, we recognized a pie-tau good~vill inipainiieiit charge 01 $64 m i l l i o n  (E39 million after-tax) during tlie Ijist qiaiier of 2006. wliicli has been 
reclassified to discontinued operations, net 01 tax nil tlie Consolidated Statements of Income (See Note 3C)  

We apply SFAS No 1-14 lor Ilie accounting 2nd reporting ol inipairnient or disposal of long-lived assets On May 22. 2006. we idled our syiitlietrc luels 
facilities due to significant unccrtaintv wrioundiiig luture synthetic fi~els pioduction With tlie idling of these facilities, we performed an cvaluatioii of the 
intangible assets. wliicli were coinpnsed piiniarily of capitalized acquisition costs (See Note 3A) Tlie iiiipairnient test consideied i i i in ie ro~~ factois including, 
aiiiong otlier Iliiiig5, continued lirgli oil prices and the then-current idled state ot our synthetic luels facilities We estimated tlie 1air value using tlie expected 
present value of futuie cas11 Ilows Boned on tlie i cs i~ l ts  of tlic inipaiiiiicnt test. \\e iecnrded a prc-tau impairiiient charge of%27 million ($17 n1lllion after-tax) 
during tlie 
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qiiartei ended l u n e  30. 2006. .rvliicli tias been ieclossified to discontiiiiicd operations. net ol tas oii  the Coiisolidated Statetnients ot'lticonie 

I). EQUITY 

A. COMMON STOCK 

PROGMSS ENERGY 

At December 31,  2008 and 2007. we had 500 iiiillioii sliares 01 coninion stocl; autlioiized under our chartei. of whicli 264 million sliares and 260 million 
sliares, respectively. were outstanding During 2008, 2007 and 2006, respectively. we issued approximately 3 7 iniillion, 3 7 million and 4.2 million shares of 
coiiinioii stock. resulting i n  approsiniately $1 32 niillion. SI51 niillion and 6185 niillion i n  proceeds Included iii these aniotint~ for 2008. 2007 and 2006, 
iespectively. \vcre approsimately 3.1 niillioii, 1 0 niillioii and 1.6 million sliares For proceeds of approsiniately $1.31 million. $46 niillioii and 670 million, 
issued for thc Progress Eiiergy 401(k) Savings & Stock Ownership Plan (40l(k)) and tlic Investor Plus Stock Piircliase Plan 

On Ianuary 12. 2009. the Parent issued 14 4 niillion sliares of coniiiioii stock at a public offering price 01 $37 50 per slim Net proceeds from this offering 
were approsiniately $523 million 

Tliere are various piovisioiis limiling the use o i  retained earnings foi the payment o i  dividends under certain ciicuiiistances At l~eccmbei .3 I ,  2008, tliere 
\\we 1 1 0  signilicaiit restrictions oil tlie use of retained earnings (See Note I IB)  

At December 31, 2008 and 2007. PEC \vas aiitliorized to issue up to 200 iiiillioii sliarcs of coninioii stock All shares issued and outstanding are held by 
Progress Energy l.liere ale vaiious provisions limiting the tise of rctaiiied eariiings for the payment o i  dividends cinder c e i ~ ~ i i i  circunistaiices At Deceniki 
31. 2008. tlieie n w e  no significant restrictions on the use ol rctaiiied eaiiiings See Note 1113 for additional dividcnd restrictions ielated to PEC 

P I T  

At Deceiiibei 3 I ,  2008 aiid 2007, PEF was atithorizcd to issue up to 60 niillion sliaics of coninio~i stock All PET: coninion shares issued and outstanding are 
indirectly held by Progress Energy. T h e  are various provisions liiiiiting [lie use of retaiiied eariiiiigs for the pnyinent of dividends under certain 
circumstaiices At December 3 I ,  2008, tliere weie iin signilkant res11 ictioiis on tile use of retained earnings See Note 11  B for additional dividend restrictions 
related to 133 

13. STOCK-BAS ED CO~IPENSATION 

LTfPLOl'EE STOCK O~~hERSIlI l '  PL..*lN 

We sponsor the 401(k) lor wliicli substaiitially all full-time nonbargaiiiing unit eiiiployees and certain pnrt-time noiibargaiiiing iriiit eiiiployees within 
participating siibsidiruies are eligible At Dcceniber 31,2008 and 2007. participating subsidiaries wcrc I'EC. PEF, PVI, Progress I'uels (coiporate eiiiployees) 
aiid PESC ll ie 401 (k) .  which has niatchiiig and incentive goal features, encoilrages systeniatic savings by eniplo~~ees and provides a nietliod of acquiring 
Progress Energy co~iinno~i stock and otlier diverse investnieiits The 401(k), as amended i n  1989. is an Employee Stock Obviiersliip Plan (ESOP) that can enter 
itito acquisition Ioaiis to acquiie Piogrcss Energy coiiinion stock to satisf>i 401 (I;) coninion sliarc needs Qualification as an ESOP did not change the level of 
beneiits received by employees under the JOl(k) Comnion stock acquired with tlic proceeds of an ESOP loan is lield by the 401(k) 'rrustce in a suspense 
account The coninion stock is released from the siispense account and niade available for allocation to participaiits as the ESOP loan is repaid Such 
allocations are used to pa1 tially meet coninion stock needs related to niatching and incentive contributions andor  reinvested dividends All oI a portion of tlie 
dividends piid on ESOP suspense sliarcs and on ESOP sliarcs allocated to participiliits niav be iiscd to repill' ESOP acquisitioii 
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loam Dividends that arc wed to icpay such loans. paid diicctly to paiiicipiits or iciiivested bv participmts. arc deductible 101 inconic tax purposes 

flieic wcic 1 I iiiillioii a i d  1 7 millioii ESOP .sirspcnse sliares at December 31. 2008 and 2007. respectively. with a fair value o1‘$45 million and 682 million. 
respectively ESOP shales allocated to p h i  participaiits totaled 12 6 iiiillioii mid 10 6 inillion at Dcceiiibcr 31. 2008 and 2007. iespcctively Our iiiatcliing and 
iiiceiitive goal coiiipciisation cost iindcr the JOI(L) is detcrniiiicd based 011 inntcliing percentages and incentive goal attainiircnt as delincd i n  the plan Such 
coiiipciisation cost is allocated to participants‘ accounts i n  the form of Pmgress Energy coiiinioii stock, with tlie number of shares deteniiined by dividing 
coinpensation cost by the coiiiiiioii stock iiiai ket value at the time o l  allocatioii We currently meet coiiiiiioii stock share needs \villi opeii market purcliases, 
wit11 sliarcs rclcnscd Iroiii tlic ESOP suspense occoiint and with newly issued shares Costs foi iiiceiitivc goal compensation arc accrued during the fiscal year 
and typicallv paid i n  shares in the following year. while costs for thc matching componcnt are typically niet with shares in  the same scar incurred Matching 
and iiicciitive costs, which wcic met and will be me1 with shares released from the suspense nccounl totaled approsinlately $8 million. $23 million and $14 
inillion for the years ended Deccnibcr 31. 2008. 2007 and 2006, respectively Total niatcliing and incentive costs were approsiniately $3-1 iiiillion, $30 million 
and $2.3 million for thc years ended Deccnibcr 31. 2008, 2007 and 2006. respectively. We liave a long-tcmi note reccivablc Coin the . IOI(k)  ’Trustee related to 
tlic puichase o i  coiiiiiion stock IYoiii us i n  1989 Tlic balance ofthe note receivable from the 401(k) Trustee is included i n  the detctmination of uiieorned ESOP 
coiiiiiioii stock. wliieli reduces coninioii stock equity ESOP shares that have not beeii committed to be released to participants’ accouiits arc not considered 
outstanding for tlic dctcrniinatioii of earnings per coiiiiiioii share. Iiiteicst incoiiie on the note receivable atid dividends oii uiiallocated ESOP sliarcs are not 
recognized for Ti naiicial statement purposes 

ElTcctivc Januai). I ,  2008, tlic . I O l ( k )  Plan was icviscd As revised, tlic employer match pcrccnlage was increased and the employee stock incclitivc plan 
b:iscd 011 goal attainnient \vas discontinued 

I’EC 

PE.F’s iiiatcliiiig a i d  iiiccntivc costs, wliicli wem met mid will be niet with slinrcs relcascd fioni tlie suspense accouiit, totaled :ipprosimately $I million. $4 
inillion and $2 iiiillioii for tlic years ended Decetiibcr .3 1 ,  2008, 2007 and 2006. respectively Total matching and inceiitive costs were approsinlately $7 
millioii. $6 iiiillioii aiid $4 iiiillioii for tlic ycais ciidcd December 31, 2008, 2007 aiid 2006. respectively 

.srOcK OI’TIO~VS 

I’iirsuant to our I997 ISquity Iiiccntive Plan (Ell‘) and 2002 Ell’, aniciided and restated as o l  .luly 10. 2002, \\ic niav grant options to purcliase shares o l  
Progress Eiicrgy coiiinioii stock to diicctors. olliceis aiid eligible employees for up lo 5 million and 15 inillion slimes, respectively Gcnerally, options gr:iiited 
to  cniployccs vest one-third per yeai with 100 percent vesting at the ciid of year tlirce. while options giniited to directors vest 100 percent at the end of one 
year The options cspirc IO wars from tlie date of grant All option grants havc an escrcise price equal to the Fair market value of our coninion stock on the 
grniit date We curtailed our stock option piograni in  2004 aiid icplaccd that conipciisatioli progmiii with other programs No stock options havc been granted 
since 2004 We issiie n e w  shales of coninion stock to satisfy tlie exercise of previously issucd stock options 
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I’NOGIULYS IWI?RG ’I’ 

A suiiiiiiaiy of thc status ol our  stock optioiis at Deccinber 31. 2008, aiid clianges duiing tlic yeai tlicii ciided. is preseiited below: 

Ntiiiiber of Weighted-Average 
~opt lon qilallt l t les 111 Illllllons) Opllons Bxelclse Piice 

utstnii&ng, Jruiuay 1 

1 Iic optioiis oiitstaiidiiig aiid e\cicisable at Decciiiki 31.  2008, had n wciglited-average iciiiaiiiiiig coiitiactual life of 4 0 years Aggrcgatc inlriiisic value as 01 
Deceiiibei 31 2008 N ~ S  1101 sipiiificaiit 7oinl i i i tn i is ic value of optlons exercised diiiiiig tlic yenis eiided Deceiiiber 31, 2007 aiid 2006, respectively. was ‘$17 
i~iillioii and $10 iiiillioii The total iiitriiisic value of optioiis exeicised duniig the year ended Deceiiiber 31, 2008. \vas iiot sigii i f icaiit 

Coinpciisatioii cost. 1 0 1  e\peiisc p~iiposcs subsequeiit to the adoption 01 SFAS No 123R. i s  riieasuiccl at the grant date based 011 the lair value 01 tlie award 
aiid is iecogiii/cd m e r  tlic vesting period 71ie lair value for these optioiis w 3 5  estimated at the giant dale using a Black-Sclioles optioii priciiig iiiodel 
l h d e i i d  yield aiid tlie \dnt i l i t l  loctor wcie calculated using three )ears 01 liistorical trend iiifoimalioii The expected tc im was based on the controclunl l i fe  
U I  i r r e q m m l z  __-- 

At Deceiiibci 31. 2006. a11 options weie  l u l l y  vested. tliereloie. 110 compensation expense was recogiiiLcd in 2008 or 2007 Stock option expeiise totaliiig $2 
inillion \vas iccognircd i i i  iiicoiiic duiing tlic year eiided Deceiiibci 31, 2006, with a iccogiiized tax benefit of ’$1 iiiillioii No coiiipciisation cost iclatcd to 
stocl, options \\w c:ipit:iliied duiing the 1 car 

Cash reccivcd Ironi the c ~ e i c i s e  01 stocl, options totaled $1 iiiillioii, $105 iiiillioii aiid $1 15 million, rcspectively, during tlic years ciided December 31, 2008. 
2007 and 2006 I lie actiial tn\ beiielit foi tax deductions fioiii stock option e\ercises lor the yeais ended Deceinbei 31. 2007 and 2006, \vas $6 iiiillioii and $4 
iiiillioii, icspectivel\ 

1’132 

Stocl, option e\pciisc totaling SI iiiillioii 14115 iccognizcd i i i  iiicoiiie during tlie year ciided Decciiibei 31. 2006, with n recognized tax benefit of less tliaii $ 1  
million No  compci isdioi i  cost related to stock options W;IS capilali7cd duniig the war  As of December 71, 2006. all options were fiilly vested. tliereforc. iio 
coiiipciisatioii expeiise was recogiii?ccd i i i  2008 oi 2007 

1’3T 

Stocl, optioii c\peiise totaling lcss Ilion $ I  i i i i l l i o i i  \\‘as recogiiiA in iiicoiiie diiiiiig tlic year eiided Decciiibei 31. 2006, with a recognized tax benefit of less 
tliaii $ 1  i i i i l l io i i  No coiiipciisatioii cost iclated to stock optioiis was capi ia1i .d duniig flie year As of Dcccniber 31. 2006. all optioiic; ‘ivcie liilly vcsted. 
Ihcicforc iio coiiipeiisniioii e\liciiw \\u iecogiiizcd iii 2008 o r  2007 

077IER STOCh--B. ISED (7CIAll’l~h~.S 1 rIOlON I’L INS 

We lime additional coiiipciisatioii plans for our ol’l?ceis and l ey  employees tliat are stocl-based iii whole or iii part Our long-teriii conipensatioii piogmiii 
curreiitl) iiicliides trio types of eqiiity-based iiicciitivcs perfo1711~11ce s h e \  under the Perforiiiance Sliaie Sub PIaii (I’SSP) aiid restricted stock programs The 
Golllpcll~atloll pioglaill \ \ J S  

[lie actiial ta\ beiiclit deduction hi stock option exercises for the yeai ended Deceiiiber 31, 2008, was iiot sigi i i l icant 
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establislicd pursuant to oiir 1097 Ell’ and \\‘as coiitinued under o i ~ r  2002 and 2007 Ell‘s, as aiiietided and rcstated from tiiiie to tiiiic. 

We gi:iiited cash-settled I’SSP aw:irds prior to  2005 Since 2005, we have bceii granting stock-scttled PSSP aw:irds Under tlie ternis oi the PSSI’, our officers 
and key eniployecs arc granted a target nuiiiber of perTormance slia~cs on an aiiiiiial basis that vest over a tliree-year consecutive period Eacli perfor iiiance 

valuc tlmt is cqtml lo, and cliaiigcs witli. Il~c value of a sl~arc of’ Progress Energy conin~o~i  s~ock  arid dividend eqiiivaloits arc accrued 011, and 
reinvested in. additional performance sliarcs Prior to 2007. sliares issued u~lder tlie PSSP (both cnsli-settled and stock-settled) liad two cqudly \veiglited 
performance ~iieasurcs, both based on our results as compared to a peer group oi utilities In 2007. the PSSP was redesigned, and sliares issued under the 
revised plan use one perTomiance nieasure The outconie of the peiioiriiance ~neasures can result in an increase or decrease from the target nuriiber of 
performance sliares granted For cash-settled awards, compensation expense is recognized over the vesting period based on the estiiiiated liir value of the 
award, which is periodically updated to rellect factors such as clianges i n  stock price and the statiis of perforniance riieasures The stock-settled PSSP is 
similar to h e  casli-setlled PSSl’, except tliat we distribute coiii111o11 stock sliares to participants equivalent to tlie nuniber of perforniance slin~es tliat ultiniately 
vest. We issue new sliares oi coninion stock to satisfy the requirements o f  tlic PSSP program Also, the fair value of tlie stock-settled award is generally 
establislied at the grant date based on the fair value oT coiiinioii stock 011 tliat date. with subsequent adjustnrents made to rellecl the status of the perfomiance 
niensure Compensatioii expense lor all awnids is reduced by estimated Ibi Ceitiiies PSSI’ cash-settled liabilities totaling $2 million, $3 millioi~ atid $4 million 
\wrc paid in tlic years ended I>ccembcr 31. 2008, 2007 and 2006, respectively A swiimaiy of tlic status of tlie target pcrformmice shares under the stock- 
settled I’SSP plan at Deccmlxr 31, 2008. and cliungcs during the pear then endcd is p~esented below: 

Nuinber of Stock-Settled Weiehled-Averaee Grant 

---- 

Endin? b:llaiicc 1.1 18.604 46 46 

(3)  Ariiouiits iellcct taiget h i e s  to be iswed The final iiiitiibci 01 sliaics issued will be dcpeiideiit upon the outcome 01 the perfo~iiiance riieasulcs 

m) Shares paid ~nclude only target sliares as onginally granted Additional shares of 131.881 weie issued and paid due to exceeding establislied 
discussed above 

perfomiancc tliiesliolds and duc to dividends caiiicd 

bor tlic wais  ended Deceniber 31. 2007 and 2006. tlie weiglited-average grant date fair value 01 stock-settled per~orniance share\ granted was $50 70 and 
$44 27, recpectivcly 



Tlic Restricted Stock Awwd program :iIIc~ws us to grant sli:ires 0 1  restiicted C ~ I I ~ I I I O I I  stock to otir oiiicei s and key cinployees The restricted sliares generally 
vest on a graded vesting sclicdule over a ~ i r i i i i n ~ u i i i  of  tlrrce ~'eais Compensation expense. which is based oil the lhir valiie of common stock at the grant dale. 
is recognized over the applicable vesting period. with corresponding iiicrcascs i n  coniiiioii stock equity Restricted sliarcs ale iiot included as sliares 
outstanding i n  the basic eaniiiigs per share calculation until the sliai-cs are no longer forleit:~ble A s~iiiriiian~ of the status n i  the iioiivested restiicted stock 
s h e s  at L)ecember 31,2008. and changes during tlie year llreii ended. is pieseirted belo\\': 

Number of Restricted Weighted-Average Grant 
S h i e s  Date Fair Value 

Iwrfeited (5.400) 44 63 
1;iidiiia hkiiiw 192.101 43.93 

For the years ended Decenibcr 31, 2007 and 2006. tlie weiglrtcd-avcioge giant date lair  value 01 restricted 5tnch gidiitcd was $49 54 and $44 51. respectlvcly 

Tlie total I h i  value 01 restricted stock aivaids vested dunng llie yeais ended December 31. 2008. 2007 and 2006 \\<as $3 niilliori. $13 iiiillion and $4 niillion 
iespcctivcly Cadi cupended to piircliase slraics for tlic restnctcd stock program totaled $8 inillion dtrnng the )car ended Deccml~c~ 31. 2006 Cash eupendcd 
to purchase sliares 101 2008 and 2007 \\'as not significant due to the c~~rt;ulniciit oftlie Rcstiictcd Stock A w a ~ d  piogiaiii and the rollout of the new restricted 
stock unll ( I t S U )  program 

Begiiining i n  2007, we began issuing RSUs iatlrer t l ian iestnctcd stock award5 l o i  oiir ofIicers. vice presidcnts, rnaiiagers and key employees RSUs awarded 
to eligible employees aic gciieiallv sublect to either thee- or five-year clilf vest~ng 01 1ive-ve:lr gladed ~es t iog  We ~ssue new sIia1cs 01 conlnroii stock io 
satisfy the ieqiiirenieiits of tlie RSU piogiaiii Conipensation e~pcnse .  based on the fell value of coiiliiinii stock at tlic giant date, i s  iecogiilzed over the 
applicable vesting pei-tod, with corresponding iiiciascs i n  coiiiiiioir stock cquity RSUs aic iiot included as drares outstanding i n  the baric eainings per sliaie 
calculation iiiitil sliares are no longei foifeitable Units are converted to sliares upon vcsting A s~i i i i i i ra r~  ol the status of ironvested RSUs at Deceinbei 31. 
2008, and changes dunng the veai tlreii ended. IS piewited below 

Nirnibcr of Jtestricted Wcieliied-Average Grant 
Units Date Fair Value 

Ucgiiininrz balance 824,458 $50 29 
Gr:inted 489,603 42 48 

6 67 Vested [ 187.31 8) 

The total fait value oi RSUs vested duiiiig the year ended Deccnibcr 3 I ,  2008. was $9 millinn I~lrcie weie no expendituies to piiiciiase stock to satisfy RSlJ 
plan obligations i n  2008 

Our Consolidated Statements oi Incoiiie included total rccogiiized cspciise for other stock-based conipciisatioii plans of $31 inillion for the year ended 
December 31, 2008, with a recognized 13s benefit o i  $12 million Tlic total expense recognized on onr Consolidated Slatemellls of Incon~e foi other stock- 
based conipeiistioii plaiis was 364 iiiillioii with a iecogiiized tax benelit of$24 million and 525 million. with a recognized tax benefit of $1 0 million. for the 
years ciidcd December 31, 2007 and 2006. respectively No coniixiisation cost related to other stock-based conipcnsatioii plans was capitalized 
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At Deceiiibci 31. 2008. tlicie \\‘as $ 3 4  million ot total uriiecogiiized coinpeiisatton cost ,elated to ~io~ivestcd otliei stock-based conipensatioii plan awards, 
which is expected to be iccognizcd oyer a \viglited-aveiagc period ol’ 1 57 veais 

I’EC 

PEC’s Consolidated Stntemeiits oi Incoiiie iiicluded total recognized expense for other stock-based conipciisatioii plans of $ I  8 iiiillioii for tlie year ended 
December .3 I ,  2008, with a recogiiizcd tax benetit of $7 million The total expense recognized 0 1 1  P1i.C-s Consolidated Slateinents 01 Income for other stock- 
based coiiipeiisution plans was $38 million with a recognized tax h i e l i t  of615 niillioii and $14 million. with a recognized tax beiiefit of%6 niillio~i. for the 
years ended December 31. 2007 and 2006. rcspcctivcly No coin~xnsatioii cost related to ntlicr stock-based compcnsatioii plans was capitalized 

PEF 

PEF’s Stateiiieiits of Iiiconie included total recognized espeiisc for other slock-bas ipensatioii platis oi  $13 niillioii for tlic year eiided December 31. 
2008. witli n recognized tax benefit o f $ j  iiiillioii The total expense recogiiized 011 P tetciiieiils of Income for other stock-based conipensatioii plans WOS 
$21 iiiillioii with a recognized tax bciiefit of$8 niillioii and $7 million. with a irecognized tax kiicfit of $3 niillioii. for tlic y c a ~ s  ended December 31, 2007 
aiid 2006, respectively No  conipensntion cost related to oilier srock-based conipensatioii plans \vas capitalized 

C.  EARNINGS PER COhlMON SIIt\RE 

Basic e a  iiings per coiiiinoii sliare ale based a i  the weighted-average niiiiiber oi coilinion shares outstanding Diluted earnings per share include llie elTects of 
the noiivested portion of restricted stock, rcstiicted stock tinit awards and perfoiiiiaiice sliare aivards and tlie effect of stock options oiitstanding 

A recoiiciliatioii 01 the weighted-avelage nuiiibei of coiiinion s h e 5  outstaiid~ng Ibr  lie years ended December 31 for basic and dilutive purposes follo\vs 

There ~ c i e  no adjurtnients to net inconic or to iiicoiiie fmin contiiiuiiig opcraboiis bct\\mm the calculatioiis 01 basic and lully diluted camin, 0 s  pcr coniiiion 
sliare ESOP shares that liave not been coiiimitted to be ieleased to paiLicipmts’ accoliilt~ ale not consideied outstandlng for the dcteiiiiinatioii of eariiings per 
coiiiiiioii s h e  The weiglited-average ESOP shares totaled 1 2 iiiillioii, 1 8 niillioii and 2 J t i i ~ l l ~ c ~ ~ i  for the \ears ended Deceiiiber 31. 2008, 2007 and 2006. 
respectively Tlieie were 1 6 million, 0 1 i n i l l i o n  and 1 8 niillioii 5toc6 options outrtaiiding at Dcceiiibei 31. 2008, 2007 and 2006. respect~vely. wlucli were 
not included iii the weiglitcd-average niiiiiber 01 sliaies for coinpiiting tlie I t i l l v  diluted earnings pel h r e  bccause they weie ai~tid~lutivc 

D. AC‘CUhIULATED OTIIER C‘OhII’RE11ISNSWE 1,OSS 

Conipoiieiits 01 accuiiiulated otliei conipreliensive loss, net 01 tax. at L>ccenibcr 31 \\‘ere a5 lollow.; 

Piogress Enei gs PEC 1’EF 
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R edem pti on Sliarcs 

Autliorized 
(dollars iii millions. except sliare a i d  pci sliae data) Oii t standi i1.g Price Total 
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[in inillions) 2008 2007 

5 74?0 2,325 00 
2 2j00 669 69 
6 50% 500 00 

At Deceinbcr 31, 2008, the Parent had a revolving credit agreeincnt (RCA) used to support its c o ~ ~ ~ n ~ c ~ c i a l  paper borrowings We classified $100 inillioii ol 
the $600 million outstaiiding under tlic I’arcnt’s RCA as long-tcrm debt Setllement o r a  portion oi  this dAiga1ion did not require the tise of tvortiilg capit:11 i n  
2009 as $100 million of the proceeds froill the .lailuaq 12. 2009 equity issuance was used to reduce RCA botrowings No  anlotint \vas outslanding iiiider the 
Parent‘s RCA at December 31. 2007. Additionally. we classified PEC‘s $400 inillion 5 9S0b  Senior Notes. duc March 1. 2009, as Iniig-tcnn debt. as the 
iiinturity will be pnid with the procccds ol‘PEC’s $600 t~iillion January 15. 2009 debt isstt:lnce discussed below 
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On Maicli 13. 2008. PkC issued $325 million of I?st Mortgage 13oiids. 6 30’30 Series due 2038 1 he proceeds were used to repay the iiiaturitv of I’EC‘s $300 
inillion 6 65% Mcdiiiiii-Tcrni Notes. Sciics 1). due Apiil I .  2008. aiid tlic rcinaiiidct was placed i n  tcinpolan~ iiivcstincnts foi gcneial coi-poratc use as ncedcd 

0 1 1  February 1. 2008, PEF paid at maturity $80 niillioii 01 its 6 8751; 1:iisl Moitgnge Bonds with available cadi oii hand aiid coniinercial p p e r  borrowirigs 
On June 18. 2008, PEF issued $500 niillioii of First Mortgage Bonds. 5 65?h Series duc 201 8 and $ I  000 billioli of First Mortgage Bonds. 6 40?b Series due 
2038 A portion of the proceeds \vas used to repay I’EF‘s utility nioncy pool borrowings and tlie rcmaining procccds were placed i n  temporan! investiiients for 
acricral corporate use as iieeded 011 August 14. 2008. PEF redeemed the entire outstanding $450 itiillion principal amount oi its Seiies A Floating Rate Notes 
iue  Noveiiibei 14. 2008. at I00 percent of par plus accrued iiiteiest The iedemptioii \\’LIS funded with a portion of the proceeds from tlic lune 18. 2008 debt 
issuance 

On May 27. 2008. Progress Capital Holdings. Inc , w e  of our wliolly owned subsidiaries, paid at maturity its rciiiainiiig outstanding dcbt of $45 iiiillioii of 
6 46Yo Medium-l‘erni Notes with available cas11 on liaiid 

On Januaiy 12, 2009. the Pment issucd 14 4 niillioii slinrcs oT coiiiiiioii stock at n public offering price of$37 50 per sliare Net procecds li.oni this offering 
wcrc $523 million We used $100 million of tlic procccds to rcducc the Parcnt‘s RCA hirowings and tlic iciiiainderwas used foi gcncrol c o r p a t c  purposes 

On Januaiy 15, 2009. PEC issued $600 iiiillioii ol First Moilgage Bonds, 5 309% Series due 2019 A poition of the piocecds will be wed to repay the maturity 
of PEC‘s $400 iiiillioii 5 9504~ Sciiioi Notcs. duc March 1. 2009 The rcmaining procccds WCIC used to r c p q  I’EC’s outstanding nioncy pool balance and for 
general corporate piirposes 

At December 31, 2008 a i d  2007, w e  had committed lines of credit used to support our conimeicinl paper boiiowiiigs As a result ol financial and economic 
conditions i n  2008. tlic short-tenn credit markets tirrhtcncd. resultinrr i n  volatility in commcrcial uauer durations and interest rates On Novciiiber 3. 2008. the 

Dccenibei 31, 2008 We will continue to monitor tlic coiiiincicial paper and shoi t-teim credit inaikets to dctcmitne \vhcn to repay thc out5taiiding balance of 
the RCA loan. wliilc ~naintaining ail nppiqnatc  level ol’liquidtty At Deceoiber 31, 2007. we had no outstandlog borrowings ~inder o t i i  credit hcilitre~ We 
nic rcquircd to pay iiiiniinal annual coiiiimtinctit fees to iiiaintaiii our credit iac~lities 

I lie following table s~~niiiianzcs oui RCAs and :ivailable cnpacitji at I)eceniber 31, 2008 

- - 
In February 2009. the Parent repaid $ 1  00 million of its outstanding RCA borrowings 

31, 2008. the Parent Iiad $30 million ol letters orcredit issued. wliich were suppotted by the RCA 
11,) To h e  extent aiiiouiits are reserved for cotiinicrcinl paper or letters of credit outstaiiding. they are 1101 available for additional boi rowiiigs At 13eceniber 

The RCAs provide liquidity slippoit foi issuances of commcrcial piper and other slioll-tern1 obligations Fees and interest lnles under Progress Encrgp’s RCA 
ore based upon tlie credit iatiiig oJ Progress Eiicrgy’s long-term uiisecured senior noiicredit-enlianced debt, currently mted as 13032 bv Moody‘s Iiivestoi s 
Scrvice, liic (Moody’s) and BBB by SBP Fccs and interest rates under PEC’s RCA arc based tipoii the credit rating of I’EC’s long-term uiisccurcd sciiiol 
iioncrcdit-eiiliaiiccd dcbt  currently rated as A3 by Moody‘s and BBB+ by Sal’ Fees and interest rates under PEF‘s RCA arc based upon Ihe ctcdit rating of 
ITF‘s long-tei iii unsecured senior iioncredit-enlioiiced debt  cttireiitly rated as A3 by Moody’s and BBB-1- by S&P 
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1 lie following table stiiiiiiiarizes the slioil-tcnii portion of our outstaiidiiig RCA bonowings. our outslanding comnieicial paper and related weighted-average 
interest rates at I h m n b c r  31: 

p 11 111 I I Ilons) 2008 2007 
Pareiit 2.81 Yo 201 
PEC J.36Yo 110 - 
PI.; 4.41 Yo 

'rota1 3.53% s 1,050 IF 20 I 

he following table piescnts the aggregate inatunties of long-term debt at December 31. 2008: 

PEC 65% 
PEP 65% 

Indebtedness as defined by the bank agreeiiietits includes certain letleis of ciedit and giiarantecs not recorded on tlie Consolidated Balance Slieels 

(7ROS.Y-LIET;il U1 T PXO1~7SiONS 

Each oi tliese credit agrcemctits contains cross-deiault provisions lot defaiilts of indebtedness i n  excess of the followiiig thresholds: IF50 million foi. the Parent 
and $35 niillioii eacli foi PEC and PEF IJnder tlicsc provisions. if the applicable borrower or certain subsidiaiies of tlie borrower fail to pay \#arious debt 
obligations in excess of their respcciive cross-defaaull tliresliold. the lenders of 11131 credit facility could accelerate paynient of any oiilslonding borrowing aiid 
teniiinate their coinmitments to the credit faeiliky l l ie  Parent's cross-default provision can be triggered by tile Parent and its significant subsidiaries, as 
defined in the credit ugieeiiient PEC's mid PEF's cross-default piovisions can be triggered only by defaiilts of indebtedness by PEC aid its subsidiaries and 
PEF. respcctivelv. not each other or other affiliates ofPEC and PEF 
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Additionally. certaiii of the I’aient~s long-teriii debt indeiiturcs contain cross-default prosisions lor defaults ol  indebtediicss in excess of aiiiounts raiigttig lioiii 
$25 million to $50 iiiillion: thcse provisions apply only to otlici obligations of the Parent. primarily coiiiniercial papa issued by tlic Parent, not its 
subsidiaries 111 the event that these iiidciittiie cross-default piiivisions ale tiiggeied. the debt lioldeis cottld acceleiate payment of appiosiiiiately $2 6 billioii i n  
long-term debt Cerlain agreenierits undcilyiiig our indcbtediiess also lii i i i t  our ability to incur additional liens or engage it1 certain types of sale and leaseback 
ti  ansactioiis 

OTFEl< RESTRICTIONS 

Neither the Parent’s Articles 01 incorporation nor any of its debt obligations contain any restrictions on tlic payiiieiit of dividends. so loiig as no shares of 
prefemd stock are outstanding At December 3 1. 2008. the Parent had no sliares of preferred stock outstanding 

Certain documciits restrict the pnymcnt of dividends by the I’arent‘s subsidiarics as outlined beloiv 

I’EC 

PEC’s mot tgage indenture piovides that. as long as any lint mortgage bonds are outstanding, cash dividends and distributions on its coliinion stocl; and 
purcliases of its coninion stock are restricted to aggregate net iiicoiiie available lor PEC since Deceniber 31. 1948, plus $3 tiiillion. less the alnount of a11 
preferred stock dividends aiid distributions, aiid all coiiiiiioii stock puIc1iascs. since Decciiibcr 31, 1948 At December 31, 2008, iioiie of PEC’s cash dividends 
or distributions 011 coiiiiiioii stock \\’as restricted 

In addition. PEC’s Articles 01 lncoipoiotioii piovide that so long as any shales of pieferred stock are outstanding, the aggregate amount of cash dividends or 
distribtitioiis on cotiiiiion stock siiice 13eceniber 31. 1945. including the aiiiouiit then proposed to be expeiided. slid1 be liinited to 75 percent ofthe aggregate 

iiicoiiic available for dividends if coiiiiiioii stock eqtiitv la115 below 25 pelcent of total capitalization. and to 50 percent if coiiiiiioii stock equity falls below 20 
percent At Lkceiiiber 31, 2008, PEC’s coiiiiiioii stoc!, equity \vas npptoxiiiiately 54 7 percent of total cap1ta11zn11oii At Decetiibei 3 1 .  2008, iioiie of PEC’s 
cash dividends or distiibutioiir oii coiiiiiioii stock wis  restricted 

PEF 

PEF‘s mortgage indenture provides that as long as aiiy fitst iiiortgagc bond? ate outrtaiiding, it w i l l  not pay any cash dividends tipon its coiiiiiioii stock. or 
niahe any otliei distribution to tlie stockholderr except a pavmeiit or distiibuiion out 01 iict iiicoiiie of PEF sttbscquent to December 31. 1943 At December 
31, 2008. none 01 PEF’s cash dividends o r  distiibutioiis on coiiiiiioii rtocl, \VAS iestncted 

In addition, PLT‘s Articles 01 Incorporation provide t l i ~ t  so long as any sliare~ 01 preferred stock are outstanding. no cash dividends or distributions on 
coiiiiiioii stocl sliall be paid. 11 tlie aggregate miiouiit tliereol siiice April 30, 1944. ~iiciiiding the aiiiouiit then proposed to be expended, plus all otlier charges 
to ietained earnings siiice April 30. 194. exceeds all Liedits to retairicd earnings riiicc April 30, 194, plus 311 amounts credited to capital surplus after Apnl 
30, 1944, ansing Irom die dona~ion to I’EF 01 cash or sccun(ics or transfers of amounts from retained earnings to capital surplus PEF’s Articles ok 
iiicoiporation also piovide that cash dividends on coiiitiioii stocl, shall be Iiriiitcd to 75 peicent of the curient year’s net iiicoiiie available for dividends if 
coiiiiiioti stock equity lolls below 25 peiceiit oi total capitalization, and to 50 percent i f  coiiiiiioii stoLk equity falls bclow 20 percciit On December 31, 2008, 

s coilinion stock cqtiih’ \vas appioxiniatelv 44 6 percent 01 total capitalitation At December 31. 2008, none of PEF’s cash dividends or distributions on 
coiiiiiioii stocl was rest! icted 

C.  C‘OLLATERALIZEI) OBIAGAI IONS 

PEC’s aiid PEF’s first mortgage bonds are collateralized b) tlieir respective mortgage iiidentures Each niortgage constitutes a first lien on substantially all of 
the fixed propel ties of the respective coiiipriiiy, subject to cerlaiii permitted eiiciiiiibraiices arid exceptions Each mortgage also coiistitiites n Iten on 
sub~cqucntlv acquired property At December 31.2008. PEC and I’CT had a total of$2  994 billioii aiid %I 041 billion, iespectively. of fixst mortgage 
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bonds outstaiidiiig. iiicluding those related to pollutioii coiitrol obligations Each inortgage allows the issuance of additional iiiortgage bonds lipoil the 
satisfaction of ceitaiii conditions 

11. GUAIL\NTEES OF SUBSIDIARI’ DEBT 

See Note I8 on related party transactions for a disc~issioi~ o i  obligations giiaraiitcetl or secured by affiliates 

E. HEDGING ACTI\~ITIES 

We use iniciest rate derivatives to adjust the iixed and variable rate components of our debt portfolio mid lo hedge cash llow iisk ielated to coniniercial paper 
aiid fixed-rate debt to be issued i n  the fiitiire See Note 17 for a discussion of risk iiiaiiageiilent activities oiid derivative tmiisactioiis 

12. INVESTMENTS 

A. INVES7-h.IENTS 

At December 3 1 ,  2008 and 2007, IVC had iiivestiiieilts i n  various debt and equity securities, cost investnients, company-owned life insurance and investrnents 
lield i n  ti i ist funds as follows: 

__ Progress Eneiev I’EC PEF 

ra) Iiivestineiits i n  wiconsolidated companics arc iiicliidcd in mi.jcellaneous other propcrty and Investments 111 the Consolidated Balance Sheets wing the 
equity metliod of accounting (See Note 1 ) These iiivest~~ietit~ ale piimanly i i i  Iiiiiitcd liability corporations aiid limited partiierships, aiid tlie earnings 
froni tliese investineiits aie recorded oil a pie-tax basis (See Note 20) 

t w  Iiivestiiients stated piiiic~pdly at cost aie included in  miscelloiieous other property and investiiien!s in tlie Coiisolidated Balance Sheets 
cr ,  Investiiients in  coinpany-owiied life ii~st~raiice are iiicluded i i i  iii~sccllaiieous other property aiid investmeiits iii the Corisolidaled Balance Sheets and 

apprournate fair value due to tlie nature oftlie iiivcsbiieiit 
Benefit investinelit tnists are iiicluded i i i  iiiisccllaneous other property and iiivestnients i i i  the Consohdoted Balance Sheets At December 2008 and 
2007, $142 million and % I  55 million. rcspectivclv, of investments in  coiiipoiiv-owned life insttrance were held iil Progreu Energy’s trusts Substantially 
a11 of PEC’s and PFF’s beiielit iiivestmeiit trusts are iiivested in conlpanv-owned life ins~~raiice 

13. II\.IPAII<RlENT OF INVESTMENTS 

We evaluate declines in value 01 iiivestments itiider the cntcna of SFAS No  115- ”Accoiuitiiig foi Certain Investinents 111 Debt and Equity Securities” (SFAS 
No 1 1 5 ) ,  arid FASB Staff Position FAS 1 15-1/124-1. “The Meaning of Other-Tiiaii-Teiiiponiy Iiiipairnicnts and Its Applicatioii to Ceitain Investments” (See 
Note ID) Declines in f a r  value to below the cost basis judged to be other tlian teiiiporary on available-foi-sale sccurltlcs ale included 111 long-tern1 regulatory 
liabilities oii the Consolidated Balance Slieets for securities held $11 oui niiclenr deconini~ssioniiig t iust  fluids and in operatroii and iiiaintenaiice expense and 
otlicr. iiet oii the Coosolidatcd Stateinciits of liiconie for securit ies i i i  our benefit investment trusts and other avatlable-for-wle securities See Note 13 for 
additional infoinlabon 1 liere were iio inatenal otliei-iliaii-tciiipomn‘ iiiipairnieiits 111 2008. 2007 or 2006 



Casc No. 2011-124 
Strifl-llR-01-009 iii attrirlimcnt 
(Progress Energy) 
I'ngc 184 01'307 

13. FAIR J'ALlJli DISC1,OSUIIES 

A. 1) IJ  I n  A N1) IN\; liSTh4E NTS 

I'ROGIESS EiVIIRGI' 

DEBT 

Tlie canying aiiiouiit of our long-tenii debt. including current niatiirities, \vas $10 659 billion a id  $9 614 billioii at Deceinbei 31, 2008 and 2007. respectively 
The estimated fair value of this debt as obtained from quoted market prices for llie same or similar issucs, \vas $1 1 260 billioii and $9 897 billion at 
L)eccinber 3 I ,  2008 and 2007, respectively 

lAil rELs7it fEV7S 

Certain investtiieiits iii debt and equity securities that liave readily dcteniiinablc maiket values, and for which we do not l ime control. a e  accounted for as 
available-for-sale securities at fair value i n  acco~daiicc with SFAS No 115 Tlicse investments include investments held iii trust itlnds. pursuant to NRC 
~cqi~iicmcrits, to fund ccrlain costs of decommissioning tlic {Jtilities' nuclear plants (See Note 4D) l-l~csc nuclear deconmissioning trust funds arc primarily 
invesicd i n  stocks, bonds and cash eqiiivalents classified as available-for-sale Nuclear decon~~nissio~~ing tnlst funds are picseiited on the Consolidated 
Balance Sheets at fair value In addition to the nt~clear decorni~iis~ioning trust I'unds, we hold other debt and equity investments classilied as available-for-sale 
i i i  niisceflniieous other property a i d  inves tn~e~~ts  on h e  Consolidated Balance Sliccts at l i i r  value Ow available-for-sale securities 31 Deceiiiber 31. 2008 and 
2007 arc sumniarized below Nct niiclear decom~nissioning tnist hiid wirealized gains are included iii  regulatory liabilities (See Note 7A) 

Estinl n tcd 
2008 

2007 
Ut11 ealized Estimated 

l'lic NRC requires iiuclcar deco~ntnissioi~i~~g trusts to be managed by third-party investnleiit nianagers who have a tight to sell securities without our 
aut110rizatio11 Under G A M .  such secuiilies are co~~sidered to be impaired if they are io a loss positior~ Due to the ratcniakirig trealiiieiil applicable to tiiiclenr 
dccorii~nissio~iing (Scc Notc 12B). gains and I on tlic nuclear decomniissioniiig trusts acciue to thc bcnelit or dctrintent of I atcpayers and are included in 
the deteriniiintioii of rcgulatoiy assets and lial (See Note 7A). \villi no eaniings impact Therefore. the tables above include tlie book value and 
uiirealizcd gains and losses for the nuclear deconi~nissio~~ing trusts based on the original cost of tbe bust investnients; $1 I8 million of the unrealized losses 
and $148 iiiillioii ofthe unrealized gains for 2008 and all unrcalizcd losses and gaitis for 2007 relate to the nuclear dcconitnissioning trusts 

1 lie aggregete fair valtic of itivest~iients that related to the 2008 and 2007 unrealized losses were $374 millioii and $243 niillion, respectively 
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At Deccmber 31. 2008. the Iaii v:iIiie of available-li,r-sale debt secttiities by coiitiactlial maturity \vas: 

Due alici one diioupli five years 183 
6 

Selected ii~loniintion aboiit o w  sales of availnblc-for-sale securities duiing the years ended December 31 is presented below Realized gains a i d  losses were 
determined oii a specific ideiitilication basis 

Realized g 3 
Ileaii7rd 1 9 

Prei iously. we invested available cash bnlaiices i n  i ~ a i i ~ t i ~  liiiaiicinl insti tiineiits. such 3s tax-exempt debt secunt ies (See Note 12A) For the years ended 

-- 

investiiicnt triisls \\ere iiot malerial Otliei securities nie evdiinted on aii individual basis to detcimine il a decl~ne i n  lair value below the cairyltig value i s  
~ t l i ~ i - t 1 i ~ i ~ - t ~ i i i ~ ~ ~ i ~ i ~  (SCC Note I I?) At Dccciiibei 31. 2008 and 2007, OIII  otliei sccttiltier had 110 iiiv~stili~iits 111 3 coiitii1llotis I O \ T  positic>ii foi gieatei t h i  
12 Inol l t l lb  

PEC 

D6B I 

1 lie Larrviiig Jiiioiiiit of PEC‘s long-tenri debt, including currcnt niatiiritics. \vas $ 3  509 billion and I 3  483 billion at December 31,  2008 and 2007. 
respecti\elv Tlic estimnted fair value ofthis debt. as obtained fioin quoted maihet prices for the saiiie or siiiiilni issue\, iva\ F3  690 billioil and 63 545 billion 
at  Ihceiiibei 31, 2008 mid 2007, iespecti~ely 
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Esieriial irusi lunds Iinvc been csiablislicd to lund ceiiaiii costs ol iiuclcai dccoiiiniissioning (See Note JD). Thcsc nuclear dcconitnissioIiiIig trust funds are 
invesied il l  stocks. bonds and cash ccpivalents arid arc classified as available-lor-sale Nuclear decomiiiissioiiiiig tnist I’unds are preseriled on the I’EC 
Cotisolidaied Balance Sheets at 1‘air value 111 addition io  the nuclear decoiiiiiiissioiiiiig trust fund, PEC holds other debt and equity iiivestnients classifred as 
available-for-sale i n  iiiisccllaneous oihei property and iiivestiticnts on the I’EC Consolidated Bnlonce Sheets at fair value PEC’s mailable-for-sale securities 
at December 31. 2008 and 2007 are summarized k l o w  Nei nuclear dcconiniissioning trust fund unrealized gains arc included in regulatory liabilities (See 
Note 7A) 

2008 
Estiin n trd 

2007 
Mimated 

The NRC requires nuclear decoi~iinissio~iing 11 usts i o  be iiianaged by third-pity investment managers wlio have a nglit to sell securities without ow 
autlioi-izatioii tinder GAM’. such securities arc considered to be inipaiied if  tlicv are i n  a loss position Due to illc iaiemakiiig treattiiciit applicable to nuclear 
decomiiiissioniiig (See Not and losses on the nucle:ti deconilnissioriing trnsis accrue to the I~e~ietit or detrimeni 01’ iatepayels a i d  are included in  
the dctei mination of regul aiid liabilities ( S e e  Note 7A), with no earnings impact Iherefore, Uie tables above inclilde i l i e  book value and 
unrealized gains aiid losses ur  dccoiiiinissioliing trusts based on ilic original cost o1‘tlie trust inveslnlenis; a11 ofthe unrealized losses and gaiiis for 
2008 and 2007 relate to ilie nuclear deconinlissioiiiiig trusts 

The aggregaie lair value of investiiieiits ilia1 rclated to tlie 2008 and 2007 unrealized losses weie $191 million 311d $166 iiiillion. iespectively 

At Deceniim 31. 2008. the lair v:iIuc of :i\;ailablc-lbr-sale debt sectii ities bv con11 actunl iiiaturily was: 
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Selected inlimiiatioii about I’EC’s sales O i  :i\~nil:tble-lor-snlc securities during the ye:us ended Decenibei 3 I is presented below Realized gains and losses 
were detcniiiiied on a specific ideiitilicatioii basis 

$ 1  I1 till I l l  ons) 2008 2007 2006 
I’racecd 79 95 

12 12 21 
10 

Previously. 1’13C mested available cash balances iii \armis  financial inslinincnts, sucli a s  tax-exeiiipt debt secuiities (See Note I2A) For the year ended 
DeceiiibcI 31, 2006. PLC‘s proceeds lioiii the sale of these seeunties nwc 6531 i n i l l i o n  To1 the years ended Deceiiibei 31. 2008 niid 2007, PCC‘s proceeds 
were pnmarilv related to nuclear deconiiiiissioning trurtr Other secuiitieb are evaluated on 311 riidivldual baas to delernirne i t  a decline i n  l a ~ r  value below the 
canying vdnc IS otliei-tlioii-temporan‘ (See Note ID) At Decembci 31 2008 PLC did not have any other securities At December 31 2007, PEC’s ollier 
securities liad no  in1 cstiiiciits in  a continuoils loss po5itioii for greater than 12 iiiontlis 

PEF 

DEBT 

i l ~ ~ e ~ i i ~ ~ e i ~ a i ~  \~~~ or s i n ~ i 1 a ~ % s ~ + w 2 Z 2 Z  2i 2 ? i E d l 2 ~ a i  
Deceiiibei 31 2008 :ind 2007 respectively 

7- ., 1 w 7  R 7 -- 

I N  mfii m r s  
Eyteriial trust funds have been established to lurid celtam costs of nuclear decoIniiiissronlng (See Note 4D) 1 hese nucleai decoiiiinIssroliilig t iust  lilnds ale 
invested i n  stoc1,s. bonds and cash cqinvalents and arc classified as in nil:iblc-lor-sale Nuclear decommissioiiiiig trust funds aic presented on the Balance 
Sheets at lair value I’EF 3 availablc-li>r sale sccuritres at Ileccriiber 3 I ,  2008 .ind 2007 are suinmorizcd below Net nnclear decom~nissioning trust fund 
unrealized gains aie ~nclnded in regiilatoiy liabilities ( S e e  Note 7A) 

tlni rnliirtl Estim a tcd 

Tot11 s 402 s (53) s 62 S 41 1 

Uin ealized Estimated 
2007 

Total s -114 $ (5) 3i 168 3i 577 
The NRC requires nuclear decoiiimissiniiiiie trusts to be nianaeed by tlliId-p:wlj! invcstnient m:niagers \\,lie liave a tight to sell securities \u~tIioiit our 

autliorizatioii Uiider G M P .  such secui-ilics arcconsideicd to be iiiipaired il thdy a ie  i n  a loss positioi; Due to the iateni&ing treatnieiit applicable to nuclear 
decoiiiiiiissioilirig (See Note 12B). gains and losses oii tlic niiclcar decomiiiissioiiiiig tnrsts accnic to the bene13 or detriment of ratepayers and arc included in 
the deterinination o i  regulatory assels and liabilities (See Note 7A), with iio eaniiiigs inipaet Tlieiefore. the tables above incliide the b o k  value and 
unrealized gains niid losses for the nuclear decoiiiiiiissioiiin_r trusts based on the 
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original cost ol the trust investinents. a11 of tlie uIiIcalized losses and yaiiis lor  2008 and 2007 relate to the nuclear dccoiiiiiiissioiiing triists 

The aggregate fair valiie ofiwesttnclits that rclated to tlie 2008 aiid 2007 unrealized losses \w te  $165 million and $77 inillion. respcctivelv 

At December !I. 2008. the laii,v;ilue 01 available-for-sale debt secwitics by contiactual maturity was: 

Selected inforiliation about PEF‘s sales of available-for-sale securities foi the ycnrs aided Ileceiiiber 31 is presciited belolv Realized gains and losses were 
determined on a specific identification basis 

22 12 

Previously. PEF invested available cash balances in  voiious hiaiicinl iiistrunients. sucli as tax-exempt debt secuiities (See Note 12A) For the years ended 
December 31, 2007 and 2006, PEF’s plocceds lioiii tlic sale ol these securities \YCIC $329 iiiillion aiid $235 Inillion. rcspcctivcly For tlie year ended 
December 31, 2008. a11 ofPE,F’s proceeds \\we related to iiucle:ii dec[oiiiiiiissioiiing trusts Other seciirilies are evaluated on a11 individual basis to deteriiiine 
if a decline in fair value below the carrying value i s  otliel.-tlioii-tenipora‘Y (See Note 1 D) At Deceiiiber 31. 2008. PEF did not liave any other securities At 
December 3 1. 2007, PEF’s other secuiitics had no invcstiiiciits iii a continuous loss position for gi cater than 12 Inoiiths 

13. FA I l i  V A L,U 1J R4 EA SURE A 1 EN T S 

In September 2006. tlic FASB issued SFAS No 157. wliich defines fair value. esiablislies a kariiework for measuring l’air value iriider G M P .  and reqiiires 
eiihanced disclosures about assets aiid liabilities cnriied at fair value SFAS No I57 also establishes a fair valw liieiarchy that categorizes and piioritizes the 
inputs that should be used to estimate fair\.alue 111 February 2008. the FASB issued FSP No. FAS 157-2. “Effective Date of FASB Stateinent No 157,” 
which delayed for l i s  the cffcctivc date 01 SFAS No 157 until la nu an^ 1 .  2009. for all nonfinancial assets and noiifinancial liabilities, esccpt for those 
recognized or disclosed at fair value i n  the liiiancial statemen& on a recuiiiiiy basis ( a t  least annually) 

We impleineiited SFAS No 157 as of lanuan. 1 ,  2008, foi all rccuriing fillancia1 assets aiid liabilities ‘The adoption of SFAS No  I57 foi recuriing financial 
assets aiid liabilities did not have a illaterial impact on our  or the litilities’ fiimncial positioli or rcsulls of opeiatioiis We iitilized the defeiml piovision of FSP 
No FAS 157-2 for a11 iionrecurriiig iionfiriaticial assets and liabilities witliin its scope Major categoties of our assets and liabilities to which the deferral 
applies include reporting units and long-lived asset groups ineastired at i j i i  rdiic for iiiipainiient p~rr-poses, AROs iniiial1.v iecogiiized at fair value, and 
nonfinancial liabilities for exit and disposal costs and indeninific~tions iiiiiially incasuied at fail value The l a r i i t n i ~  I ,  2009, adoption of SFAS No  157 for 
nonrecurring noiilinancial assets nnd liabilities did not Iiaw a iiiatei ia1 iinpacl on our oi llie Utilities’ financial position or results of operations 

SFAS No 157 defines fair value as the price that would be received to sell a11 asset or paid to transl’er a liability in  an orderlv transaction between market 
participants at the iiieasiirenieiit date ( i  e .  a n  exit price) SFAS No. I57 permits the use 01 a mid-market piicing convention (the mid-point p i c e  between bid 
and ask prices) us a practical 
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expedient and requires the use ol market dnki o r  assuiiiptioiis that iiiaiket particilmnts w > i i l d  list i n  pricing the :met 01 liability, including assuniptions about 
risk and the i isks inlicieiit iii tlic inputs to the valuatioii tccliiiiquc Tliese i~iputs caii be readilv obsendde. conoboratcd bv ~narket data. or gciiernlly 
unobscn~:iblc SFAS No 157 requires that V : I J U : I ~ ~ O I ~  tecliniques iii:isiiiiize the use oIobsen.able ir1pu1.s and ~ii i~i in~izc 1hc use o1'1rriobscn~able inputs 

SFAS No I57 establishes a lair value Iiiemrchy that prioritizcs the iiiputs uscd to nicast~re fair valuc. and rcquircs lair value n icas~~~enie~i i s  to be categorized 
based on the obscnwbility of tliosc inputs The hicraicliy gives thc highest piioritv to unadjusted quoted priccs ~II active niarltcis for idcritical assets or 
liabilities (Level 1 inpiits) and the lowest priority to iinobsen~nble i n p ~ ~ t s  (I.evel 3 i i ip t i ts )  The three levels oi the fair value Iiieiarcliy defined by SFAS No 
I57 are as follows: 

L.evel 1 -The pricing inputs aic unadjusted quoted piiccs i n  active markets h r  identical assets or liabilities as o i  the reporting date Active markets 
are tliose in which transactions foi tlic asset or liability occur i i i  sul'liciciit frequency and voltuiie to provide pricing iiiforniation on on ongoing 
basis Level I primarily consists of finaiicial instn~nients such as exchange-traded derivatives and listed equities 

Level 2 - The pricing inputs ai(: inpnts other that1 quoted p i i ces  included within I..e~el 1 that arc observable lo] the :Isset or IiabilitJr. either directly 
or indirectly Lcvel 2 includes fin:incial instiunicnts valued using niodcls o r  otlier valuatio~l mctliodologies These inodcls are priniarily industry- 
standard models that consider various ass~~mptioils. inclr~ding quoted l'onvaid prices Cor com~nodities. tinic valrle. volatility iacto~s. and ctirrent 
market and contractual prices lor the undeilying inslrunietits. as well as otlier relcvaiit ecoiiomic nieasures. Substantially a11 o I  these assuinptions 
arc observable i n  the niaikctplace thi ougliout the full tcirii ol the iiish iiniciit. caii bc derived fioiii observable data or arc supported by obseivable 
Icvels at wliich transactions m e  executed i n  the ~n:~rl;ctpl:~cc I I ~ S I ~ U I I I ~ I I I S  iii this catego~y include non-escliaiige-11 adcd del iwtives, sr~cli as over- 
the-counter foi-wards, swaps and options: certain ninrketable debt securities: and Ii t~a~icial  iiistrunient~ t i d e d  i n  less 11aii active markets 

Level 3 - The prie~ng inputs tiicludc rigriilicalit inputs gcneiallv I C ) )  ob.jcivablc I'roiii oblcctivc rouiccs 1 hcse Inputs 1113~ be used with interiially 
iiistiiinieiit~ niay include longer-tciiii ~nstruments that - - ~  

The folhvillg tables set forth by level withiu the ]air value hierarchy our and the IJtilities' Iinni1cial assets and liabilitics tllat were accounted for at lair value 
on 3 recuiring h i s  as of December 31, 2008 As iequired by SFAS No 157. llnancial assets and liabilities are classilicd in their entirety based on the lowest 
level of input that i s  significant to the fair valiie nicasi~rciiient Our asscssiiient of tlic signilicnncc a particulai input to tlic lair \ d u e  nieasiii'cnient requires 
judgnieri~ a11d riiay aflkct tlic vduation oi fair v:ilue assels and liabilities : i d  tlicil placenieiit within tlic 1:iii value hierarclly levcls 



PEC 
{I l l  lillllll?11S) I,C\'Cl 1 Le\ el 2 1,evel 3 1 otal 

2 2 

1'EF 
{ I  I1 1111 I II 011 s) ILevcl 1 l,e\ el 2 Level 3 Total 
Assets 

The detcmiination of the fair valoes above incorporates various Lictors icquired under SFAS No 157. iiiclitdiiig tisks of itonpel loriiiaiice by us or our 
couiiterparties Such risks consider not only the credit standing ofthe cnuntci-parties iiwolved and the impact 01 credit eiilianceiiierits (such as cash deposits or 
letters ofctedit), but also the impact of our and the Utilities' credit iisk on our liabili~ies 

Commodity derivatives reflect positions held by us and the Utilities Most ovcr-tlle-counter commodity and interest rate derivatives are valued itsing financial 
niodels wliicli utilize obsetvable inputs for siinilar instriiiilents. and are classiiied within Level 2 Otlm derivatives are valucd utilizing iiipuls 11131 ate 1iot 
observable for substoiitiolly the hi11 leiiii of llie contract ot for wliicli tlie impact o l  tlie unobservable period is signilicant to llie Pair value o r  tlie derivatii'e 
Such derivatives are classified within I.,evel 3 See Note 17 ior discussion oTtisk inariagenlcnt activities and dcriwtive transiictioiis 

Niiclear decommissioiiing trwt funds rellect the assets oi  tlie Utilities' nuclear decotiiiiiissioiiing trusts. as discussed i n  Note 12A The assets of the trusts are 
invested primalily in escliange-tiaded equity securities (classilicd witliiri Lcvcl I ) aiid iiiarl~ci~ible deb! securilies. 111ost of which 31-e va1:1ed tising Level I 
inpiits for siniilar iiistriiiiient~. and are classified wi!liin Level 2 

Other iiinrketable securities primarily iepresent available-for-sale debt mid equity securities used lo lttnd cei la in employee berielit costs 

We issued Coiitiiigent Value Obligations (CVOs) i n  coiiiiectioti with the acquisition oi Florida Piogress. as discussed i i i  Note 15 The CVOs are deiivativcs 
recorded at fair value based on quoted piices from a less than active iiiatkct. and ale classified as Level 2 
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Derivative.;. net at Deceinbei 31. 2008 

PEF 
(1 I1 111 I l l l  011s) 

Total p i n s  [losses). r 

Substantinllv a11 iiiirenlizcd p ins  and losses on  deritratives arc deferred as r e g ~ i l a ~ o ~ y  linbrlities or a5set9 consislcnt w i t h  mteilialin_g trcatiiieiit 

1 ianrfcis out 01 Level 3 ~cpiesei i~ e\istiiig assets oi liabilities pieviously classified as Levcl 3 lor \vhicli thc lowcsl significant iiipiit becaiiie observable duiiiig 
the penod 
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1-1. INcona TAXITS 

We provide dcfcrrcd inconic taxes for tenipor:iiy diifcrences. Tlicsc occur \\,lien tliere are differeiiccs between book and tax cai-rying ainoiints of assets and 
liabilities Investnienl tax credits related to icgiilatcd operations Iinve been deferred and are being aiiiortized ovei tlie estimated service life of the related 
properties To the extent tliat tlie establisliiiieiit of deferred iiiconie taxes under SI’AS No 109. “Accounting for Iiicome Taxes” (SFAS No. 109). is different 
froin tlie recovcrv of taxes by tlic Utilities through tlie ratemaking process. the differences are deferred pursiiant to SFAS No 71 
liability 113s been recognized for the impact of tax expenses 01 benelits tliat are recovered or reiunded i n  different periods by the l i t  
orders We accrue for uiicertain tas positions when i t  is detcrinined that i t  is nioie likely than not tliat the benefit will not be sustained oil audit by the taxing 
aiitliority bliscd solely on tlic technical merits of tlie associated tax position If tlie recognition tlircsliold is met, the tax bcneiit rccognizcd is measured at tlie 
laigest anioiint tliat. i n  oiir judgiiient. is grcater tliaii 50 percent likely to be realized 

PROGRESS ENERGI‘ 

Accurnulated deferred incoine tax assets (liabilities) at December 31 were: 

om pensotion acciuals 
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rsilicd 0 1 1  tlic Coiisolidated 13alancc Sheets as fbllows: 

( I l l  mllllons) 2008 2007 

At Deceiiiber 31. 2008. the lcdeinl iiicoiiie tax credit carr)' lorward includes $802 million 01 alteiiiative i i i i i i i i i i i i i i i  tau cicdits tliat do not evpire 

At December 31. 2008. we had g i c m  state iiet opcratliig loss c:irn' fonvards 01 $1 5 billion that will espirc duiiiig the peiiod 2009 tlirougli 2028 

Valuation a l l o ~ a i i c c ~  Iiave Lxcii cstablislicd due to the uiicciiaiiity 01 realizing certain future rtatc tax bcncfits We liad a iiet reduction 01 $24 iiiillioii i n  our 
valuatioii a11owaiicc~ during 2008 

* We increased oiir valuation ollowaiices by $12 iiiillioii duiiiig 2008 Additioiial valualioii allowaiiccs of $9 iiiillioii were iecordcd related to PVI's 
2007 state net operatiilg loss cany fo~~vaid Addilioiid valiiatioii allownnces ol %3 iiiillioii were recorded to tiilly olTset state net opemtiiig loss arid 
stale capital loss carry foiwnrds geiieiated during 2008 

We reduced oiir valtiatioii allowaiiccs and defcrred iiiconie tax asset? by $36 million during 2008 due to the ceasing 01 business opciatioiis in  .. . .  . " -  
~ 

businesses and diswlvcd ow ryiitliclic fuel busiiicsses, wliich c a u d  us to ccarc busiiies? opei alioi~s i n  vanour, state taxing jurisdictions Wc 
believe that we \vi11 iiot iealize the defeired iiicoiiie tax assets for those jiirisdictioiir. : i d  accordingly \vc ieduced our total deferred iiicoiiic tax 
assets and correspoiidirig wluatioii allo\\~aiices by $16 iiii11ioii. wliich lind no iiet iiiipact 011 total deferred iiicoiiie tau assets 

We believe i t  is iiiore likely tliaii iiol that tlic results 01 future operatioiis \vi11 geileratc sufficieiit tnwble iiicoiiic to allow for the utllizatioii of the iciiiainiiig 
defened tax assets 

Recoiiciliatioiis 01 oiii cffective iiicoiiie tas iate to the statutoiv federal iiicoiiie tax rate for the yeais ended December 31 follow 

2007 2006 

rcdit ainoi tizntion 

i~ianufacluiiiig dediiction 

Statiitoiy fedeial iiicoiiie tax rate 35.0% 35 0% 35 0% 
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Iiicoiiie t a ~  eyiensc applicable to contiiiuiiig operations foi the sea15 ended llecetnbei 3 I w:is coiiiprised ol 

We previously recorded a deferrcd iiicoine tax asset for a state net opciating loss caris forward upon tlie sale oi PVl‘s noiiregulatcd generation facilities and 
energy iiiaiketing mid trading operations During 2008. we recorded an additional deferred iiicome tax asset of $6 inillion related to the state net operating loss 
cairy forward due to a cliaiige i n  estimate based on 2007 tax return lilings As previously discussed. we also evaluated this state net operating loss cony 
foi-ward and recoidcd a partial \duat ioi~ allowance of$9 niillioii 

Total incoiiie tax expense applicable to conti~~uiiig operations excluded the fbllowing: 

Taxcs rclatcd to discontinued operations recorded iiet of tax for 2008. 2007 and 2006. wlich are presented separately iii  Notes 3A tltrougli 3G 

Taxes related to other coinpiclieiisive i iw~iue recorded net o i  tax for 2008, 2007 and 2006. wliicli aie pieseiited sepnrately in the Consolidated 
Stateiiients of Coinprelicnsivc I iicoine 

Current tax benefit of $6 iiiillioii. \vhicIi was recorded in  coiiinion stock during 2007, I-elated to excess tax deductions resulting from vesting of 
restiictcd stock awaids, vesting o i  RSUs, vesting of stock-settled PSSP awards and exeiciscs of nonqualilied stock options pursuant to the terins of 
our E.IP Current tax benefit of $3 million, wliicli was recorded i n  coniiiioii stock during 2006, related to excess tax deductions resulting from vesting 
of restricted stock awards. vestiiig of stock-settled PSSP awards and exercises oi  noiiqualilied stock options piirstiaiit to the temis of our EIP No net 
current tax beiielit was recorded i n  coi111i1o1i stock during 2008 

‘Taxes of $2 million aiid $4 inillion that redticed retained earnings aiid iiicieased regtilatory assets, iespectivcly~ due to tile cuniulative effect of 
adopting tlie provisions oiFASB Interpictaiion No. 48. “Accounting for Uncertainty i i i  inconic Taxes” (FIN 48) 011 Janiiaiy I ,  2007 
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At December 31. 2008. oiir 1i:tbilitv for iiiiiecognized tax beiiclits was $104 inillion. :uid the amount of' unrecognized tax benelits that. ii recognized. would 
affect the effective tax rate foi iiicoiiie froiii continuing operations was $8 niillioii. At Ileceiiibei 31. 2007. ow liability for tinrecognized tax benelits was $93 
inillion. aiid tlie amount of uiirecogiiized tax benefits that. if recognized. wodd  arfcct tlic effective tax rate for incoinc froni continuing operations was $10 
inillion. The following table presents the clianges to uiirecogiiized tax bciiclits during tlic \'cam eiided December 3 1. 2008 arid 2007 

{I I1 t i l l  I l l  011s) 2008 2007 
Uiuecogiiized tax benefits at beginning of period 

Uiiiccoenircd I:ix benefits at elid of peiiod J 104 !$ 93 

We and our sabsidiaiies lile incoiiie tau reliiriis i n  the U S federal Jurisdlctlon and vanous state lunsdicttons Duiing 2007, we closed federal 13s years 1998 
to 2003 Our o p i i  federal tau pe:irs are from 200J forward and 0111 open state tax yeais 111 our major 1unsdictions are generally Troiii 2003 lonvard The 
Inteinal Rcvenuc Scnjicc (IRS) is currently examining o w  federal tax ieturns foi 1 cars 2004 though 2005 We cannot piedict wlicii tliosc exaniiiiat~oiis wrll 
be coiiipletcd We are not aware of aiiy tax positions for wliicli i t  i s  reasonably possible that the total aiiioiiiits or unrecognized ta\ benefits wrll s~gn~ficaii t ly 

7 1 7AA,l  
I J J ,  A"", --____- 

We include intciest c\pcnse iclatcd to unrecognized la\ benefits in iiiteiest cliaigcs and we include penalties i n  0 t h .  net on tlic Consolidated Statements of 
Iiicoine During 2008 and 2007, the net interest expense related to uniecognized tax benefits \vas $4 million and Sl inillion respcctively, of wlilch a 
respective $1 m i l l i o i i  and $15 million expense coiiiponeiit was deferred as a iegulatory asset by PEEF. which IS aniortized as a charge to interest expenbe over a 
three-year pcriod oi less During 2008. PET cliaiged the iioaiiiortized balance of tlic regulatory asset to inteiest e\peiisc Duiing 2008, less tllaii $1 inillion was 
iecoided Toi pen:ilties related to uniecogriizcd t u  benefits During 2007, tliere were no penalties ielated to unrecognized 13s benefits At December 31, 2008 
aiid 2007 we had accrued $27 niillioii and $23 million, respectively. lor interest aiid penalties. wliicli are ~iicludcd i n  other liabilities and delemd credits on 
tlic Coiisoltdatcd Balance Sliects 
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I’EC 

Acculiiiilatcd deferred iiic~nic tau aswts  (liabilities) ot I)eccniber 31 were 

{ I  I1 111 I I I I  oils) 2008 2007 

Incoiiie taws rel\indable tliiuupli lutiiie iates 
iid other postretirement benefits 

11 oiid piopei iy cost difference 

The above aiiioiints were cla\silied o i i  the Coiirolidated Balance Sheets as follows 

I~ecoi~ciliatioi~s oT PE,C’s cflective incoine tax rate to the stat~iton’ fedeial incoiiie tax rate for tlic years eiided Ihceiiibcr 31 I‘ollow: 

2006 
~~~~ 

2008 2007 

State iiiconic taws. net of lederal benefit (2.7) (2 3 )  
Iiivestinent tax credit amortii.a~ioii 0.7 0 7  0.8 
Domestic iiianit~actiiiiiig deduction 0 5 1 1  06 
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Inconic tau c\pense applicable to continuing opciations lor tlic year5 ended Deceiiiber 3 I \vas coniprised ol 

Total income tax expense 298 X 295 $ 265 

I otal incoiiic tax expense appl~cable to continiiing operations eucluded tlie following 

* Taxes ielated to otlict cuniprcliensi~ e inconie rccoidcd net 01 tau for 2008. 2007 and 2006, ivliicli aic picsented separately I n  the Consolldated 
Stateiiicnts 01 Coniprclicnsivc I ncoiiic 

Cuiicnt ta\ benelit of $ 3  iiiillmn, \vliicli \vas iecoided i n  coninion stock dunng 2007, related i o  excess tau deductions resulting Ironi vesting of 
rcstncted stocl, awa id~ ,  vestiiig 01 RSUs. vesting 01 stock-settled PSSP awards and e\;ercises 01 nonqualilied stock options pursuant to the terms of 
our EJI’ Current tax bciicfit 01 ’$1 million, ~vliicli \\’a7 rccordcd i n  coninion stock duiing 2006, iclatcd to CSCCSF tau deductions resulting fiom vesting 
of restricted stocl, awards, vesting 01 <tocl;-scttled PSSP a\wrds and euerciscs ot noiiqualified stocl; options piiisiiaiit to the tcnns of our EIP No net 
current tau benefit was iecordcd in coiiinioii stocl, during 2008 

raws ot $6 niillioti tliat ieduccd ictaiiicd cannngs. due to tlie ctnnulat~ve eifect of adopting tlie piavisions 01 FIN 48 oii lanuaiy 1. 2007 

I’EC mid each 01 its wliolly owned subsidiuiies Iiiwc entered into the Tax Agreement wit11 the Parent (See Note ID)  PEC‘s intercompany tax receivuble was 
approximately $74 inillion at Deccnibcr 31, 2008 I’EC’s inteicoiiipan)~ tas payable \vas appi-oximately $27 million at Deccnikr 31. 2007 

At I>eccmbcr 31, 2008. PEC‘s liability l o r  unrecognized tau benelits was $38 inillion, mid the mount  of iinrecogtiized tax benefits that il recognized, would 
affect the effective tax late \vas $5 niillion At Dcccnibcr 31, 2007. PEC’s liability for iinrccognized tax benefits was $41 niillion, and the amount of 
unrccognized tl‘: benefits tliat, il’recogiiized, \\,auld affect tlie eifective tax rate \\ins $9 million Tlie following table presents the changes to unrecognized tax 
benefits during the years ended Dccciiibci 31. 2008 and 2007: 

(111 nlllllons) 2UIJ8 LUUl  

Uiuecognizcd kiu bcncfits at end of period S 38 X 41 

We file consolidated lkderal and state incoiiic tax retunis tliat include PIX I n  addition, PEC liles stand-alone tax retunis i n  various state jurisdictions. During 
2007, we closed ledcral lax  cars 1998 t o  2003 PEC‘s opcii f’edcral tax years are fioni 2004 forward and PEC‘s opcn state tax years i n  our major jurisdictions 
:ire geneially fioiii 2003 fonvnid The 1RS is cuirently exaiiiiiiing our federal tax returns for yea is  2004 tliroirgli 2005 I’EC cannot predict wlien those 
examinations will be coiiiplctcd PIX is iiot aivare o i  any tax positions for wliicli it is reasonably 
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pos\ible that the told aniotints 01 unrecogiii/cd ta\ beiielits \vi11 signilicaiitlv increaw o r  decrease duiiiig the 12-iiioiitli period ending Deceiiibcr 31  2009 

I'EC iiicltides interest e\peiire related to iiniccogiiized tax benefits i n  inteiest cli:irge\ and iiicltides pen:iltie\ in  otlier, iict oii the Consolidated St:itenieiits ol 
Iiicoine During 2008 and 2007 tlic iiitere\t berielif iecordcd related to  i ~ i i i e c ~ ~ g i i i ~ ~ d  tax bciielit\ wa\ $1 niillioii a i d  $4 nii l l ic l t i  re~pectivcl) , and tlieie were 
no penalties recordcd iclatcd to uniecogiii/cd la\: benefits At I>cceiiibcr 31. 2008 aiid 2007. PIX had acciiied $7 iiii11ioii aiid $8 nitllioii. rcspectivel), for 
interest and penalties whrcli i s  iiicliided i n  titlicr Ii:ibilitic$ and del'eried credits on Uie Consolidated I3alance Sliects 

PEP 

Accuiiitilaied delelied incoiiie \a\ as5ets (l iabil i t ies) at 1)eceiiiber 31 Ivere 

(I 11 1111 111 on s) 2008 2007 
D ne tm as bet^ 

on accruals s 23 2 21 
222 - 

8 
iioupli future ia tes 0 

2 
5 
1 

Derivative inst i  iiments 

7'1ie above amounts were classil ied on the 13aIaiice SIiects as  lhllo\vs: 

( I l l  nlllllons) 2008 2007 
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Reconciliations o i  I'l!F's el'fectiipe inconic tax r ~ t e  to llic slatutoiy federal iiiconie tax late for !lie years ended Decembei 31 follow: 

2008 2007 2006 
Eifcctive income tax tal 

Income tax espense applicable to continuing opeiatioiis fot the veais ended Decembei 31 was comprised 01 

Total inconie tax espense applicable to continuing operations excluded the following: 

* Tases related to other coiiipi-elieiisive iiiconie i-ecoIdcd i ic t  of tax [or 2008. 2007 and 2006. whicli are presented scparately i l l  the Statenwits of 
Compielieiisive Incoiiie 

Less tlian $ 1  niillioii of ciiiiciit tax benclit, which was rccoided in coninio~i stock duling 2007 and 2006. related to csccss tax deductions resulting 
froin vesting ol'restiicled stock awards :ind ercicises of nonqualilied stock options pursuant to the teinis of our E.11' No net curient lax benefit was 
recorded i n  coninion stock duirng 2008 

Taxes of less tlian SI million and PJ inillion that reduced rct:lined eainings and incie:ised regulatoly :~ssets. respectively, due lo the cumulative effect 
of adopting the provisions or  ITIN 48 oil Innilan! I. 2007 

PE1; 113s entered inlo the 'Tax Agree~nci~t  witll the Paient (See Note 1 D) P 
Deceinber 3 1, 2008 and 2007. respectively 

' intercoinpniiv la?; receivable \vas approsimatelv $47 iiiillion and $41 Illillion at 
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At I>eceiiiber 3 1 .  2008, I’EF’s liability for iiiirecogiiized tax bciielils \\’as $62 iiiillioii aiid the aiiioiiiit of iiiirecogiiized tax betiefits 1h31. ii recognized. would 
affect the cffective tax rate \\‘as $2 ni i l l io i i  At Decciiibcr 3 I .  2007. PI 
unrecognized tas beiielits iliat. il i ccogiiizcd. woiild ail’cci tlic ell’cctive tas i ate was $3 iii i l l iori  l-lic lbllor\~iiig table presenis ilic cliaiiges lo irrirecogriizcd (as 
beiiefits during the years erided December 31. 2008 :iiid 2007. 

s liabilitv for tiiiiecogiiized tax beiiefits was $55  inillion. aiid the aiiiouiii of 

( I  I1 mllllolls) 2008 2007 
U 
G 
G 
G 
G 

Uiiiecogiiized tau beiielits at end 01 peiiod s 62 $ 55 

We f i le consolidated lcdcral and slate iii~oiiie tau rctiiiiis that indude 1’LT Diiriiig 2007, wc closed federal tau years 1998 to 2003 P 
years ale fioiii 2004 forward and 1’Ff”s open \talc tlu )e:irs :ire gciieiallv froni 2003 lorward The IRS i s  curieiitly euiiiiiiing oiir fedeial tau returiis for yeais 
2004 tlirough 2005 PET. caiiiiot predict \vlieii tliosc er;aiiiiiiations ~ 1 1 1  be completed PEF i s  tiot aware 01 any to\ positions foi \vIiicIi i t  15 rea~oiiably possible 
that tlie total amounts of i~iirccogiii~ed t a ~  benefits \vi11 sigiiilicaiitlv iiicrcasc 01 decrease dunng tlie 12-moiith period eiidiiig December 31, 2009 

Pursuant to a regulatoiy older, PEJ records interest expense related io uiiieco~pzed tau beiieiils a i  a iegiilatoiy asict  \vI i iLI i  is aiiioiitzed over a three-year 
period 01 less. w i t h  the aiiioitization iiicluded i i i  intcicrt cIiJigcs oil tlie Statciiicntr ol‘ Incoiiie 1 h  iiig 2008. PET cliarged the iiiiaiiioitized balance of the 
iegulatoiy asset to interest eupeiise oii tlie Statenieiit of Iiiconie I’eiialries arc iiicluded i n  oilier, iiei oii the Siaieiiieiiis 01 Iiicoiiie During 2008 a id  2007, 
l l l lb  .. 
b e l l ~ l l l e i  
liabilities mid deferred credits on tlie Biilaiice Sheets 

15. CONTINGENT V A I L ~ E  OBLIGATIONS 

I n  coiiiiectioii with the acqiiisitioii of Florida Piogrcss during 2000. the Parent. issued 98 6 iiiillioii CVOs Each CVO repicscnts tlie riglit of the holder to 
receive contingent payiiiciits based oii tlic perforiiiaiice oifour coal-based solid synthetic liiels limited liability compaiiics, ol wliicli t h e e  were ivholly owiicd 
(Earlhco), purcliased by subsidiaries of Floiida Progress i i i  October I999 All of o w  syithetic fiiels businesses were abaiidoricd aiid 311 operalions ceased as of 
December 31, 2007 ( S e e  Note 3A)The payiiieiits are bmed oii the riel nller-tax cash Ilo\vs tlie facilities generate We will make deposits into a CVO trust foi 
estimated coiiliiigeiit paynieiits due to CVO Iioldei-s based oii tlic I-csults oi opeiations aiid the utilizatioii of tax credits Monies held i n  the trust are geiierally 
not payable to the CVO holders until tlie coiiipletioii of iiicoiiie tax aiidits The CVOs are derivatives aiid arc recorded at fair value The tiiirealized loss/gain 
iecogiiized due to clianges iii fair value is recorded iii otlier. iiet on the Coiisolidaled Stateiiients ofliiconie (Sce Note 20) AI Deceiiibei 31. 2008 and 2007, 
the CVO liability included in  otlier Iinbilities oiid defeiied crcdiis 011 oiir Consolidoicd Balance Slicets wns $34 iiiillioii 

During die year. elided Deceiiiber 31. 2008, a $6 iiiillioii deposit \\‘as iiiade iiilo the CVO Irust for h e  CVO holders‘ share ol  tlic disposilioii proceeds froni the 
sale of oiie of the Eurthco syiitlietic fiiel facilities (See Note 3.1) Dispositioii proceeds payiiieiils will not geneiallv be iiiode to CVO holders until the 
temiinatioii ol‘all indemiuty obligations d e r  the porchase :id sale agrecnicnt related to tlic disposition Iluriiip 2007. a $5 iiiillicto deposit was made into 3 
CVO trust for the net alier-tnx cash llows geiiciated by tlie four Eartlico sviitlictic fuels faciliries i i i  2004 Deposits iiitci tlic tiiist will be classified as n 
restricted cadi asset uiitil tlic applicable tls vea is  ale closed. at 
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\vliicli time a payment will be disbursed to the CVO lioldeis. Future payinctits will include principal and inteiest earned dui ins llic iiivestnient period net of 
cspcnscs deducted The interest eaiiicd on tlic payinelits held i n  trust for 2008 iiiid 2007 was insignificant ‘1-lie asset i s  included i n  otlicr assets and deferred 
debits on the Coiisolidated Balance Sheet at Deccinbei 31. 2008 

16. I5ENEFIT I’IANS 

A. POSTRETIREMENT BENEFITS 

We have noiicoiitributoty defined benefit letirement plans that provide pension benefits for substantially a11 Itill-time eiiiployees We also liave supplenicntary 
defined benefit pension plans that provide benefits to liiglier-level eiiiployees In addition to pension kiiclils, w e  provide cnntributory otlier postretire~nent 
bcncfits (OI’EB), including certain Iicalth care and lil i :  insurance benefits. for retired emplovccs \vho meet specilicd criteria We tisc a iiicasiireiiicnt date of 
December .3 1 161 oiir pension and OI’EB plans 

COSTS OF BEIVEHII’ PLhthiS 

Prior service costs and benefits are amortized on a straight-line basis over tlie aveiage leniainilig seivice period o i  active p:uticipants Actuarial gains and 
losses in  escess of 10 percent oT the grcatci of the projected benefit obligation or the niarkel-related value of assets aic aniortized over tlic average reniaining 
service period of active participants 

To dcteriiiiiie the niarket-related V ~ U C  of assets, we use a five-year averaging iiiethod for a portion o l  tlie pciisioii assets and 1aii value for the reinaining 
portion. We have historically used the five-year averaging metliod Wlieii wc acquired Florida Progress iii 2000. \ve retained the Florida Progress historical 
use offair value to determine ~narket-related value for Florida Progress pension assets 

The components of tlic net periodic benefit cost for tlie ycais ended Deccnibci 3 1  were 

Peiisioii Benefits Otlicr Postretirenieiit Rciieli Is 

ioitization of ac 

Net penodic cost s 14 s 31 $ 32 s 42 4 0 

(,lAdiusted to iellect PEI-‘s rate ticatnient (See Note 1613) 
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We aiid the Utilities adopted SEAS N o  158. “Eniployei-s~ Accouiitiiip Tor Ikliiied 13enclit l’eiisinii and Otlicr I’ostretirenieiit I’lniis. ai1 a~neiidineiit of FASB 
Stateiiiciits N o  87, 88. I06 aiid 132(12)” (SFAS No  158). as oi Ilcceiiibci 31, 2006 SFAS No 158 aniciidcd prior accouiiting icquiiwieiits foi pension aiid 
OPEB p1:iiis I’rioi to  tlic iiiip1ciiiciit:itioii 01’ SFAS No 158. otlier coinpreliensive iiicoiiie (OCI) rellected niiiiiiiiuiii peiisioii adjustments related to our 
peiisioii plaiis Our pIe-tas iiiiiiiiiiuiii p i s i o n  adjustineiit recogiiized as a coiiiponciit of ( X I  was a net actuarial pniii o i  S78 niillioii i o r  tlie w a r  elided 
I .hxmbci 31. 2006 No  aiiiouiits rclatcd to otii OPEB plaits were iccognized as a co~iipoiient doc1 fix tlic \ c a i  ended Decciiiber 31. 2006 ‘The tables below 
provide a sumniaiy of :inioiiiils iccogiiized in otlicr coiirprelieiisivc iiicoiiie Cor 2008 and 2007 aitd otlier coiiiprelieiisive iiiconie re 
foi amouiils included i i i  net iiicoiiie li,i 2008 aiid 2007 “Uie tables also iiiclude coiiipaiable items tliat afl’ected regulaton~ assets o i  I’EC arid PEF R e h  to [lie 
PEC and PEF sections below for inoi c iiifixiiiatioii with regard to tliese regul:itoiy assets 

Pension UciieiitF Otlicr Posli ctimiiieiit 13eiicfits 
Ll I1 I l l1  Illons) 2008 2007 2008 2007 
Otlier cotnpiclieiis~ve iit~oitie (loss) 

E 

Aiiiortized to incoinc 
Netnctiiat~ial lo 13 1 2 

I’eitsi 011 I3eiieli ts Otlier Po.;tietiieiiieiit 13enelits 
2008 2007 2006 2008 2007 2006 

!b 5 $ -I 
15 17 
(-I) (J ) 

2 
1 1 

Net penodic cost $ 23 6 33 6 27 S 19 s 17 s 20 

- 
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No aiiioiiiits related to 1’JX.s OI’I!,B plans were recognized as a conipoiieiil or OC1 lor the year ended Deceiiiber 3 1, 2006 1’6C-s pre-tm i i l i i i i i i i~ i i i l  pension 
a?justiiiciit recognized as a coinpoiicnt 0 1  OCI for tlic year eiided Decciiibcr 31, 2006. \\‘as a net iaiial gain of $59 million 111 coii.iuiictioii with tlic 
iiiipleniciitation of SFAS No 158. aiiiouiits that would otlierwise be recoided i n  OCI are recorded djwtiiieiils to regul:itory :Issets coiisisteiit wit11 tlie 
iecoveiy of the related costs tlirough the rat ioiints iecogiiizcd in  regiilatoiy assets h r  2008 and 
2007 aiid aiiiouiits amortized froiii regitlatoq 

iiig piocess ‘I lie tables below provide a sunirnaiy o 
ts to net iiiconie for 2008 aiid 2007 

Pensioii Benefits Othei I’ostretiiciiieiit Benefits 
(111 nllllions) 2008 2007 2008 2007 
Regulatory asset (inciease) deciease 

Recogiiizcd for tlic year 
Net actuarial (loss) rain 

Amortized to net incoiiie 

PEF 
Pension Benefits 0 th  Postietiieiiieiit Beiielits 

Net pciiodic (beiicfit) cos! 19 6 20 21 

No amounts related to PEF‘s 0PE.B or pension p h i s  were recorded as a compoiieiit of OCI for tlic years ended Ileccinbcr 31. 2008. 2007 and 2006 Amounts 
that would otlicrwisc be recorded i n  OCI arc recorded as adjostmcnts to regiilatory assets coiisistciit with tlic rccoveiy of the relalcd costs thiotigli the 
ratemaking process The tables below provides a sliiiiniaiy of aiiiounts recognized in regulatoiy assets for 2008 and 2007 and a i ~ i o ~ i i ~ t s  aiiiortized fiotii 
regiilntory assets to net income for 2008 and 2007 

Pciision Benefits Othcr Portretiicinciit Bencli ts 
5 I I1 llli Ilions) 2008 2007 2008 2007 
Regulatory asset ( I  nci ease) deciease 

Recognized for the year 
t actuarial (liw) Rain 
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The lollo\ving weighted-average actimrial assu~iiptioiis weie used by Progress E~ietgy i n  the calculation of its net peiiodic cost: 

plan assets 9.00% 9.( 

The wciglited-aveiage actuarial assuniption~ wed by PEC and PEF iveie not matenally different froni tlie assumpt~ons above. as applicable. except that the 
eupccted long-tern1 ratc of return on OPEB plan asset5 was 9 00%~ for PEC aiid 5 00"L~ fa1 PEF, for all wars prcsentcd 

1 he expected long-teim rates of return on plan assets were deteini~ned by consider~ng long-tenn liistoncal returns for the plans and long-tern1 piojected 
ictiirns bascd on tlic platis' taiget ciseet allocation For all pension plan assets and a subrtantial p i t ion  of OPEB plan arsets. thosc beiicllniarks support a11 
expected long-term late ol reluni between 9 090 and 9 5 O 4  1 lie Progress Registrants used 311 eupccted long-term rate o i  9 0% the low elid of tlie range for 
2008,2007 and 2006 

BEA'LTiT OB1 IG;IllONS 1ND, 1 CCRUED COSTS 

SFAS N o  158 requiies LIS to recognize 111 our stateiiieiit of fim~ lid other postretlreliieiit beliefit p1alis. 
Ll>>Vl> I"'U 

Recoiic~liatioiis 01 tlic changes i n  tlie I'rogiess Registmiits' beliefit obligations and [lie filnded status 35 of December 31, 2008 and 2007 are presented 111 the 
tabIes below, wrtli each table followed by ielated supplcmcntan~ iill'oi mation 

Service cost 46 46 / 

Plaii ainendiiiei 

The defined benefit pension plans with nccuniuloted benefit obligatioils i n  excess of plan assets had projected benefit obligations totaling E2 234 billion and 
$463 million at Dcccillber 31, 2008 and 2007, respectively Those plans had acciiinulated benefit obligations totaling $2 196 billion and E422 niillioii 31 
December 31. 2008 and 2007. respec1ively. aiid plan assets of $ 1  285 billion and $269 million at December 31, 2008 and 2007. respectively The tot11 
occuniulated benefit obligation for pension plans \vas E2 196 billion and $2 100 billion at Deceinbei 71, 2008 and 2007. respectively 
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The accriictl belielit cosls reflected iii the Coiisolidated Balance Sheets at l)ecci>iber 31 were 3s i b h \ ’ s :  

Pensioii Benelits Other l’os~retiIei~ieiit Beiiefits 

The table below piovides a suinniary oiaiiiouiits iiot pet rccogiiizcd as a coiiipoiient of iiet periodic cost as oTDeceiiiber 31 

Pension Benefits Other l’ostretiieiiient Benelits 
{ I  I1  111 I I l l  011s) 2008 2007 2008 2007 

gillzed 111 accunllllalcd 0 
Net actuarial loss (gain) 

1 he followiiig table pieseiits the aniouiits we expect lo iecogiiize as coinpoiiciits of iiet peiiodic cost i i i  2009 

PEC 
Pensioii Benefits Otlier Postietiieiiient Beiiefits 
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All deliiied benelit peiisioii plans liad accuiiitilated benefit obligations in  excess 01 plan assets. wit11 p ~ ~ J c c t e d  beiieli! obligations totaluig $ 1  025 billion and 
E980 niillioii at December 31. 2008 and 2007. icspectively Tliose plans liad acct~iii~~lated benefit obligations totaling $1 021 billion and E974 niillion at 
Ilcceiiiber 3 I .  2008 and 2007. respcctively. and plan assets of6521 m i l l i o n  a i d  $805 iiiillioti at December 31. 2008 and 2007. respectively 

Tlic accrucd bciicfit costs reflected in tlic Coiisolidatcd Balance Slieets at Dcccmbei 3 I w e ~ e  as li,llows: 

Pension Benetits Other POSI IC~I I~ I I ICI I~  Denelits 
2008 2007 2008 2007 

The table below provides a suninmry 01 amount5 not yet recognized ar a componciit ol net periodic co r t  as 01 1)eceiiiber 31 

Pension Benefits Oilier l’ostr etirenient Benefits 
2008 2007 2008 2007 

‘The followiiig table prcsents the aniouiils PEC espects to recognizc as components of nct periodic cost iii 2009 

Oilier Postretirement Benel~ts 

- -. . - .. . . . . . - .. . . . . . . . . . . . 
Fa i l  Y ~ U C  ~i l ’p la i i  3 ~ x 1 s  a~ Ikccnibci 31 650 I .(I26 21 26 

1:iindcd status s (26-4) s 145 S (22 1) s (219) 
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1 lie deliiied benclit pension plaiis with accuniulated benefit obligations in  excess ol plan assets lind projected benefit obligations totaling E914 inillion and 
s.345 million a t  llcccniber 3 1 ,  2008 aiid 2007. iespcctively Tliosc p h i s  liad acciiiiiiilated belielit obligations totaling $884 million and X31.3 million at 
December 31. 2008 aiid 2007, respectively. and plan assets or $650 inillion a i d  $269 million at IJccenibei 31, 2008 a i d  2007, respectively The total 
accuniulated benefit obligation for pension plaiis was X88J million and X849 niillioii at 1)eccniber 3 I. 2008 :ind 2007. rcspeclivelv 

The accrucd beiielit costs reflected i n  tlic Consolidated Balance Sheets at 1)eeembei- 3 I were as lilllows. 

Penrioii Beiielits Other Postietirement Beliefits 
(I I1 111 I111 011s) 2008 2007 2008 2007 
Noitcuiicnt assets 

l h e  table below piovides a suniniary of amounts not yet recognized as a component of net periodic cost as ol  December 3 I 

Pcllsloll Ilellcfit~ 0 t h  Poc;trctirement Benefits 
1111 Inllllons) 2008 2007 2008 2007 

The follo\\ilig table pieseiits the aniotints PL17 expects to recognize as components oi  net periodic cost ii i  2009. 
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‘The lhliowing weig1ited-average x1uariaI assuiiiptions \\we w e d  i n  the calcu1:itioii or our war-end obligations: 

Peiisioii Benefits Oilier Postretirenient Benefits 

The \veiglited-average actuarial assumptioils lor PEC and PE,F were the swie or were not signilicnntly dilfcrent f~oni tlmsc indicated above. as applicable 
Ilie rates o i  increase i n  lltture conipensaliori include tlie effects of cost 01 living adjustiiients and promotions 

Our priiiiaiy delilied beiielit ietireinent plan for nonb.ugaining employees is a “cash bnlance“ pension plan as defined i n  El-rF 1ss11e No 03-4, “Deterinining 
tlic Classification and Benefit Atlribu1ioii Metliod lo! a ‘Cash Balaiice’ Pensioli Plan ” Ilieiefore. elfective Decenibel 31,  2001. we began to use the 
traditional i tn i t  credit nictliod lor purposes o i  measuring the benelit obligntion of tliis plan Under the traditional unit ciedii method no assumptions are 
iiicludcd a b i i t  h t w e  clianges i l l  conipensation, a~ id  the accuniulatcd benelit obligation and projected bcrielit obligation arc tllc sane 

AEDK:IL. COST 71END R.4 7’11 ~SIXY711,7Tl‘ 

The niedical cost trend rates weie assumed t o  decie:lse gradually froin tlie initial rates 10 tlic ultimate rates Tile el’Tects of a 1 percent cliange iii the medical 
cost tiend rate ai(: sliown below 

(111 I n l l l l o l l r ~  Pioeress Enciw PEC PEF 
in nicdical cost t 
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111 the pl:in asset iecoriciliation tables that follow. our, PliC‘s and PEF‘s eniploycr coiitributioiis for 2008 i~iclude cont~ibutions directly io pension plan assets 
of $3.3 iiiillioiL $24 iiiillioii aiitl less than $1 iiiillio~i. rcspeciively. and for 2007 iiicludc contributions directly to pension plan assets of $63 million, S.33 
iiiillioti :ind SI5 million. respcclivelv Substantially a11 of the reinaining eiiiployer contributions represent benefit paylnerits made directly from the Progress 
Ilegistmiits’ assets Tlie OPEB beiiefit payments presented i n  the plaii asset reco~iciliatio~i tables that follow represent the cost after participant contiibutions 
I’articipant cotitributions represent approximatel\; 20 percent of gross benefit payments for Progress Energy. 25 percent for 1’EC and 15 percent for PEF. The 
OPEB beiiefit payiieiits ale also ieduced by prescription drug-related fcderal subsidies received I11 2008 and 2007. the subsidies totaled $ 3  niillioii for 11s. $ 1  
iiiillioii for I’EC and S2 inillioii for PET’ 

Reconciliations of the lbir valiic 0 1  plaii assets at Ileceinber 31 follow: 

Actual return oil plan arseis 
Benefit naviiients 
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1-he asset allocation h r  ilie beiiefit plans :it the end of 2008 and 2007 :ind tlie target :iIloc:itio11 for the pl:ins. I)\; asset c:itepory, are presented i i i  the follo\ving 
tables Tile peiisioii belielit plan allocations and targets are consistent h r  a11 I’roglcss J<efistraiits 

Percentage 01 Plan A5sets 
1 arget 31 

Equity - doincstt J0?V 39”/0 42% 
Equit) - iiiterixit 200 0 20% 2 5 O ~  
Debt - doinestic J 0% 10% 11% 

Allocations Ycai J:nd 
Assel Calegoiv 2009 2008 2007 

Percentage 01 Plan A5sets 
1 arget 31 

Equity - doincsttc J0?V 39”/0 42% 

Allocations Ycai J:nd 
Assel Calegoiv 2009 2008 2007 

300 20% ~ Y u  
Debt - doinesi 
Debt - intcrnatlonal 15% 1 G% 12% 

OlllCl I’o5tlctllenlelll Reliefit5 

I’erccntagc ol l’lan /\,set5 
1 arget at Year 

I’cicciitage 01 I’lnii Aswts 
I ar at Year 

I’EC act Allocations End 
Asset Catexon 2009 2008 2007 
Eqoit? - domcstic 40% 39% 4296 
I:quit\ - ~ntciiia~ional 200’0 20% 2% 
Debt - domestic 1030 10% 11% 
I>cht - ititcriiational 16% 1200 

I’ei cent:ig 

at Year End PEF set Allocation5 
Assel Calegon 2009 2008 2007 
I k b t  - doniestic l O O @ t  ln0% 100% 

I ar e 01 I’laii Assel? 

For pension plan assets and a substantial poi~ion of OPEB plan assets. tlic 1’1ogress I<egistiaiits sct target allocations among asset classes to piovidc broad 
divcrsification to piotect against large in~cstnicnt losses and esccssii!c \.olatility, nhilc iecogiiizing llic iinportancc of ofl‘sctting the impacts of benefit cost 
escal:ition In  addition. c?nernal in~esiiiieiit iiiaii:igcrs wlio Itaye coniplenieiilan~ itivcstnieiit pliilosopllies and approdies  are employed to Inalia&e the assets 
‘Jmticd shifts (plus or iiiiiiiis 5 percent) i i i  asset allocation iron1 the target allucatioiis aie 11i:ide based on the iicar-teriii view oi  the risk a i d  returii tradeoCfs of 
the asset classes 
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I n  2009, w e  expect to inahc at least $ 1  10 niillioii 01 wiitiibutioiis directly to pension plan assets aiid 81 mill ion 01 disuctionaiy contributions direct11 to tlic 
OI’CB plaii assets: Tlie cyxxtcd berielit paviiieiits for tlic p c t i w n  beiicfil plaii [or 2009 tlirough 201 3 a i d  ti1 total lor 2014 tlirouglt 2018. III millions. are 
approunialely $154, $157, $158. 8167 $169 and $923. ~-cspcctively 1 lie e\pected bene13 payiiieiits foi the OITB plan for 2009 thiougli 2013 and i n  total foi 
2014 tliiougli 2018, i n  niillions. are appro\iiiiately $40. $43. $45. $48 $50 and $268. respectively h e  e\pected benefit pa) iiients include benefit poyiiicnts 
directly from plan assets and bciiclit pa\ mciits directl\ from our assets The benefit payiiicni aiiiotiiits rcllcct our iiet cost after n y  participant contributions 
and do not rcllect reductions foi e\pected presciiption diug-ielated federal subsidies The e\pccted ledeial subsidies lor 2009 Uiroiigb 201 3 aiid iii total for 
2014 tliiougli 201 8 in  inill ions aie apprcmiiiatel) $4. $4. $5, $5 86 mid F40. respectivel) 

I n  2009, I’EC e\pecls to iiiaLe at last $75 ~nil l ioi i  i n  coiiti-tbutioiis directly to pension pian assets Tlie expected beiielit payments lor tlie peiisioti benefit plan 
lor 2009 tliroitgh 2013 aiid iii total for 2014 tlirougli 2018 iii millioiis, are appro\iiiiatcly S78. F79, 579. $83. $82 and $445. respectively Tlie expected benefit 
payniciits Cor the OPEB p h i  101 2009 though 201 3 and in total for 2014 through 2018. i i i  millions aic approxiniatelv $17, $19 $21. $23, $24, and $139, 
respectively I‘lie npecied beiiefit payiiieiits iiiclude beiiefit payiiietiis directly ftoiii plan :lsiets and heliefit payiiieiiis ditectly liom PEC aswts ’I lie benefit 
payment anioiiiits rcllect tlie iiet ~ 0 5 1  to PCC alter any particip:int coiitnbutioiis and do not iellect ieductioiis lor expected presciiptioii drug-related ledeial 
subsidies 1 lie e\pcctcd lcdcial siibsidic~ loi 2009 tliioiigli 201 3 m d  i i i  to id  lor 2014 thioiigh 2018. i n  iiiillioiis are appiouiiiiately $2. 82, $2. $3, $3 and $21. 
i especti vely 

In 2009. PEI. expects to iiial~c at least $55 i i i i l l i o n  i n  conti~butioiis directl) to pciisioii plaii assets aiid e\pects to iiial\e $ 1  inillioii of discretionary 
contnbiitionc, ti7 OPEB plan assetr Tlie expected benefit pnvinciits lor the pension beiiefii plan [or 2009 tliroupli 201 1 and i i i  total for 2014 tluougli 2018, in  
millions, are appiouiiiately $58. $59, $60, $62, $61 aiid $354. iespcctively I‘lie expected beiielit pnvmciits lor the OPEB plan loi 2009 through 2013 and i n  
total lor LUI4 t l  irougii L O I  8. in iiii~~ioiis aie uppimitiiateiy b b  
payments diicct lv froni plan a’jsets and bcnclit payincnts directly froiii I’1:F.s assets The benefit payiiiciit aiiioiiiits rcllcct tlic net cost to PEF after any 
participant con~ribiition~ and do  i io t  reflect reducttoris loi expected prescription ditig-related federal subsidies 1 lie expected federal siibsidies for 2009 
though 2011 atid i i i  total lor 2014 tlirough 201 8. i i i  niillioiis ale appro\iiiiately 82 $2 82 52 ’$3 aiid 816 iespectively 

*. 

B FLORI1)A PROGRESS ACQUISITION 

During 2000, we coniplctcd our m1uisitioii of rloiida Piogrcs\ Florida Progress’ pcnsioii aiid 0I’I.B liabilities asscts aiid iiet periodic costs aie ieflected i n  
the above information as appropriaic Cerhin of 1 londa Progiess iioiibargaining i i i i it  benefit plans \veie nierged with our benefit plans effective Ianuary 1. 
2002 

PEF contintics to recover qiialilicd plan pcnsion costs aiid OlW3 cogin in rate5 as 11 ilic acc~~i~sitioii bad not occurred llic infomiatton presented i n  Note 16A 
IS adjusted a i  appropriate to rellect PTI ’ 5  i:ite tieatiiiciit 

17. RISK RIANAGERIENT AC’I I\’ITIIJS ANI) DI~Rl\’ATIVES ‘TILINSAC’TIONS 

We are exposed to various risks related io cli:iiiges i i i  market coiidiiions We liave 3 iisk inanageiiieiit coniniiilee 11131 incliides seiiioi erecutives from varioiis 
business groups. The risk niaiineeiiient coiiiinittcc is responsible lor administering risk inaiiagenieiil policies and moiiitoring compliance with those policies 
by a11 subsidiaiies Iliidei o~i i  &I; policy, 1vc iiiay use a vmicty of iiislruiiieiits, iiicludiiig swaps. optioiis aiid forwaid contraet~, to niaiiage exposure to 
fluctuations i n  coiniiiodity prices and interest rates Such iiisti-tiinents contaiii credit risk i f  the coitntcrparty iails to peIforiii under tlie contract We minimize 
sucli risk by pcil’oriniiig credit aiid liiinncial icviews using a coiiibiiiatioii 0 1  finaiicial analysis and p~ibliclu available ciedit raliiigs of such coonterparties. 
Potential iioiiperfoniiaiice by counterpartics is iiot expected to Iiave a iiiaterial effect oil o u r  financial pnsitioii or icsults of operations 
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As discussed i n  Note 15. i n  conncctioii with the acquisition 01 floiida I'rogress during 2000. tlie Parent issued 98 6 ~iiillioii CVOs I Iic CVOs are derivatives 
and arc recoided at lair valuc Tlic nniealized lossigaiii recognized due to changes iii hi, valuc is iecordcd i n  othei. nct on the Consolidated Statenicnts of 
Income (See Note 20) At December 31. 2008 and 2007. the CVO liability included i n  otlier liabilities and deferrcd ciedits on our Consolidatcd Balance 
Sheets \\'as $34 million 

A. COhllLlODlTY I)EItIVATIVISS 

GENER4L. 

Most o i  our physical coiiiinodity contiacts are n o t  derivatives 01 qualify as noniial puicliases oi sales pursuant to SFAS No I33 Tlierefore. sucli contracts are 
not recorded at fail value 

111 2003: I'EC iecorded a $38 million pre-tas ($23 million a h - t a x )  [air value loss tiansitioii ad.justnlent pursuant to the provisions o i  FASR Derivatives 
Implementation Giotip Issue C20, "Interpretation or  tlie Meaning of Not Clearly and Closely Related ill Paiagmpli 10(b) regarding Contiacts witli a Price 
Adjustment Feature" (DIG Issue C20). The related liability is being amortized to e;uiiings ovei tlic term of the related contract (Scc Note 20) At Dcccinber 
31, 2008 a i d  2007, the iemaiiiirig liabilily \vas $7 million aid $10 million, respectively 

DISCONTINUED OPERA TIOhiS 

As discussed in  Note .3C, in 2007 otn subsidiaty, I'VI, sold 01 assigned substantially all o i  its CCO plipsical and coniinercial assets and liab 
substantially all of onr noniegulalcd energy niaikcting and trading operations. For tlie year ended December 31. 2007. $88 inillion of nller-tax gains lion1 
derivative instrunienis related to o w  nonrcgulated encrgy Iiiarketing and trading operations were included i n  discontinucd operations 011 the Corisolidatcd 
Statements oi lliconlc. 

On January 8, 2007, we entered into derivative contracts to hedge economically a poition 0 1  our 2007 ssiitlietic fncls cadi llow csposurc to the risk of rising 
oil prices over an average annual oil piice iange of$63 to $77 per banel 011 a New York Mercantile E,xcliange basis l h c  notioiial quantity oftliese oil piice 
hedge instruments was 25 inillion barrels and provided protection for the equivalent of apprositnately 8 niillioii tons of2007 syntlietic fuels pioduction. The 
cost of tlie hedges was appiosimately $65 million The contracts werc iiiarl;cd-to-iiiaikct witli cliangcs in fail value rccordcd tlirough earnings These 
contracts ended on Decenilxr 3 I ,  2007. and were selfled for cash on Janl~ary 8. 2008. with no inaterid impact to 2008 earnings Approsimately 34 percent of 
the notional quantity of iliese contracts was entered into by Ceredo As discussed i n  Note 3.1. we disposed of otn 100 percent ownership interest i n  Ceredo on 
Marc11 SO, 2007. Progress Eneigy is the primar-)! beneficiary of. and continues to consolidate Ceiedo i n  accordance with FIN 46R. but we Iiavc recorded a 100 
percent minority interest Consequently. subsequent to the disposal there is no inet earnings i~npact for the poi tioii 0 1  the conIracts entered into by Ceredo At 
December .31,  2007, the fair value of all of these contracts \vas iecordcd as a $234 inillion sliort-tcini deri\'ative asset position. including $79 million at 
Ceredo The fair value of tliese contracts was included i n  reccivnblcs. iiet on the Consolidated Balance Slicet (See  Note 5)  We had a $108 million cash 
collatcral liability related to these contracts at Dccembcr 31, 2007. included i n  otlier current liabilitics on the Consolidated I3alance Sheet As discussed i n  
Note 3A, on October 12, 2007, we perrnaneiltly ceased produclion o i  synthetic fuels at our iiiajorit~l-owiied facilities l3ecause we have abandoned our 
majority-owned facilities and 0111' otlier syntlictic fuels operations ceased as of' Decetnbei 31. 2007. gains and losses on tliese contracts were included in  
discontinued operations. net of tax on tlie Consolidated Statement 01 Income i n  2007 During tlic year ended December 31, 2007. we recorded net pre-tax 
gains of $168 inillion related to tliese contracts Of this anionnt, $57 iiiillioii was attributable to Ceredo of which $42 million was attributed to minority 
interest for the portion of tlie gain snbsequcnt to tlie disposal o i  Ceredo 

Due to the divestitures oi Gas and CCO. nianagement deteiniiiied that i t  was no longer probable Ilia1 llie forec:isted ti:insactioiis Iiiidcrlying certain derivative 
contracts would be iiiliilled and cash llow hedge accounting f o ~  the contracts was discontinued ill 2006 FOI tlie  ea^- ended Decciiiber 31. 2006. discontinued 
operations, net ol  tas on tlic Consolidated Statenicnts oT Iiicoiiic included $74 million i n  after-tax dcl'crred inconic. which was rcclassilicd to carnings due to 
discontinuance oi  the related cash ilow hedges. :ind imiiiateiiol iiet gains and losses froni otlier derivaiivc insinniiciits iclated to Gas and CCO 
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Derivative products. priiii:iiily natural gas aiid oil contracts. may be entered into froiii tiiiie to tiiiic fool ccoiioiiiic hedging purposes While inaiiageiiicnt 
believes the ecoiioinic hedges niitigate expsiiies to Iluctuatioris i i i  comniodity piices. these instruinelits :ire not designated as hedges for accouiitiiig purposes 
and are nionitored consistent with trading positions Certain of our Iicdge agreeineiits may icsiilt i i i  tlic receipt of. oi posting ol. derivative collateral with our 
counterpadies. depending on the daily derivative position Fluctuations iii coiiiiiioditv prices that lead to o u r  i-eturii o i  collateral received and/or our posting of 
collateral with our counterparties negatively iinpact oui liquidity We maiiagc open positioiis with strict policies that limit our exposure to make t  risk and 
iequire daily reporting to ~iioiiogeiiicnt of potential financial exposures 

The Utilities have derivative instruments related to their exposure to piice lluctuations 011 fuel oil and natural gas purchases Substantially all of these 
iiistrunients receive iegulntory accounting treatiiient Related uiirealized gaiiis aiid losses m e  iccoided i n  legtilatory liabilities and iegiilatory assets, 
respectively, on the Balance Sheets until the contracts are settled (See Note 712) Alier setllcnicnt of the dcrivativcs and tlic fuel is consumed. any rcalized 
gains or losses are passed through the fuel cost-recover\' clause Duiiiig tlie yeais ended December 31.2008 and 2007.1'E.C iecorded a net realized gain of$2 
inillion and a net realized loss of$9 niillioii~ respectively PEC's net realized loss \'vas not iiiotcrial durinrr the p o i  ended December 31. 2006. During the 
years ended December 31, 2008.2007 and 2006, PEF recorded a net rcalized gain ol$172 million. a iict r edzed  loss of$46 inillion aiid a iict iealizcd gain of 
$39 ~ n i l l i o i ~  respectively 

At L)eceiiiber 3 1 ,  2008, the fair value of PEC's cornriiodity derivative instruments was recorded as a $45 inillion shoil-tcnn dciivative liability position 
included in derivative liabilities and a $54 million long-tenii derivative liability position included iii other liabilities aiid dei'elled credits on the PEC 
Consolidated Balance Sheet At Deceiiibei 31, 2007, the fair value of such instruiiieiits \'vas recorded as a $19 million long-teriii deriwtive asset position 
included i n  other assets and deferred debits aiid a $4 niillion shoi t-teiiii derivative liability position iiicludcd i l l  dciivative liabilities oil tlie PEC Coiisolidated 
Balance Sheet Cerhin counterpartics have Iield cash collateral with PEC in  support o l  these iiistiuiiieiits 1'132 had an $ 1  8 million cash collateral asset 
included in  prepayments aiid other current assets 011 the PEC Consolidated Balance Sheet at  December 31. 2008, and no cash collateial position at December 
i l ,  m __ 

At December .3 I ,  2008, the fair value of PEF's coiiirnodiiy derivative instririiieiits was recoided as a $9 million sliort-term derivative asset position ii~cluded in  
current derivative assets, a $1 million long-term deiivative asset position included i n  derivative assets. a $180 iiiillioii shod-temi derivative liability position 
included in curieiit derivative liabilities, aiid a $209 million long-terni deiivative liability positioti iiicludcd i i i  dci ivativc liabilities oii the PEF Balance Sheet 
At December 31, 2007, the fair value of such iiistniiiieiits was recorded as a11 $83 niillion short-term del ivative :isset positioii included i n  current deiivative 
assets, a $1 00 millioii long-tenii derivative asset position included in derivative assets, a $.38 iiiillioii short-term derivative liability position iiicluded i n  current 
derivative liabilities, and a $9 inillion long-tcnn derivative liability position included iii dcrivative liabilities on tlie PEF Balance Sheet Certain counterparties 
have posted 01 held cash collateral i n  support of  these instruinen& PEF had a $335 million cash collateral asset included ii i  derivative collateral posted and a 
$12 million cash collateral liability included in other current liabilities on tlie PEF Balance Sheet at 1.Ieceiiibei 31. 2008. and no cash collateral position at 
Deceinber 31. 2007. 

- 

liLoiv I~EDGES 

1-lie Utilities dcsignatc a portion of commodity derivative instriiinents as cash lloiv hedges under SI'AS No. 133 The objective fix holdiiig sonic of these 
iiistrunieiits is to hedge exposure to market iisk associated with fluctuations i n  the price o i  power Cor our hrecastcd sales Realized gains and losses are 
iecorded net iii operating revenues We also hedge exposure to maiket risk associated with fluctuations in  the piice 0 1  Liiel for Ileet vehicles Realized gains 
and losses are recorded net as part of ileet vehicle costs At December 31, 2008 and 2007, iieitlier we nor tlic litilitics had inaterial outstanding pusitioiis in  
such contracls The ineffective portion oi commodity cash flow hedges was not iiiaterid to our or tlie Utilities' results oT operations fix 2008. 2007 and 2006 

At Deceiiibcr 31. 2008 and 2007, tlie ainoiiiit recorded iii our or the iitilitics' accuiiiulated otliei coinpielicnsive iiicoiiic rclated to coiniiiodity cash flow 
hedges was not material 
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13. 1wrEms-r ILITIS I)EIIIVATIVES - FAIR VALUE OR CASII J;LOW I I I ~ ~ S  

We use cash llow Iiedging strategies t o  reduce erposuie to clianges i n  cash llow due to Ductuating inteicst rates We use 1aii value Iiedging strategies to 
rcduce expostire to cltongcs i n  fair valnc due to interest late clianges The notional amounts of interest rate deiivativcs arc iiot cxclianged and do not ~ep~esent  
exposure to credit loss in the event of deiadt  by tlie counterparty. tlic exposure i n  tliese transactions is the cost of replacing the agreements at current inarket 
rates 

CASH FLOW HEWGES 

The fair values of open interest rate cosh 17ow hedges at December 3 I w c ~ e  as follows: 

Progress Energy PEC PEF 

The effective portion 01 gains and losses lroni i i i tciest late cash Ilo\v hedges, including termmated hedges. IS recorded i n  accuiiiulated otliei co~iiprelieiisi~~e 
incoine, nud nnioitized to net Intere\t chorges as the hedged Iransactions occur The Ilie1fectwc poltlon oP interest rate cash ilo~v hedges was not nioteml to 
o w  or tlie Utilities’ results ot o ~ r a t ~ o n s  for 2008, 2007 and 2006 

Tlie following table presents selected iiifoiiiintion related to interest rate cash flow hedges included 111 accumulated other co~i~prelieii~ive niconie at December 
I ,  

lteriii in yeaisiiiiillioiis ofdol lc~~s)  Progrcss E n e w  PEC P I 3  

(n) Includes amounts related to terminated hedges 
(b) Actual amounts that will be reclassified to eatnings may vaiy I’ioin the cspected amounts prcscnted above as a result of changes i n  interest rates 

At December 31, 2007, including amounts ielated to terminated hedges, we had $24 inillion of after-tax deferied losses. including $12 million of after-lax 
delened losses at PE,C and $8 niillion of after-tax deferred losses at PEF, recorded i n  accumulated other comptel~ensive iilconie related lo interest rate cash 
IlO\V I1cdgcs 

At December 31, 2008. the Parent had $200 million notionai of interest rate cash ilow Iiedges. During 2008. tlie Parent entered into a combined $200 million 
notional of foiward starting swaps to mitigate exposure to interest rate risk in anticipation of futnlc debt issuances I n  Iannar). 2009. tlic Patent enteicd into a 
$50 millioii notional offorward starling swaps to mitigate erposiire to interest rate r i s k  i n  anticipation of fiitiii-e debt issuaiices 

At December 31, 2008 and 2007. PEC liad $250 million notional mid $200 inillion notional. iespectivelp, of interest rate cas11 llo\v hedges 111 March 2008. all 
of PEC’s 2007 forward starting swaps were terminated i n  conjunction with PEC’s issnancc of $725  nill lion of First Modgagc Bonds. 6 30O’o Series due 2038 
During 2008. 1’EC entered into a combined $250 nlillion notional of forward starting swaps to mitigate exposure to interest rate risk i i i  anticipation of futuie 
debt issuances All of PEC’s 2008 forward starting swaps were terminated oil Januaiy 12. 2009, i n  conjunction with PliC:s issuance of!3600 million of First 
Mortgage Bonds. 5 3096 Series due 2019 After the January 2009 debt issuance, PEC entered into a $50 million notional 01 forward starting swaps to mitigate 
esposnre to interest rate iisk i n  anticipation oi  fiilitre debt issuances 

At December 31, 2008 and 2007. PEF had no outstanding interest rate cash llow hedge positions lhr ing 2008. PEF entered into a coinbined $550 million 
notional of forward starting swaps to mitigate esposurc to interest rate risk i n  
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aiiticipatioii of futiiie debt issiiaiices In Iiiiie 2008, a11 of P forward starting swaps were teriiiiiiated i i i  coiijiinctioii witli I'EF's isslimice 01 $500 iiiillioii of 
Fiist Mortgage Bonds, 5 W6 Series duc 2018 iiiid X I  000 billioii of First Mortgagc I3oiids, 6.40% Series due 2038 In  Jaiiuan? 2009, 1'13 ciiteied into a $50 
iiiillion notional offoi\vard starting s\vaps 10 mitigate exposure to iiiteiest ia le risk i n  aiiticipotioii o i f ~ i t u ~ e  debt issuaiices 

FI1IR T U  UE HEDGES' 

For iiitercst rate Iair value hedges, the change i i i  the fair value o l  tlie hedging derivative is recorded iii net interest cliaiges aiid is o l h t  by the cliaiige in tlie 
fair valiie ofthe liedgcd item At Ilecember 31, 2008 and 2007. neither we nor the Utilities liad any oiitstniidiiig positions iii siicli contracts 

18. IIELA'I ED PARTY TIWNSAC'IIONS 

As a part or  iioriiial business. we enter into various agreements piovidiiig Iiiiaiicial or peifomiance assuiaiices to third p ~ i  ties Illere agreeiiiciits are entered 
into piiiiiarilv to support oi enhance thc crcditwortliiiiess otherwise attributed to a subsidiaiy on a stand-aloiic basis, tliereby lacilitatiiig tlie e\tensioii 01 
wflicieiit ciedit to accoiiiplisli tile subsidiaries' intended coiiiiiieicial purposes Our guarantees iiicliide perfoin1:iiice oblipntioiis iiiider power siipply 
agreeiiients, transmission agreenients, gas agreements. fuel procurement agreements and trading operations Our guaiaiitees also include standby letteis ot 
credit and suicty bonds At December 31, 2008, tlie Parent had 15sued $386 iiiillioii ot guarantees lor fiiturc linaiicial or pcifoi-tiiancc assuraiicc on behalf 01 its 
siibsidiaiics This includes '$300 iiiillioii oi' gu:iraiitees ot ceitaiii paymerits 01 two wliolly owned indiiect subsidiaries (See Note 23) Wc do not believe 
coiiditions are lihely for significant perloniiaiice under the guarantees orperforinaiice icsucd by or o n  behalf of affiliates l o  the extent liabilities are incurred 
as n result of the activitier co\ ercd by the guaiaiitees sucli liabilities me included in tlie Consolidated Balance Sheet 

Our siibsidiaries provide and ieceive seivices, at  cost. to wid fioiii the Parent aiid i t s  subsidiaries, in accordance wit l i  agieemeiits approved by the SEC 

iubreqiient iegulation by tlic FCRC did not cliaiige our ciiireiit intercompany services Seiviccs iiicliide purcliasiiig. Iiunian icsouicc5. accouiitiiig, legal, 
traiisiiiissioii aiid delivery support. engiiieeniig iiia~enals. coiitiact supporL loaned employees py io l l  costs, coiirti iiction iiiaiiagcnieril a i d  otliei centralized 
adiiiinisliative. iiiaiiageiiieiit and suppoit services The costs of the seivices are billed on  a direct-cliarge basis, wlieiie~~cr porsible, and oii allocation iactors foi 
gciiernl ~051s that caiiiiot Ix: diiectly attributed Billings fioin alfiliatcr aie capitalized or expensed depeiidirig on tlie n.iture oftlic ~eivicer  iciideied hiiiouiits 
ieceivnble froin aiidoi payable to ani11:ited coiiipaiiies for tliese services aie included in receivables tiom affiliated coiiipaiiies and payabler to affiliated 
companies oil the RaIaiiLe Slieets 

PESC piovides the majority of the ali l iated seivices under tlie approved agreeiiients Services provided by PESC during 2008 2007 and 2006 to I'EC 
aiiiouiited to $194 iiiillioii $1 82 iiiillioii aiid XI88 iiiillioii, ierpectively, and services provided to PEF weie $160 iiiillioii, $17-1 million aiid $165 million. 
respectively 

PrC and PEF also piovide aiid receive scrvices at cost Services piovided by PEC to PEF duriiig 2008, 2007 and 2006 aiiiouiited to $44 million, $54 million 
and $34 n i i l l i o i i  respectively Services pitwidcd by PEF to PEC during 2008, 2007 aiid 2006 niiiouiited to 612 iiiillioii. $10 iiiillion and $8 millioii, 
rcspccti vely 

PLC and PEF p a  ticipatc i i i  a11 iiiteriial iiioney pool. operated by Progress Energy, to iiiore ellectively iitili~e ~ a d i  resouices and to rcdiicc outside slioit-tcnii 
borrowings 7 lie nioncy pool is also used to settle inlcrcoiiipany balaiicei The weighted-avcragc interest rate for the iiioiiev pool \\as 3 2990, 5 49'0 and 
5 17% at December 3 1  2008 2007 and 2006, respectively Amounts payable to tlie nioiiey pool are iiicluded i n  notes payable to alliliated companies on tlie 
Balance Slieets I'EC aiid PCr recorded insigiiificant iiiterest eqxiise iclated to tlie iiioiiey pool tor a11 tlie years presented 

_ _ ~  - pursuoiit to ~ e c u o i i  i j (o)  01 uie IJiiwic otiri lyftoiuii ig w i l  . .  
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Progress Fiiels sold coal to 1'13 at cost 111 2007 mid 2006 Tliese iiiterconipany reveniies and expenses ale eliniiiiatcd i n  consolidation; liowevei, i n  accordance 
wit11 SI'AS N o  71. profits on interconipany sales to iegulated alliliatcs arc not cliniinated if tlic salcs piice is rcasonablc and the hturc rccoveiy of salcs price 
tlirougli tlie rateni:tkiiig process is probable Sales, net of insignilicant prolils, if any. 0 1  $2 inillion and $321 million for the ycais ended Dcceiiikr 31, 2007 
and 2006. respectively. arc included i i i  f'iiel used in  electric gcner~1ion on the Consolidated Statenients of Incoiiie Ii i  2006. I'EF bcgan entering into coal 
contracts oi i  its own behalf' 

I'EC and its wholly owned subsidiaries and PEF Iiave entered into tlie Ta r  Agizement wit11 the Parent (See Note 14) 

19. FINANC'L41, INFORRIAITON 131' BUSINESS SEGMENI 

Our reportable PEC aiid PEI. business segnieiits are piimarrly engaged 111 the geneintion, traiisniission. distribution and sale 01 electriciiy i i i  porllons of Noith 
Caroliiia. South Carolina and Floiida Tliese elcctrrc opeiations also distribute and sell electricity to other utilities, pnmarily in the eastern 1Jnited States 

I n  addition to tlie reportable operating segnien&, the Coi porate and Ollier segment includes the operatioiis 01  lie Parent and PESC and ollier miscellaneous 
iionregulated busine.;ses that do not separately meet the quantitative disclosure req~itrenients of SFAS No 131. "Disclosuies almiit Segments of an Enterprise 
and Itclatcd Information," as a ~cpaiate business scgnient Tlie profit oi los5 of our repoitable 5cgnients plus the prolit oi loss 01 Coipoiaic and Otlier 
repiesen~s our Lot31 inconie froni coiitiiiti~ng opeiations 

Products and senwes ale sold bet\~~een tlie various repoitable segments All intersegment tiansactions ale at cost evcept for 2007 and 2006 transactions 
between PEF and busiiiesses ~ncludcd 111 tlie Corpoi:itc and Other segriieiit which are at rates set by the FPSC In accordance with SFAS No 71. profits on 
interconipany sales between PEF and busiiiesses iiicluded 111 the Coi porate and Oilier segineiit are not eliminated if the sales pnce I S  reasonable and tlie ftitiire 
recovenr of sales price tlirougli tlie raleiiiaking piocess IS  probable I lie protit5 realized lor - were 1101 signiticant 
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I n  the lillon~ing tables. capital aiid investiiieni espetidituics iiicliide property :idditions. acqitisitioiis of wcleal fuel and ollier capital invcstinetits Operational 
iesults and assets to be divested arc not included ii i  tlie table prcseiitcd below 

C0rpor:itr ar1tl Other Eliiiiinations Totals fin millions) I’EC I’E 1; 
As of and for the j r a i  entlrtl Diwmbei  31, 2008 

- .  
I’LL l’L1 L (111 mllllons) _ .  orporale ana ulliei t,iiiilmat- 

As of and for the )fear ended Decenibei 3 1. 2007 
-- . .  . .. 

3 (2) 2.204 Copital and investment cspenditiiies 941 1.262 

{I I1 111 I Illons) PIX PEF Coiporate and Other Eliminotioiis ‘Totals 
A$ of and f o r  the year elided Decenibei 11. 2006 
Revenues 

454 326 
11,999 8,648 

Capital and ~nvestmeiit espcnditiircs 808 741 12 (9) 1.552 

21 1 



20. OTllER INCOME i \ND OTIIIR ISSI’ENSE 

Other iiicoiiic aiid expense iiicludes interest incoiiie atid otlier iiicoiiic a i d  expense items as discussed belo\\’ Noniegulnkd energ!; and delivery services 
incliidc power piotectioii sciviccs aiid inass i nd ic t  progianis sticli as surge proteetioil. appliaiicc seivices and arc3 light sales. a i d  deliveiy. traiisiiiission atid 
subslatioil \vork for other utilities Tlic coiiipoiiciits o i  other. iict as sliwvii on tlie accolnpaiiying Stateineil is 0 1  Iticoii~e Cor tlic war s  elided Dcccmber 3 I were 
as follo\vs: 
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PEl’ 
(Ill Illllliolls) 2008 2007 2006 
OIIIEII  INCOhIE 
Nniiiegulatcd energy and dcliveiy services income 20 s 24 $ 6 

Otllel. net - 3 1 

0th. net - PEF (10) $ (2) I (4) 

Other iiicoiiie ~iiclrides pie-tau gains of $32 inillion lor tlie year ended Deceiiibei 3 1 ,  2006, from tlie sale of approuiiiiately 20 in~llion rliarer of Level 3 
Coiiiiiiunicatioiis. Iiic stock icccived as pait 01 the sale 01 our tiitcrest i n  PT I.LC (See Note 3F) These gains are piioi to the con,idenltion of ininority 

(I,) On Noveniber 27, 2006, Progiess Energy redeemed the entire outstanding $350 ni i l l io i i  principal anlotint of i t s  6 05% Senior Notes due April 15, 2007, 
and the entire outstanding $400 inillion piiiicipal amount o i  its 5 8596 Scnioi- Notes due Octobei 30, 2008 On Dcceinber 6, 2006, Progress Energy 
iep~ircliascd. pi~istiaiit tn :i tender offer, $550 inillion, or 44 0 percenl, o i  the aggregate principal amount ol‘ i ts 7 10?6 Senior Notes due March 1. 201 1 
We iccognizcd a total pre-tax loss of $59 million i n  conjuiiction with these redemptions 

21. ISN\’IRONR~IENT~\L MA’I’I’EIIS 

We are subject to ~cgiilation by various federal. Stale and local authorities i l l  the areas of air quality. water qualit3 control of tosic substances and liazardoiis 
and solid wastes. and other enviroiiniental niatters We believe that \ye are i n  substantial compliance with those en ironiiieiital regulations currently applicable 
to our business aiid operations and believe we have a11 necessary permits to coiiduct such operations Environnieiital iaws and regulations freqoently change 
and the i i l t imate costs of coiiipliance caiiiiot always be piecisely estiiiiated 

i\. IIi\%i\RDOUS AND SOLID \\’ASTE 

The provisioiis 01 tlie Coiiiprehensive Environnieiilal Response, Conipensatioii and Liability Act ol  1980. as amended (CERCLA). authorize the 1Jnited States 
liiivironiiicntal Piotcctioii Agency (EPA) to require the cleanup of Iiamrdous waste sites This statute imposes ietioactive joint and scveral liabilities Some 
states. iiicludiiig North Carolina, South Carolina and 1:lorida. have siiiiilnr types of statutes We are periodicall)? notilied by iegulators, incliidirig the EPA and 
varioiis state agencies, of our iiivolvenient or potential invol\~enient i n  sites that may require investigation and/or ieniediation There are preseiilly several sites 
n i t 1 1  iespect to which we have been notified oT our potential liability by tlie EI’A, the state o i  North Carolina. the state of Floiidn, or potentially iespoiisible 
p:irt\’ (I’RI’) groups 3s described below in gienter detail. Various organic nialerials associated with the production of manufactured gas. generally referred to 
as coal tal. are regulated under fedeial and state 1aws PE,C and PE,F are each PRPs at several manufactured gas plant (MGI’) sites We are also ciirreiitly i n  the 
process of assessiiig poteiitial costs and exposui es at other sites These costs are eligible for regulatory recovery through eitlicr base rates or cost-recovery 
clauses Both PEC and PEF evaluate potential claims against other I’Rl’s and insurance carriers and plan to submit clainis for cost recovery \\,here appiopi iate 
The outconic of potential aiid pending claims cannot be predicted A discussion of sites by legal entity follows 

We irecuid accruals for piobable and estimable costs related to environmental sites on a11 d i s c o u n t e d  basis We nieasiire our liability f o ~  tliesc sites based on 
:iv:iiIablc evidence including our experience i l l  investigating and remediating eiivironmentallp iiiipaired sites The process often involves assessing and 
developing cost-sharing 
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airangcniciits with otlier PRPs Poi a11 sites. as assessnieiits are developed and aiialyzed. we will accilie costs for the sites to tlie estcnt our liability is probable 
a i d  tlic costs can be icasonabls cstiiiiatcd 13ccause the estciit of cnvironnieiital iinpct, allocation aniong I’RPs for all sites. iciiicdiatioii altciriativcs (which 
could iiwolve eithei miiiiiii:il or sigiiificaiit elhrts), :uid coiicurieiice oftlie regulatory autlioiitics have not yet reached the stage where a reasoiiable estimate 
o T  tlie ieinediation costs can be iiiade: we caiiiiot deteriiiinc the total costs that i nny  be incurred iii connection with the rcniediation or all sites :1t this tiiiic. I t  i s  
probable that ciiricnt estimates will change and additional losses, which could be material. inay bc iiicuned in the future 

The folloiviiig table contains iiiloriiiatioi~ aboiit accnials lor environmciilal remediation espenses described below Accnials for piobablc and estimable costs 
ielated to various environmental sites. which weie incliided i n  otlici liabilities and deferred ciedits oil tlie Balance Sheets, at Deceniber 3 I were: 

pi lllllllolls) 2008 2007 
I’EC 

(+Expected to be paid oui over oiie to five seais 
cigEvpected to be paid out over oiie to I5  years 

__--__-- - 
PROGRIXS ENERG I‘ 

1 1 1  additioii to the Utilities’ sites. discussed uiidcr “I’EC” and “IW“ below, we iiicuncd indemnity obligation.; iclatcd to ccitaiii pie-closing liabilities of 
divested \ub\idiaries. IiiLluding ceitaiii eiivtroiiiiieiital mattci s (See dim~ssioti tiiidci Guarantees i n  Note 22C) 

I’EC 

I n  2006. the NClJC and the SCPSC authonzed I’FC to defci and anioitizc cellain eiivirotimental ieniedlation expenses Rcmedia~~on expenses 1101 authorized 
to bc delened are included iii opeletion and iiiaintenance cxpense 

Including tlie Ward 1 raiislomier site located i n  Ralcigli. N C (Ward). aiid MGI’ siies discussed below, for the year ended December 31. 2008. PEC accrued 
approxiiiiately $8 iiiiilioii. of wlircli $2 niillioii  vas defcried and spent approsirnately $8 iiiilliori These aniouiits piiri.ranly relate to the Ward site Foi the 
\ear ciicicd I>ccenibci 31. 2007. iiicludtiig the Carolina Jraiisfoniier rite, the Ward site and MGP sites discussed below, PCC‘s accrual \vas ieduced bv a net 
aiiioiiiit of approuiiiatelv X2 iiiillioii aiid PEC spent appioxiiiintely $4 iiiillioii Foi tlie year ended December 31. 2006 ITC accrued appioxiiiiately $21 
intllioii and speiit appro.ciiiialely $6 million The 2006 ncci ual included $12 niillioii loi the i i i i i i i n i ~ i n i  estiniated total reiiiediatioii cost lor a11 of PEC 5 
teiiiainiiig MGI’ sites based iipoii ncwl) availablc data for several of PIX‘\ MGI’ sites, which had individual site remediation costs ranging from 
appro~iii:itely ‘$2 inillton to $4 niillioii 

PIX has recorded a i i ~ i i i i i i i ~ i i ~ i  esliri~ntcd total reinedialroii cost lor all 01 11s rci~iainiii~ MGP sites bnsed upoil its historical experience tvitli reiiiediation 01 
several ol‘its MGP sites The iiiauiniiiii amount of the range for all the sites cannot be deteriiiincd at this t ime as one of thc remaining s ~ t e s  15 significantly 
lnlgei tliaii tlie \itcs foi ivhicli we Iiwe Iiist0rica1 expeiiciice Actual experience may dllTel ti0111 curiciit estiiiiates. aiid i t  is probable 11131 estimates wll 
coiititiiie to cliange i i i  tlie future 

I)uiing tlic louith qiiartei ol 200-1 the EPA advised PEC that it  had beeii ideiitllied as a PRP at the W a d  site The EPA olfeied PFC and a number of otliei 
I’Rl’s tlie ~ p p o i l ~ i i i t ~  to negotiate tlie removal action foi the Ward site a i d  rcmbursenielit to the EPA for the EPA-s past evpenditures i n  addiessing 
coiiditioiis at the Ward site Subscquently, I’EC and other PRI’s .iigncd a setllcnient agrccment, which icqiiiies the participating PRPs to iemediate the Ward 
site Diiiing 2007 the P R P  agreement was aiiiended to include an additional pnrtlcipatlng PRP,  which reduced. on 
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a11 interini basis. PI5C.s pioportionate iespxisibility Ibr lundiiig the remediation Iliiring 2008. I’EC increased its acciual due to an increase in  the estimated 
scope of \veil; At L>eccnibci 31. 2008 and 2007. PEC’s recorded liability foi the site was appioxiniatcly $7 million and $6 iiiillion. respcctively Actual 
erpericnce may dilfei Itom currelit estiniatcs. and it is piobable that cstiiiiates will continue tu cliaiige i n  the future 011 Septeinber 12. 2008. PE.C filed a 
coinplaint seeking conti ibtitioii for and iecovery o i  costs inciiried i n  ieiiiediating the W a d  site. as well as a declaratoiy judgment that delcndnnls are joiiitly 
and seve~ally liablc ibr response costs at  the site. ‘ h e  complaint names 28 parties that did not sign a tolling agreement with PEC. which was entered into by 
over 200 PRPs l-lic tolling agrecnieiit suspends the niiiiiiiig of the statute of liniitations for deteriiiiiiatioii of cost recovery from I’RPs at the Ward site l‘lic 
litigation has been stayed to allow the parties to esploi c private settlements file outcoiiie of these matters cannot be predicted 

On Scplcinber 30. 2008. !lie El’A issued a Record or Decision for !lie operable uiii l  for stream segments downstream from tlie Ward site (Ward OUI)  and 
advised 61 pi t ies .  includiiig PEC, ol’their ideiitilicatioii as PRPs for Ward OLJl and for the operable unit for furtlier investigation at the Ward facility and 
ccrtnin ndjacciit areas (Weid OU2) The EPA’s estimate for the selected remedy for Ward OUI is approriiiiately $6 million ‘The EPA offered PEC and the 
other PRPs the opportunity to negotiate i~nplcmentation o f 3  response action for Ward OU 1 and a remedial investigation and I‘easibility study for Ward OU2, 
as well as iciiiiburseiiietit to tlie E.PA of approsiinately $1 inillion for tlie E.PA‘s past espenditiires i n  addiessing conditions at the site On Iaiiuary 19. 2009, 
PEC aiid sevc~aI ol the otlier participating PN’s at the Ward site submitted a letter conlainiiig a good faith response to the El’A’s September 30, 2008 letter 
Aiiotlicr group of I’RPs separately subniittcd a good faith rcspoiisc to the EPA’s Septciiibei 30, 2008 letter Altlioiigli a loss is considered probable, an 
ngreeinent among the PRPs for tlicse inatleis 113s not been reaclied, coiisequentl\r. i t  is iiot possible at tliis time to reasonably estiniate the total amount of 
PEC’s obligation [or Waid OU1 and Waid OU2 

PEF 

PEF has ieceived approval from Uic Fl’SC for recoveiy thiougli the ECRC oi  the mqjority of costs associated with the renicdiation oi  distributioii mid 
stibstatioii h-aiisforniers Uiidcr noreeiiient~ with the Florida Denartiiient of Envimiiiicntal Protection (FDEP). PEF 113s reviewed all distri butioii traiisforiiier 

~ _ _  sites and a11 rubstation site5 for;iiine 
outside 01 thir poptilotion, die dirtlibti 
e\perience, I’EF proiects Lost5 will be bet~vccii approl;iinatcly $ 3  niillioii and $-I niillioii per yea1 Foi the year elided Decciiibei 31. 2008, PEF accrued 
approxiinakly El7 niillioii, due to the ideiitilicntion of additional transfornicr sites and an increase in  estiniated reiiiediation costs. and spent approximately 
$26 million related to the renicdiation of traiis~oimcrs For the year elided DeceIiiber 31. 2007, PEF acciued approsin~ately $10 million due to aii iiicrease in 
cstiniatcd rcnicdiation costs and spent approximately $22 iiiillioii ielatcd to the rctnediation of transfonners For the year cridcd Dccember 311 2006, I’EF 
accrued npprosiiii:itcly $42 inillion due io :idditional siies expected to require reiiiediation aiid spent appiosimately $19 million ielated to llie ieiiiediation of 
tiaiisformers At December 31.2008 and 2007. I’EF 113s recorded a regulatory asset foi tlie probable recoveiy ofthese costs tlirough the ECRC (See Note 7A). 

‘The aiiioiiiits foi MGI’ and other sites. in the previous table, relate to two fornier MGI’ sites and other sites associated with PEF that have ieqiiiied, or are 
anticipated to irequire. iiivestigatioii and/or renicdiation The aniouiits include approximately $12 oiillion i n  iiisi~raiice claini settlement proceeds received in 
2004, ivlikli are restricted foi use i n  addiessing costs associated with environnieiital liabilities For tlie year ended December 31: 2008, PEF iiiode no accruals 
aiid spciit approsimatcly $2 million For the year ended lkceiiiber 31. 2007. PEF niade 110 accruals and spent approximately $1 million For the year ended 
Deceiiibci 31. 2006. PEF niade no accruals and I’ s expenditures were not niateiial to our or PE.l”s results of opei ations or liiiancinl condition 

1% A I R  ANI)  \\‘ATER QUAl~IXl’ 

At Deccinbcr 3 I .  2008 and 2007. we \vcrc sihiect to va i ious  cuncnt iedeid. slate and local environniental compliance laws and regulations governing air and 
water qua lit>^. resulting ii i  capital cxpcndituies and iiicieascd OBM expenses 1-licsc compliaiice laws and regulations included tlic Clean Air Interstate Rule 
(CAIR). !lie Clean Air Visibility Rule (CAVR). the Clean Sinokestacks Act and niercuiy regulation 1’E.C.s and Pl?F’s eiiviionmentnl coinpliance capilal 
expenditures related to tliese regulatioiis began i i i  2002 and 2005. icspectively At Dcceiiiber 31, 
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2008. cuniulativc eiiviioniiicnial coiiipliancc capi1:il espciiditurcs to dale with regard to tliesc eiivironiiiental Ia\vs and icgiilatioiis \ \we  $1 859 billion, 
including 31 01 2 billioii at  I'EC, wliicli primarily rclaics to CIcaii Siiiokcstacl;s Act projects. and $847 million at PEJ. wliich rclated entiicly io in-pmccss 
CAIR projects At December 3 I .  2007. cuniul:itivc ciivironiiiciital compli:iiice cnpit:il cspcndiiures to date with regard to these eiiviroiimcntal laws ond 
iegulations werc SI 225 billioii. including $902 millioii at PEC and $323 million af PILI; I 'IX coiiiplcted iiisiallotioii of controls io iiicei flie requircnienis of 
the NOS SIP Call Rule wider Scction 1 I O  oltlic Clcan Air Act (NOS SIP Call) iii 2007 

1'13 participated iii :I coalition of Florida utilities that lilcd a clialleiige to the CAIR as it applied to Florida I'EF withdrew from the coalition during tlic fouilh 
quarter of2008 On July 1 1 .  2008. tlie U S Couit of Appeals I'm tlic District of Columbia (D C Court ol'Appeals) issued its decisioii 011 niultiplc challenges 
to tlic CAIR, including the Florida challenge. which vacated tlie CAI]? i n  iis entirctv On Septembcr 24, 2008. petitions for rclicaring wcrc filed by a number 
o l  parties On December 23. 2008. tlic D C Court o l  Appcnls remaiidcd tlic case without vacating the CAIR for the EPA to conduct further proceedings 
consistent with tlic D C Court of Appeds' prioi opinion Thc oiitcoinc ol the EPA's fiirtlier proceedings cannot be prcdicted Tlic Court's Deccnibcr 23. 2008 
dccision remanding tlic CAIR maintained its current implciiicntatioii such tliat CAlR satisfies best available retrolit teclinology (BART) for SO2 and NOS for 
BART-affected units uridci the CAVR Depending on whether this deteiiiiiiiatioii coiitiiiucs to be iiiaintaincd as the CAlR is revised. for BART-eligible units 
CAVR compliance evcntually may rcqiiire coiisidciatioii of NOx and SO2 eiiiissions i n  additioii to particiilotc niatter emissions As a result. BART for SO2 
and N o s  could a p p h  to PEC's arid KF's  13hRT-eligibk units 

On Febniaiy 8. 2008, tlie D C. Court of Appeals vacnictl the dclistiiig dciciiiiiiiatioii and llic Clean Air Mercury Rule (CAMR) 011 September 17: 2008, the 
Utility Air Regulatoiy Group lilcd a pctition for writ ol ccrtioiaij \ritli tlic U S Suprcinc Court sccking a review of tlic decision tliat vacatcd tlic CAMR On 
October 17, 2008. the EPA filed a similar petition and subscqiiciitly wiilidrcw i t  on January 29, 2009 The Utility Ail Regulatory Group's petition for wiit of 
certiorari was denied on February 23. 2009 The three statcs i i i  wliicli the IJtilitics operate adopted nierciiiy iegulations implementing CAMR and submitted 
their state iniplciiientntioii rulcs to tlie EPA I t  is uncertain how tlie decision tliat vacated tlie i'edeial CAMR and any review giaiited by tlic Supreme Court will 
affcct the statc rulcs. Iio~ve\~ci-. state-specific provisions are likely to rciiiain i n  cllbct 7Iic North Carolina mcrcury rule contailis a rcquircment that all coal- 

plan applications to be submitted iii 2013 We are conently 
- - ~ - - ~ _ _ I ~ . _ _ . . - - _ _ I _ _ _ _ _ _ _ _ -  ~- 

PEF and flie FDEP announced $11 agreeniciii mder \vliich 
te constniction of its ciiiissioii control projects at C17 4 and 

CR 5 CRI and CR2 will bc rctiicd aftci tlie second proposed iiiiclcw unit at Lety completes its lirst fucl cycle. wliicli is anticipated to bc aiound 2020 

We accotitit for emission allowances as inventory using tlie average cost method We valuc inventory of tlic Utilities at historical cost consistent with 
ratcmakiiig tieatiiiciit At Dccciiibcr. 31. 2008. I'EC liad opprosimatcly $22 million in SO, cniission nllowanccs. wliicli will bc utilized to comply with existing 
Clem Air Act rcquiremcnts. aiid 311 iinniaiciial amount o l  NOS emissioti allowaiiccs In  order to achieve compliance witli the rcquirei~ieiits of the CAlR 

itcgrated Clean Air Compliance I'laii. PE,F iiccdcd to purchase CAlR scasoiial and annual NOS allowaiices 0 1 1  Novciiibei 12. 2008, the FPSC 
petition lor recovery ol its CAIR espeiises. including NOs  allowaiice inwiitoiy cspcnsc. tliiougli the ECRC. At Deceiiibcr 31, 2008, PEI: liad 

approximately $59 million in annual NOx cniission allowancc iiiventorv. $6 millioii i n  seasonal NO?; emission allo\vancc invcntory aiid approximately $1 I 
inillion in SO2 ciiiissioii nllo\vaiice inventory SOX eiiiissioii allowaiiccs will be iitilizcd to comply witli existing Clcnn Air Act requirements 

As discussed i i i  Note 7B. in June 2002. the Clean Sliiokcs1:iclcs Act \vas eiiactcd i n  North Caroliiia rcquiring h e  state's electric utilitics to rcducc the emissions 
of NOS and SO2 frtolli their North Carolina coal-lircd power plaiits i n  pliascs by 201.3 Two 01 I'EC's largest coal-fired gciieratiiig units (the Rosboro No 4 
and Mayo Units) inipactcd by the Clean Smokcstacks Act arc joiiiily owned Pursiiaiii to joint o\\mcisliip agreements. the joint o\viicis are required to pay a 
portion or tlic costs 01 owning aiid operating tlicsc plants P1T-C has detciiiiincd that tlic iiiost cost-elTcciivc Clean Smokestacks Act coiiipliatice stiatcgv is to 
iiiaimizc ilic SO? removal l'roiii its Iaigei coal-fired uiiiis. 
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including Rosboro No 4 and Mayo. so as to avoid tlie inslallatioi~ of espeiisiye emission coiitrols on its siiiallei. coal-fired liiiits In  order to address the joint 
owiicr's co~icei~is  that such a coiiipliancc stiatcgv woiild icsult i n  a dispioportionatc sliaic of the cost of compliance h r  the ioiiitly owned units. i n  2005 PEC 
entered into :ui agieenient \vitli the joint owiiei to l i n i i t  its aggregate costs associated \b i t l i  c:ipitaI expenditures to comply with the Clean Smol;estacks Act to 
approsiniately $38 iiiillioii PEC recoidcd n related liability for tlic joint o\\~iicl's sliare of estimated costs in  excess o l  the contract amount At December 31, 
2008 and 2007, !lie amount of tlie liability \vas $10 iiiillioii and $30 niillion. iespectively. based upoil tlie iespcctive estiiiiates for the rcinaining Clean 
Smokestaclts Act coiiipliance costs During the year ended Deceiiibcr 3 I .  2008. PIX made no additioiial accruals and spent approsiiiiately 620 million 11131 
esceeded the joint o\viier limit Because PEC 113s taken a system-\vide coiiipliaiice approacli. its North Caiolina retail ralepayers have signilicantly benefited 
from the strategy of focusing emission ieduction efforts oii the jointly owned units. and. tlierefore. PEC believes that o ~ i y  costs i n  excess of the joint owier's 
sliare should be recovered from North Carolina retail ratepayers. consistent with other capital expenditures associated with PEC's compliance with the Clean 
Smokestacks Act. On November 2. 2006, PEC notified the NC1.JC of its intent to record lliese estimated excess costs as part the Clean Smokestacks 
niiioi-tization, and subsequently reclassiIied $29 million or indemn~ficatio~i expense to Clean Smoliestocks amorlization On Scpteni ber 5. 2008, the NCUC 
ordered that PEC sliall be allowed to include i n  rate base all reasonable and pnideiitly incurred environmental compliance costs i n  excess ol $584 million. 
incliiding eligible coiiipliance costs i n  excess of the joint ownet's sliaie, as the pioiects a i e  closed io plant i n  service (See Note 7B) 

22. COhlMIl RIENTS AND CONTINGENCIES 

A. PURC'II M E  OBLIG4~IONS 

In most cases, oiii piirclmse obligation contiacts coiitniii pio\~isions for piice adliistinents. I ~ I I ~ I I ~ ~ ~ I I ~ ~  puichase levels and other linancial conini~tnieiits The 
conini~liiient amounts picsenled below ale estimates and therefore 1vi l1  Irkelv dlll'er lion1 actual purchase aiiounts At I)eceniber 31. 2008. the followmg table 
lellects contractiial cash obl~gations and other comn1elcial coiiiniitiiic~it~ 111 the rcspectlve periods 111 ~ I i ~ c h  they are due 

21 7 
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FULL .'l/VD PURCI%.ISiiD POII'IIR 

l~lirougli ow sihsidiaiies. \\!e I I : I V ~  eiiteicd into wiious long-term contracts hi  co:il. oil. gas :~nd 11~1c1e:ir f11e1 Our p:ivlnelils under tliese c~iiiiiiitiiieiit~ were 
$ 3  078 billion, $2 360 billion and $1 628 billion Ibr 2008. 2007 and 2006. iespecti\'ely PI?,C's total pa\'nients iiiidcr tliese colnmiln1cnts for its generating 
plants were $1 446 billion. $1 049 billion and $ I  051 billioil i n  2008. 2007 and 2006. rcspcctivel7.. PI pa\'liiclits totaled $ 1  632 biHi(m. 31 31 1 billion and 
$577 inillion iii 2008. 2007 and 2006. respcctivelv 

In Deceniber 2008, PEF entered into a nuclear fiiel Cabricetioil contract Cor the planned Lev); nuclear units (See discussion ttndci Coiistrt1ciioil Obligations 
belo\v ) Tliis $355 million contract (file1 plus related core coinponcrits) is for tlic pcriod froin 2014 tliroiigh 2027 and contains exit provisions with tcmiinalioii 
fees tliat vary b:ised on the ci ie~~~iis ta~ice 

Both I'EC and PEF have ongoing purcliased power contracts with certain co-gcncntors (primarily QFs) with expiration dates ranging Crom 2009 to 2028 
7liese purcliased power coi~trac~s generally provide for capacity and enel gy paynients 

PEC 110s a long-iemi agreement for the purcliasc o i  power and related transinissio~ scrviccs liom Indiana Michigan Power Conipaiiv's Rockport Unit No. 2 
(Rockprt) The agreeinent provides for the prlrcliasc of 250 MW ( I 9  pcicent of net o~ilput) or c:ipacity Ilirougli 2009 will1 an estiniatcd reniaiiiing 2009 
payment ofappr osimately $29 million, representing capital-related capacity costs Total purcliascs (incliiding energy and transniission Ltsc charges) tinder the 
Rockport agrcciiicnt amoirntcd to E90 million. $77 million and $80 million COI 2008. 2007 and 2006, iespectively 

In 2007, PE,C executed long-term agreements for the puichase of power froiii Soutlierli Power Coinpaiiy rlie agreements provide for capacity purcllases of 
305 MW (68 percent of net output) Cor 2010. 310 MW (30 percent of iiet output) for 201 I and 150 MW (33 peiceiit of iict output) annually tlieieaflei 11irougli 
2019 Estiniated payincnts for capacity under tlic agiccmcnts ale $23 niillioii for 2010. $24 niillioll foi 201 I and $ I  6 inillion ann~~al ly  tlicrcaftcr 111roi1gl1 2019 

PEC has varioiis pay-for-perfommalice contiacts with QFs, including ie i iead~lc eiiergy. for approxi~iiately 200 MW of liini capacit)' expiring at various times 
througli 2028 In most cases, these contracts account for 100 pelccnt of' thc iiet gciicratiiig capacity of each of tllc facilities l'aynicnts foi bot11 capacity and 
energy are contingent upon the QFs' ability to generate Payineiits niade under h e x  contracts were $55 million. 395 million aiid $1 82 niillioii in 2008. 2007 
and 2006, respectively 

1°F 113s long-tcnn contracts for approximately 481) MW of purchased power with otlicr iitilitics. including a contract \vitli Southern Conipanv for 
approsiiiiately 4 14 MW (19 percent of net output) of pinchased power annually t111ougli 201 6 Total purcliascs. lor both energy and capacity. d e r  tliese 
agreements aniountcd to $178 inillion. $161 million and E162 million for 2008. 2007 and 2006. respcctively. Minimu111 purcllascs under these contracts. 
representing capital-related capacity costs, arc approximately E70 million. $65 million. S56 million. $48 niillioii and 642 million fcir 2009 through 2013, 
iespectively, aiid $102 niillion pyable  tlierenfier 

PEF Iias ongoing piiicliascd power contracts with ceilairi Ql's hi 786 MW o l  liim capacity \villi expiratioi~ daics longing lioiii 2009 lo 2025. Encrgy 
payments are based on the actual powei taken tinder these coiitracts Capaciiy pq'nienis are subjecl to the QFs iiieeting ceri:iin coiiirxt pel foi niance 
obligations In most cases, these contracts account Tor 100 percent of h e  iict generating capcity oi  each oi the facilities. All ongoing coniniil~iie~its have been 
approved by the FPSC Total capacity purchases wider these contlacts amounted to E273 ~iiillion. $288 niillion and $277 million for 2008. 2007 and 2006. 
respectively At December 31, 2008. niiiiimuiii expected liltllre capacity 
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paynieiits uiidcr these contracts were $263 million, $267 million. 5281 iiiillion, $292 ni i l l io i i  and 5288 million for 2009 tlirougli 2013. respectively. and 
$2 75 I billion prty:ible tliercaltei ‘Ihe IT!3C allows thc capacity poyiiicnts to bc iecovercd tliiougli a capcitv cost-recowiy cIatisc. which is siiiiilar to, aiid 
works i n  corijtrrictioii with. energy payiiicnts recovered through the lire1 cost-recoven‘ clairsc 

I i i  liinc 2008, PEC ciitcrcd in to  a conditional contract with an interstate pipeline lbr fiiiii pipeline tianspoi<atioii capacity to stiplmrt I’EC‘s gas siipply needs 
for the period from May 201 I tlirougli Apiil 2031 Thc cstinratcd total cost to I’EC associated with this agreciiicnt is approsiinatelv E487 million Tlic 
transaction is subject to several conditions precedent, including vaiious state icgulatory approvals. tlie coiiipletioii and coiiinieiicenient of operation of 
iiecessory related iiiterslntc iiattiid gas pipeline systeiii expansions and other contractual provisions Due to the conditions Or this agreement, the estimated 
costs associated with t h i s  agreement are not included in the contractual cash obligations table a h v e  

I n  July 2008. I’EC eiiteied into an aiiiendiiient to ail existing traiisportntion service agieeiiicnt witll an inti-iistate pipeliiic lor firm pipeline transportation 
capacity to support PEC’s gas supply needs for tlie period from April 2011 tliroiigli May 2030 The total additional cost to I’EC associated with this 
anieiidiiieiit is estimated to be approsiinately $54 million Tlic amendnient is sub.ject to several conditions precedent. iiiclutliiig various state regulatoty 
approvals. the conipletion mid coiiiiiieiiceiiieiit of operation of necessary related intrastate iiatiiial gas pipeline systeiii expansions and other contractual 
provisions Doc to tlie conditions of this agreeiiicnt, the estimated costs associated with th is  agiceiiiciit are not includcd it1 {lie contractual cash obligatioiis 
table above 

Iii  April 2008 (aiid a? amended in February 2009), PEF entered inla conditional contracts mid c\tciisions of eusting contiacts with I-lorida Gas Tianmission 
Company. LLC ( E T )  for firm pipeline transportnbon capacity lo support PEF’s gas supply needs fbr the period f?om April 201 1 ~liroirgli Marc11 2036 Tlic 
total cost to PEF associated w t h  tliese agieeiiients IS estimated to be approwiiately $ 1 086 billion The contracts arc subject to s e i ~ e i a l  conditions piecedelit. 
including the conipletion and coniiiieiiceiiient oi operation of necessary ielated i i i teistate iiottiral gas pipeline systeni expansions aiid other contractiinl 
provision.; In addition to tlie FGT contracts. during 2008, PEF entered into additioiial g a ~  supplv aiid transportation airaiigemcnt’j for the period from 20 10 
tlirougli 2025 that a n  subject lo ceiiaiii conditions The total current iioboiid cos1 01 lhew additional agieenienti 1 5  estrniated to be appiomnately $849 

table above 

CONSTRIICTION OULIG.4TlONS 

~nillioii Ihie to the coiiditions 01 tliese ogreeriieirts. the estimated costs ns~ociatcd rvitii ijiese agieciiieiil\ UIC 1101 rrictrrdaij i i i  iiia ~-rs L .  

We lime ptircliase obligatiolis iclatcd to various capital construction projects Our total pyiiieiits undet these contracts w e i t  61 01 8 billion, 6698 inillion aiid 
$387 million for 2008, 2007 and 2006. respectively 

PEC has purcliasc obligations related to vaiious capital projects including new geneiatioii. traiisiiiissioii and obligations related to the Clean Siiiokestacks Act 
Total payments under PEC‘s coiistnictioii-related contracts weie $140 million. $208 millioii and $2 3 3  niillioii for 2008, 2007 and 2006. rcspcctively PLC’s 
future obligations undei tliese contracts are $182 million, $72 million. $16 million niid $1  million for 2009. 2010, 201 1 and 201 3 .  respectivcly PEC has no 
future obligation undcr these contracts for 2012 

construction obligations d a t e  to an engineering, pioctireriient and coiistructioii (EPC) :igi-cenient that PEl: entered into 111 1)eceiiibei 
2008 with Westinghouse Electric Company LLC and Stone RC Webstcr, Inc. for two approximately 1.100-MW Wcstingliouse AI’] 000 nuclear units planned 
for coiistructioii at Levy Estimated payments and associated escalation totaling $8 736 billion are included for the iiiulti-year contract and do not assuiiie any 
joint ownership. Actual paynients under the EPC agreement are dependent tipon. aiid niay vary signilicantly based ripon the decision to build. regulatory 
approval schedules, timing aiid escalation of project costs, and the percentages, if any, of joint ovtwership For termiliation without calm. the EPC agreement 
contains exit provisions witli termination fees, which niay be sigriific:uit. that vary based oil the teniiination circumstance See Note 7C for additional 
inforniation about tlie Levy project In 2008, PEF made payments of $ 1 I7  million toward long-le:id equipiiieiit and engineering related to the EPC agreenieiit 
Additioiially. PEF has otlicr construction obligations related to various capital piojccts including new gciicratioii, traiismissioii aiid eiiviroiiiiicntd coiiipliance. 
Total pavments tinder PEF’s otlier coiistnictiori-reloted contracts \vel% $761 niillion. $490 n i i l i i o n  and $154 niillioli for 2008. 2007 a i d  2006. rcspcctivelv 
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We Iiavc cnteicd i n t o  vaiious other roiitiactual obligations pnniarily ielatcd to wvice  coiitrxts loi operation:ll services entered i n t o  by PFSC. paits and 
scivicc\ contracts, and PET scivice agreements ielated to the Ilincs Eiicigy Coniple\ niid the 13aiton pInii1 Our poyineiits undei tlicw ~gree~i ients  nere $ 1  10 
iiiillioii $75 million and ’$100 iiiillioii Tor 2008. 2007 and 2006, rcspcctively 

PEC lias various purcliase obligations for eiiiiwoii obligations, Iiiiiestone supply aiid fleet vehicles Total puichases undei tliere contracts were $36 million. 
$25 i n i l l i o n  aiid $51 iiiillioii Coi 2008, 2007 niid 2006, respectively F~iture obligations iiiidei tlierc contracts ore $7 i n i l l r o i l  lor 2009, E3 iiiillion each for 2010 
tlirougli 201 3 and $6 nirllion thereafter 

Among PEF’s othei purchase obligations. PEF 110s long-teini service agieenieiits lor the lliiies Ciicrgy Complex and the Bartow plant, emission obllgatlons 
and fleet vchicks 1 otal p a ~ ~ n c n t s  under there contracts were $58 million. $24 million and $19 inillion lor 2008, 2007 and 2006. respectively Future 
obligations aie priinaiily coiiipiised of the loiig-term seivice ngreements These agieements total E31 millioii. 629 million. $36 million. $29 inillion and $21 
inillion for 2009 tlirougli 201 3 .  re.;pcctively. with approximately F162 million payable tlierealter 

13 LEASES 

We lease olfice buildiiigs. computer equipment. vehicles. railcars and other property and equipiiient witli vanolly teriiis and e\piratioii dates Sonic rental 
payiiiciils for traiispoitatioii eqiiipiiieiit iiiclude iiiiiiiiiiiiiii rentals plus coiitlngeiit reiitals based on mileage 7 hese conlingent ieiitals are not significant 0111 
lent expense undei operating lenses totaled $38 iiiillioii. $40 million and $42 million foi 2008, 2007 and 2006, iespectively Oui purcliased power expeiise 
under agreements clnssilied as operatiiig leases was appioxiniately $152 niillion, $69 inillion and $60 millioi~ i n  2008, 2007 and 2006, rerpecti\.ely 

PEC’s lent expense iiiider operating leases totaled $26 million, $23 inillion and $25 million dtiirng 2008, 2007 and 2006, iespectively These anioiiiits include 

agrcciiieiits classified as opciating leases was appioximatcly $9 million. $10 ~iiillioti and $10 in~llioii i n  2008, 2007 and 2006. respectively 

133’s rent cxpeiisc under operating leases totaled $1 1 inillion, $15 million and $1 6 iiiillion duiiiig 2008, 2007 niid 2006. iespectively T h e  amounts include 
rent expense allocated from PCSC to PCT of $3 inillion, $6 i i i i l l i o i i  and $7 iiiillioii for 2008. 2007 aiid 2006, iespectively 1’11rclia5cd power expense under 
:~gieeinents c l aw lied as operating Iwses was approuniately $142 inillion. $59 iiiillioii niid $49 ni~llioii i n  2008. 2007 and 2006 iespectively 

Assets recorded iindei capital lenses, iiicluding plant related to purchased powei agieciiicnts. at Deceiiibci 31 coiisistcd ot 

lent expense nllocated horn 1Jb‘c to I’LC 01 %, niilhoii,T6 million and iA riiiiiion ior iOUKZclu/ ; ai1 
- .  . 

Proeiess Enerev PEC PEF 
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At Deceinbcr 3 I , 2008. iiiiiiiiiitini aiinual payments. cscl tiding executoiy costs such :is pi opcrty 1:ixes. iiisuiance and iiiaiiitc~i:~~ice. tiiider lo~ig-lenn 
noncoiicclnble operatitig and capital 1e:ises \\'ere: 

Progress Enerev I'EC I'EF 

In 2003. we cntcied into a11 operatiiig lease for a building for wliicli ~ i i i ~ i ~ ~ i i u ~ i i  aiintial ~cntal payments aic appiosimatcly $7 mill~o~i 1 lie lease t c ~ m  cxp~rcs 
July 2035 and provides lor iio rciii:ll payments during tlie last 15 years of the lease. dunng which period $51 inillion 01 rental cspeiise w i l l  be iecorded 111 the 
Consolidatcd Statenieiits of liicoiiie 

I11 2008. PEC ciiteicd iiito a 336-MW (100 percent ot'net output) tolling purchased powei agreement, \vIiicIi is ciassifieoi as a11 operatiiig iease I iie a m e n t  
calli foi a n  initial ~iiiiiiiiiiini payment ot appro\cimatcly $18 ~iiillion 111 2013, witli iiiiiiiniuni annual paymciits crcalating at a rate of 2 5 perccnt tliroogli 2032, 
101 a total oiapprosli~iiatcl~ $460 ~ l i ~ l l ~ o i i  

1 1 1  2007. IW eiiteicd into a 672-MW (I00 percent ofiiet output) tolling purchased power agieetneiil, wliicli I S  classified as 111 opeiating lease The agreeiiieiit 
calls for iiiiiiiniuni niiiiual payiiientr of approximately $28 millioii from June 2012 tlirougli Ma) 2027, foi o total of appro\liiiiotcly $420 ~nillton 

I n  2005, 1TF  eiitered into aii agreciiient fo1 a capital lease foi a building completed during 2006 Tlie lease term espires Marc11 20-17 aiid piovides ior 
i i i i i i i i i iuii i  annual payriients 01 approuiiiately $5 iiiillioii Irom 2007 tlitougli 2026, for a total of approsiniatelp $103 iiiillion The lease teiiii provides for iio 
paymeiits during the last 20 years 01 the lease. during which period appioslmately $51 nirllioii 01 iental cxpensc will be iecoided i n  the Stateiiieiits 01 Inconic 

111 2006. PEF extended the tcnns 01 a 51 7-MW (100 percent of net output) lolling agreement foi purchased power. which is classilied as a capital lease of the 
related plant, for a11 additioiial 10 yeois Tlie agrceiiicnt calls for miniiiium aiini~al payments of approsiniately $21 million from April 2007 through April 
2024, l'or a total of app~oxiiiiately S348 inillion Diie io the conditio~is ol' the agrceiiieiit the capital lease was not recorded 011 our or PEF's Balance Sheets 
until 2007 

111 2006 PFF eiitered tiito ai1 agieemeiit lor I I6 6-MW (100 petcent 01 net outpot) purcliased powcr wh~cli is classified as a capital lease 01 tlie related plaiil 
Lhe to the conditions ol'tlic agieeiiieiit tlie capital lease ivil l  1101 be iecoided 011 PEF's Balance Slieet urit~l approximately 201 1 Ihcrcfore. this cop~lal lease I S  
i ioi  inclitded I I I  the table above Ilie ogieeiiietit calls fool iii i i i i i i iuii i  aniiual payiiiciitr 01 appro\iiiinteIy $7 million froni 2012 through November 2036. for a 
total oiappro\imatclv $1 70 iiiillioii 

Excliiding the lJIiltties we arc also a lessoi of land. buildiiigs and oilier types of pioperties we owii under opeiating lcascs witl i  vaiiot15 teiiiis aiid expiration 
dates Tlic leased build~ngs arc d c l ~ x i a t c d  under the sainc teriiis as other buildings ~ncluded 111 divasrlicd busincss piope~ty M~ni i i iu in  iciitals receivable 
tinder ~ioiicancelable leases are :ippro\iiiiately $8 inillion, 56 iii~llioii, $5 i nil lion, $2 million aiid $ 1  million for 2009 tlirough 201 3. rerpectivelv Rents 
received iiiider tlicw opeiatiiig leaples totaled 59 iiiill~o~i. 58 million aiid $9 iiiill~oii for 2008, 2007 and 2006. respectively 
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I he Uti l i t ies d i e  lessoi \ 01 clcctiic polcs, slicctliglits aiid oilier facilities PIX’S i i i i i i i i i iu i i i  rentals rcccivable under iioncaiicelable leases aie %I0 million lor 
2009 m d  none thercaltci I’TC s rciits receivcd aic coiitiiigciit upon usage and tohlcd $13 niillioii each loi 2008 aiid 2007 aiid $ 3 1  iiiillioii tor 2006 PLF‘s 
ie i i ts  icceived die based oii :I li\cd i i i i i i i i i iuii i  rciital \\liere piicc vaiies by type ofequipiiiciit or contingent us:ige aiid totaled $81 million, $78 million aiid $72 
million for 2008, 2007 and 2006 rcspeitivch PCT’s ii i i i i i i i iuii i  reiitals receivable uiidci iioiicaiicelablc lcases aie i iot iiiatcnal for 2009 atid theicallcr 

C GU4R4NTEEq 

As a part of normal business \\e eiiicr into vanous agreemeiits providing luture financial or perlonnance assurances to third parties. which nre outside the 
scope 01 FASB Interpretation No 45. “Guarantor’s Accounting and Lhsclosure Rcquiremcnts for Guarantees. Including Indirect Guarantees of Indebtedness 
01 Otliers” (FIN 45) Such agieeiiients include guaiaiitecs. standby letters of credit and surety bonds At lhceiiibei 31. 2008, we do iiot believc conditions aie 
IiLely lor significant perfoniiaiicc iiiidei tlicse guarantees To the extent liabilities ore iiiciiried as a result of tlic activities covered by tlie guarantees. such 
liabilities are iiicludcd i i i  the accoiiipniiviiig Consolidated Balance Sliects 

At December 1 1, 2008 we Iiavc i.;stied guarniitccs and indemnifications of aiid loi certain asset pei foniiniice, legal. tax and eii\~irOiiiiieiital iiratters to third 
partie7, including iiideitiiii1icati~)iis iiiade in coiincLtioii with sales of busiiicrses, which nic w i t h  tlic scopc oi FIN 45 Rclatcd to tlic sales of businesses, the 
latest specified notice period extends unt i l  2013 for tlie majority of legal, tau aiid eiiviioiiiiieiital iiiattcrs provided for in tlie indeiiiiiifica~on provisioiis 
Iiideiiiiiificatioiis lor the perlominiice ot aspets extciid to 2016 For ceitain iiiatlers for wliicli we receive tiiiiely notice, our indemnity obligations may extend 
bcyoiid the noticc period Ccitain iiidciniiificatioiis have no liiiiitatioiis as to time or iiiauiiuiii potential future payiiiciits 111 2005, PCC entcied into an 
agieeiiieiit with !lie p i i t  orviier 01 ceilaiii facilities at tlie Mayo mid Itoxboro plaiits lo I i i i i i t  tlieir aggregate costs associated w i l l i  capitol eupeiiditures to 
coinply with the Clem SiiiohestacLs Act aiid iecognized a liability related to this indeinnilicntion (See Note 21 B) PEC’s iiiauiiiuiii exposure cannot be 
deteriiiiiied At Decembei 3 I .  2008, tlic eshiiiated inaxiiiiuni exposure foi guarantees and indeiiiiiitications for which a iiiaxiiiiuiii cuposuie i s  deteriiiinable 
was $458 iriillioii, including $32 niillioii at 1’Er At December 31, 2008 and 2007. we had recorded liabilities related to guarantees and indcirinilicatio~~s lo 
third parties 01 approxiiiiately $61 millioii aiid $80 million. respectively These aiioiiiits included $10 million and $30 million, respectively, for PEC and $8 
iiiillioii lor 2 . at cceiii er iiring ie yeni en e eceiii er  , , r i ~  -23 
million that exceeded thc joint oniici I in i i t  As cuiient estimates change, i t  I F  possible that additional losses ielatcd to guaiantccs mid indemnifications to tli i id 
parties. which could be iiiateiial, inaj  be iecoided i n  tlie future 

In addition. tlic Paiciit lids isrucd $300 iiiillioii ol gudrrtiitecs of ccitain payinents 01 two wholly owned iiidiiect subsidiaries (Scc Note 23) 

- -~ - 

1). orlm cohihiii R I E N  I s ANI) CONI INGENCIES 

SPEhT I V U ~ I E  IR FUEL i\f [TTrRh‘ 

Pursuant to the Nuclear Waste Policy Act of 1982. the Utilitict entered into coiitiacts w i t h  tlie DOL under which the DOE agreed to begin taking spent 
nuclear fucl by no later tliaii Ianuan~ 3 1  1998 All siniilarly situated uti l i t ies were required to sign the sanic standard contract 

The DOE laded to bcgiii tabing spent iiuclear fuel by lanuary 31, 1998 In January 2004, the Utilities filed a complaint iii the United States Court of Federal 
Claiiiis against the DOC, claiming that tlie DOF brcachcd the Standard Contract for Disposal of Spcnt Niiclcar Fucl by lailiirg to accept spait nuclear fuel 
fioiii our various facilities on or belore Janiian 3 1 ,  1998 Approunialcly 60 cases involving the goveiniiieiit’s actioiis in connection w i t h  spent nuclear fuel 
are currently pending in tlic Coiiit of Fedcid Chins The Utilities Iiaw asserted nearly $91 iiiillioii i i i  damages incuired between Jaiiuary 31, 1998 and 
Ikceinbcr 3 1 .  2005 tlic tinic peiiod set bv tlic court Poi damages iii this cacc The Utilities w i l l  bc lrcc to file subsequent daniage claims as thev incur 
additional costs 

A tnal was held iii Novciiiki 2007. aiid dosing arguniciits ivcrc pie.;eiitcd on April 4, 2008 011 May 19. 2008. the Utilities rcccivcd a iiiliiig from tlic Unitcd 
States Couii of rcdernl Cla im awardiiig $83 niillioii i n  tlie claim aganst the DOE foi iailure to abide by a contract foi federal disposition of spent nuclear 
iiiel Tlic IJiiited States 
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L>cpaitnicnt of lusticc rcqiiested tliat the lrlal Coiiil reconsider its ruling The 1 i ia l  Couit did iecons~der 11s ruling and reduced tlic dniiiagc award by an 
~iniiiatciial amouiit 0 1 1  August 15 2008, tlie l>cpitiiiciit 01 lu~ticc appcaled tlic IJiiitcd Statcs Couit ol 1 cdcial Cliiiiir iiiliiig to tlie D C Court ofAppeals In  
the event that the IJlililics rcLwei d:uiiage\ in  1111s ninttcr stir11 rccoi ciy i s  1101 e\pcLtcd 10 liavc a ni:11eii.il iiiipacl on the Utllitier’ i-esults of operations givcn 
the anticipated rcgulatoiy aiid a~count i i ig  trentiiiciit Ilo\ve\cr tlic Utilities cannot predict tlic otitcoiiie of this iii:itter 

SYNTIILWC F lEI  S A1 1 TI’ERL:XS 

A niimbcr ol our subsidiuites atid nlliliatcs are paitics to two lawsuits oriring out 01 ai1 A5set Puicliare Agrceiiiciit dated a5 01 October 19, 1999, by and 
among U S Global, LLC (Global). Eartlico. ccrtaiii dfiiliatcs 01 Laitlico. CTC Syiilucl LLC (wliich was owiied iiidiiectly by I’rogrcss Energy, liic ) and 
certain of i t s  alfiliates, includiiig Solid riicrgy LLC, Solid Fuel LLC, Ccrcdo Synl’ucl LLC, Gull Coast Syiiluel LLC (currently iiaiiicd Sandy RWCI Synfuel 
LLC) (collcctivcly. the Piogress N i l l i a t e s )  (is anieiidcd by ai1 amciidiiiciit to Purcliasc Agiecnienl a5 of August 23. 2000 (tlic Asset Purcliose Agrccnient) 
Global has asscrtcd ( I  ) that pursuant to tlie A set Ptirchasc Agrceiiiciit. i t  IS cntitled to ai1 intcrest i i i  trio syiitlictic lticls Iacil~tics previously owned by the 
Progress Afliliates and ai1 optioii 10 ptii cliase dditioiial interests i i i  tlie two s\iitlictic luck facil i t ies, (2) that i t  i s  entitled to daiiiagcs because the Progless 
Alliliates prohibited it fioin prociiiing puicliascis for tlic s\wtlielic Itielr facilities and ( 3 )  a iiiiiiibcr 01 toil cla~iiis arc related to tlic coiitracts 

1 lie first stiit U S  Glahol I I C  I J  Piagress E m q v  lirr et cd (the rloridn Global Caw) asserts tlic above claim? i i i  a case filed i i i  the Circuit Court for 
Browaid County, 1 la , i n  March 2003, aiid requests an iiiis~cificd aiiiouiit 01 coiiipciisatory dnniages. as w d l  as declaratoiy iclict The Progress Affiliates 
liavc aiisivcrcd the Coniplaint by gencrall) dciiyiiig a11 01 Global’s riibstaiitivc ollcgatioiis aiid arscrting ~itiiiicrous substaiitial aflirniabvc defcnscs The case I S  
at  issue biit iicitlier piity lias reqiieslcd a tiial 1 lie patties arc ctiiieiitl\~ engaged i i i  drscoverv i n  the Florida Global Case 

b e  sccoiid suit. P~ugw’r~ Si?f i /~dl lo/~j / /g> hic  e/ rrl 17 U S  G/oho1, LLC (the Nortli Carolina Global Casc). was Gled by the Piogress Alfilrntes in the 
Superior Coiirt for Wahc Count\# N C . scehiiig dcclaralors rcliel ~onsistciit wi!li our ~iiterpretatioii oftlic Asset Purchase Agrecinciit Global was served wltli 
theNorth Caioliiia Global Case on April 17, 2003 

On Ma\‘ 15, 2003, Global niovcd to disintss tlic Nortli Carolina Global Case for lack 01 persoiial iurisdictioii over Global In tlic altcrnat~ve, Global rcqiiested 
tliat tlic court dccliiie to ncrcise its dircrctioii to hear tlic Progress Alfiliates’ decloratoi~~ ludgnient action On August 7. 2003, tlic Wake County Superior 
Court deiiicd Global s iiiotion to diaiiiiss but rtayed the Noilh Caioliiia Global Case. pcndiiig llic outcoinc 01 the Florida Global Case The Progicss Affiliates 
appealed tlic supcnoi couit’s oidci staii ig the care Uv oidci doted Septcinbci 7, 200-1, thc North Cirolina Court of Appeals disniisscd the Piogress 
Alliliates‘ appeal Siiice that tinie the parties have becii eiigaged in discovciy i i i  the rlorida Global Case 

I n  Dcccnibcr 2006, wc reached igrcciiiciit nit11 Global to settle an additioiinl claiiii i i i  tlic suit  related to aiiiouiits due to Global tliat were placcd in escrow 
pursuant io a defined tax cvciit Upoii the ~iiccessful iesoliitioii 01 tlie IJIS audit of the Uartlico syiitlictic luels facilitic\ i n  2006, and pursuant to a settlement 
agiccniciit, the escrow totaliiig $42 inillion as 01 L>eceinbei 31,  2006. \%‘as paid to Global in Ianuaiy 2007 

hi Januaiy 2008. Global agreed to siniplilv the I-lorida action by dismissing tlic tort claiiiis The I lorida Global Case continues now undcr contnct tlicorics 
alone The case is sclicdulcd to  go io 1iia1 i n  lune 2009 We cannot predict the outcome 01 tliis iiiattei 

OPIER LITIG~!TIONI\L 11TFILS 

We and our subsidimie$ oic involved in various litigntioii niattcrs in tlic ordinaiy course ol busiiies\. sonic 01 whicli involve siibstaiitiol aniouiits Wlicre 
oppropriatc, wc liavc iiiadc dcLriials aiid disclosiiic\ iii accordaiice with SI AS No 5, “Accouiitiiig lor Coiitingcncicr,’ to providc for such I I I ~ ~ C I S  111 the 
opinion 01 ~iianagciiient, the liiial dispositioii 01 peiiding 1itig:ition would not have a iiintei id adverse c~fect  oii oui coiisolidatcd results of operations or 
fiiiaiicial psitioii 

~-~ - . _ _ _ ~ -  _--_-_________ 
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23. CON1)ENSED C‘ONSOIdII)ATINC, STATEMENTS 

Preseiitcd below arc tlie Condensed Consolid:ltiiig Statements of Incoine. 13al:ince Slicets and Cash I h  
ued our guarantee oi  cerlaiii p)’iiieiits o i  tn’o wliolly owned indirect subsidiari 
inding Corp ) Our g i i a i a i i t e~~  ale in  addition to the plcviously issued guaraiitecs o l  our wholly owncd siibsidiaiy. Floiida Progress 

required bv 12ule 3-10 01 l?egi~lation S-X I n  
I’C Capital 1 (the l-rust) and Florida Piogress 

The Tiust, a finance subsidiary. was establislied i n  1999 Ibr the sole purpose o i  issuing $300 millioii o i  7 10% Cumulative Quarteily Iiicoiiie Preferred 
Seciiiities due 2039. Series A (Piel‘erred Securities) and using the proceeds tlieieof to puicliase from Funding Carp $300 million of 7 1OYo Iunior 
Subordinated 1)eferrable Interest Notes due 2039 (Suhrdinated Notes) The Trust has no otlier opentions and its sole assets are the Subordinated Notes and 
Notes Guarantee (as discussed below) Funding Corp is a \vliolly owned s~bsidiary o i  Florida Progicss and was foniied for the sole pirrposc of pioviding 
financing to Florida Pingress and its siibsidiaries Funding Corp docs not engage i n  business activities otlier than such fiiiaiicing and has no independent 
operations Since 1999. Florida Progress has fully arid uncoiiditioiiallv guaranteed the obligations of Funding Corp under the Subordinated Notes (the Notes 
Guarantee) In addition. Florida I’rogiess guaranteed the payment or all distributions related to tlie $300 iiiillioii Preferred Securities required to bc made by 
the Trust. but only to tlie extent that tlic I nisi lias funds available ibi such distributions (the Preferred Securities Guarantee) The I’refei red Securities 
Guaiantee, coiisidcred logetlicr with tlic Notes Guarantee, constitutes a full and uiiconditioiial guarantee by Florida Progress of the Trust‘s obligations under 
the Piefcrred Seciirities The I’refcried Seciuities :ind Preferred Securities Guarantee m e  listed on the New York Stock Exchange 

1-lie Subordinated Notes limy be redecmcd at the option oC Funding Corp at par \ d u e  plus accrucd interest th~oogli the redemption date Tlic proceeds of any 
iedeinption of the Siiboidinated Notes will be used by the Trust to redeeni propol tioiinl aiiio1ints of the Prel‘ened Securities and coniliion securities i n  
accord:iiice with tlieii teniis Upon liquidation or dissolution of Funding Corp . lioldcis of the Prel‘eri-cd Seciirities would be entitled to tlie liquidation 
preference olS25 per share plus a11 accrued und unpaid dividends illereon to the date of payiiieiit The aiinuol interest expense is $21 million and is reflected 
i n  the Consolidated Statenients of Incoiiie 

We have guarni i teed~e payment of all distributions related to llie I rust‘s l’relerred $ccurilics As oiikcuiiiber 31. 
sliaics o l  tlic Piel‘cricd Securities with a liquidatioii \~aIue of $300 million Our guarantees are joint and sevcial, cut 
tliejoint and several. ft i l l  and unconditional guaraiitees previously issued to the Trust and Firnding Coip by Florida I’rogtess Our subsidiaries have provisions 
restricting tlic puymeiil of dividends to Ilic Paiciit i n  certain Iiniited circunista~ices and. as disclosed i i i  Notc 1 1  13. there \ w e  no rcstrictions on I’EC’s or PEF‘s 
rctaiiied earnings 

The Trust is a special-purpose entity and in accordance with the ptovisioiis of FIN 46R. we decoiisolidated the Trust 011 December 31, 200.3 The 
dcconsolidation \vas not material to our financial stateinents Scparatc financial statements and other disclosures concerning the TI-ust have not been presented 
because w e  believe that such information is not iiiaterial to investors 

111 tliese condensed consolidating statciiients. the I’arcnt coluiii~i includes the financial results o l  tlie paretit liolding company only ‘The Subsidiary Guarantor 
colu~ii~i includes the consolidated financial restilts oI‘ Flrrrida Progress o i i l ~ ,  which is priniarily comprised of its \uliolly owncd subsidiary PEF Tlle Non- 
guarantor Subsidiaiy coluniii incliides liie consoiidaled fiiiaiicial resul~s of our tvliolly owned subsidiary PEC TIIC Other columi iiiclltdes llie consolidated 
fiiiancial results o l  all otlier noii-gtt:iraiitoi subsidiaries. and elimination entries for all inteiconipaiiy traiisactioi~s Fina~icial statements for PEC and PEF are 
separately prescnted elsc\vhcre iii lliis Form 10-I; All applicablc corporate espenscs have been allocated appropriately among the guarantor and non- 
guaraiitoi subsidiaries ?’lie linancial infonilation niay not necessarily be indicative oi results oi operations 01 finaiicial position had the Subsidiary Guarantor 
or ollier iioii-g~mranlor siibsidiaiics operaled a s  iiidcpe~ident entities 

. .  
, 
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111 elcctric gcncration 75 
53 
13 
06 
09 

(Loss) iiicoirir fiorii continuing oprr;iLions belot e incoiitc 
tax, equity in earnings of‘consolitl:ttrcl subsidiaries 
arid ininority intei rst 



Conderiwd Consolrdatrng Slateliwlt 0 1  Ir~cor~le 

(1,oss) iricoine h oin continuing operntions Iirlor c incoiiie 

iconic tax (benefit) 



21 - 14 35 

(Loss) inconic froiii continuing oprrations belore income 
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Cnndeiised Consolid:itiiig 13:11:11icc Slice1 
December 3 1,2008 

( I l l  Inllllons) I%I ent Subsidiary Guarantor Eon-Guarantor Subsiclial> Other PI wiess Enerw, Inc. 

1.701 tb: (7.820)s; 
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Condenscd Consolidatiiig Bnlniice Sliect 
Decembei 3 I .  2007 

P;ii.ent Subsidiiry Guar ;intor Non-Gu;u antor Subsic1i:lry Other Prog1 css Enrrgy, Inc. 

iltated coiiipaiiics 

154 (381) 
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Condeiised Consolidating Statcineiit of Cash Flo\vi 
Yeai Ended December 31.2008 

Non- I’rogress 
Subsidim Y Guarmtor E n e r e ,  

Proceeds from sales of 
asscts to affiliated 

Procccds fiom availablc- 
for-sale seciirities 

Contributions to 
coiisolidatcd 

Net cash nrovitletl 

1ssu:ince of comiiioii 

Proceeds from issuance 
of shod-temi debt 
wit11 onginal 
maturities gieater 

29 29 

Proceeds from issuaiice 
of long-tenn debt. 

ct 1.475 322 

C35h distributions to 
iiiinorttv interests 
of consolidated 

Contributions fi on1 - 

Net cash (used) 

Cash ;inti cash 
equivalents at 
beginning of vear I85 43 25 2 255 
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Condeiised Conrolidatiiig Siaieiiieiit 01 C:i.ili Flowr 
Yea Ended Deceiiibcr 31.2007 

Subsidinty Non-Guar mitor I’rogess Fncra ,  
(111 iiiillions) I’arcnt Guman tor Subsicliaiy Otlier Inc. 

- 
- 

Dividends paid oii coniiiioii stocl\ (627) - - (627) 

subsidiaries 
Cliaiigcs 111 advances fiom ai‘iiliated coinpanics 
Coiitributions Loin pai cnt 10 21 ( 3 1 )  



Condeiised Consolidatiiig Stnteiiiciit 01 Cadi  Flowi 
Yea1 lhdcd Decembcr 31.2006 

2 32 



Sumniarized quai tcily liiiancial daia \vas as Ibllows: 

111 the opiiiioii 01 Iiiaiingcinent, 311 nditistnients necessniy to inirly pi esenl anioiiiits sliowi for i tiieriiii peiiods Iiave been iiinde I<csults of opelotions lor nn 
iiitcriiii period may not give a ttuc indication of results for tile )‘en1 
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I'EC 

Suiiininrized quai tcrly linaiicial d a h  was as folloa~s: 

( I  11 iii i l l  ions) Flint Second Third Fourth 
2008 

In the opinioii of inntiageiiieiit, all adjustments iiecessaiq' to fairly present aiiiounts shown [or interim periods linve been iiiade Results of opcrntioiis for an 
iiiteriiii pciiod iiiay not give a true iiidicatioii of results I'or tlie w a r  

I'EF 

Siiiiiniarized quarterly financial data \vas as follows: 

{i II i n i  Ilions) List Secoiid Third Fouiih 

In die opinioii of iiianageiiieiit, all adjustnients iieccssq' to I'airly present aiiiotiiits slinwii Tor interiiii periods have bceii iiiade Resulls of operatioiis for :in 
inteiiiii period may not give a t i  tie indication of results for the year 
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ITl’M 9 CI-lANGIT,S IN AND I~lSAGRliEMIINlS Wl71-I ACCOUN TAN3-S ON ACCOUNTING AND I:lNANClAI. DlSCLOSURE 

None 

I ‘I E M 9A 

I’ROGl%SS 13VIZRC I’ 

CONTROLS AND IXOCEDURES 

I~ISC’LOSURE C.’ONTROLS IW1) PROCEDIIRES 

Pursuant to tlie Seciiiities Escliange Act of 1934. we carried out a11 evalintion, wid1 tlie pnrlicipation of oui niaiiageiiient including our Chief Eseciitive 
Officer. arid Cliier Firiaiicial Oiiicer. of the eifecttvencss of our disclosure controls and procedures (as deliiied under Ilie Securities Esc1)arige Act of‘ 1934) 0s 
of the end of tlic period covered by this report Based upon that cvnluation, our Cliiei Escctitive Officer and Chiel Financial Officer concluded that our 
disclosure controls and procedures a10 elfective to ensure that iiifoimation requiied lo be disclosed by us i n  the reports that  we file or siibmit under the 
Exchange Act, is recorded. piocessed, suniinarized and reported. witliiii tlic tinie periods specilicd ill tlie SEC’s tules and forms, and that slicli informatioli is 
nccuniulated and coinniiiiiicated to our nianagenieiit including o w  Chief Escciitivc Officer and Chief Financial O f h e r ,  as appropriate, to allow tiiiicly 
decisions regarding required disclosure 

RLANAGERIENT’S IIEI’ORT ON INTERNAL CONTROL OVER FINANCIAL, REI’OR7’ING 

designed to piovide reasonable assiiiance regaiding tlie reliability of linancial reporting and h e  plapalation of linancial statements for external p~iiposcs i n  
accordance \vitli accounting principles geneially accepted in the United States of Anierica Interiial control over Iinancial reporting includes policies and 
procedures that ( 1 )  pertain lo the niaintenance o i  records that. iii leasonable detail, accuiately and fairly iellect tlic trailsaclions and dispositions of tlie assets 
of Piogicss Eiicrg-gy: (2) piwide reasonable assiimiice that transactions are recorded as ncccssaiy to pemiit prepiliation of financial statenients in accordance 
with accounting principles genemllv accepted i n  the United Slates of America: ( 3 )  provide reasonnble assurance t1i:it receipts and espcnditures of Progress 
Energy ai e being made only i n  accordance with autliorizations of management and directors or Progress Eiiei-gy; and (4) provide reasonable assurance 
regaiding prevention or tinicly detection o l  unautliorizcd acquisition. iise or  disposition of Progicss Energy‘s assets that could liave a niaterial eKcct on the 
financial stateinelits 

Because o l  its inlieicnt liniitatioiis. intcnial control over hiancia1 reporting may not prevent 01- detect niisstatenicnts Also, piojeetiuns of any evaluation of 
efXiecti\~encss to futwc periods are sihject to the risk that controls may become inadequate because of cliangcs i n  conditions. or that the degrce of compliance 
with tlic policies or procediii es iiiay deteriorate 

Management assessed tlic effectiveness o i  Progress Energy’s internal control over linancial reporting at Decemkr 31, 2008 Management based th is 
assessiiient on criteria for elTectivc internal control over financial reporting described i n  “Internal Conlrol - Integrated Frainework“ issued by the Coininittee 
01 Sponsoring Organizations of the Treadway Coniniissioii Management’s assesslnent included 311 evaluation of the design of Progress Energy’s iiitenial 
coiitrol ovei linancial rcpoiting and testing of tlic operational effectiveness of its internal control over financial reporting Management ieviewed the results of 
ils assessnienl with [lie Audit Coiiiiiiittee of tlie board of directoi-s 

I3ascd on o u r  assessment. niaiiagenient detcrniined tliat. at December 31.  2008. Progiess Encig); niaintaincd eifectivc internal control over financial reporting 

Ileloitte & louche 1.1. P. an independent registered public occouriling t h i ,  113s audited tlie internal control over financial reporting of Progress Energy as of 
Decembei- 3 I .  2008. as stated i n  their report which is included below 
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('1 I A NC, I S  IN 1 N'I'ERN :\I2 C'ONI'ROI, OV 15 I1 FINANC 1AL 1113 1'0 111'1 N G 

'1 here has been no cli:uigc i n  I'rogicss Eiieigs's intcni:il contml ovei linaricial reporting during the qimtcr elided Ileceniber 3 I .  2008, t h t  Im niatei i:illy 
a f h t e d ,  oi is rcasoiiably I i k e l ~  to riiateriall\, ail'ect. its internal coiitrol ovei- liiiaiicial reporting 

REPORT OF INI)EI'LTNDEN'I' I1L;CIS'I~BII1~1) 1'~1131~1C t\C'C'OlIN'I~ING liIRR,I 

7.0 THE. I3OAIIL~ OF 1)IREC'TORS AND SI-IARFI-1OLDE.lIS OF PROGRESS E,NE.RGY. INC : 

We have audited the internal control over linancial reporting of Progress E,ncrgy, lnc (tlic Company), as ol  Decen: :r 31. 2008, h s c d  on the criteria 
established iii  Iii/eriin/ Co,i/,.o/'l/i/eSl.o/e[~ Fronieiiwrk issued by the Conimittee of Sponsoring Oi ganizations ol'tlie 1-readway Conimission The Company's 
nianagenient is responsible for maintaining ellective internal control over financial reporting and for its assessment of tlic effectiveness of internal control 
over linancial reporting, iiicltided i n  the acconipanving i\./oircigi?/irsti/',s Ri?/mr.t 0)) In/ei71t1/ Cotit id Oipw Fhmicic7/ Repoy/itig. Our responsibility I S  to express 
:in opinioii on the Conipanv's iiiternal control over fiiiancial repoiling based on w r  audit 

We conducted oiir audit iii accordance with tlic standards of tlic I'iiblic Compoiiy hccoi~nting Oversiglit Board (United States) Tliose standards require lliat 
we plan and pcrfoiin the aiidit to obtain teasoiiable asstiranee aboiit wlietliei effective interiial control over financial reporting was maintained i n  a11 material 
tcspccls Our andit included obtairiing on iinderstanding oi internal control ovei liiiaiicial reporting. assessilig the risk Ilia1 a material weakness exists. testing 
and evaliintinp the design and opiating effectiveness o l  internal contiol based on the assessed risk. nnd perforiiiing such otlicr procedures ns we considered 
iicccssa~v i l l  tlic circumstanccs We bclieve that ow audit pi-ovidcs a reasonable basis for our opinion 

A conipany's intcninl control over financial repoiiing is a piucess designed by. or under tile supervision oi, 
financial officers. o r  pcrsoiis perfimiiing similar fiinctions. and effected by the company's board of' directors, management. and other personnel to provide 
reasonable assiirance regaiding the reliability of linancial reporting and tlic preparatioii of  ljnancial st:~teiiicnts for esterrial purposes i n  accordance with 
geiierally accepted accoiinliiig piinciples A conipany's intcrnnl control over linancial reporting incl~ides tliose policies and piocedures that ( 1 )  pertain lo the 
innintcnaiicc o i  records that. i n  ieasonablc detail, accuiately and fairly rcllcct the transactions and dispositions of tlic assets of the conipany; (2) piovide 
reasori:iblc assut:uice that traiisactions are recoided as necessaiy to permit preparation of financial statenients i n  accordaiice with generally accepted 
accoiinting principles. and tliat receipts a i d  expenditures of tlie conipany arc hieing mode only i n  accordance with authoiizations of ~nanagenient and directors 

and (3) provide rcasoiiable asstiraiicc regarding prevention or tiniely dctectioii of unautliorizcd acquisitioii. use. 01' disposition of tlic 
11i:it could Iiwe a riiateri:il eil'ect on the Iin:iticial statenieiits 

.- . . .  . .  

Because o i  the itilierent liniitatioiis o i  iriierii:il contiol over financial repoiting. including the possibility o i  collusion or impioper nianagenient override of 
coiili-01s. matenal ni i~~t i i lenient~ due In eiToi- or fraud inay not be prevented or detected on :I timely basis Also. projections of any evahiation of the 
elTectiveiicss oi the iiiteriial control over financial reporting to iiiture periods are siik+ct to the risk that the cctiirrols niay become inadeqitate because of 
c1i:ingcs i i i  conditioiis. o r  tliot tlie degree of'conipliance with the policies or procedures may dc~eriorate 

111 our opinioii. the Companv riiaintained. i n  a11 niateiial icspects. eKective internal control o v e ~  financial reporting at Deceiiikr 31. 2008. based on the 
C I  ilcria eslablislied I n  l / i / ~ w r c i /  C(~/r/i7~/.J/i/~~srt1/c.rlI;l.t1/iil.,ror%. issued by tlic Coiiimittcc of Sponsoring Organizations of the 1 readway Coniniission 
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We 1i:ir e iilw audited i n  accortlance with the standards of tlie l’iiblic Coiiipiiiy Accouiilirig Oveisiglit Boortl (United Slates) the consolidated financial 
statements aid consolidated liiiaiicial stateniciit sclicdule a \  of and lor tlie year ended Ilccember 3 1, 2008, ol the Coinpiiy and our repoil dated Marcli 2 
2009 e\picssed an i~iiqiialilicd opinion on those consolidated financial statcinents and conrolldated lina~ic~al statement sclicdule and Included an e\planatoiy 
paragraph regaiding the adoption ofa iiew accouiitiiig piiiiciple 

151 Del~i l le  T o d i e  LLP 

Raleigli. North Caioliiia 
Marcli 2. 2009 

I l t M 9 A ( l )  CONIROLSANI) I’ROCI DURrS  

PEC 

DISCLOSURI! CONI ROLS ’\NI) PROC‘I?1)Ulil?S 

I’ursuont to ilie Securities t\cliange Act of 1934 PFC carned out ai1 evaluation w i t h  tlic pariicipalioii ol its nianageiiient nicliidiiig PLC’s Cliief Euecutive 
Oficer  and Cliiei Financial Officer. of the ellectiveness 01 PEC‘s disclosiiie controls aiid procedures (a6 defined d e r  the Securities Eucliange Act of 1934) 
as 01 the end of the period coveicd by tliis repoit Based upon that evaluation I’EC’s Chef  Euecutive Oflicei aiid Chef  1;iiiancial Officer concltided tliat its 
disclosuic contiols and pioccduics arc clfective to eiistire that ~ ~ i f o r i r i a t ~ o ~ ~  reqiiiied to be disclosed by PEC i n  tlic reports that it files or submits iinder tile 
Lucliaii~e Act. is recoided pioccssed. siiniiiinnzed and repoi ted witliin the t ime periods specified i n  tlie SEC’s rules and fornis, and tliat such infomiation is 
occuniuloted and coniniiriiicated to PLC 5 niaiiageiiieiit. iiicludiiig llie Chief h\eciitive ufficer aiid u i e i  1 iiiaiicini Ciiiicer. :IS ap-ciy 
dccirions regarding I cqiiired disclosure 

RMNAC;IIRIEN1”S IWI’ORT OR’ I N ‘ I E I ~ N A L  CONTROL OVER FINANCIAL IU3POR’I ING 

11 IS tlic iespoiisibiii~y 01 Prc’r n1311age to establish and iiiaiiitain adequate internal coiitiol over liiiaiicial reporting as siicli tertii I T  defined in Rules 
I 3 a - l 5 ( l )  and 15d-l5(l)oftlie Securities ange Act of 1934, as anieiided PEC’s inteuial coiitiol ovei financial iepoiting i r  a process de5igned to provide 
icasonablc asstiiiliice icgaidiiig the relia of financidl reporting and the picparation of financial statcinents for external piiipose~ i n  accordance \vith 
accoiintiiig piiiiciples geneialls accepled i n  tlie United States of Anierica Iiiternal control over finaiicial ieporting includes policies and procedures that (1) 
peitain to tlie maintenance oriecoids tliat i n  reasonable detail. accurately and faiily rellect the transactions aiid dispositions of tlie assets of PEC, (2) provide 
ieasoiiable assiiraiice that tinnsactions are iecoided as iiecessary to penitit picparation of finaiicinl statenients i n  accordance w i t h  accounting principles 
gencrallv Jcccpted i n  the United Stales of America. (3) provide reasonable awirance that receipts and e\penditiires of PEC are k ing  made only in accordance 
witli outlioriLatioiis 01 niaiiageiiieiit aiid directois ot I’EC. aiid (4) piovide ieasoiiable assiiraiice regarding prevention or ~ ime lp  detectloii of iinnutlionzed 
acqiiisitioii. iise oi di.;position of PILC’s assets tlint coiild liove a niateiial eKect on the linniictal statements 

Because ol 11r ~nlierent Iiiiiitalioiis i i i te i i ia l  coiilrol o w  finaiiciai reportlng may not prevent 01 detect iiiisstateiiients Also, piojections ol any eva~uation of 
elleeti\ eiiess to lutuie period5 ae sublcct io tlic nsh tliat controls iiiay beconic inadequate because oicllanges i n  coiidilioiis, oi that the degiee 01 coiiipliance 
w i t h  tlie policies or proccdiiie\ iiim deteriorate 

- -~ 

ed llie ellcctiveness ol PEC s intenial coiitiul ovei Iiiiaiicial reporting at December 31. 2008 Maiiagenieiit based this ossessinent on 
internal coiitiol 01 cr liiiancial icpoitiiig described i n  “Iiitcinal Control - liiteginted 1-ranieivoih“ issued b) the Coinmiltee of Spotisoring 

Orgairizaticiiir ol tile 7 readnay Coiiiiiiisiroii Maiiapeiiienl’r arscssiiieiil iiiciiidcd ail e\~allialioii 01 the d e ~ ~ g l i  01 PCC’s iilieniol control Ovei finnncia~ 
repoitiiig and testing of the opeiatioiial ellcctii enesr 01 its internal control ovei financial reporting Maiiagcnient reviewed the results of its assessinent \vitIi 
the Audit Coniiiiittec of tlie board 01 directois 

B,ised on our asscssmenl nianagenieiit detcnnined tliat. at l~eccnibci 3 1 ,  2008 PTC niaintnined eflective internal control over financial iepoiting 
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This aiiiiiial icpoi-t does not include ai1 attestatioi~ report of I’EC’s independent registered public accounting liini regardiiig iiiteinal control over fiiiaiicial 
reporting Maiiageiiicnt~s icpoit was 1 1 0 t  subiect to attestation by I’EC’s indepndcnt iegistcrcd public accouiiting finii piirsuant to tlic tcniporan’ nilcs of the 
SEC 11131 pemiit PEC to piovide only ~iiaiagcnieiit‘s repoi1 i n  this :inn~~:iI report 

C‘IIANGES IN lNTI~lLh’AIA CONIXOL O171iIZ ITINANCXAL IUSI’ORTING 

There has been no cliange iii  1’EC.s internal control over iinaiicial reporting duiing tlie qiiaiter ended Deceinkr 31. 2008 that has iiiateriallu aiiected, or is 
ieasoiiably likely to  ninterially niI’ect. its intern:ll control o \ w  finaiiciol ieprting 

PEF 

D1SC:LOSURE CONI’ROI,S .AN11 I’ROC’lil)LlRES 

Pursuant to the Scciirities E,xcliange Act ol 1934. I’EF carried out a11 evaluation. with the participation or  its nianngeincnt including PEF’s Chef  Executive 
Olliccr and Cliief Financial OIGcer, o l  the cll’ectiveness of I’EF’s diselosurc coiitrols and procedures (as defined under tlic Seciidties Exchange Act of 19.34) 
as of tlic end oi  the period covered by this report Based upon tliat evaluation, 1’EF.s Chief ive Ollicer and Chief Financial Officer conclnded that its 
disclosure controls and procedures ctivc to CIISIIIB that inloritintion reqiiiied to be d d by PEF i n  the reports that it liles or submits under tlie 
Exchange Act. is recoided process iiaiized and reported within the time Ixiiods spc 11 the SEC’s rules and fornis. and that sticli inforniation is 
accuniiilated a i d  coiiiii~~~iiicatcd to ~ionngenient. incli~diiig the Chief Execiitjve Oflicer and Chief Fiiiaiicial Ofiicer. as appropriate. to allow tiiiiely 
decisions regarding required disclosur 

MANAGEMEN’r’S IUiPORr ON INTEIW.4L CONTROL OVER FINANCI,\L IZEI’ORTING 

It IS the responsibility o 
13a-15(f) and 15d-l5(l) c 
ieasoiiable assuraiice icy 
accounting principles generally accepted 111 tile lliiited States of America 1ntcinaI control over linancial ieporting includes policies and piocedures that (1) 
pertain to tlic niaintenancc of records Iliat. i i i  reasonable detail. accurately and failly iellect the transactioiis and dispositions of the assets of PEF; (2) piovide 
reasoiiable ass~ir:ince that tiansactions :ire recorded as iiecessaiv to permit pIep:ii:ition of Iiiinncial statements in accordance with accounting principles 
generally accepted i n  the United Stales of Aineiica: ( 3 )  provide reasonable assurance that receipts and expenditures of PEF are being made only i n  accordance 
with autliorizations of ~i~anageineiit and directors of PEF; atid (4)  piovidc reasonable assi~rancc regarding prevention o r  timely detection of nnauthorized 
acqiiisition, use oi disposition of PI 

Because o l  its inlierent limitations. interiial control w c r  finniicial reporting niay not prevent or detect iiiisstateinents. Also. projections o l  any evaluation of 
effectiveness to fiitiire periods are siibicct to the risk that  controls niay become inadequate because of changes in coiiditioiis. or that the degree of coinpliancc 
with the policies or procedw es iiiay deteriorate 

Managcnient asxssed the en‘cctivene o l  PEI:‘s internal control over financial reporting at December 31, 2008 Management k s e d  this asscssinent on 
ci-iteria for eikeiive inteninl control o I !iiiancial reporting described i n  “1nter11al Control - Integmtcd I~ r~n iewoik“  issued by tlie Coninii~~ee of Sponsoring 
Organizatioiis of tlic Tieadivay Coinniissioii Maiiagenient’s assessnieiit included a11 evaluation 01 the design of PEF‘s internal control o w r  financial reporting 
and testing of the opcrationd effectiveness of its intcinal coiitiol over financial ieportiiig Managcincnt reviewed the results of its as~essinciit with the Audit 
Coinniittee of the Ixiard o i  diieciors 

Based on otir asscssnient. niaiiagciiieiit dctcniiiiied that. at Deccnibci 31. 2008. I V I ~  niaiiitaincd effective intei-nal control ovei financial reporting 

This aiiinial icport does not incltide an attestation report 0 1  P 
reporting Mniiageineiit‘s report \\‘as not subject to :ittestation b, 

’ assets that could have a inaterial effect oii the liiiancial statcinents 

dependent registered public occotinting linii regardiiig iiiteriial control over fit~aiicial 
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independent legistered public accounting firm piii suntit to tlie t e i i i p o r a ~  rules of tlic SEC 11ia1 peimlt PEF to provide only niaiiagement’s repoit i l l  this annual 
report 

CHANGES IN INlIJIW.AL CONTROL OVER FINANCIAL IUSPORTING 

Thei-e lias been no cliange il l  PEF‘s internal coiitrol over financial repofling during the quarter ciided I>eceinber 31. 2008 that has niatciially afkcted, or is 
reasoiinbly likely to materially affect. i t s  interiial co~itrol over financial rcpolting 

ITEM 9B 

None 

OT I-IE I< IN FOR MATI ON 
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P i l i 1  I11 

HEM 10 

a) 

IHRECI ORS, LX1,CU 11Vt 01 FICLRS AND CORPORA 1 r GOVE,RNANCC 

Iiiforiiiation oii Rogrcrs Ellerg,‘.; diicctoir i s  set forth in I’iogrers Eiiergv 5 dcliiiilive proxy stateilicnt lor the 2009 Annual Meetlrig of 
Sliareholdcis and incorporated by releieiice lieieiii Iiifoiiiiatioii on 1’EC.s directors 17 \et lor111 111 PEC s delinitive provy stateinent for tlie 2009 
Annual Meeting ol Sliarelioldcrs and iiicorporated by i cfeieiice lierein 

Iiifoiiiiatioii on both Progress Fiicrgy.r and PFC’s evcciit~ve ofliceis ir sct 101th i i i  PAR7 1 and iiicoiporated bv releieiice licieiii 

We liave adopted a Code 01 Ctliics tliat applies to all 01 ow cinployecs, iiicludiiig our Cliiel Ewciitive Ollicer. Chief I-inniicial Officer. Chiel 
Accounting Officer and Contiollei (or peisoiis perfoimiiig similar fuiictioiis) 0 1 1 1  boaid 01 diiectors 113s adopted our Code of F tliics as its own 
standard Bouid iiieiiibers Piogress Eiieigy olliceis and Piogiess Ciieigy eiiip1o)ees eeilily their coiiipliance with the Code of btliics on ai1 aniiiial 
basis Our Code of Ethics is  posted oii ow Wcb rite at w ~ v w  progiess-ciicrgv coni and 15 available iii print to any sliarclioldei upoii wntteii request 

We intend to satisly the disclosure requireinent uiidei Ilciii 5 05 of Fonii 8-K iclating to aiiieiidiiieiits to or waivers lroiii aiiy provision 01 the Code 
of Ethics applicable to our Cliicf Cveciitive ORicci, Chief Financial Oflicci. Cliicl Accoiintiiig Ollicci atid Coiitiollcr b) posiiiig such inforiiiation 
011 our Web site cited above 

1 lie board of directors lias deteiiiiined that Carlos A Saladrigas and rlieiera M Stoiie are tlic “Audit Coiiiiiiittee Fiiiaiicial Cuperls.” as that tenii i s  
defiiicd iii tlie rulcs proiiiulgatcd by the SEC puisiiaiii to tlic Saibaiies-Oxlq Act 012002 and haw dcvgnated tliciii as such Both Mr Saladngas 
aiid Ms Stoiie aic “iiidepeiideiit” as that teiiii i s  defliied 111 tlic general riidepeiidciice s~andards of tlie New Yoih Stock Escliaiipe listing standards 

Idoriiiatioii regarding oiir coiiipliaiice with Section 16(a) ot the Sccuntics L\cliaiigc Act 01 I934 and certain coipoiatc govenioiicc iiiatters 15 set 
forth i i i  Progress Eiicrgy’s aiid PEC’s definitive pioxq stateiiiciits for the 2009 Aiiiiual Mectiiig of Shoielioldcis aiid iiicorporated by icferciicc 
lierein 

b) 

c) 

d )  

e) 

1) TIic folfowiiig aie available oil oui Web site cited above and i i i  pniit at 110 cost 

0 Audit aiid Coipoiatc Perloiiiiaiicc Coiiiiiiitkc Cliaitcr 
o Coiporate Govcriiaiice Comiiiittcc Cliarler 

Organization and Compensation Coiiiiiiittee Clioilcr 
Corporate Go\eriiance Guideliiicr 

The information c:illed for by Iteiii 10 is oiiiittetl I‘oi PEIi puisuant to Instruction 1(2)(c) to Foi111 IO-K (Oiiiission of Inlbiiiiation by Cei tnin Miholly 
Owned Subsidisries). 

ITEM 1 I EXECLJTIVE COMPENSAflON 

Iiiloriiiatioii oil Piogress Energy’s executive coiiipeiisatioii is set lortli i n  Proeress Eiicig)r‘s deliiiitive prosy slatciiieiil for tlie 2009 Annual Meeting o i  
Sliarclioldcrs aiid iiicorporatcd by iefcrciicc liereiii liili~iiiiatioii oii I’EC‘s csc~iitivc coiiipciisation is sei forth i i i  PEC‘s definitive piosy stateinent for the 
2009 Annual Meeting of Shareholders aiid incorporated by rcferciicc Iicrcin 

The inforni;ition called for by Item 1 I is oiiiittetetl for PIIF pursuiint to Instruction 1(2)(c) to Fcirni IO-I< (Oinisuion of Infbriiiation by Certiiin \Vholly 
Owned Subsidiaries). 
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ITEM 12 SEC1JRII Y OWNERSI-IIP OF CERTAIN UENEI’ICIAI.. OWNERS ANI) MANAGLMI;.NT ANT) RELA.IIiL7 STOCKIIOI..DE,R 
MATTERS 

a )  Inforniation regarding any peison Progress Energy knows to be the beneficial owner of inore tliaii live (Yo) pelcent o i  any class of its voting 
securities is set forth i n  its definitive piow statenient for the 2009 hniitial Mcctiiig of Sliaieholdcis and incorporated lierein by rcfciencc 

Infoiniation regardiiig any peison PEC h i o w  to be the knelicial oivner o i  iiiore than five percent oi any class of its voting secuiities is set forth in 
its definitive proxy stateiiient for the 2009 Aiiiiual Meeting of Sliarelioldcrs and incorporated lierein by reference 

b) Information on security ownership of Progress E.iiergy’s and PFC’s nianageiiiciit is set forth, respectively. i n  Piogress Eiiergy’s and PEC’s 
definitive prosy statements for the 2009 Annual Meeting of Sliaieliolders aiid incorporated by reference liereill 

e) Infoiniation on the equity compensation plans of Progress Energy is set Tortli under the 1ie:idiiig “Fquitv Coinpensatioii I’laii Inforniation.’ i n  
Progress Encigy’s definitive pioxy statenient lor !lie 2009 Annual Meeting or Shareliolders a ~ i d  ii~corporoted by relereiice licrein 

The inforination called for by Item 12 is oniittni for PI317 pursuant to Instruction I(2)(c) to Foriii 10-li (Oinission of‘ Infblni:ition by Certain Wiolly 
Owned Subsidiaries). 

ITEM 1 3  CERTAIN RELATIONSIIIPS AND RELATED TRANSACI IONS. AND DIRECTOR INDLPENDENCI; 

inents for the 2009 ~ _ _ _  

The information c:ifletl for by Iteiii 13 is oniittcul for PEI? pursuant to Instruction I(Z)(c) to Form 10-I< (Oinission of Inforniation by Certain Wholly 
Owned Subsidiaries). 

ITEM 14 

The Audit Coininittee has actively monitored all services provided by its independent registered public accoiintii~g firm. Deloitte R: Touche L.L P. the meinkr  
fimis of Deloitte r(t Touche Toliniatsu. niid their respectiye nffiliates (collectively, Deloitte) and tlie relationsliip bctweeii audit und nonaudit services provided 
by Deloitte Progress Energy lias adopted policies and procedures for approving all audit and pennissible nonaudit sentices rendered by Dcloitte. and tlic fees 
billed for those services. The Piogress Emrgy Coiilrollei is responsible to tlie Audit Comniittee Tor eI1forccl11ellt of this procedure, and for reporting 
iioncompliaiice The Audit Coininittee specifically prenpproved the use ofl~eloi t te  lor audit audit-related. tax and nonaudit seivices 

The preapproval policy requires iiiauagemeiit to obtain specific pieapproval from the Audit Coninlitlee for 111e LISC of Deloitte for anv pennissible nonaudit 
seivices, \vIiicli. generally. are liiiiited to tax services, including tax conipliance, tax planning, and tax advice sewices sue11 as return review and consultation 
aiid assistancc Other types of perniissible nonaudit services will not be considered foi approval except i i i  limited instances. wliich niay include proposed 
sewices tliat provide significant economic or otlier benetits In detei mining wlietlier to approve these services. the Audit Coinmiltee will assess whetlicr these 
services adversely impair the independence o l  Deloitte. Aiiv pcimissible nonaudit services provided during a liscal w a r  that (i) do not aggregate inore tlian 
five percent ofthe total fees paid to Deloitle for all services rendered during that fiscal year aiid (ii) were not recogiiizcd as nonnudit services at the time ofthe 
engagement must be brouglit to the attention of the Controller for prompt submission to the Audit Committee Cor approval lliese de nrhrinrir nonaudit 
services niiist be approved by the Audit Coinmiltee or its designated representative before the completion of the services Non-audit services that arc 
specifically prohibited under Snrbanes-Osley Act Section -104: SEC rules. arid Public Coinpany Accotrnting 

IWNCIPAL ACCOUNTING FEES AND SERVICES 
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Oversight Boaid i i i l es  aic specilically prohibited under the policy Pnor to tlie approval 01 perniiisiblc tax icnr ice\  b) ilie Audit Coiiimiitee. tlie policy 
ieqiiiies Dcloitte to ( I )  describe i n  wiiting to the Audit Coiiiniittce (a) tlic scope 01 tlic sei \~~ccs.  the fcc structuie for the cngagcniciit and any side leite~ 01 
other :uiiendniciit to the eng:igcnient letter or any otlicr agreeiiieiit between Progress Energ) and Deloitte ielatlng to tlic service and (b)  :IIW compensation 
ariangenient or otliei agieeineiit such as a refeiial agieenierit. a ielerial lee oi Ice-sliaiing arraiigeinent, between Deloitte and an)  persoii (otlier tliaii Piogrcss 
Energ\) w t l i  icspcct io the pioniotrrig. niarkcliiig 131 reconiriiciidiiig or a tratisactroii covered by ihc SCIYICC. and (2) disciiis with tlic Audit Coniiiiittee the 
potcritial effects oftlie services on tlie indepcndeiice 01 Deloitte The policy a150 lequires the Coiiiroller io update tlie Atidit Conimittec tlirougliout the w a r  as 
to tlic services piovided by Deloitte and ilie costs of those services 

7 he pdicy also requires Deloitte to annually confirm i t s  iiidepeiidencc i n  accordancc with SEC and New Yorh Stock Ewliaiige standards The Audtt 
Comniittee will assess tlic adequacy 01 this policy and related proceduie as it dceiiis necessary and rcvise accordingly 

Information rcgarding principal accountant lees and services IS set forth. respectively. i i i  Progress Energy’s and PEC‘s definitive prow statements for the 
2009 Annual Meeting of Sliaieholders aiid iiicorpoiatcd by reference lierein 

I’EF 

Set forth iii the table below is certain inlormation relating to the aggiegate fees billed by Deloitle for piolessionnl se~vices rcndcied io PLF for the fiscal ~ a ~ s  
cndcd December 3 I 

2008 2007 

Audit-related fees 51,000 21,000 

Total S 1,824,000 1F l.845.000 
-- 

Audii fees include fees billed foi services rendcicd i n  coniiectioii with (i) the audits of the annual Iinancial statcnienls o l  PEF. ( i i )  the audit of iiiaiiagciiiciit’s 
assessiiieiit of inteiiial control over linancial reporting, ( i i i )  tlic ieviews of tlie financial stateinents included i n  the Quarteily 17epoits o n  Form IO-Q of PEF. 
(iv) accoiinting consultations aiisiiig as part of the audits and (v) audit services in connection with statutory, regulatory or otlici filings. including comfort 
letters and consents in  connection with SEC filiiigs and liiiaiiciiig tranmctions 

Audit-rclaled fees include fccs billed for (i) special procedures aiid letter reports, (ii) benefit p h i  audits wlicn Cccs are paid by P I 3  railicr tliaii diicctly by thc 
p h i .  and (iii) accountiiig coiisuliatioiis for pimpective transactions not arising directly from tlie audits 

Tax fees include fees billed for tax coniplinnce matters and tm planning and advisory services 

The Audit Committee 113s concluded that the provision of the iioiiaiidit seivices listed above as Tm fees is coiiipatible \villi niaiiitaiiiiiig Deloitle‘s 
i ndepcndeiice 

None oftlie sentices piovided weie approved by tlic Audit Conitnittee piiisuniit to the “dc niiiiiniis“ waiver provisions desciibed above 
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PART I V  

I lEM 15 

a )  

EX1 IIBITS AND FINANCIAL STATEMEN 1 SCIIEDULES 

1 lie following docuiiieiits are tiled as poit 01 the report 

1 Financial Statenients Piled 

See Item 8 -Financial Statcinents and Supplementary Data 

2 Financial Stateiiieiit Scliedule.i Filed 

Coiisolidated Financial Staieineiit Scliediilcs for the Years Ended December 3 I ,  2008 2007 and 2006 

Schedule 11 - Vduatioii and Qualifying Accounts - I'iogiess 244 

245 

246 

It'neigy. Inc 

Power 

Corporalion d/b/a Piogress Energy Florida. Inc 

Schedule 11 - Vdiiation and Qualifying Accounts - Carolina 

Scliedule I1 - Valuation and Qualifiing Accounts - Florida Power 
Light Company d/b/a Piogiess Energy Caiolinas. Inc 

__ 

All other scliedules have been omitted a7 not applicable or are not requiied because the information rcquiied to bc shown is 
incltided i n  the Financial Staienieiits or the Coinbined Notes to the Fiiianc~al Statements 

3 Exhibits riled 

See FXHIBIT INDEX 
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I’ROGIILSS ENERGY, INC’ .  
Sclierlulc 11 - \’alu;ition and Qualifj4ng Accounts 

For the Years Ended 
( i n  inillions) 

Balance at Additions Bala11cc at 
Deginniiig Charged to Olller Elid of 

Description of Pel iod Expenses Additions Ueductionsw Peiiod 

Valuatioil and qualifying accouiits deducted on the balance sl~eet froin the related assets: 

DECEhIUEII 31 2008 

DECEMBER 31,2007 
Uucollectiblc accoui 

(a) 
occoiints, such deductions are reduced by recoveries of nniouilts previously \vritteu off 

lhductions from piovisions represent losscs o r  cspeiiscs io1 which the respective provisious wcre created In the case of the provision for uncollectible 
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CAROLlNA I’O\\’ER Ji LIGII?’ COMPANY 
d/b/a PROGliESS I3NERGY CAROLINAS, INC. 
Sclirdulr I1 - Valuation and Qualifying Accounts 

For tlic Ycars Ended 
( i n  niillions) 

Balance at Balance at Additioiis 
Be_ginning Cl1orged to Otlier End of 

Description of 1% ii od Expense Additions Deductions ( a )  Period 

Valua~ioii a i d  qiialiivinp accouiits dcducted on the balance slicet froin the related assets: 

DECEMBER 31 2008 

DECEMBER 31,200 
Uncollectible 
nccounts 

(3) 

recovelies of nniounts previouslv writtcn ofi. 
Deductions irom provisions repicsent losses or cxpeiiscs ior wliicli tlic respective provisions werc created Such dcductions arc rcduccd by 
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FLO IU I) A PO\W II C'O RPO I t 4  ?'IO N 
d/b/a I'IIOCRIISS ENJCRGI. FI,ORIDA, 1NC 

Sclictlule I 1  - V:iluation ;ind Qualifying Accounts 
For the Years Ended 

( i 11 111 i 11 ions) 

BaIar1ce 31 Additioiis Balaiice at 
Bcgi nning Cliai ged lo 0th End of 

Description Of Period Expense Additions Deductions (n) Period 

Vnluntioii and qualifying occoitiits deducted on tlie bnlniicc slicct fioiii tlic related assets: 

DECEiilBER 31,2008 
Ilncollrcfiblc accounts 10 14 s 11 
Fossil furl plmts 

cl isni an tlenicn t 

Nuclcai rcfuelrng outage 
rcsene 16 2 

FOSSII fuel plants 
d~s~naiitlcmet~t 
reserve 145 1 145 
-tr rcfu 
esenie 

(ill 

accounts. such dcduclioiis are reduced by rccovcrics of aniouiits previously wri t ten ofi 
1)cductions lioni provisions repieseiil losses or espettscs for wliicli the respective provisions were cleated in Ilie cnsc 01 [lie provision for uncollectible 

246 



C:lSl. Nu. 2011-12-1 
Stiifi-DR-01-009 iii nttiiclininit 
(Progress Encrg~’) 
Pagc 251 01307 

SIGNATURES 

Pitrsuant to the i-equircnicnts of Section 13 or l j ( d )  o l  llie Securities Escliaiige Act ol  1934. thc registmiits liavc duly caused this report to be signed on tlicir 
belialf by tlie uiidersigned, tlieieuiito duly authorized 

IMe:  March 2.2009 
PROGRESS ENERGY. INC 
(R egisti-ant) 

By: /s i  William D Johnson 
(William D Joliiison) 
Cliuirnian, President and Cliiel Executive Olficer 

By: /s i  Mark F Mulliern 
Mark F Mulliern 
Senior Vicc PI-csidciit aiid Cliici Financial Officer 

By i s /  JeiTrey M Sioiie 
JeKrey M Stone 
Cliicl Accounting Olficcr and Coiitrollci 

Pursuant to tlic icqiiiiciiici~ts 01 tlic Sccuiiticr L ~ ~ h a n g c  Act 01 1934. thi? icpoit liar bccn slgrlcd kIo\v bv the follow~ng perron? on bcliall of the rcg~st~ant  
aiid 111 the capocities and on the date indicated 

Slgllalulc Title Date 

/ s i  William I>. Joliiisoii 
(William D Tohiison) 

Cliaii iiian March 2, 2009 

/ s i  James E. Bostic. Jr .  Director March 2, 2009 
(.lames E Bostic, I r  ) 

/s i  David L. Burlier Director Mach 2. 2009 
(David L Buriier) 

/ s i  Haiiis E. I>cl,oacli. Jr. Director Maicli 2. 2009 
(llarris E I$eLoacli. l r  ) 

/s i  Janies 13 l-l\4cr. Jr. Director 
(lamcs B I-lylcr. JI- ) 

/ s i  Robcit W. Soiies Director 
(Robei-r W loiies) 

/s i  W. Steven Jones Director 
(W Slcvell lollcs) 

/ s i  E. Marie McKcc Director 
(E Marie McKcc) 

/ s i  Joliii 1-1. Mullin. 111 
(loliii 1-1 Miillin I l l )  

Director 

Mach 2. 2009 

March 2. 2009 

March 2. 2009 

March 2, 2009 

Marcli 2, 2009 
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/si  CIi:irlcs W. Pivor. Ir. 
(Chnrles W l’iyor. J I  ) 

Dircclor 

is/ Carlos A. Saladripas lliiector 
(Carlos A S:iladrigas) 

/ s i  Theresa M. Stoiie Director 
(Theresa M Stone) 

is/ Alfred C. Tollison. Ji 

(Allied C Tollison. J I  ) 
Director 
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M:iich 2. 2009 

March 2, 2009 

March 2. 2009 

March 2, 2009 
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SIGNA-TURES 

Pursuant lo tlic rcqtiircniciits o i  Scclion 1.3 oi 15(d) oillic Sccuritics Excliniige Act of 1934, llic regislranls hove duly caused this rcport lo be signcd 011 tlicir 
bcliall by tlic iiiidcrsigiicd, tlicrcuiito duly autliorizcd 

Date: March 2. 2009 
CAROLINA i’owEr2 a L I G I I ~  COMPANY 
(Registi ant) 

By: i s /  Lloyd M Yotcs 
Lloyd M Y a k s  
I’rcsideiit and Chic1 Executive Ollicer 

135’: /s i  Marl; I. Mullierii 
Mark F Miillierii 
Senior Vice President atid Chief Financial Oflicer 

By: isi JclTrey M Stoiic 
lcl’l’rcy M Stone 
Chici Accounting Oflicei 

Purwsni 10 tlic icquiicniciits: 01 tlic Sccurilter 
and i n  the capactlies and oii the date indicaled 

liaiige Act of 193J, tlus icpoit has beeti signed below by die lbllowing persons on bchall of {lie registraiit 

Sigiiature 

/s/ William D. Joliiisoii 
(Willioni D lohiisoii) 

/s i  Jel’irey A. Corbetl 
(Jeffrey A Corbctt) 

/ s i  Joliii R. McArtliur 
(.loliii R McArlhiir) 

i s /  Mark F. Mtillieiii 
(Mark F Mulhcrn) 

/ s i  Jollies Scorolo 
(laiiics Scarola) 

i s /  k i u k ~  J .  Siiiis 
(I’aula I Siiiis) 

i s /  Lloyd M Yntcs 
(Lloyd M Yatcs) 

Title 

Cliai riiiaii 

L3i rec tor 

Director 

Director 

Director 

Director 

Diicctor 

D3tC 

M:uch 2. 2009 

Marc11 2, 2009 

Mnrcli 2, 2009 

March 2, 2009 

March 2. 2009 

Marcli 2, 2009 

March 2, 2009 
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SIGNATURES 

Pursuant to tlie iequireiiieiits d Section 13 oi l j ( d )  o i  llie Securities Exc1i:inge Act of 193.1. the registraiils have duly caused this report to be signed on llicir 
bcliali by tlie uiidersipiicd. tlicicuiito duly autliorizcd 

Date: Marcli 2.2009 
FLORIDA POWER CORPORATION 
(Regislraiit) 

B ~ .  i s /  icifiep .T LWII 
Jellicy 1 L.yasII 
I’rcsident and Cliicl Executive Oficer 

By: / s i  Mark F Mullicrii 
Marl; 1;. Mulliein 
Senior Vice I’residciit and C h i d  Fiiiaiicial Oliiccr 

By:7/sl .lefficy M Stone 
lelli-ey M Stoiic 
Cliief Accounting Oflicei 

Ptirsuaiit to the reqtiireiiients of tlie Securities E\cliangc Act ol 1934, tliis icpolt 113s beeii slgiicd hclow bv tlic I‘ollowng pelsons on bcliall of tlic registinlit 
a id  111 tlie capacities and oii the date indicated 

Signature 1 llle Ilate 

/ s i  William 11. Jolinsoii 
(Willinm 1) Joliiisoii) 

/s/ Michael A. Lewis Director 
(Miclioel A. Lewis) 

/s/ Jeffrey J. Lyash Director 
(Jeffrey .I L.yas1i) 

/si Joliii R.  McArtliur 
(Joliii R McArtliui) 

Cliaii iiian 

Dii ectoi 

Marcli 2. 2009 

Mach  2. 2009 

Maid1 2, 2009 

Marcli 2. 2009 

/ s i  Mal< F Miilliein Director Mnrcli 2 2009 
(Maik F Mulhciii) 

l s l  Paula J. S i m s  Directoi 
(Paula J Siiiis) 

/si Lloyd M. Yaks Diiectoi 
(Lloyd M Yates) 

Marcli 2, 2009 

Marc11 2. 2009 
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PI ogress 
Nun1 br r Exhibit Encro ,  Inc. PECI'EF 
*3a( 1 ) 

*?a(2) 

'3a(3) 

Restated Cliai-ter 01 Caiolina Power & Light Compnv. 

Rertated Cliartcr 01 Carolina Power l'k Ltglit Coinpaiiv as aiiiendcd on Mav IO. 1996 (filed as E \ l i ~ b ~ t N o  31) to Quarterly 

Aniended and Restated Articles of Incorporation ol Progress 1:nergy. liic (Yk ia  CI'BL Liiergs, Inc ). as amended aiid 

iended Ma\ IO. I995 (liled as Lxliibit No 3(1) to Qnarteily X 
Report on Form IO-Q for Lhe quarteily penod ended J u i  , 199.5. Pile N o  1-3382) 

X 
Repoit oii Foim IO-Q for the quarteily penod ended lune 10. 1997. File N o  1-3382) 

X 
restated on June 15. 2000 (Ned a\ Euhibit No 3a( 1 ) 10 QuaiterI\ Report on Form 10-Q for h e  qiiaiterly peiiod ended 
Tune 10,2000, File No 1-15929 and No 1-3382) 

*3a(4) Aiiieiided and Restated Articles 01 Incorpointion 01 Progress Fiieig) liic ( I l k i n  C'PBI Eneigv lnc ) a \  amended aiid X 
restated on Decembei 4. 2000 (iiled as Cdiibit  3b( I ) In Aiinnal Report on Fotiii 10-K 101 the year ended December 31. 
2001. as filed with the SEC oii March 28. 2002. File N o  1 - 1  5929) 

*3a(5) 

*3a(6) Amended AiIieles of Incoipoiatl X 

Aiiieiided Articles of Iiicoiporaiioii of Progiess Txergjr, Inc . a \  aniended on May 10, 2006 (filed as Exhibit 3 A to X 
Quarterly Repoit on Forin IO-Q for the qiiniterlp period ended lune 30.2006. File No 1-35929. 1-3382 a i d  1-3274) 

Annual Kepoit 011 koiiii IU-K lo 
1-3274) 

*1b(l)  By-Laws of Progrers Energy. Inc.  3% amended oi l  M q  10 2006 (liled as E x l l ~ b ~ t  3 13 to Quai-teily Report 011 Foirn 10-Q X 
f01 the qtiaitcrly period ended lune 30. 2006, rile No 3-3592'3. 1-1382 a11d 1-3274) 

*3b(2) By-Laws oi Caroliiia Po\vei R: Light Conip31iy. as amended 011 Septeiiiber 17. 2007 (liled :IS Exhibit 3b(2) to the Aiiniiol 
Repoit on Foim IO-K for \lie year ended Dccembcr 31. 2007. as filed \ v i l l i  llie SEC oii February 28. 2008. File No 
1-15929. 1-3382 aiid 1-3274) 

Bylaws oTPlugiess Eneigy Florida, as ainended October I .  2001 (liled as Exhibit 3 ((1) to the Progicss Energy Florida 
Anniial Report 011 Form IO-K ior the year ended December 3 I .  200-1. as filed with tlic SEC on March 16. 2005. File No 
1-8.349 and 1-3274) 

*3b(3) 

X 

X 
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'YJa( I ) 

*49(2) 

*43(3) 

*4b( 1 ) 

Desciiption of Prcieri-ed Stock and tlie rights of tlie Imlders tliercoi ( 
Light Coiiipany. as anicndcd. and Sections 1-9. 15, 16. 22-27, and 31 of tlic I3y-Laivs of Caroliiia Power Rr Light Coiiipany. as aiiiendcd (liled as 
Exhibit 4(1>, File No 33-25560) 

Statement of Classiiicatioii oi Shares dated .Janiiaiy 13. 1971. relating to tlie aiitlioiizatioii 01. mid establishing the series designation. dividend 
rate and redeniption prices foi Carolina I'ower & ILiglit Coiiipaiiy's Seiid Prefeired Stock. $7 95 Series (filed as Exhibit 3(f), File No 33-25560) 

Statement of Classilication of Shares dated Septembei 7. 1972, relating to the aothorization of; and establisliiiig the sciies desipiiatioii, dividend 
rate and redemption prices for Carolina I'ower K: Light Co~npniiy's Scrinl Pierci red Stocl;. $7 72 Series (Gled as Exhibit 3(g). File No 

et loi-tli i i i  Article 1;ouitIi ol'tlic 1lesl:itcd Cliaitei o i  Caioliiia Power K: X 

X 

X 

3 3-25560) 

Mortgage and Deed of Tmst dated as of May 1 ,  1940 between Caroliiia h \ 4 W  & Liglit Coiiipmiy and 1 lie Bank of New York (fornicrly. l n w g  
Trust Company) and Fledcrick G Herbst (Douglas J Maclniies. Successor), Truslccs and the First tliroiigli Fifth Siippleiiicntal Indentures tliereto 
(Fyliihit 7th) File No 2-64180) rhe Sixth tliroiieli Sirl\i-sixth Sunnlciiicn~al 1ndei1tul-c~ (Exhibit 2(b1-5. File No 2-16210. Exhibit 2(b)-6. File 

X 

- 0  -~-,, . . - - . . -. ,i ~ 

No 2-16210; Exhibit 4(b)-X, File No 2-19118: Exliibit>(b)-2, Fiie'No 2-22439: Exliibii 4(b)-2. FileNo. 2-24624: Exhibit 21~) .  Fi lego.  
2-27297: Exhibit 2(c), File No 2-30172: Exhibit 2(c), Filc No 2-35694; Exhibit 2(c). Filc No 2-37505: Exhibit 2(c). File No 2-39002: Exhibit 
2(c), File No 2-41738 Exhibit2(c). File No 2-43439: Exhibit 2(c). File No 2-47751; Exhibit 2(c). File No 
No 2-53113; Exliibit 2(d), FileNo. 2-5.31 1.3; E.diibitZ(c), File No 2-5951 I ,  Exhibit 2(c). FileNo 2-6161 1: 
Exhibit 2(c). File No 2-65514: Exhibits 2(c) and 2(d1. File No 2-66851: Exhibits 4 ( b t l ,  4(b)-2. and 4(b)-i. Iiibits 4(c)-l 

\ ,  

oi i i i  8-K dated April 
20, 2000. File No 1-3382. and the Sixty-niiitli Suppleiiieiital Iiideiituie ( E h b i t  No 4M2) 10 Aiiiiual Report on Foiiii 10-K dated Ma~cl i  29. 
2001, File No 1-3382). atid the Seventieth Supplemenlal Indeiituie. (Exhibit 4b(3) to Annual Repo~ t  mi Ionn  10-K dated March 29.2001. F ~ l e  
No 1-3382), and tlie Scvciity-lirst Supplemental Indciitiiie (Edi ib i t  Jb(2) to Aiiiiual Rcpoit oil I.oiiii 10-K dated March 28. 2002, F ~ l e  No 
1-3382 and 1-1 5929). the Seventy-second Suppleiiiciital liiden~uie (E\hibit 4 to PI-C Cui l en t  Repoit 011 Fomi 8-K dated Scpteiiibei 12, 2003. 
File No 1-3382), the Seventy-third Supplenienlal Indenture (ExliibitJ to PEC Curieill Repoil on rorni 8-K dated March 22, 2005. File No 
1-3382), tlie Seventy-fourdi Supplemental Indeiiture (Exliibrt 4 to PEC Cuiieiii Report on 1-om 8-K dated Noveiiiber 10, 2005, File No 1-3382). 
the Seventy-fill11 Supplcmental Indenture (Euliibit 4 to PEC Current Report on Fomi 8-K dated March I 3  2008. File No 1-3382). arid the 
Sevelity-slstli Sl~pplellieiital Ilide1itlile (Exlilblt 4 10 PEC C U I I ~ I ~ I  Repoil 011 I'ol1ii 8-K dated la111ia1>1 8. 2009, F ~ l e  N O  1-3382) 

252 



Chsr No. 2011-12-1 
Stiiff-DR-01-009 iii ott;iclimciit 
(I'rogrcss Iinergg) 
Paec 260 ot 307 

"-1b(2) Indentuie, dated a? 01 l anuan  1. 19-14 (tlic "Indeiiiuic"), between Florida 1)owci Cmpomiion aiid Giirrianty 7 ru\t Coiiipaii\, of Ne\\ Yorh and Ilic X 
Florida Natioiial Bank of Jacksonvillc. as Tnistee\ (liled a \  Eulirbit B-I8 t o  Floiida I'owei', Registration St:iteiiiciit on I'oini A-2) (No 2-5293) 
filed wiih the SEC on laiiuary 24. 194-1) 

Se \~ i t l i  Supplcmcntal Indeiiturc (filed as Exlilbit 4(b) to Flonda Powei Corporatioil's Registiation Statement on Foriii S-3 (No 31-16788) filed 
wit11 tlie SIX oii Septeniber 27, 1991). aiid the Eighth Suppleniental Indenture (filed as EuIiibit4(c) to Florida Powel Coiporation's RegisIration 
Statement 011 Foiiii S-3 (No 33-16788) filed w i t h  the SEC on September 27. 1991). and the Siuieeiitli Suppleniental Indentuie (filed a\ Ex111b1t 
4(d) io Florida Power Corporation's Registration Statement on Form S-3 (No 33-16788) filed with ilie SEC 011 Sepienlbcr 27. 1991 ). and the 
Twenty-ninili Suppleiiiental Indentiire (liled as Esliibit 4(c) to Florida Powel Corpoiatlon's Registration Statement oil Foiiii S-3  (No 2-79832) 
filed wtli Uie SEC on September 17. 1982), and tlie fhirty-eightli Stipplemental Indenttire (Iiled as ediibit 4(f) lo Flonda Power's Regi.;trotioii 
Siatemciii on Form S-3 (No 33-55273) as filed wiih the SEC on August 29. 1994). and tlie 1 h i r i ~ ~ - n i n i I i  Supplemental Indenlure (filed as Euhlbit 
4 to Current Report on Form 8-K filed with tlie SEC oii July 23, 2001), and tlie Fortieth Supplenieiital liideiiture (filed as Euliibtt -1 to Curient 
Report on Form 8-K filed with ilie SEC on February 18, 2003), and the Forty-first Supplemental liidcnture (filed as Exliibii 4 to Current lieporl 
011 Fonii 8-I< filed w i i l i  tlic SEC on February 21,2003), a id  the Forty-second Supplcmeiital Indenture (lilcd as Euliibit -1 to Qiiaiterls Report on 
Fonn 10-Q for tlie qiiarier ended lune 30, 2003 filed witli the SEC on Septembei 11, 2003), and tlie I'oiiy-tliird Suppleniei~tal Iiideniuie (filed as 
Ediibit 4 to Curient Repori oii Foriii 8-K liled with the SEC 011 Novembei 21. 2003). aiid the Folly-fourth Suppleinental Iiidciiture (filed a5 
Exhibit 4 (111) to the Piogrcss Cncigy Florida Annual Rcpoit on Foiiii 10-K dated March 16, 2005). and tlic Torty-fifili Supplcniental Indenture 
(filed as Exhibit 4 to Cuirent Report oii Fonn 8-K, filed oii May 16, 2005) and tlie Foity-sidi Suppleinci~ial Inde~iture (filed as Edilbli 4 lo 
Current Report on Form 8-K liled with tlie SLC 011 September 19, 2007). tlie Forty-seueiitli Supplemciitai Iiidentuie fliled as Euliibit 4 to Currerit 
Repoil 011 Form 8-K filed with ilte SEC on December 13, 2007). a id  the Forty-elghtli Supplemental Iiideriiure (filed a \  Euliibii -1 to Cuneni 
Rcporl oil Form 8-K filed with ilie SEC on Jiinc 18, 2008) 

*-1b(3) X 

_ _ ~  ___ 
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"-lb(4) 

*4b(5) 

*4C 

*Jd 

*Je 

.* loa( 1 )  

Indcntuie, datcd as ol Dccembei 7. 2005. betwccn Florida Powet Coiporation and .I P. Moigaii Ti tist Compiiy, National Association; as 
TI-tistce with iespect to ScniorNoles, (filed as Fxliibit J(a) to Current Report on Forin 8-K dated Decciiiki 13, 2005. File No 3-3274) 

Indclittue, dated as of February 15. 2001. between Progress Eiicrgy, Inc and Bank Otic Trust Conipany. N A . as  Tiustcc. with respect lo 
Senior Notcs (filed as Exhibit 4(a) to Fomi 8-K dated Febniar)r 27, 2001, File No 1-15929). 

X 

Indenture (for Senior Notes), dated as of March I .  1999 between Carolina Power 
(filed as Exhibit No 4(a) io Current Report on Forni 8-K dated March 19, 1999. File No 1-3382), and thc First aiid Second Stipplenicntal 
Seiiioi Note Indentures thereto (Exliibit No J(b) to Current Report on Form 8-K dated Marcli 19. 1999, File No 1-3382); Exhibit No 4(a) to 
Current Report on Fomi 8-K dated April 20, 2000, File No 1-3382). 

lndeiituie (For Debt Securities), dated as of October 28, 1999 between Carolina Power Rr Liglit Conip3nv and Tlie Chase Manliartan 3 a 1 k  as 
Inistee (filed as Esliibit 4(a) to Current Report on Fomi 8-K dated Noveniber 5. 1999. File No 1-3382). (Exhibit 4(b) lo Current Report on 
Form 8-IC dated Novciiiber 5 ,  1999, File No 1-3382) 

Contingent Value Obligation Agieement. dated as  of November 30, 2000. between CPRrL EnergY, Inc and Tlie Cliase Manhattan Bank. as 
Tnistcc (Exhibit 4 I to Current Report on Foim 8-K dated December 12. 2000. File No. 1-,3382) 

Liglit Conipany and The Bank o iNew York as 1 rtistec. X 

X 

X 

Purcliase, Construclion and Ownelship Agieeincnt dated July 30, 1981 between Carolina Power Rr L.ig1it Conipanv and North Carolina X 
Municipal Powcr AgencyNuriiber3 aiid Exhibits, together with resolution dated December 16. 1981 clianging tianie to North Carolina 
ljastcrii Municipal Powcr Ancncv, aincndin~ Icttci- dated Febniarv 18. 1982, aiid anicndinent dated Fcbrtlary 24, 1982 (filed as Exhibit 1 @a). 

X 

F11e NO 33-25560) 
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"IOa(2) 

*103(3) 

* 103(4) 

'* 1 Ob( 1 ) 

'k I Ob(2) 

* 1 Ob( . 3 )  

Operating and Ftiel Agiccment dated July 30: 1981 bctweeii Carolina Power ;Y: Light Conipany and Noilli Caloliiia Municipal Powei X 
Agency Nunibcr 3 and Exliibits. together with rcsolution dated Deceiiibei 16. 1981 cliaiigiiig liaiiie to N o d i  Carolina Eastern Municipal 
Power Ageiicv. amending letters dated August 21, 1981 aiid December 15. 1981. and aiiiendmeiit dated February 24. 1982 (filed as  Esliibit 
10(b). File No 3.3-25560) 

Power Coordination Agreciiient dated .July 30. 1981 between Carolina Power & Light Company and North Carolina Municipal Power X 
Agency Number 3 and E,xliibits, iogetlier with resoltition dated Deceiiiber 1G2 1981 changing iiaiiie to North Carolina Extern Muiiicipal 
Power.Ageiicy aiid amending letter dated Januniy 29, 1982 (tiled as Esliibit lO(c). File No 33-25560) 

Ameiidiiieiil dated December 16. 1982 lo Ptiichase, Coiistructioii and Owriership Agreement dated July 30, 1981 betweeii Carolina Power Rr X 
Light Compaiiy and Norlli Caroliriu Easteni Municipal Power Agciicy (lilcd as Exlii bit 1 O(d). File No 33-25560) 

P~-ogress Enetgy. Inc %1,130,000,000 5-Year Revolving Credit Agreement dated as of May 3, 2006 (liled as Esliibit lO(c) to Qttarleily 
Repori on Form 1 0 4  lor the quarterly period ended March 31.2006. File No 1 - 1  5929: 1-3274 and 1-3382) 

PEI; 5-Yeai $450.000,000 Credit Agreemenl. doted as o i  Maicli 28,2005 (liled as Exhibit IO(ii) to Current Repori on Form 8-K tiled April 
1, 2005, FileNo 1-3274) 

X 

X 

Amcndnicnt dated as of Mav 3.  2006. to llie 5-Year $450.000,000 Credit Agreemelit among PEF and ceilaiii lenders. dated March 28. 2005 
(filed as Eshibii 10(e) io Qualteilv Repoit on Foriii IO-Q foi the qtiaiterly period elided March 31. 2006. File No 1-15929. 1-3274 aiid 

X 
-~ -__. ____ 

1-3582) 

*10b(4) PE,C 5-%-Year $450,000.000 Credit Agreeiiieiii dated as ofMarch 28, 2005 (filed ns E.sliibit IO(i) io Curient Report on Fomi 8-K liled 
April 1,2005. File No 1-3382) 

Amendment dated as O i  May 3. 2006. to the j-%,-Ye:ii $4~0,000.000 Ciedit Agreenient among PEC and certlin lenders, dated M:ireh 28, 
2005 (tiled as E.diibit IO(d) to Quarierly Report oi l  I'onii IO-Q for the quarterly period elided March 31. 2006, FileNo 1-15929. 1-3274 
aiid 1-3382) 

--i+:*IOc(l) Retireiiieiit Plan for Outside Directors (liled 3s Exhibit IO(;), File No 33-25560) 

+*10c(2) Resolutions of Board o i  Directors dated lulv 9, 1997, aniending the Deferred Coiiipeiisation Plan for Hey Managcincnt Employees of 

X 

* lOb(5) X 

X 

X 
Carolina Power 62 ILight Coiiipanv 
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+*‘10c(3) Progress Eiiergy. Inc Fonii oi Stock Option Agrccmciit (lilcd as Exhibit 4 4 to Foini S-8 dated Septembci 27. 2001. File No 333-70332) XXX 

XXX 

-I.* IOc(5) 2002 Progress E.nergy7 liic Equity lnceiitive Plaii, Amelided and Restated effective .January I ,  2007 (liled as E.diibit lOc(5) to Annual Report XXX 

4-* IOc(4) Progress Encigy. liic Forni o l  Stock Option Award (tiled as Exhibit 4 5 to Fomi S-8 dated September 27.2001, File N o  3.33-70332) 

on Fonn IO-K for the year ended December 31.2006. as lilcd with the SEC on Mnicli 1.2007. FileNo 1-3382, No 1-15929, and No 

-I-* 1 0 d 6 )  Amelided and Restated Broad-Bosed I’crfoniiance Share SubPlan. Exhibit B to the 2002 Protriess Enerw. Inc Eoiiitv incentive P I ~ I L  

1-3274) 

XXX 
’ cEectivc January 1. 2007 (filed as Exhibit IOc(6) to Anniial Report on Forni 10-K for the yea; ended D&knber 3 i ,  2006, as filed with the 

SFC on March 1. 2007, FilcNo 1-3382. No 3-15929, andNo 1-1274) 

1 * IOc(7) Anicnded and Rcstatcd Euccutive and Kcv Manager Pcrforniaiice Share Sub-Plan, Exhibit A to the 2002 Piogress Energy, Inc Eqlllty XXX 
Incentive Plan (effcctive January I .  2007) (filed a7 Exhibit IOc(7) to Aiiniial Report 011 Fonii 10-K for the yea1 ended December 31, 2006, as 
filed w l t h  the SEC on March I .  2007. rile No 1-3382, No 3-15929, and No 1-3274) 

a~Exli ibi t  I O  I to Current Report on Forin 8-K dated lu lv  16. 2007. FileNo 1- 15029,No 1-3182 andNo 1-3274) 

to Annual Report on Foini 10-K lbr the yew ended Deceniber 31, 2006. as filed with the SEC on M a c h  1, 2007, File No  1-3382, No 
1-15029. and No 1-7774) 

I 0 IOc(8) Esecnirve and Key Manager 2007 Pcilbrniance Share Siib-l~lai~. Eshbi t  A to the 2007 Equty lncentrve Plan. effective January 1. 2007 (filed XXX 

I *lOc (9) Amended and Rcstatcd Manageniciit Incentive ConipcnFation Plan of Progress Energy, lnc. erective Ianuary 1. 2007 (filed as Eshlblt IOc(8) XXX 
-~ - 

i *10c(lO)Aniended and Restated Manageniciit Delerred Compensation PImi of Progress Energy. Inc , cfl‘ectrve as of January I ,  2007 (filed as Exlitbit 
lOc(9) to Anniul Report oii Fonii 10-K foi the ycar ended Deceniber 31,2006, as filed will1 the SEC on March 1, 2007. Ftle N o  1-7382, N o  

XXX 

1-35929. and No 1-1274) 

c*lOc(l 1) Aniendcd and Re’;tated Management Clinnge-in-Coiitiol Plan of Progress Encigy. liic , effective as oi January 1, 2007 (filed as Exhibit 
IOc( 10) to Annual Repoit on Form 10-K fbr the ycar ended Dcccntbcr 31. 2006, a7 filed wlth the SEC on Malch I ,  2007, F~le No 1-3382, 
N o  1-15929. and No 1-3274) 

XXX 
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-I-* 1 0c( 12) 

+" I OC(1 3)  

-I.* 1 0c( 14) 

-I-* 1 OC( 15) 

-I.* 1 OC( 16) 

Aniended and Rcstated Noli-E~iiplovee Director Dclerrcd Coinpcrisotioii 1'1:iii 01 Piogicss E.ncigy, liic , efiective laiitiary 1. 2007 (liled as XXX 
Exhibit 10c( I I )  to hiiiiual Report oii Form IO-K for tlic year cndcd December 31. 2006, as lilcd willi the SEC on Maicli I ,  2007. File No 
1-3382, No I I 15929. ~ii id NO 1-3274) 

Amended and Restated Restoratioii Retircnienl Plan of Progress Eiiergy, Iiic . eKective lanuanj 1, 2007 (filed as Exhibit 10c( 12) to Anntial XXX 
Report 011 Foioi 10-K for tlie year elided Decenibcr 31. 2006, as filed wit11 tlic SEC on March I .  2007. File No 1-3382. No 1-15929, and 
NO 1-3274). 

Aniended and Restated Stinoleiiicntal Senior Esecutivc Ilctirciiieiit l'laii of Pioercss Eiierw. Iiic . clfectivc Jaiiuenr 1. 2007 (filed as XxX 
Exhibit IOc( 1 3 )  to kinual'dcport on Form 10-K for tlic year ended December 51, 2006, &"iilcd with tlic SEC on March I .  2007, File N o  
1-3382,No 1-15929. andNo 14274) 

Amended and Rcslatcd Non-Eiiiploycc Diicctor Stock Unit Plan of Progrcss Energy, liic , cficctive .lanuaw 1, 2007 (filed as Exhibit 
lac( 14) to Aiiiiiial Report oil Fonii IO-K for tlic yeai elided December 31, 2006. as f i led with the SEC oil March I .  2007. File No 1-3382, 
No 1-15929. and No 1-3274) 

Fonii of Progress Energy. Iiic Rcstricled Sloclc Agrecment ptirsiiant lo the 2002 Progress Energy Inc Equity Incentive Plan. as mended 
July 2002 (filed as Exhibit 10c( 18) to Annual Report on Form 10-K for the year elided Decciiiber 3 I, 2004. as filed with tile SEC on March 
16.2005. File No 1-3382 and 3-15929) 

XXX 

XXX 

as 01 March 20. 2007 (filed as Exhibil 10 1 to Current Repoit oii Fonii 8-K dated March XXX 
1 - 42 /4) - - _ _ - ~ -  ~ ~ . - I  

+*'10c( 18) Fomi of Einployiiieiit Agreement dam1 May 8, 2007 betwceii (i) Progress Eiicrg Scivice Company, L.LC and Robei-t McGclicc. lolin R 
McArtlitir and Peter M Scott I l l :  ( i i )  I'EC and I h y d  M Yates. FrcdrickN Day lV, Paula M Siiiis, Willinin D Johiison and Clayton S 

rid Jcffrcy A Corbctt and .IclTrey .I Lyasli (filed as Exhibit I0  to Quartcrly Rcpoii on Form IO-Q for the period 
ended March 31. 2007. File No 1-15929.No 1-3382 and No 1-3274) 

Fomi of Einployriicnt Agiccmciit betwccn Progrcss Encrgy Service Company, I. LC atid Mark F Miillicrn. datcd Scptcnibcr 18. 2007 (filedX 
as Exhibit 10 10 Quartcilv Report 011 I:oriii IO-Q for tlie period cndcd Marcli ? I .  2007. File No 1-15929. No 1-3382 and No 1-3274) 

XXX 

-I-* IOc(19 ) 
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I-* I Oc(20) 

-1-0 1 Oc(21) 

4-* 1 Oc(22) 

-I-* lOc(2.3) 

-1. I Oc(24) 

’* 10d( 1 )  

Aiiieiidiiient. dated Atigiist 5, 2005. to Etnplovment Agrecnient dated betweeii I’rogiess Energy Seivice Conipniiy. LL.C aiid Peter M Scot1 XXX 
liibit 10 t o  Quarteil\~ Report on Fonii I O - Q  for the period ended June 30. 2005, File No 1-15929. 1-3382 and 1-3274) 

Selected Executives Stippleiiieiltnl Ilelti-red Coiiipensatioii Program Agreeinent. dated Augusl, 1996, bct\\,eeii Cl’&L and C S I-liiiiiani 
(liled as Gsf~ibit IOc(22) to Aniiiial Report on 1:orni IO-K fbr the year ended Deceiiiber 31. 2006. as  filed with the SEC on Maicli 1,  2007. 
FileNo 1-3382. N o  1-15929. a n d N o  1-3274) 

Form of E.xecutive Permanent Life Insumice Agreeiiictit (liled as E.sliibil IOc(23) to Annual Report on Form 10-K 101 the year ended 
December 31. 2006, as filed with the SEC on Marcli 1.2007, File No 1-3.382, No 1-1 5929. and No. 1-3274). 

Fonn of Executive and Key Maiiager 2008 Peil’omiaiice Share Sub-Plan (filed as Exhibit 10(a) to Quarterly Report on Form 10-Q for the 
period elided March 31.2008. File No 1-35929, 1-3382 arid 1-3274) 

X 

XXX 

Foiiii olllestricted Stock IJiiit Award Agreeiiient (lilcd as Exhibit lO(b) to Quarterly Reporl on Form 10-Q for the period ended March 31, XXX 
2008. FilcNo 1-15929. 1-3382 and 1-3274) 

Agreement dated Noveiiiber 18, 2004 bet~veen Wiiichcstei l’roduction Coinpony, Lid . TGG Pipeline Ltd , Piogress Energy, Inc aiid 
EnCana Oil R: Gas (USA). Inc (liled as Exhibit 10d(l) to Annual Report on Foiiii IO-K for the year ended Deceniber 31, 2004, as lilcd 
with the SIX on March 16, 2005. File No 1-3382 wid 1-1  5929) 

X X 

* 1 Od(2) Precedent aiid Related Agieenients iral Gas X X -- -- Company (“SNCi”). I~loiida Cia~  ‘I’r 

a)  Precedent Agreement by and betiveeii SNG and PE.1. dated Deceiiiber 2, 2004: 
b) Gas Sale and Purchase Contract between BG and PIT. dated December 1, 2004; 
c )  Iiitciiiii Firm Traiisportatioii Seivicc Agicciiiciit by and between FG‘I atid PEF, dated December 2, 2004; 
d )  L.et1er Agreement between FGT and PEF. dated December 2. 2004 and Firin Transpoi-tation Seivice Agrecnient by and between FGT 
and P I 3  to be enteied into iipon satisfaction o i  certain conditiolis precedent; 
e )  Discount Agiecincnt between FGT and PEF. dated December 2. 2004; 
1) Ameiidinent to Gas Sale niid Purcliase Contract between BG and PEF. da 
g) L.ettei Agreement between FGT and PE.1;. dated Januaiy 31. 2005, (filed 
15, 2005) (Confidential treattnent has been requested Cor portions o l  this exhibit These portions have been omitted lioni the above- 
referenced Ctrrrciit Report and sirbniitted scparatelv to the SEC ) 

Report 011 Fomi 8-WA filed March 

258 



C:ise No. 2011-124 
Staff-DR-01-003 iii ottiichmeiit 
(Progi rss Eiieqg) 
I'agc 266 01 507 

* I Od(3) E.iigiiieering. Proctrrenieiit aiid Coiistructioii Agi eeiiieiit dated as of Deceiiiber 3 1. 2008. between Floi.ida Power Corporation d/b/a/ Progress X X 
Energy Norida. Iiic . 3s owiicr. aiid a coiisortitiin consisting of Westiiigliouse Electiic Coinpany LLC and Stoiie L Webster, liic . as 
coiltractor. for a two-unit APlOOO Nuclear Power Plant (filed as Exhibit 10 1 lo Currcilt Report on Form 8-K filed on Maicli 2. 2009) (The 
Repistratits' have requested confidential irwtiiient for certain portions of this exhibit pursuant to a n  application for confidential treatment 
subiiiilted lo the SEC These poi tioiis have beell oiiiittcd kom the above-refcreiiced Current Report and subiiiitted separately to the SEC ) 

Computation o l  Ratio o l  Earnings to Fixed Charges 

Computation of Ratio of Eariiiiigs to Fixed Cliaiges and Ratio of Eamiiigs to Fixed Cliaiges and Preiened Dividends Combined. 

Coniputatioii O i  Ratio ofl!.ariiiiigs to Fired Chaiges and Ratio oCE.amings to Fixed Cliarges and I'reiei-red Dividends Combined 

Subsidiaries o i  Progress Eiicrgs. liic 

X 

X 

X 

X 

X Consent of Deloitle & 1 oiiclie 1,LP 

Coiisent oi DeloiIte & Toticlie LL.P 

Corisent of Deloi tte R: Toticlie LLP 

X 

X 

3 ](a) 302 Certilicatic ive Oilicer X 

3 l (b)  302 Certilicatioii 01 Cliicf Fiiiancial Ofiiccr X 

3 ] ( e )  302 Certification of Cliiel Esectitiw OIliccr X 

3 I (d)  302 Cert~ficatioii 01 Cliiei 17iiiancial Onicer X 

3 I (c) 302 Certification 01 Cliief Executive OCficer X 

3 l ( 1 )  302 Certilication ol C1iiefFiiiaiici:il Ol'iiccr X 

32(a) 906 Certification ol Chief Executive Officer X 

32(b) 906 Certification of Chef Fiiiancial OlXcer x 
i2(c) 906 Certilicatioii 01 Cliief I. xeciitive OlXcei X 

32(d) 906 Certification of Cliicl Fiiiancial Officer X 

32(e)  906 Certilication ol Cliief E~ecutive OIliccr X 
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X 

*Incorporaled hereiii by reference as indicated 
tra management coiitiact or conipensation plan or aimigement required to be filed os ai1 exhibit to this iepoit piirstlant lo Ilem 14 (c) o l  Forin 10-K 
-Sponsorship o l  this ~iiaiingenieiit contract or coiiipeilsation plan or n i  rangenieiit \vas transferred lion1 Cnroli~ia Power & Light Company to Progress Energy, 
Inc , erfective August 1. 2000 
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Exhibit No. 12(:1) 

{dollars in  millions) 2008 2007 2006 2005 2004 

crcltioiis before n~inoiity intcrcst 

___- 
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2008 2007 2006 2005 2004 

’vc effect oi’cbaiigcs in accounting principle 53.1 $ 501 S 357 S 493 S 361 
223 225 205 201 

(dollars i n  inillions) 

Other interest 
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IZxliibit No 12(c) 

FLOIUDA POWER CORI’OIU’I~ION 
d/b/a PROGRESS ENERGY FLORIDA, INC 

Conipnlotion or  Ratio or  Iiar~iings to Fiscd Cliargcs and 
1 M o  of l3mings to Fixed Cliargcs and I’rcl‘erred Dividends Conibiiicd 

For the Yc:irs E d c d  December 3 1 

(dollars i n  niillions) 2008 2007 2006 2005 2004 
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Edi ib i t  No 21 

PROGRESS ENERGY, INC. 
L.ist of Subsidiaries 

Tiic follotving is a list of certain dircci and indirect subsidiarics of Progress Energy. Iiic.. aiid ilicil rcspcciivc statcs of iiicorporalion as of Dccc~nbcr 31,2008 
All oLher subsidiaries. ifconsidered i n  the aggregate as a single subsidiary, woldd no1 cotistilute a significant subsidiary 

Carolina Power & Light Coinpaiiy d/b/a Progicss Energy Caroliiias. Inc 

Florida Progress Corporation Florida 
Floiida Power Corporation &bid Pi-ogress Eiicrgy Florid4 Inc Florida 

Noi-tli Carolina 
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Esliibit No.. 23(a) 

CONSENT OF INI~I~I’ENDISNT lllSGiSTlSI<ISD I’UBLIC ACCOUNTING FIRM 

We conselit to the incorpor:itioii by icllerence i n  Registration Staiciiierii No 333-70332 oii Foiin S-8. Registration Staienieiit No 3.33-781 57 on Form S-4. 
Ilcgisintioii Staiciiient No 333-104951 on Fomi S-8. Registration Siaieiiieiit No 333-104952 on Foriii S-8. Registiation Statement No 3.33-1 55418 on Fonii 
S-3. llegislralion Stateineiii No  333-1 5541 8-03 on Forin S-3. Regisiraiion Slaieinent No 333-1 55418-04 on Foini 5-3, Rcgistrniion Statement No 
373-1 55418-05 on Foriii S-3. Registmiion Stateiiient No 333-155541 on Foiiii S-8 and Registration Statement No. 333-15554.3 on Fonn S-8 of oiir report 
dated Maich 2. 2009. relating to the consolidated Jitiaiicial statements and consolidated financial siatemeiit sclicdule o i  Progress Inergy, Iiic (which report 
expresses an unqualilied opinion and includes a11 esplruiato~y lioragrapli concerning the adoption or new accounting principles in 2008, 2007 and 2006) and 
ilie ellfeciiveness of Progress Energy. Inc’s interiial control over fiiiancial repoi-ling appealing i n  this Anntial Repo17. on Fonn IO-K oll Piogress Energy, Iiic 
llor ilic year ended December 3 1. 2008 

i s /  1)eloitte & Toticlie L.1L.P 

Rnleigll. North Carolina 
March 2. 2009 
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IMiibit No. 23(b) 

CONSENT OF 1NI)EI’ENI)EN’T REGIS’IEREI) PUl3IJIC .AC‘COUNTING FIRM 

We consent to the incorporatioii by leierelice in Rcgistrntioti Stateinent No 333--155418-02 on Fonii S-3 of our report dated March 2, 2009. relating to the 
coiisolidatcd financial statcnicnts aiid coiisolidaled financial statemcnt schedule oi  Carolina Power Rr Light Compaiiy d/b/a I’rogrcss Eliclgy Carolinas, Inc 
(PEC) (which report expresses :MI unqtilified opinion and includes 311 explanatow paragraph coiiceriiiiig the adoption of new accounting principles i n  2008. 
2007 and 2006), appearing in this Annul  Report 011 Form IO-K ofI’EC lbr the year ended December 3 1,2008 

/s i  Deloittc Rr 1-oticlie ILP  

Italeigli. North Carolina 
March 2. 2009 
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Exhibit No. 23(c) 

CONSENT OF INDEPENDENT REGISTEREI) PUBLIC' AC'C'OUNTING FIRM 

We consent to tlie incorpxatioii by reference i i i  Registintion Statement No 333-155418-03 on Foim S-3 of oi i i  report dated Marcli 2. 2009. relating to the 
ftnclncial statements and fiiiancial statcinelit schcdule of Floiida Powcr Corpoiation d/b/a I'rcgress Energy Florida. Inc (PEF) (which report expresses an 
uiiqualified opiiiioii and incliides an explanatory ~iaragrapli conceniing the adoption or  new accounting piiiciples in 2008. 2007 and 2006). appearing i n  this 
Aiuiual Report 011 Form 10-K of PEF Tor llie year ended Decembci 31, 2008 

/ s i  Deloitte & Totrclre LLP 

Raleigli, North Carolina 
Maicli 2. 2009 
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Esliibit 31(a) 

1. William I) .Ioliiison. cci-tiij that: 

1. I have reviewed tliis annual ieport 0 1 1  Form IO-K o i  I’rogress Energy, Inc ; 

2 Based on my knowledge, this annual report does not contain any untrue statement 01 a material fact or omit to state a material fact necessary in  order to 
tiiake tlie statements iiiade, i n  light of tlie circumstances under which s1icli statenients were iiiade, not niisleadiiig with respect lo the period coveied by 
tliis annual report: 

3 Based o n  iiiy biowledge, tlie financial stateiiieiits, aiid otliei fiiiaiicial inforination included in  this ariiiual report. faiily piesent i n  a11 nialerial respects Ilie 
financial condition, results of operations and cash flows 01 the registrant as of. and l‘oi.. Ilie peiiods presented in this annual report: 

4 The registrant’s otlier certifying olticer and I are responsible Ihr esl:iBIisliing and maintaining disclosure controls and pincediires (as delilied uiider the 
Securities I~xcliange Act of 1934) and internal control ovei finaiicial reporting (as defined iii Excliaiige Act Rules 133-1 j(f) and 1 jd-Ij(l]) Tor the 
registrant and we have: 

a) designed such disclosure controls and procedures. or caused siicli disclosure controls and procedules to be designed undei our supervisioii. to 
enswe that iiiateiial information relatilie to tlie reeisttant. includine its consolidated subsidiaries. is ninde Icnowii to us by otliers witliin those 

I I 

entities. particularlv dunng tlic pcnod in which th is annual icport is being prepred, 

supelvision. to provide reasoliable nssiirance regaiding tlie reliability of lrnancinl ieporting and tlie prepamlion o i  finaiiciai %mmeiil\ ioi e.tien*-- 
purposes 111 accordance with geneially accepted accounting principles. 

c) evaluated tlie eflectiveness of tlic tegistiant’s disclosure controls and proceduies and presented 111 tliis aniiual repoit our conclusions about the 
eilkctiveiiess 01 the disclosure controls and procedure% as of ilie end of tlie petiod covered by tliis a111ual repoit bnsed on such evaluation. and 

d)  disclosed i n  this annod ieport any change i n  the reg~strant’~ internal control over financial rcpoitiiig that occiiircd duriiig the rcgrsttant’r niost 
tecent iiscal quarter (the iegistrant’s fourth liscal quarter 111 tlie case of dits atiiiual repoit) that 1i:is niateriall~ :iffected, oi 1 5  reasonably lihels to 
materially all’ecl, the regtstianf’s iiiteinal control over tinancia1 reportiiig. a i d  

b) designed sticli internal control ovei liiianc~al ieporting, or caused sucli internal control over financtal reporting lo be designed uiider om 

5 The registrant’s otlier certifyiiig olficer and I have disclosed. based on our most recent evaluation of ~nternal contiol over linaliclal reporting, to the 
I egistraiit’s auditors and tlie audit coininittee 01 tlie registrant's boaid of directors 

a )  all significant deliLicncies and matenal \veaknesses i n  tlie design or operation of internal control over financial reporting \vliicli arc reawnablv 

b) any fiaud whether oi not nintenal, that involves riianageiiient or otlier employeer who have a significant sole i n  tlie reglstraiit’s internal control ovei 
likely IO adversely affect the repistiaiitk ability to iccord, process. ’iuiiiitiaiize aiid ieport financial ttifortnatioii. and 

fiiiancial reporting 

Date: March 2, 2009 Uv: / s i  Willinin D. Jolinson 
Williani D Joliiisoli 
Cliairiiiaii. Piesident and Chief Executive Officcr 
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Exhibit 31(b) 

c'15 RT I FI CAT ION 

I. Mark I: Mullicm, cci-tify that: 

1 I have rcviewcd this aiiiiual ieporl on Forin IO-K of Progress Energy. lnc : 

2 13ascd on niy Itnowledge. this annual report docs not contain any tintrue statcmcnt of a material fact or omit to state a iiiaterial lhct necessary in  ordcr to 
make the statements made. in  light of tlie circumstances uiidei which sucli statciiients were made. imt iiiisleadiiig with respect to tlic peiiod covered by 
this annual repoi 1: 

3 Based on in)' knowledge, tlie financial stateiiiciits, and otliei liiiancial inibrination included in  this annual repori. fairly prcseiit in  a11 niateiial rcspects the 
linanciai coiiditioii, results 01 operations and cash flows ol the repislrnlit as of. and l k ~ ,  ilie periods presented i n  this aiiiiual repoit: 

4 l k  rcgistrant's other ccrtifyitig oficci and I aic responsible h r  cstablisliing and iiiaiiitaiiiing disclosure controls a i d  procedures (as defined under the 
Securities Escliange Act of 1934) :ind intcnial control over financial reporting (as defined in  Escliange Act Rules 13a-I5(f) and 15d-l5(1]) for the 
rcgistnnt and we Iiavc: 

a )  designed such disclostile controls and procedures. oi caused such disclosure controls and ptocedurcs to be designed under our supenfisioii. to 
ciisurc that niatel.ial inl'oriiiation relating to the registrant, including its consolidated subsidiaries. is made known to us by others witliin those 
entities. pnrticularly during the peiiod in  which this annual report is being prepared; 

b) deuaned such ~ntcnial control over liiinncial reporting. or caused sucli inter rial control over fiiiai~cral reporting to be deslgued under our 
supen'ision. to provide reasonable a~~iirillicc regarding tlic reliablllty 01 ltriailcral repoiling and tile prcpaiarion oifinuiicini s- 
puiposes in accordance wit l i  genet ally accepted accounting pi iiiuplcs, 
evaluated the eKectivencss of tlie iegistraiit's disclosure contiols and pioceduies mid presented i n  rhis annual repoit ow conclustoiiy about the 
elfectiveiiess 01 the disclosure controls and procedures. as of !lie end of the period covered by t h i s  minual ieport based on such evaluation. and 
disclorcd 111 1111s annual icpoit any cliangc in tlic iegirtiaiit'\ intcriial control ovci liiianc~al rcportwg that occurled during tlic regiWant's most 
ieceiit fircal qturtcr (tlie iegistr:uit's fouith liscal quarter in  h e  case o i  this aiunual report) that 1135 iiiatcrially affected, or IS leasonably likely to 
ninterially afl'ect, tlic legistiant's iiitenial control over financial icpo~ting. and 

5 The registrant's ollier certilying ollicci and I have disclosed. based 011 our mosl recent cvaluatioti of  tiitcriial control ovet financial ieportnig, to tlie 
registiant's auditors and tlie audit coininittee of the iegistraiit's board of directors 

a )  all significant deficiencies and niatenal weal.ticsscs i i i  the design or operation of tntcniol control over financial reporting wliicli are reasonably 
likely 10 adverselp aft'ect the registrant's ability 10 iecord. process. sniniiiarite mid report finaricial iiiformatioi~, nod 

b) any fraud whetlicr oi not matenal. that involves nianagcnieiit or otlier employees wl~o have a s~gn~licoiit iole 111 the rcgistront'5 inteninl control OVCI 
financial reporting 

c) 

d )  

Date: March 2,2009 By: / s i  Mark F. Mullierii 
Mark F Mulliern 
Senior Vice Prcsidciit and Cliicl Financial Ollicer 
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Exhibit 31(c) 

I. Lloyd M Yates. certify tliat. 

I I haw rcviewcd this annual ieport on Forin 10-K oiCnrolitia I'ower Cyr. Light Comlxny: 

2 Based on my Iaiowledge. this annual report does not coiltail1 any uiiti-tic siatenient of a nioterial fact o r  omit to state 3 rita~erial fact r iecessa~  in  order to 
iiidic the statements nindc, i n  light of tlic circumstances under which sitch statcnicnts were made. not niisleading with respect to tile period covered by 
this annual report. 

3 Based on rny hiowledge. the fiiiariciul statenicnts, aiid other liiiancit~l infimiiatioii included i n  this a11n11aI repoi t. fairly present i n  all inaterial respects the 
finaiicial condition, rcsults of operations and cash flo\vs of tlic iegistrait as of, and l o r ,  tlic pciiods prcsciitcd i n  this annual report: 

4 The registrant's other ceitifying oflicer and I are responsible for cst:lblisliing and maintaining disclosure contiols and pnxedurcs (as defined under the 
Sccuritjcs Exchange Act of 1934) and internal control over liiiancial ieporting (as defiiicd in  Exchange Act Rrilcs 13a-I5(f) and I j d - l j ( l ) )  fool the 
legistiant and we have. 

a) designed such disclosure controls and procedures. 01 caused sucli disclosure corittols and procedures to be designed ~ ~ n d e i  ow supervision. to 
ensure that inaterial inforination relating to t l~c registrant. includine its consolidated subsidiaries, is made known to us by others witliin those 

_ _ _ _ _ _ _ _ ~  e l l l l t r e s . c u l a r l y  dunna the peiiod 111~vhic11 t l n q  annual repor1 IS b&ng piepared, 
b) dcstgned such inteiiinl contiol over financial rcportiiig, or causcd Sl lCh  internal control over lnianc~a~ -&r oui 

supeiwsion. to provide leasonable aswrance legaiding the ieliabilitv 01 linancial icporting and the prepamtion of fiiiancial statenients f a  exlenial 
purposes i n  accordance with geneially accepted accounting principles: 

c )  evaluated the cll'ectiveness of the ~egistrar~t's disclosure corrtivls and procedums and prescnled 111 this annual report our conclusions about llie 
clkctivciicss of tlic disclosure controls and proccdurcs. as o i  tlic ciid of the pcriod covcrcd by this a11ina1 rcpoil based on such evaluation; and 

d )  disclosed i n  this annual report any change i n  the rcgistraiit's intcnial control over financial lcporting that occurred during the registrant's most 
recent iiscal quarter (tlie registrant's four.tli fiscal quarter in the case or  this anniial ieport) 11131 has materially all'ectcd, or is reasonably likely to 
iiiate~iallv afrcci. tlic iegistrant's internal control over financial repo~ting: and 

5 The registrant's otlier certifiiing oflicer and I have disclosed, based 011 our most recent evaluation of inte~~ial  control over linancial reporting. to the 
registrant's auditors and tlie audit coniinittee ofthe registrants board ofdiiectoi s (01 persons pcrfoiniing the equivalent functions): 

a )  a11 significant deliciencics and iniaterinl weaknesses i n  the design or operation 01 intento1 control over financial reporting rvliicli a n  reasonably 

b) any fraud. wlietiier or  not niatcrial, that involves management or otlicr emplovees who have a significant role i n  the registrant's internal control 
Iil;cly to adversely affect the registrant's ability to recoid, process. suniiiiaiix and report financial information: and 

over financial ieporting 

Date Mal cIi 2. 2009 BY: /SI Llovd M .  Yates 
Lloyd M Yatcs 
I'icsidcnt and Cliicl Executive Ol'ficet 
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Exhibit 31(d) 

1. Mark 1; Mullicni. cettily that: 

I I Iiave reviewed this 3111iuaI report oii Forin IO-K oiCalolilla Power (E: Light Compariy: 

2 Based o n  in,v kiio\\4cdge. this aiiiiiial rcpori docs not contain am' untnie statement of a material fact or oinit to state a inaterial fact necessary in  order to 
iii3ke the st:iteiiieuts made. i n  light of the ciic~i~iista~ices under which such statements were iiiade. not niisleading with rcspcct to the pel iod covered by 
this atiiiual repoit: 

3 13:ised on iiiy ktiowledgc. the fi~iaricial statciiieiits. and otlier linaiicial inl'ormatioii iiicltided in this anuual ieport fniily presetit ill a11 material respects the 
financial condition. results of operations and cnsli flows of the registiant as of, and for, Ilic pciiods presented in this aiiuual Iepoit; 

4 1-lie registmiit's otlici ceitil'yiiig oficcr and I are respoiisiiblc for establisliiiig and ~iiaintaining d i s c l o s ~ e  coiitrols and p c e d u r e s  (as defined tinder the 
Securities Excliaiige Act of 1934) and iiitenial control over liiiancial reporting (as defiiicd in Exchnnge Act ICules 133-1 j ( f )  and 15d-1 S(f)) for the 
registrant and we Iiatw: 

a) designed such disclosurc controls and proccdurcs. or caused such disclosure coriti~ols and procedules to be desigiied under our suprvisiori. to 
eiisiiie tliat inatcriol inforination relating to tlic registrant, including its coiisoliduted subsidialies. is Imide ltnown t o  us by otllers within those 
ciititics. particularlv duiing the peiiod i n  wliicli this annual repoil is being prepared; 

sqxruision, lo provide rcasoiioblc ~ S S I I ~ ~ I I C C  regarding the relr 
purposes i n  accordaiicc with gciierally acccptcd accouiiting principles: 

c )  cvaluatcd the cllectiveness of the iegistrant's disclosure coiitrnls and piocedures and piesentcd iii this a ~ i m ~ a l  report o w  coiiclusions about the 
cllictivciiess o l  the disclosure controls and procedures. as of the end of tlic period covered by this 3niitial report based on such cvaluntioii: and 

d )  discloscd i i i  this aiiiiiial rcpoi-t any change in  tlic rcgistrant's intenlal coiitrol uvcr liiiancial Icporting that occuircd duriiig the rcgist~ant's most 
recent iiscal quarter (the registrant's fourtli fiscal quarter i n  the c : w  of this aiiiiual report) that h:u materially affected, 01 is masoriobly likelv to 
~iiaterially af'fcct. the registiant's iiiteiiial conttol over finailcial reporting: and 

5 l-lie registrant's otlier certifying ollicer and I Iinve disclosed. bosed oii our tilost recent evaluation of internal coiitrol over financial reporting, to the 
registrant's auditors and the a d i t  coiiiiiiittee oi tlie regi.s~raiit's board of directois (or persons performing tlie equivalent fuiictions): 

h\ d e w  such i i  itemal control o w  financial reportiiig, or 

a )  a11 signiiicant dclicicncics and material \\wh1esscs i n  the design o r  operation 01 internal control Over financial reporting which are reasonablv 

1)) any fraud. wlictlicr o r  iioi 111ateriol. tl~at tii\~olves ~iiaiiogeiiiciit or other e m p l o ~ w s  who Iiave a significant iole i i i  the legistrant's ititenial control over 
likely to adyerselv affect the registrant's ability to rccord. process. suiiitiiaiize and report financial iiiforinatioii; and 

linancial reporting 

Date: March 2.2009 Bv: /s i  Mark I:. Mullierzi 
M:irk 1: Mulhern 
Senior Vicc I'rcsidciit arid Cliicf I:iiiancial Ollicer 
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Exhibit 31(c) 

1. .icfl'rey 1 L.yasli. certify that: 

1 1 have reviewed th is  aiiiiiial ieport on 1;orin IO-K of  Florida Power Corporation: 

2 Based on my kiiowledge, this ai i i i i ia l  report d im not contaiii anv untrue statement o f a  iriaterial fact or omit t o  state a material Iact necessary i n  order to 
in&e the statenieiits niade. in light of the ciicunistances under which such statenients were made. not riiislending with respect to the period covered by 
th is aiinual iepoit: 

.3 Based on my knowledge, the financial statc~iie~its. arid other 1iiianci:Il inlbrniation iricludcd in this aiiiiiial repoit. fairly present iii a11 material respects tlie 
financial condition, results ol operations aiid cash llows of tlie iegistiant as of. and for. tlie peiiods presented in th is  anii~tnl report: 

4 Tlie registrant's other ccrtiljGiig ol'licer and I ale responsible for establishing aid iiiaintnining disclosure controls and piucedures (as delined under the 
Securities Escliarige Act of 1933) arid iritenial control over Iiiiancial rcporlilip (as  defiiicd i n  Lscliaiige Act Rules 13a-l5(I) and l5d-I j(f)) for tlie 
registrant and we Iiave: 

a) designed sucli disclosure controls and procedures. or caused such disclosure controls and proceduies to be designed under our supervision: to 
eiisirrc that iiiuterial i~i~ornintiori relating to the registrant i s  riiade kiio\v11 to us by others \vitliiri tliut entity, particularly during tlie peiiod iii wliich 

1n calls .ed such internal control over fiiiaiicial repoi ling to be designed under our -- supciviston. to provide reasonable nssurancc regarding the iel~ability of linaiicial reporting and the preparation of Iiiioiicial sinteiiients lor external 
pi~iposcs i r i  accoidaiice with g e m  ally accepted accounting piinciplcs: 

c )  evaluated the en'ectiveness of the registi ant's disclosure coninis and proceduies and piesented in this aniiual report our conclusions about the 
efkctiveiiess oftlie disclosure conirols and ~~rocedures. as oftlie end of the period covered by this ainu:iI repoit based on such evaluation; and 

d)  disclosed in this annual report any change in the registrant's iiitcnial control u \ x r  linancial rcpol-ting that occurred during the registrant's most 
recent fiscal quartei (the registrant's foui111 fiscal quartei in the c:ise 0 1  t h i s  niinui~l repoil) t1i:it 113s inaterially affected, or is reaso~iably likely to 
tiiaterially aXect. the registrant's internal control ovei financial reporting: and 

5 The registrant's otlier certifying olticer and I Ifave disclosed. based on our i w s t  recent cvaltialion of internal coiitlol over liwiicial reporting, to tlie 
registrant's auditors aiid tlie audit committee of the   re gist mi it's board of directors (01 persons pel forming the equivalent li~nctions): 

a) all significant deficiencies and material weaknesses i n  the design o r  operation of internal control over financial reporting which are reasonably 

b) any fraud. wlietlier oi not iiiuterial. that I I I Y ~ I V C S  matiageineiit o r  otlieI eniplo~~ees wlio lmve a s~gnilicant tole in  tl~c registrant's internal control ovei 
likely to adversely affect tlie registrant's ability to iecord. process, suni~iiarize and report liiiancial iiifor~iiation: and 

liiiancial reporting 

Date: March 2.2009 
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Esli ibi i  31(1) 

1. Maili I; Mullicm. certify that: 

1 I have reviewed lliis aiinilnl report 011 Form IO-K of' Florida I3o\vei Corpoialion: 

2. Based on my knowledge. this aiiiiual rcport does not contain any untrtic siatcment of a matcrial fact or omit to statc a maierinl fact riecessary in  order Lo 
make the siaicnienis made, i n  light of the circmiistances under which siicli stateiiieiits were riiade, 1101 iiiisleading ivi th  respect to tlie period covered by 
this annual rcporl: 

3 Based on my knowledge. tlie fiiiancial siatementsa and otliei iinancial i i i f i ~ ~ ~ ~ a t i o i i  included in this anni1:11 lepnrt. filirl\, present iri a11 n~alcrial iespecls the 
financial condition. results ofopeintioiis and cash f l o w  01 the registrant ns of. and 101. ilie peiiods presented in this annual ~ e p o ~ t :  

4 The registrant's other cerlifyiiig onicer aiid 1 are responsible for establisliing and mai~iiaining disclosilrc conirols and piucedures (:IS tlclined under the 
Securities Exchange Act of' 1914) and internal control over' liriancial reporlirlg (as dcfiried iii Exchange Act Rriles 13:1-15(1) and l jd-I j(f))  foi- the 
registrant and we Iiave: 

a) designed such disclosure coiiirols and procedures. or caiised such disclosure controls and procedures to be designed under our supeivisioii. to 
eiisiire that material iiiforniation relaliiig to the registrant is made kriowii io us by otlieis williiii tlmi entity. pat ticulnrly duiiiig tlie peiiod ii i  wliicli 

nvcr -renortitie to bc desieiied uiider our 
supervision, io provide ieasoiinble assiirance regarding the reliabiliiy of linancinl reporting and tlic pieparation of linailcial statenients for ex?ernal 
pitiposes i n  nccordarice wit11 generally accepted accouiitirig piiiiciplcs: 

c) evaluated the en'ectiveness of tlie I egistrant's disclosure coniiuls and pi oceduies and prcsented in this annual rcpoi t our conclusions about the 
elkcliveness of the disclosure controls and procediucs. as of the elid of the pciiod covered by illis aniiuol repori bascd oil such evaluation: a ~ i d  

d)  discloscd in  th is annual rcport any change in the rcgistiant's internal control over financial tcpol-tilig iliat occui red during tlic rcgisiiant's most 
recent liscal quarter (the iegistrant's fourth Iiscal quartex ill the case of this :iiinual repoil) 11131 113s ~nateri:illy alTected, (11- is rcason:ibls likely to 
materially aflcct, the registrant's interiial control over financial reporting: aiid 

5 Tlie registrant's otlicr ceitifying officer and I have disclosed. based on our liiosl recent evaliia1io11 01 iliternal contl.ol ovei fiiiaiicial reporting. to ihc 
iegistrant's auditors aiid tlie audit colnniitiee of tlie registrani's board of directors (or persons pel-formiiig ilie equivalent fiiiiciions): 

u j  
- .  

a) all significant deficiencies aiid niatcrial weahiesscs i n  tlic design or operation oi inicmal control ovcr linancial reporling which are rcasonablv 

b) niiy fraud. whether or riot iiiaterial. that involves iiiiliiageiiieiit or othei eiiiplosccs \die I m ~ e  a sIpificalii iole 111 lhe legistiant's iiitcmal control ovei 
likely to adversely affect ihe repisirant's ability to rccoid, process. suiiiiiiai ize am1 report financial iiif'orniation: atid 

financial reporling 

Date: Match 2, 2009 Bv: /si Mark F. Mullierii 
Mark I; Mulhern 
Senior Vice I'residcnt and Cliicf Financial OIliccl 
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Lsliibit 12(a) 

Cli,RTIFICATION FURNISI-IlSD PURSUANT T O  

18 U.S.C. SECTION 1350, 

AS ADOPTED I’URSUAN‘T TO 

SECTION 906 0 1 7  TIIE SARBANT?S-OSI,IIY ACT OF 2002 

I n  coiiiicction with the Aiinual Report on Fomi 10-K oiProgrcss Enera ,  Inc. (tlie “Company”) lor the period ended December 31. 2008 as liled wit11 tlic 
Seciirities a i d  Fscliange Coiiiiiiission on tlie date licreof (ilie “Report”), I, Williaiii 1) Johnson, Chief Esecutive Olliccr of tlie Coi i i l~m~.  ccrtiht. pursuant to 
18 U S C Section 1350.3s adopted ptiisuaiit to Seciioii 906 of the Sarbancs-Oxley Act of 2002, that: 

(1) 

(2) 

Uic Report fully complies with rhe requirements of Section 13(a)or 15(d), as applicable, of tlie Securities Escliarigc Act of 1934, as amended: :lnd 

tlie iiiloriiiatioii coiitained i i i  the Rcpoit fairly presents. iii all niatcrial respects. the financial coiiditioii and result of operations of tlic Coulpany 

/s i  Williaiii D Jolinsoii 

zirii;: ;r%;;t niid Cliiel Executive Oficcr 
Mnrcli 2, 2009 

----- ----- _--__-_____- I I: I 

This certification is being l~iriiislicd and shall not be deeiiied filed by tlic Company lor purposes of Section 18 o l  tlic Securities Escliangc Act of 1934, as 
mieiidcd, or incoiporated by refeieiice i n  any filing undei the Secuiities E h h n g e  Act of 1934, 3s amended, or the Securities Act of 1933. as ameiided 
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Exhibit 12(b) 

CISRTIFICXI~ION FURNISIIED I’IIIISUAN’I‘ 1.0 

18 II.S.C.. SECIION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANDS-OSLEY A C T  OF 2002 

I n  connection with the Annual Report on Form 10-K of Progress Encrgy. Inc (the “Company”) for the period ciidcd DecemlJer 31, 2008 as filed with the 
Securities and Exchange Coininissioii on the date licrcof (the “Report”). I, Mark F Mulherri, Senior Vice President and Chief Financial Oflicer oftlie 
Company. certify, ptiisi~ant to I8 U S C. Section 1350. as adopted pursuant to Section 906 of the Sarbaiies-Osley Act of 2002, tliat: 

(1) 

(2 )  

tlie Report fully complics wit11 the requiremcnts oiSection 13(a)or 15(d). as applicable. of \lie Secllrities Excliarige Act of 1034, as amended; and 

tlic iiihriiatioii contained iii the IZcpori iaiily ~~rescrit.s. ill all niatcrial rcspecls, the financial condition arid rcsuli of o p c d o n s  of the Company. 

/ s i  Maik I: Mullieni 

Senior Vice President and 
ChlCf Flnanclal Orficel 
Maicli 2. 2009 

111 ----- ----.----.. ________.___ 

This certification is being furnishcd and sli:ill not be deemed filed by the Coinpnny for purposes oi Section 18 of tlie Sccurities E.scllange Act of 1034, as 
amended: or iticoipmted by reference iii any iiling under tlie Sectrrities Escliaiige Act oi  1934. as amciided. or the Securities Act of 1933. as amended. 
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Exhibit 32(c) 

CEliTIFICATION FURNISHISD PURSUAN‘I‘ T O  

18 U.S.C. SECI’ION 1.350, 

AS m o m m  IWIZSUANI- TO 

SECTION 906 OF‘TIIE SARUANES-OSL6Y ACT 01; 2002 

I n  connection with tlie Anniial Report on Fomi 10-K of Carolina Power Ce I iolit Company (the “Company”) ior the period ended December 31, 2008 as filed 
wit11 (lie Seciiiities and Exchange Coiiiinission oii tlie date hereof(t1ie “ReG;’), I, Lloyd M. Yates, President and Chief Fxecritive Ollicer ol-tlie Coii~paiq~. 
ceilily. piirsuaiit to 18 11 S C Section 1350, as adopted piirsiinnt to Section 90G oftlie Sotbanes-Osley Act oI2002. tliat: 

(1) 

(2) 

tlie Report iully complies wiili t l ie require~nents o i  Section 13(a) or 15(d). as applicable, of tlic Securities Escliange Aci of 1934, as mended; and 

tlie i~ i fo~-mat io~~ coiitoined i n  tlie Report fairly presents, it1 a11 material respects. llic financial condition and result of operations oltlie Coinpany 

Ih is  certification is being fiiriiislicd and shall not be deemed lilcd by the Company foi pwposes of Section 18 o f l l ~ e  Securities Escliange Act of 1934, as 
:uiiciided. 01 incorpointed by refeieiicc iii any iilitig uitder tlie Securities Exchange Act of 1934. :IS aniended, or tlie Securities Act of 1933. as ainended 

- 
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Eshibit 32(d) 

CISRTII~ICA’TION FURNISI-IEI> I’IIRSIIANl 1.0 

18 L1.S.C:. SECTION 3350, 

A S  ADOl’TK1~ I’URSIIANT ‘TO 

SIiC‘TION 906 0 1 7  711 RB.4NES-OXLEY ACT OF 2002 

I n  connection with thc 
wit11 the Sectti ities and 
Coinpony. certify. pursuant to I8 U S C Section 1350. as adopted piiiwaiit to Section 906 01 the Sarbanes-Oslcy Act 01 2002. tliat: 

(1) 

(2) 

tin1 lieporl on Fonii 10-K of Carolilia Power ;Y: Light Company (the “Conipany”) for the period ended 1)eccmbcr 3 I ,  2008 as filed 
liaiige Coiniiiission oil the date licreof(r1ie “Report”). 1. Mark I;. Mulliern. Senior Vice I’1esidcnt and Chief Financial OfXcer of tile 

llie Report lulls complies with tlie rcqnireinenls o i  Section 13(a)or 15(d). as  applicable, of tlie Secttrities Fscliange Act of 1‘334. as amended: and 

the iiilbrmatioii coiitaiiicd iii the Report iairly presents. i n  all iiiatcrial respecis, the linancial condition and iesult of opcrations o i  the Company 

/s i  Mail< I; Mulherii 
Marl, I’ Mullieni 
Senior Vice Picsident and 
Chict Financial Ollicci 
Maicli 2. 2009 

--- _I 

-------- 

Tliis certification is being  urni is lied and s1i:ill not be deciiied filed by tlie Coinpaiiy for purposes of Section I8 oftlic Securities Excliaiige Act 01 1934. as 
aniended. or iiicoipoiated by reference in an\; tiling uiidcr the Securities Escliange Act of 1974, as amended, or the Securities Act of 1933. as aiiiended 
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Esliibit 32(e) 

CITR7'Il~lCA?'ION FIIRNISI-ILSD I'URSUAN7' '1'0 

18 L1.S.C. SECTION 1350, 

AS ~ 1 1 0 1 ~ 1 ~ 1 ~  IWRSLT!\NT 'ro 
SECTION 906 OF TiIF SAIII~ANIIS-OSI,L;I' AC'I- OF 2002 

In connection with the Annoal lieport oii Fomi 10-K of  Florida Power Corporatioii (the "Company") for the period ended Decenibcr 31. 2008 as filed with the 
Securities mid Escliange Commission oil the date liereof (tlie "Report"). I .  Iefl'rey I L \mli, President atid Chief E.secutive Oilicer oi ilie Coiiipaiiy. certicy, 
piirsiiaiit to 18 IJ S C. Section 1350, as adopted pursiiant to Section 906 oftlie Snibancs-Osiev Act of2002. Illat: 

[ I  ) 

(2) 

i l ie Repori i d l y  cowplies witli the requirenienis of Section 13(3) or 15(d). ns applicnble. oi the Securities Exchange Act of 1934. as amended. and 

tile ii~formatio~l contained iii the Repoit iairly presents, ill all material respects. the liiiancial condition niid result olopcrations of ilic Coliipany 

~ 

--.____-----___ 

/s/ Jeffrey J Lyash 
lelliey J 1 ya$h 
President and ChieTEseciitivc Officer 
Marcli 2. 2009 

Tliis cer-lificatioii is being furtiislied arid shall not be dceiiicd filed by tlic Coiiipaii\f for purposes of Sectioii 18 of tlic Securities Excliange Act of 19.34. as 
nmerided. or iiicorprated by reference in any liling uiidei the Securities Exchange Act o i  1934, as aniended. or tlie Securities Act of 1933, :IS anleiided 
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Exhibit 32(f) 

CER’I-IFICA‘PION 1~URNISI-lED PI!RSII!\NT 1‘0 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARB.4NES-OS1,EY ACT OF 2002 

Jji conncction with the Annual Report on Fomi 10-K of Florida Power Corporation (the “Coinpanv”) for the period cnded L>cccmbcr 31. 2008 as filed \villi the 
Securities atid Exchange Commission on t l ie date hereof (tlie “Report“), I, Mark F Mullieni. Senior Vicc I’residenl and CIiiel‘Finaiicial Officer oitlie 
Company. certify. pursuant to 18 1J.S C. Section 1350. as adopted pursuant to Sectioii 906 ol the Sarbaiies-Osley Act 0 1  2002, lliat: 

(1) 

(2) 

Uie Report fully complies with tlie requirements of Section 13(a) or 15(d). as applicnblc. o l  !lie Securities 

tlic iiiformatioii contained in  the Report fairly piesents, iii all niatcrial iespects. tlic Giiancial condition and Icsult of opcmtions o i  tlic Company 

IlaJlge Act of  1934. as mlelided. and 

- - _ _ _ _ ~  ~ 

Mark F Mullieiri -_ - 
Senior Vice Piesidcnt a id  
Chief I~iriancia1 Oflicc~ 
March 2. 2009 

This certification is being furnished and shall not be deemed filed by tlie Coiiipany for putposes of Section 18 oftlie Securitics Escliange Act o i  1934, as 
amended. or incorporated by reference in any filing under the Securities Excllaige Act o i  1934. as aiiiended. or the Scciiritics Act oi 1933, ns miended 







UNITED STATES 
SECIJRITIES AND EXCHANGE COMMISSION 

Waslungton. D C 20549 

FORM 10°K 

(Marlc One) 
1x1 ANNUAL, REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 

EXCHANGE ACT OF 1934 

For the fiscal year ended Deceinber 3 1. 2009 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

I 1  

Exact iiaiiic or regist~ants as specified i n  tlieir chaiters, 
state of incorporation, address of priiicipal e\;ecutlve 

I R S EiiipIowr 
Identdication Colnllussloll 

56-21ii481 1-15929 Progress Energy, Inc. 
410 South W~lnimgton Street 

Rdcigli. Noilh Carolina 27601-1 748 
Telephone (919) 546-61 11 

State of Iiicorpoiat~on North Carolina 

1-5  is2 

1-3271 

Carolina Power- & Light Compilny 
tlff)/a Progress Energy Citrolinas, Inc. 

4 10 South Wilnungton Street 
Raleigh, Nod i  Carolina 27601-1748 

Telephone (919) 546-61 1 1 
State of Incorporation North Carolina 

Floritla Power Corporation 
d/b/a Progress Energy Florida, Inc. 

299 Fils1 Avenue North 
St Petersburg, Florida 33701 
Telephone (727) 820-5 151 

Statc of Incorporation Florida 

56-0165-1.65 

59-0247770 

SECURITIES REGISTERED PURSUANT TO SECTION 12(b’) OF THE ACT 
Tille of each class 
Progress Energy. Inc 

Name of each exhange on wluch registered 

New Yorlr Stock Exchangc 
Nor1c 

Flonda Power Corporation None 

Coiiiiiion Stock (Without Par Value) 
Carolina Power Br Light Compaiy 

SECURITIES REGISTERED PURSUANT TO SECTION 12(g.) OF THE ACT 
Progress Energy. Inc None 
Carolina Powcr & Light C o ~ n p a ~ i ~  

Florida Power Corporation None 

$ 5  Preferred Stock, No Par Value 
Senal Preferred Stock. No Par Value 



Indicate by checl< niaik wlictlier each iegistrant I S  ;I well-known seasoned issuei. as defined in Rule 405 or the Act. 

Progress Energy. Inc (Prognss Energy) Yes (X) No ( ) 
Caiohna Power & Light Company (PEC) Yes ( ) No (X) 
Flonda Power Corporation (PEF) Yes ( ) No (X) 

Indicate by check niaik whetliei each registrant IS not required to file reports pursuant to Section 13 or Secuon 15(d) 
of the Act 

Progress Energy 
PEC 
PE.F 

Yes ( ) No (X) 
Yes ( ) No (X) 
Yes (X) No ( ) 

Indicate by check mark whether each registrant (1) has filed all reports required to be filed by Section 13 OJ 15(cl) of 
the Securities Eucliange Act of 1933 during the picceding 12 months (or for such shorter period that the iegisfiant 
was required to file such reports), and (2) has been subject to such filing requiieinents foi the past 90 days 

b r -  , \ Y ro g i n  - 
PEC Yes (X) No ( ) 
PEF Yes ( ) No (X) 

Indicate by check mark whether each registrant lias subinitled electroiucnlly and posted to its corporate Web site. II 
any. every Interactive Data File requiied to be subnutted and posted pursuant to Rule 405 oP Regulation S-T during 
the preceding 12 iiioiiths (or for such shorter period that tlie registrants were required to sitbniit and post such files) 

IC13 {A] I Y V  ( J 

Progress Energy 
PEC 
PE,F 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 40.5 of Regulation S-K is not contained 
herein. and will not be contained. to the best of each registrant’s knowledge, in definitive p r o q  or infomiation 
stateinents incorporated by reference in  PART 111 of tlus Fonn 10-K or any aniendnient to tlus Forin 10-K. 

Progress Energy 
PE,C 
PEF 

Indicate by check inak wIieLliei each registrant IS a laigc accelerated filer. an accelerated filer, a non-accelerated 
filer. or a smaller reporting conipany See defiiufions of “large accelented filer,” “accelerated filer’. and “smaller 
reporbng compa~~y” 111 Rule 12b-2 of the E ~ l l i ~ i ~ g e  Act 

Piogress Energy Large accelerated filcr (X) Acceleiated filer 0 
Non-accelerated filer ( ) Snialler reporting company ( ) 

PEC 

PEF 

Large acceleiated filer ( ) Accelerated filer 0 
Non-accelerated filer (X) Snialler reporting company ( ) 

Large acceleiated riler ( ) Accelerated filer 0 
Noii-accelerated filer (X) Snialler reporting company ( ) 

Indicate by check inark whether each iegistrant is a shell company (as defined in Rule 12b-2 of the Act) 

Progress Energy 
PIX 
PEF 

Yes ( ) No (X) 
Yes ( ) No (X) 
Yes ( ) No (X) 

As of lune 30. 2009. tlie aggregate marlcct value of the voting aid nonvoting conunon equitjr of Progress Energy 
held by nonaffiliates was S10.535.126.179 As of June 30. 2009. tlie aggregate marl<et value of the common equity 
of PEC lield by nonaffiliates \vas $0 All of the coiiuiion stock of PEC IS owned by Progress Energy As of June 30. 
2009. the aggregate niarltet value of the conunoii equity of PEF held by nonaffiliates was $0 All of the coinnion 
stock of PEF IS in&rectly owned b) Progress Energy 

2 



As or Febniai>f 22. 20 10. each registrant liad tlic following shares of coninion stock outstanding 

Registrant Dcscnption Sliarcs 
Progress Energy Coiiiiiioii Slock (Without Par Valuc) 284,621.1 14 
PEC Conmion Stock (Without Par Value) 159,60S,O55 
PEF Common Stock (Without Par Value) 100 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions of ilie Progress Energy and PEC: definitive proy statements for tlic 20 10 Annual Meeting of Shareholders 
are incoiporated into PART 111, Items 10. 1 1 .  12 . 13 and 14 hereor 

This combined Form 10-I< is filed separately by three registrants: Progress Energy, PEC and PEP 
(collectively, the Progress Registrilnts). Information contained lierein relating to ilny intlividtial registrant is 
filed by such registrant solely on its own behalf. Each registrant niakes no repi-esentation as to infolmi1tion 
relilting exclusively to the other registrants. 

PEF meets the conditions set fort11 in Generid Instruction I (1) (a) and (1)) of Forin 10-K and is therefore filing 
this Form 10-IC with the reduced disclosure format peimitted by General lnsttuction I (2) to sncli Form 10-IC 
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GLOSSARY OF ‘IERMS 

We use the words “Progress Energy.“ ”we.“ “us” 01’ “oui‘ with rcspcct to certain iiilonnation to indicate that such 
iiiforniation relates to Progress Energy, Inc and ils subsidiaries on a consolidated basis Wlien appropiale. the 
parent holding company or the subsidiaries of Progrcss Energy are specifically icientiried on an unconsolidated basis 
as we discuss their vaiious business activities. 

Tlic following abbieviatioils, acronynis or initialisms are uscd by the Progrcss Registiants 

TERM DEFINITION 

-10 1 (k) 
AFIJDC 
ARB Accounting Research Bulletin 
ARO Asset retireineiit obligation 
ASLB 
Asset Purchase 

Progress Energy 40 1 (k) Savings & Stock Ownerslup Plan 
Allowance Tor funds uscd during construction 

Atomic Sarety and Licensing Board 
Agreement by and among Global. Earllico and certain alllhates. and the rrogrcss 

___ 

Agreeinent 
ASC 
ASU 
Audit Coiiiiiu ttee 
BART 
Base Revenues 

Br unswick 
Btu 
CAIR 
CAMR 
CAW? 
CCO 
CCRC 
CERCLA or Supelfund 

Cercdo 
CIGFIJR 
Clean Sinolcestacks Act 
Coal Mining 

the Code 
CO2 
COL 
Corporate and OtIier 

CRl and CR2 
CR3 
CR4 and CR5 
CUCA 
CVO 
D C Court of Appeals 
DOE 
DSM 
EEarlhco 

ECCR 
ECRC 

Akiliales as aiiiended on August 23. 2000 
FASB Accounting Standards CocMication 
Accounting Standards IJpdate 
Audit aiid Corporate Perfonnance Comnuttee of Progress Energy’s board of directors 
Best Available Retrofit Teclmology 
Noli-GAAP ineasure defined as operating revenues escludiiig clause recoverable 
regulator?, ieturiis, 1iuscell;uicous revenues and fuel and other pass-though reveiiues 
PEC’s Bntnswiclc Nuclear Plant 
British theriiial uiut 
Clean Air Interstate Rule 
Clean Air Mercury Rule 
Clean Air Visibility Rule 

Capacity Cost-Recovery Claim 
Comprehensive Envimiunental Response. Compensation and Liability Act of 1080. 
as amended 
Ceredo Synfuel LLC 
Carolina Industrial Group for Fair [Jtility Kales I1 
North Carolina Clean Smokestacks Act enacted in June 2002 
Two Progress Fuels subsidiaries engaged in the coal nuning business, which were 
sold on March 7. 2008 
Internal Revenue Code 
Carbon dioside 
Combined license 
Corporate and Other segment piinarily includes tlie Parent, Progress Energy Service 
Company and nuscellancous other noiuegiilated businesses 
PEF‘s Ciystal River IJnits No. 1 aiid 2 coal-fired steam tuhines 
PEF‘s Crystal River Unit No 3 Nuclear Plant 
PEF‘s Crystal River LJnits No. 4 and .5 coal-fired steam turbines 
Carolilia Utility Customer Association 
Contingent value obligation 
U S Court of Appeals for ihe District of Columbia Circuit 
United States Department of Eaergy 
Demand-side management 
Four coal-based solid synthetic fuels limited liability companies of which three were 
wholly owned 
Energy Conservation Cost Recovery Clause 
Environinental Cost Recovery Clause 

Competitive Coniniercial Opcnt‘ c Ions 
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Equity Incentive Plan 
Energy Policy Act of 2005 
Engineering. proctueinenl and co nslniclion 
Eiiiployee Stock Ownerslip Plan 
Financial Accounting Standards Board 
Florida Department of Enviroiiniental Protection 
Federal Energy Regulatoq Comiiussion 
Florida Gas Transmission Company. LLC 
Fitcli Ratings 
U.S. Global, LLC v Progress Energy. Inc et a1 
Florida Progress Corporation 
Florida Public Sewice Coiiunission 
Florida Reliability Coordinating Council 
Florida Progress Funding Corporatioii a wholly o w e d  subsidiaw of Florida Progress 
A ~ ~ ~ ~ i i i l i i i g  principles generally accepted in the IJnited Slates of America 

EIP 
EPACT 
EPC 
ESOP 
FASB 
FDEP 
FERC 
FGT 
Fitch 
the Florida Global Case 
Florida Progress 
FPSC 
FRCC 
Funding Corp 
G A M  

__ the Georgia Coiitncts Full-requirements coiitncts w i d  16 Georgia electric memberslup cooperatives 

Georgia Operations 

GHG 
Global 
GridSouth 
GWh 
Harm 
IPP 
kV 
kVA 
kWh 
Leiy 
LLBOR 

MD&A 
m w r  

Medicare Act 
MGP 
MW 
MWh 
Moody’s 
N AAQS 
NC KEPS 
NCUC 
NDT 
NEIL 
NERC 

Case 
North Carollliil Global 

the Notes Guaimtee 
NOz 
NOS SIP Call 

NRC 
08r.M 
OATT 
OCf 

formerly serviced by CCO 
Foniier reporting unit consisting of the Efhghani, Monroe, Walton and Washington 
nonregulated generation plants i n  sewice and the Georgia Contracts 
Greenhouse gas 
U.S. Global. LLC 
GridSouth Transco. LLC 
Gigawat~-hours 
PEC‘s Shearon Harris Nuclear Plan1 
Progress Energy Investor Plus Plan 
Kilovolt 
Kilovolt-ampere 
IWowatt -1iours 
PEF’s proposed nuclear plant in Levy County. Fla 
London Inter Bank Offered Rate 
Masiiiiuiii acllievable control technology 
Management’s Discussion and Analysis of Financial Condition and Results of 
Operations contained in PhRT 11, Item 7 of UiIs For111 10-K 
Medicare Prescription Dmg. Iinproveinent and Modenlization Act of  2003 
Manufactured gas plant 
Megawatts 
Megawatt-hours 
Moody‘s Investors Service. Iiic 
National Ambient Air Quality Staidards 
North Carolina Renewable Eneigy and Energy Efficiency PorColio Standard 
North Carolina Utilities Commission 
Nuclear decoiiunissioning tnist 
Nuclear Electric Insurance Liniited 
North American Electric Reliability Corporation 
Progress Synfuel Holdings. Iiic et al. v 1J.S. Global. LLC 

Florida Progress‘ full and unconditional guarantee of the Subordinated Notes 
Nitrogen Oxides 
EPA NOS State Implementation Plan Call nile wluch requires 22 states including 
Norlh Carolina, South Caid i~m and Georgia (but excluding Florida) to furtlier reduce 
emissions of nitrogen oxides 
IJiuted States Nuclear Regulatory Commission 
Operation and maintenaiice espense 
Open Access Transmission Tariff 
Othei- compreliensive income 
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Ongoing Earnings 

OPC 
OPEB 
the Parent 
PEC 
PEF 
PESC 
Power Agency 
Pi-cfeiicd Securities 

Prefeired Securities 
Guaiantce 

Progress Amlates 
Progress Energ)) 

Noli-GAAP financial iiicasme that includes results from continuing openhons after 
c d u d i n g  the effects of ccrtain identified gains and cliargcs 
Florida‘s Office of Public Counsel 
Postictiiement benefits otliei than pensions 
Piogress Energy, lnc holding company! on an unconsolidated bass 
Carolma Power &. Light Company d/b/a Progiess Energy Carolinas. Inc 
Florida Power Corporatroii d/b/a Progress Energy Florida. Iiic 
Progress Energy Service Coinpan!?, LLC 
North Carolina Easlern Muiucipal Power Ageiicy 
7 10% Cumulative Quarterly Income Preferred Securities due 2039. Series A issued 
by the Trust 
Florida Piogress’ guarantee of all distributions related to the Preferred Securities 

Five affiliated coal-based solid synthetic bels facilities 
Progress Energy, Inc and subsidlanes on a consolidated basis 
The reporting registrants witliiii the Progress Energy consolidated group. 
Collectively. Progress Energy. Inc . PEC and PEF 

__- Progress Registrants 

Progress Fucls 
PRP 
PSSP 
PUHCA 2005 
PVI 
QF 
RCA 
Reagents 
REPS 
Robiiison 
RSlJ 
RTO 
SCPSC 
Seclion 29 
Section 29/45K 

Section 3 16@) 
(See Note/s “if’) 

SERC 
S&P 
SNG 
so2 

Subordinated Notcs 

Tax Agreement 
Te rnunal s 

the Tnist 
the Utilities 
VIE 
Ward 
Ward OU 1 
Ward OU2 

Progress Fuels Corporation fornierly Electric Fuels Corporation 
Potentially responsible party. as defined in CERCLA 
Performance Share Sub-Plan 
Public lltility Holding Company Act of 2005 
Progress Energy Vcnturcs, Inc.. foriiicrly referred to as Progress Ventures. Iiic. 
Qualifying facility 
Revolving credit agreement 
Conuiiodities such as ammoiua and limestone used in emissions control teclinologies 
Renewable energy portfolio standard 
PEC’s Robinson Nuclear Plant 
Restricted stock unit 
Regional transnussion organization 
Public Senrice Commission of South Carolina 
Section 29 of the Code 
General business tax crcdits canled after December 3 1. 2005 for syiithetic fuels 
production in accordiiiice with Section 29 
Section 3 lG(b) of the Clean Water Act 
For all sections. tlus is a cross-reference to the Combined Notes to the Financial 
Stateiiicnts contained i n  PART 11, Item 8 of tIus Fonii 10-I< 
SERC Reliability Corporation 
Standard & Poor’s Rating Services 
Southern Natural Gas Coiiipaiiy 
Sulfiir dioxide 
7 10% Junior Subordinated Defeinble Interest Notes due 2039 issued by Funding 

Intercompany Inconic Tax Allocatioii Agreement 
Coal tcnninals and cioclts in West Virginia and Icentucky, which were sold on March 
7 .  200s 
FPC Capital 1 
Collectively. PEC and PEF 
Variable interest entity 
Ward Tnnsfornier site located i n  Raleigh. N C. 
Operable uiui for stream segiiienis downstream from the Ward site 
Operable inlit [or further investigation ai tile Ward facility and certain adjacent areas 

COP 
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SAFE HARBOR FOR 11‘ORWAKl)-LOOKING STATEMENTS 

In this conibincd rcpoi t cacli of the P I O ~ I C S S  Rcgistrwts rnaltes [om ard-lookrng statements 11 ~ t l u n  the niemi~ng of 
tlie safe liarboi pro\ isions of the Pnvatc Securitics Litigation Reform Act of 1995 The niatters discussed thzougliout 
this combined Form IO-I< that ale not liistor~cal facts are fonvarcl looking and, accordingly, Involve estimates. 
projections. goals. forecasts. assumptions. nslts and uncertainties that could cause actual results or outcomes to 
dlffei matenally fioln those expressed 111 the foiwud-loolung statements Any fonvard-looking statenient IS based 
on Information cuiicnt as of tlie date of tius icpoit and spcaks only as of the datc on wliicli such statcment IS made. 
and tlie Piogress Rcgistrants undertal<c no obligation lo updatc any fonwcl-loolung statc~ncnl or stateincnts to 
reflect events or circumstances aftcr thc datc on which siicli statcmcnt IS made 

I n  addtion. c\aniples of loward-loolong statements discussed in tlus Fonn IO-I< inclnde. but arc not limited to. 1) 
statenients niade i n  PART I .  Iteni 1 A. “Risk Factors” and 2) PART 11, ltciii 7. “Management’s Discussion and 
Analysis of Financial Conclition and Rcsults of Operations” (MD&A) including. but not liinited to. statements under 
tlie following licaclmgs a)  “Strategv“ about our futuic strategy and goals. b) “Results of Operauons” about trends 
and uncertaintics. c) “Liquidity and Capital RCSOUICCS“ about opeiating cash flows. future lqutchty requirements 

env~roniiicntal regulations. cliangcs i n  the regulator\! enwoiunent, meeting anticipated demand 111 our regulated 
sewice tciritones potential nuclear constmchon and our syntliebc hc ls  tau ciedits 

d J  %%?;- ’ -  -----_--___. a n a - * c .  \ L  
~ _ _ _  

Examples of factors Uiat you should consider wit11 respect lo any fonvard-loolung stateinents made tliroughout this 
clocunient include. but arc not limited to. tlie following: the impact of fluid and complex laws and regulations. 
including those relating to tlie enviroiinient and energy policy, our ability to recover eligible costs and earn an 
adequate return on investment through the regulatoIy process. the ability to successfully operate electric geiierating 
facilities and deliver clcctricity to cusfomcrs. tlic impact on oiir facilities and businesses froin a terrorist attack: the 
ability to nieet the anticipated future need for additional baseload generation and associated transmission facilities in 
our regulated s e n k c  tcrritories and tlic accompanying regulatoiy and financial risks. our ability to mcet cuireiit and 
future renewable encigy requircnients, tlie idierent risks associated wit11 tlie operation and potential construction of 
nuclear facilities; including environiiiental. health. regulatory and financial lisks. tlie financial resources and capital 
needed to comply witli environmental laws and tegulations, risks associated with climate change, weather and 
drought conditions tliat dilectly influence tlie production, deliveiy and demand for electricity; recurring seasonal 
fluctuations in deniand for electricity. tlie ability to recover i n  a tiniely manner. i f  at all. costs associated \vi& liituie 
significant weather events through the regulator), process. fluctuations in the price of energy conunodities and 
purchased powcr and our ability to recover such costs tllrougli the regulatory process: the Progress Rcgistrants’ 
ability to control costs. including operations and maintenance expense (O&M) and large constnictioii projects; tlie 
ability of our subsidiaries to pay upstream dividends 01’ distributions to Progress Energy, Inc. holding company (the 
Parent). current economic conditions. the ability to successfully access capital inarltets on favonble teniis, tlie 
stability of conunercial ciedit marltets and our access to short- and long-term credit; tlie impact that increases in 
leverage or ieductions in cash flow may have on each of tlie Progicss Registrants. the Progress Registrants‘ ability 
to inaintain their current credit ratings :ind the impacts in tlie event their credit ratings are downgraded, the 
investment performance of our nuclear dccommissioning trust (NDT) hinds. tlie invcstrneiit perfor~naiice of tlie 
assets of our pension aid benefit plans and resulting impact on futurc funding requi~enienfs, the impact of potential 
goodwill impainncnts. our ability to f i l ly  utilize tas credits generated from tlie previous production and sale of 
qualifying synthetic fuels wider Iiitenial Revenue Code Scction 29/45K (Section 29/451(.). and tlie outcome of any 
ongoing or future litigation or similar disputes and tlie iinpact of any sticli outcome or related settlements. Many of 
these risks similarly impact our nonreporting subsidiaries. 

These and oilhcl risk factors are detailed from time to time i n  the Piogress Registrants‘ filings \WIi  tlie SEC Many. 
but 1701 all. of the facton that niav Impact actual results are clmussed 111 Itcm 1 A, “Risk Factors,” which you sliould 
carehilly read All such factors are dfficult to predict. contain uncertainties that niay materially affect actual iesults 
and may be beyond our control New factors cnieige from tinie to time. and it  IS not possible for management to 
predict all such factois no1 can inanagcnient assess tlic effect of cadi such Eactoi on tlie Progress Registrants 
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ITEM 1 .  BUSINESS 

GENERAL 

ORGANIZATION 

Progress Energy. Inc IS a public utility holding company piuiianly engaged 111 the regulated electric utility business 
Headquallercd in Raleigh. N C i t  o\ws diicctly oi indirectly. all of' thc outstancling coininon stock of its utility 
subsiclianes and vaiying percentages of other nonregulated subsidiaries As discusscd 111 Note 3 .  most nonregulated 
busmess operations h a w  bccn divcstcd i n  rccent years I n  this report Progress Energy, wluch includes the Paient 
and its subsicbanes 011 a consolidatcd basis. IS at times refcried to as "we." "our" or "11s I* When discussing Progress 
Encrgy's financial inlorination. i t  ncccssaiily includes the rcsults of PEC aid PEF (collcclwely. the Utilities) The 
tenii "Progrcss Registrants" refers to each of the tlirec separate registrants Progress Energy. PEC and PEF 
However. neitlicr of thc tifilltlcs IiiaItcs aiiy reprcscntatron as to i~~foimatroii related solely to Progrcss Energy or Uie 

r i h a n  i i w l r  The P:mt was mcomomted on August 19, 1999, irutiallv as 
CP&L Energy. Inc and became the lioldiiig conipany Por PEC on June 19. 2000 We acquired PEF through our 
Novembcr 2000 acquisition of Its parent Floiida Piogress Corporation (Florida Progress) 

As a registered holding companv. \ve arc S L I ~ J C C ~  to regulation by the Federal Eneigy Regxilatow Coiiwussmii 
(FERC) wide1 the Public 1 Jtihtj? Holding Coinpany Act of 2005 (PUHCA 2005) Included \vitIiin Its broad autlionty. 
the FERC's appioval 1s iequired prior to any iiieiger invol\wig a p~ibl~c u b l i t ~  and pi101 to the disposition of any 
utility asset with a marl<et value 111 excess of $10 ~iulhon The FERC prohibits iiiarket participants from intentlonally 
or recltlessly making any fniuduleni or iiuslcading stateiiients imth iegard to transactions subject to the FERC's 
luiisdiction 

Our reportable segmcnts arc PEC and PEF. wldch are primaril\; engaged in the generation, transmission. distribution 
and sale of clectricity in portions of North Carolina and South Carolina aid in poilions of Florida. respectively The 
Coiporate and Otlier segment primarily includes r?iiiounts applicable to tlie activities of the Parent and P r o g ~ s s  
Energy Service Company. LLC (PESC) and other miscellaneous noiiregulatcd businesses (Corporate and Other) that 
do not separately meet tlie quantitative disclosure iequireinents as a reportable business segmcnt See Note 19 Tor 
infonnation regarding the revenues. income and assets attributable to our business segments 

The IJtilities h a w  more than 22.000 megawatts (MW) of regulatcd elcctric generation capacity and serve 
approximately 3 . 1  million retail electric c i ~ ~ t o ~ e r s  as well as other load-senring entities. Tlie Utilities operate in 
retail service territories that Iiavc Iustorically liar1 population growth higher than the L J S .  average However, like 
otlier parts of the United States. our senricc teiritories and business have been negatively impacted by tlie current 
economic conditions. Tlie timing and extent of tlie recovery or the economy cannot be predicted PEC's greater 
proportion of conuiiercial and industrial customem combined with PEF's grcater proportion of residential 
customers. creates a balanced customer base Wc are dcdicated to meeting the growth nccds of our service territories 
and dclivering reliable. competitively priced ciicrgy from a diverse portfolio of power pIaiits 

For the ycar ended Dcccnibcr i I 2009 our consolidalcd rc\wiucs wcrc $9 885 billion and OLU consolidated assets at 
year-end were $ 3  1 236 billion 

RECENT DEVELOPMENTS 

In 2009. we conccntiatcd on strategies to addiess cuiient eco~ioiiiic conditions and tlic ongoing public policv debate 
on energy and the en\ iroiuiieiit We contiiiucd our cfforts to\\ aid unplenicnting o u ~  balanced solution strategy of 
ciiergv efficiency. altcmative energy and state-of-the-art pol\ er generalon The utility industw as a whole faces 
sigmficant cost pi-cssures and lower retail energy sales We focused on continuous business ewellencc. cost 
management and opcrdhonal efficiency to help offset lou er eneigy sales at the IJtilitres 

.- I_ 

In 2009, PEF successfiilly sought and receiwd interim and limited rate relief and nuclear cost recovery in Florida 
However. in  January 2010, 111 response to a base ratc case PEF filed with the Floiida Public Senrice Coninzission 
(FPSC) in 2009. the FPSC voted to grant PEF no increase in base rates abovc the approxiniatelv $1 32 iiiillion annual 
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revcnuc icquircment that had bccn p r a  iouslv a\\ tirdcd i n  2009 as liinitcd late rcllcr for the icpoii eicd Bailow Plant 
We belie\ c the PEF IC\ eiiuc I c \d  approved is inatlcquatc given our curmil costs of pmidiiig customers with 
reliable service. antmpatcd costs to rcsponsiblv prepair: Poi tlieii future cncrgy needs aid PEF‘s riglit by l n ~  to a 
~asonabk oppoi Limty lo ICCO’I CI its opeial~ng cosls and ictiirn on invested capital Consequentl~ , we aic ciiiiently 
reviewing our regulatoqr options iii Florida As a result of the FPSC‘s decision, Fitcli Ratings. Moodv‘s Investors 
Services. Iiic and Staiidard and Poor’s Rating Services have indicated that they believe the risk related to Florida’s 
iqgilatow cnviroiuiieiit has incicased This perceivcd increascd risk. along njilli the revenue requirements IC\ el 
approved 111 the FPSC decision. has caused the rntmg agcncics lo put certain credit ratmgs of PEP. and in some cases 
the Parcnt and PEC. on iiegativc watcli Sce MD&A - “Liqudity and Capital Resoiirces - Credit Rating Matters“ 
for additional iilroimatioii icgaiding 0111 credit ratings 

Wlule we have not made a final dctenniiiatlon on nuclear construction. i n  2009 we continucd to tale steps to keep 
open the o p o n  of buildmg a plant or plants at  Slicaron Hams Nuclear Plant (Hams) i n  North Carolina atid at a 
grceilfielcl sitc i n  Levy County, Floiida (Levy) We have focused on Lcvy given the iiced for nioic luel diveisity i n  

Florida and anticipated federal and state policics to reduce grcenhousc gas (GHG) emissions. as well as eusting 
state legislative policy. whch IS supportive of nuclear piojects PEF has reccived two of thc tluee kcv appiovals 
(with the issuance of a combined liccnsc (COL) by the United Statcs Niicleai Kcgiilatoqf Loiiiiiussion (iu’ECj 
remairung) and entered into ai engineeiing, piocuicment and constnictioii (EPC) agreeinciit for the two proposcd 
Levy units In 2009. thc NRC indicated i t  vould piocess PEF’s limited woik authorization rcquest followng COL 
issuance Tlus iesulted ui a niiiuiiiuiii 20-month in-sewice sclicclule shift lor the L c\y iiiiits As discussed i n  

“Nuclear Matleis - Potcntial New Construction..’ additional schedule slufts are Illtelv In light of the regulatoiy 
sclicdulc shift and otliei factois. our anticipated capital e\pcnditurcs for Le\v will be significantly lcss i n  the iiear 
terin than previously plaiuied L,ater i i i  2010, PEF n ~ i l l  file its annual iiuclcar cost-recoveill filing with the FPSC. 
wluch will ieflcct our latest plan iegarding Lcvy 

Dumig 2009, therc were a number o f  state and lcdenl iiiitiativcs rclatcd to cnergv and eiii iionmcntal policv With 
tlie state. federal and iiitcniatioiial focus on global cliniate change. wc are piepaiuig for :I cai~oii-constrained future 
We are e\panding aid enliaiiciiig our demand-side iiianagciiicnt (DSM), eneigy-cfficicnm and cncigy conseivalon 
programs We continue to actively pursue altemative cneigy prolccts We have executed contracts to purchase 
approximately 320 MW of electricity genciatcd fiom solar. biomass and mumcipal solid waste sources We 
artnouiiccd our Intention to ciiibarls on a niqor coal-to-gas flcct iiioderiil/atioii i n  North Carolma by retiring 
approsiiiiately 1.500 Mw of oldcr coal-fired units bv llie end ol 2017 and building combinccl-cvclc gas This will 
provide ratc base growth wlule reducing our carbon eiiussioiis We aIso placed into senwe polliition control 
equipment (or scrubbers) oii PEC’s Mayo Plant and PEF‘s CqWil River Uiut No 5 (CRY) Addiloiially. we were 
notified of our selection for grant negotiations under The Aniencan Recovery and Reinwshnent Act‘s Sinart Gnd 
tccluiology devclopnicnt grmt progrm The snbiiussion of an application and thc notification foi award 
negotiations are not ii conunrtrncnt to accept federal funds bur are nccessars steps lo ltcep tlie ophoii open We arc 
currently evaluating the provisions of the law and assessing tlie condmoiis uiiposcd by participation i n  the grant 
progmni 

AVAILABLE INFORMATION 

The Progress Registrants’ annual rcports on Forin IO-IC. dcfiniti.cc p r o v  statements for our annual shareholder 
meetmgs. quarterllr ieports on Foriii IO-Q. current reports on Form 8-I< and all amendmenls to tliose rcports are 
available free of charge tlirougli tlic Invcstors section of OLU Web sitc at IWW progiess-cncrgv coni Tliesc reports 
are avzlable as soon as rc;isonabl\ practicable after siicli nialciial is elcclromcall.)~ filed with. 01 hinushed to. the 
SEC The public inay read and copy my matcrial we ha\ e filed \I it11 the SEC a t  thc SEC’s Public Rclcrciicc Rooiii 
at 100 F Street. N E . Waslungton D C 20549 Information rcgaiding Ihe operations of the Public Refeieiicc Room 
inay be obtained b~ callmg the SEC at 1-800-SEC-OiiO Alternativelv. thc SEC iiiainlains a Web site. 
~vww scc gov, contaiiiiiig rcpoits. p r o v  and information stateiiicnts and other infoimation rcgardlng issuers that file 
electronically with the SEC 

The Investors section of our Web site also includes ow corporate govemance guiclehncs and code of cllucs as ucll 
as tlie charters of the lollou ing committces of our board of &rectors Evxutive. A~idit and Corporate Perforniance. 
Corl,orate Goveriiaiice. Finance operations and Nuclear Oveisight. Nuclcar Projccl O\ ersight. and Organization 
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and Conipensation Tlus iirforiiiation is available iii print to any sharcholder \\ho rcqucsts it Requests should bc 
directed to Sliadiolcler Rclations. Progress Emrgy. Inc . 4 10 S. Wilmington Street. Raleigh. NC 27601 

Inforniatioii on our Web site is not incorporated herein and should not bc dcemcd par1 of this Report 

COMPETITION 

RETAIL COMPETITION 

To our knowledge, there IS currentlv no enacted 01 pioposcd legislation i n  Norlh Carolina. South Caiolina or Flot~da 
that would give the IJtiIit~es’ retail custoiners the right to choose their clcctr~c~ty pro1 d e r  or othcnvisc restructure or 
deiegulate tlie clectric industry Hoivcver, the Utilities conipcle w i ( l i  suppliers of other for nis of cnctgy In 
connection ivitli tlicli retad customers 

Although there is no pending legislation at tlus time. if tlie retail jurisdictions senred by the IJtilities become subject 
to deregulation. the movers of “stranded costs” could become a sigiuficant consideration. Stranded costs primarily - - 
include Lhe eeiieration assets of utilities whose valiic in a coinpetihve nia~ketplace nould bc less than their cument 
book value, as well as above-niarket purchased power commitments to qualified facilities (QFs) Thus far. all states 
that have passed restructuring legislation have provided for the opportunity to recover a substantial portion of 
stranded costs Assessing the ainount of stranded costs for a utility iequires various assumptions about future marltet 
conditions, including the futurc price of electricity 

Our largest strandcd cost exyosure is for PEF’s piirclmed power coninutinents with QFs. under which PEF has 
future nuni~i i~~m expected capacity payinents llirough 2025 of $4 5 billion (See Notes 22A and 22B) PEF was 
obligated to enter into these contracts under provisions o f  the Public Utilities Reguhtoiy Policies Act or 1978 PEF 
continues to seek ways to address the impact of escalating payments under tliese contracts. However. Uie FPSC 
allows for hill recovery of the retail portion of the cost oP power purchased froin QFs PEC does not have sigiuficant 
future iniiuinuni expected capacity payments under their purcliased power coin~nitnients ivitli QFs 

WHOLESALE COMPETITION 

Tlie [Jtilities compete with other utilities and merchant generators for bulk power sales and for sales to 
municipalities and cooperatives 

Increased competition in tlie wholesale electric utility industry and the availability of transmission access could 
affect tlie IJtilities’ load forecasts, plans for power supply and wholesale energy sales and related revenues 
Wholesale energy sales will be impacted by the extent to wlucli additional gciieration is available to sell to the 
wholesale niarlcet aid the ability of the Utilities to attract new wholesale customers and to rctain curient wholesale 
custoinets who have existing contracts with PEC or PEF 

In June 2009. PEC executed a contract extension with its largest iiiiiiucipal wholesale custoiiiei-. Public Works 
Coiiuiiission of tlie City of Fayetteville, N C. Tlie 20-year agreeiilciit extends [lie current contract. representing inore 
tlmn 500 MW of electricity load. tluougli 20.32. 

Enacted in 200.5. the Energy Policy Act 01 2005 (EPACT) contains ltey provisions affecting (lie electric power 
indusw, including competition among generators of electricity. The FERC has iniplemented aiid is considering a 
number of related regulations lo iniplenieiit EPACT that niay impact. among other Ihings. requirements for 
reliability, QFs: transmission iilFoniiation availability, transmission congestion. security coustrained dispatch. energy 
marlret transparency, energy niarltet nianipulation and behavioral niles In addition to EPACT. other policies and 
orders issued by the FERC have suppoitcd increased competition within thc elcclric generation indusky EPACT 
clarified and eqanded tlie FERC’s authority to assure that markets operate fairly williout imposing new. mandatory 
intrusion on state authorities 

In February 2007, the FERC issued Order No S90 adoptmg a fuial nile dcsigned to 1 )  strcngthen thc pro forma open 
access transiiussion tariff (OATT) to eimie tlut it aclueves its original purpose of ieniedying undue discniiunatioii. 
2) provide greatel specdicity i n  tlie pro loniia OATT to rediice opporlunit~es for the c\ercisc of undue 
d~scnnunalion. inake undue disciinuiiatioii easier to detect, and facllitatc llic FERC‘s enforcement, aiid 3) increase 
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transparency in the niles applicable to planning a id  use or the traiisni1ssion SF stein One of tIie most sigiuficant 
revisions to the pro forina OATT relates to the development of consistent methodologies for calculating a\ ailable 
transfer capabil~ty. 11 liicli deternunes whether tians~nissio~i custoincis can access alteinatlw power suppl~es Other 
significant I‘c\wons include changes to tlie tiaiisiiussioii planung process, iefoim of cneigv and gciiciator 
~nibalance peilalties. adoption of a “conditioiial f i~m”  component to long-term pomt-to-point transiiussion service 
and refonn of existing rcquircinents for tlie provision of redispatcli s enxe ,  icfoiin of rolloiw lights policy. 
clanficahon of tariff ambiguities, and increased transparency and customer access to iilfoiinatioii 

As transniission providers w t h  an OATT on file w~lhi the FERC. PEC and PEF are required to comply w i t h  the 
requirements of the rule A niajor requiicmcnt of Ihe rule was to file a rcvised pro forma OATT on J u l v  13. 2007 
PEC and PEF macle [lie required FERC filing, and both are curiently operating under the new tariff On December 
28, 2007, the FERC issued Older No 890-A gianliiig iequests for relieanng and niaking clarifications to Order No 
890 PEC and PFF 111i1rle compliance filings on Marcli 17. 2008. in order to meet the reqmreinents of Order 890-A 
Tlie FERC appioved PEC’s and PEF’s Order 8%)-A filings on Marcli 10. 2009 

Efkctwe for PEC on July I. 2008. and for PEF on Jariuaiy 1, 200s. the litihtics movcd liom either fixcd-reimue 

transnussion rates are updated each year based on actual costs The switch to forinula-based iates increased PEC‘s 
2008 ievenues by $7 nulhoii and increased PEF’s 2008 revenues by $2 million The rate structure wi l l  ha\ e a gicater 
iiiipact on PEE 111 20 11 when all of PEF’s wholesale custoiners become subject to the ne\\ stnicturc The 1JUl1ties 
filed updated OATT rates In 2009 tliiit mclcased PEC’s 2009 Ievenues by $4 Inlllion and PEF‘s bv $2 m~ll~on 

I u1 i”l .\c drrtc - ‘ C A E  1‘- -Fa€+-- ,- * ‘ L- 

Certain details related to the nile, such as the precise methodology that will be used to calculate available transfer 
capability, remain to be detennined. and thus it is difficult to make a determination or Ihe oven11 effect of Order No 
890 on the IJtilities’ tnnsniission operations or wliolesale inarketing function However. on a preliminary basis. tlie 
rule is not anticipated to liave a significant impact 011 ilie Utilities‘ fina~icial results. Nonetheless, [lie final rule is 
anticipated to include a wide range of provisioiis addressing transniission sewices. and as the new tariff is 
iniplemented tliere is likely to be a sigilificant impact on tlie Utilities‘ transmission operations.. planlihig and 
wholesale inarlceting functions. 

PEC and PEF are subject to regulation by the FERC with respect to tiansmission service. including generator 
interconnection service for facilities making sales for resale and wholesale sales or electric energy On December 7. 
2007. PEC and other major tr~isniission-owi~ng utilities in the Southeast submitted a proposal to FERC for a new 
regional grid plaiuung process tiesigned to m e t  FERC directives wider Order No. S90 applicable to planning and 
use of the transmission system. FERC has approved both PEC’s and PEF’s regional grid planning processes subject 
IO inodification PEF and PEC filed coniplimce filings with FERC 011 October 7: 2008, and December 17. 2008, 
respectively PEC received approval from the FERC in Janualy 20 10. and PEF is still awiliting FERC approval. 

The FERC requires that entities desiring to make wholesale sales of electricity at  marltel-based rates document U~at  
they do not possess niarltet power Market power is exercised when an entity pioritably drives up piices Illrough its 
control of a single activity, such as electricity generation, where it controls a sigilificaiit share of tlie total capacity 
available to tlie inarkel The FERC has established screening ineasures for such de tenn idons  Given the difficulty 
PEC believed it would experience in passing one of tlie screens. PEC revised its market-based rate tariffs i n  2005 to 
restrict PEC to sales outside of its control area and perunsular Florida. and filed a new cost-based taiifl for sales 
witlGn PEC‘s control area Accordingly, PEC and PEF iilake wholesale sales of electricity at cost-based rates in 
areas inside of PEC’s control area and peninsular Florida iuid at marltet-based rates in areas outside of PEC’s control 
area and peninsular Florida We do not anticipate that the operations of the IJtilities will be materially impacted by 
tlus market-based rates decision 

REGIONAL TRANSMISSION ORGANIZATIONS 

Tlie FERC’s Order 2000 establislied nat~onal standards For regional traiisnussion org;iru/ations (RTOs) and 
advocated tlie view that regnlated. nilbundled transmussion would facilitate cornpetition In both wliolcsale and retail 
electr~c~ty markets The IJtllitles previously participated ~11 RTO effoiis. but are not currently active 111 these efforts 
due to tlie FERC’s tenrunation of boil1 tlie GridSouth Transco. LLC (GridSouth) and tlie GndFlonda RTO 
proceedings GridSouth was ternunatcd by Uie GndSouUi participants due to not ieaclung a consensus on creating a 

12 



C.hSC. No. 2011-124 
St;iIT-l)R-O1-OO9 iv ;~t tnr l t~~~ci i t  
(I'roglpss Eiicrgy) 
h g c  13 ol269 

southeastcr~i RTO GridFlorida nas tcrnlinatcd by tlic FPSC and the FERC duc to thc conclusion that it  WIS not 
beiieficial to jurisdictional customcrs PEC's rccordccl investment i n  GridSoutli totaled $15 million at  Dcceniber 3 1. 
2009. Excluding the iniinaterial South Carolina retail portioii. the GridSoulli costs will be fully aiiioilizcd and 
recovered by 201 2 PEF hilly iccovcrcd its dcvelopnicnt costs in  GridFlorida from i-etail ratepayers through base 
rates 

FRANCHISE MATTERS 

PEC lias nonexclusive francli~ses with varying expinhoii dates 111 most of the iiiun~cipal~t~cs in NorUi Carolina aiid 
South Carolma 111 wlucli it clistributcs electncity In North Carolina, francluscs gencrall~ continuc for GO ycars I n  
South Carolina, francluscs contiiiue in perpetuity uidcss tcrnunatccl accordlng to ccrlaiii statutoiy methods The 
geneial effect of these franchises is to provide for tlie niaiuier 111 wliicli PEC occiipics ~ ~ g h t s - o f - ~ a y  i n  incorporaled 
aieas of iiiui~c~palitics foi [lie purpose of constructing, operating and niaintainiiig an energy transn~ission and 
distribution systcin 01 tliesc 230 fiancluses. die niajonty covers 60-ycar penods rroni the date cnactcd. and 35 have 
no speclrlc expiration datcs Of the francliisc agreements with expiratioii dates, 1 5  expire during the period 20 10 
tlirough 20 14, and the reniaiiung agreements expiic bct-v\,een 2015 and 2069 PEC also provides scnwc w~fliin a 
number or niun~cipal~ties and i n  alTZTIE uiuncorporated areas wiuun 11s scmf'cc- ' ,  < ' <  

PEF has nonexclusive franchiscs will) varying expiration dates in  110 of the Florida niuiiicipalities in  wluch it 
distributes electricity PEF also provides service to 1 1 oilier inunicipalitics aiid in all of tlic uilincorporated areas 
within i t s  service area without francl~ise agreeinents Tlie general effect of tliesc fraiicluses is to provide for tlie 
nianner in which PEF occupies rights-of-way in incoipomted areas of niuiucipalities Por tlie purpose of  constrwtiiig. 
operating and niaintlllung an energy transnlission and distribution system The fraiicluse agreements cover periods 
raiiging froin 10 to 3 0  years with tlie ~iiajority covering 30-year periods rroni the date enacted. Of the 1 10 franchise 
agreenients. 40 expire bctween 2010 and 2014. and the reniaiiung agreements expire between 201 5 and 20 37 

REGULATORY MATTERS 

HOLDING COMPANY REGULATION 

The Parent is a registered public utility holding company subject to regulation by the FERC under PIJHCA 2005. 
including prnvisions relating to the cstablislunent of intercoinpaiiy estcnsions of credit. sales. acquisitions of 
securities and utility assets, and scrvices perrorined by PESC Under PUHCA 2003, the FERC also lias authority 
over accounting and record retention and cost allocalioii jurisdiction at the election of tlie holding company syslein 
or the state utility conuiiissions with jurisdiction over its utility subsidiaries. 

UTILITY REGUL,ATION 

The Utilities are subject to regulation by a nunibcr of federal regulatory agenaes. including the Department of 
Eneigy (DOE), die North Aineiicari Electric Rchabihty Corporation (NFRC), tlie NRC am1 tlie Uiiited Stales 
Eiiviro~unental Protcction Agency (EPA) 

The FERC has certified tlic NEKC as the electric reliability organization that will propose aiid edorce mandatory 
reliability standartls for the bulk power electric system Incliided in this certification was a provision for the 
delegation of authority to audit. investigate and erforce reliability standards in particular regions of the country by 
eiitering into delcgation agicenicnts with rcgional entities In addition. tlie regional entities have the ability to 
formilate additional reliability standards in their respective regions, wluch are required to supplenient and be niore 
stringent than tlie NERC reliability standards. Tlie SERC Reliability Corporation (SERC) and the Florida Reliability 
Coordinating Council (FRCC) are the regional entities Tor PEC and PEF. respectively 

PEC and PEF are currently subject lo certain reliability stndards as iegistered users, owners and openlors of the 
bulk power system We espect existing reliability standards to nugrate to inore dcfinitive and enforceable 
requiieinents over time aiid additional NERC and regional reliability standards to be approved by the FERC i n  
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coining pears requiring us to take actditional steps to reniain coniplianl. The financial iiiipact of mandator); 
compliance cannot currently be rleterniined Failure to comply with tlie reliability stanrlards could result in  tlie 
iiiiposition of fines and civil penalties. If we ale iinable to meet the reliability standards for the bulk power spstem in 
tlic future. it could have a material adverse effect on our fin;incial condition. results of operations and liquidity 

Durhig 2008. PEC self-reported to tlie SER C tluee noncompliances with voluntary standarcls PEC submitted and 
coinpleted mitigation plans for tliese noncomplianccs with voluntary standards PEC does not expect enforcement 
actions on noncompl~ances to volnntai! standards During 2008, PEC also self-reported to the SERC a violahon of a 
niandato~y standard and filed and conipletecl a mitigation plan PEC and tlie SERC have reached a settlement 
agreement on this violation ancl espect tlie settlement agreenicnt to be subinitted to tlie FERC foi appro\d cluriiig 
2010 

During 2009, PEC self-reported to Ihe SERC tlii-ee violations of mandatory standards PEC has subnuttecl mitigation 
plans to llie SERC and is currently ~iiipleiiienting Ihesc nuhgation plans PEC expects to enter into settlenient 
discussions with the SERC for 2009 violations during the first quarter of 2010 

DCP i 
I V  1 --- 

for subnuttal to the SERC during the first quarter of 2010 

None of the noncompliances or violations noted above nor the costs of esecuting the mitigation plans are cyected 
to h a w  a signiPicant impact on 0111 o\wall conipliaiice efforts, results of operahons or liquidity 

Duruig 2008. PEF self-reported to Ihe FRCC four violations of inandatoiy standards PEF lias filed nutigalon plans 
for the four mandatoiy violations a i d  completed tlirce of the nuhgation plans “lie fourth nuhgahon plan IS on 
scliedule and IS e\pectcd to be completed dunng 2010 PEF and the FRCC have entered into settlenient discussions 
related to these four \~iolahons aiid e\pcct a scttlcnient to be filed with the FERC during 2010 

Dunng 2009. PEF self-ieportcd to the FRCC eight \r~olations of niandatonj standards PEF lias subnutted nutigahon 
plans to tlic FRCC and IS currently ~niplenienhng these iiiitigahoii plans PEF elpects to entei into setllenient 
d~scuss~ons w t h  llie FRCC Tor 2009 v~olations duiing the first quartel of 2010 

I n  2010. PEF self-reported to tlie FRCC eight \ iolahom of niandatory stanclards PEF is clevclopmg mitigation plans 
for subnnttal to the FRCC during the first quarter or2010 

None of the violations noted above nor tlic costs of c\ecding tlie nutigation plans are espected to have a sigiuficant 
impact on our overall conipliaiice efforts, results of operations or Iquidity 

Niicleni- 

The Uulitws‘ nuclear generahng uiuts ale iegulated by the NRC under the Atomic Energy Act of 1951 and the 
Energy Reorgaiufiition Act of 1974 Tlie NRC is respoiisible for gnntmg I~censes for the conslniction. operation 
and rehienient of nucleai power plants ancl subjects these plants to conunuing review and regulation In llie event of 
nonconipl~ance. tlie NRC has tlie aullionty to inipose fines, set Iicense conditions. shut down a nucleai uiut or take 
some conibiuahoii of these actions. depending upon its assessment of tlie severity of tlie situahoi~. untll conipl~aiice 
IS aclueved See ‘Nuclear Matters -‘ 

Ei7viroi1iiiei~/i1/ 

The Utilities arc also subject to regulation by tlie EPA. See “Enviroiuiiental ” 

PEC is subject to regulation in North Carolina by the North Carolina IJtilities Conuiiission (NCUC). and in South 
Carolina by ilie Public Senrice Conmission of South Carolina (SCPSC). PEF is subject to regulation in  Florida by 
tlie FPSC Tlie IJtilities are regulated by their respective regulatory bodies with respect to, among other tlungs; rates 
aiid service for electricity sold at retail: retail cost recovery of unusual or unes-ected expenses. sucli as severe storm 
costs. and issuances of securities. The undcrlying concej)t of utility ratemaking is to set rates at a level that allows 
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the utility to collcct revenucs equal to its cost of providing servicc plus cam a reasonable rate of return on its 
invested capitaI. inclucling equity 

Retnil Rote iUntter.7 

Each of the IJtilitics’ state util ity coniniissions authorize rctail ”base ratcs” that are clesigned to piovide the 
respective ut~lity with tlie opportuiut~~ to carn a reasonable rate oI‘ rcturii on its “rate base.” or net inveslnienf in 

utility plant These rates arc intended to cover all reasonable and prudent evpenses of constnicting. opcrating and 
niaintai~ung the utility SJ stem. c\cept those c o w e d  by speclfic cost-recoveiy clauses 

In PEC’s most reccnt iatc cases in 1988. the NCUC and the SCPSC each authorized a return on cquity of 12 75 
percent The Clcan Smokestacks Act enacted in  Noi-tli Caioliiia i n  2002 (Clean Snioltestacks Act) froze PEC‘s rctail 
base rates in North Carolina through December 3 1. 2007. ~ w t l i  provisioiis that ir PEC had experienced evtraoidiiiary 
events beyond its control, PEC could have petitioned for a rate increase Since 2007. PEC’s ctirrent Nortli Carolina 
base rates have contlnuecl subject to traditional cost-based rate regulahoii 

th PEF, The new base iates took eflect the first 
billing cycle of January 2006 and reinaiiicd III effect tlirough (he last billing cycle of December 2009, with PEF 
having Uie sole option to e\tencl thc agrecment through llie last billing cycle of June 2010. wlucli PEF declined to 
extend PEF’s base iate agreement also pro‘ ided for revenue sliaring betwecn PEF and its latepayeis with annual 
adpstnient of tlie tllreshold and cap amounts Howcver. PEF’s retail base revenues did not evceed tlie threshold i n  

2009 and this 110 rcvenucs \vcre subject to the revenue-sliaiing provisions The tlvesliold and cap weie $1 688 
billion and $1 742 billion. respectively, for 2009 

In anticipation of the e\pnation of  11s cumnt base rate settleiilent agreement, PEF filed a proposal mth lIie FPSC i n  

2009 for ai increasc in  base rates effective wtli thc first billing cycle of January 2010 The $499 nullion request for 
increased base rates was based, i n  part. on PEF‘s investments i n  11s generalmg fleet arid its trarisnussion and 
distnbuhon systems (Sce Note 7C) In January 2010. the FPSC voted to grant PEF no incrcase in base mtes above 
the approximately $1 32 in111ion annual revenue requrreinents tlial had been piev~ously awarded in 2009 as linuted 
rate relief for Uie repowered Bartow Plant See Note 7C for details regarding the dlfference between the $499 
null~on increase m base rates requested and the ’$1 32 mill~on increase granted Among other items, the FPSC 
autliorized a retuni on equity of 10 5 percent Hovcver. we believe Uie PEF revenue level approved 111 January 2010 
IS inadequate gii en ow ciineiit costs of providrng custoniers wlli ieliable servicc anticipated costs to responsibly 
prepare for their futme energy needs and PEF’s right by law to a reasonable opportwuty to recovei its operating 
costs aid return on uivcsted capital Consequcntlv. we are currently reviewing our regulatory opflons 111 Flonda 

Each of tlie IJtilities’ state utility conunissions allows recovery of certain costs tluougli various cost-recoveqr 
clauses, to the extent the rcspective coinmission deteriniiies in a n  annual hearing that such costs, including any past 
over- or under-movercd costs. are pmdent The clauses are in addition to the Utilities’ approved base rates The 
Utilities geneially do not earn a rctum on the rcco\wy of eligible operating expenses under such clauses; liowever, 
in certain jurisdictions. the Utilities may cam intcrest on under-recovered costs Additionally. the coiiiinissions may 
authorize a return for specikd investments for energy efficiency and conservation, capacity costs, enviroiuiiental 
compliance and utility plant. See MD&A - “Regulaton, Matters and Recovery of Costs” for additional discussion 
regarding cost-rccovery clauses 

Costs recovered by the Utilities through cost-recovey clauses. by retail jurisdiction, were as follows 

North Cor.o/mn Retorl- hicl costs. thc rue1 and otliei porbons of purchased powel (capacity costs for purchases 
from dispatchable QFs are also iecol erable). costs of new DSM and energy-efficiency piograms, costs of 
conuiiodities such as ;iiiuiioIua and limestone used i n  eimssions control tecluiologies (reagents) and eligible 
re ncwab le c ncrgy costs 

So;outh Cnrolrrio Retnrl - fuel costs. certain purcliased power costs, costs of reagents. sulfur &oxide (SO?) and 
xutrogen oudcs (NO\) cinissioii allov ance expcnscs. costs oi  new DSM and energy-efficieiicv programs. and 
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F/or ih  Retnil -. fuel costs. purchased power costs. capacity costs, qualified nuclear costs. encrgy conselvation 
expense and speciried enviroiiiiiental costs. including Clean Air Interstate Rule (CAR), SO2 and NOx 
eiiiission allowance cspcnscs 

Fuel. fuel-related costs and certain purchased power costs are eligible for recovery by Ihe LJtilitics. The Utilities use 
coal, oil, hydroeleclric (PEC only). natural gas and nuclear power to geiierate electricity. thereby iiiaintaiiiing a 
diverse hie1 inis that helps mitigate tlie impact of cost increases in any one liiel. DLIC to the associated regulatory 
treatment and tlie method allo\vecl for recovery. cliaiiges in fuel costs Troll-i year to year liave no material iiiipact 011 

operating results of the Utilities. uilless a commission finds a portion of such costs to have been imprudent. 
However, delays between the espencliture for fuel costs and iecovery from ratepayers can adversely impact the 
timing of cash flow of the IJtililies 

As discussed more fully in MD&A - “Other Matlers - Regulatory Environment.“ eligible nuclear costs not 
previously recoverable tlirough cost-iecoveq clauses became recoverable in the Florida retail ,jurisdiction begiiuung 
in 2009. 

PEC is subject to renewable energy standards at thc statc level in North Carolina. North Carolina’s Renewable 
Energy and Energy Erficiency Portfolio Standard (NC REPS) establishes ~iliilimum standards for the use of energy 
from speciried I-eneivable energy resoiirces or i~uplementatio~i of energy-cfficieiiq measures by the stale’s electric 
utilities beginning with a 3 percent requirement in 2012 and increasing to 12 5 percent in 2021 for regulated public 
utilities, including PEC The prenuuiii to be paid by electric utilities to comply with tlie requirements above the cost 
they would have otherwise incurred to meet consunicr delimid is to be recovered through an annual clause The 
aiiiiual aiiiount tliat can be recovered through the NC REPS clause is capped and once a utility lias expended monies 
cqual to the cap, tlie utility is deeiiied to liave met its obligations uIider the NC REPS law. regadless of the actual 
reiiewables generated or purchased. The Isw grants the NCUC autho~ity to modify or alter the NC REPS 
requirements il the NCUC cletenniiies i t  is in the public interest to do so 

Florida energy law enacted in 2008 includes provisions for development of a renewable portfolio standard for 
Florida utilities On January 12, 2009: the FPSC approved a draft Florida renewable pollfolio standard nile with a 
goal of 20 percent renewable energv production by 2020 The FPSC provided the draft Florida renewable porlPolio 
standard nile to tlie Florida legislature i n  Febniary 2009. but the legislature did not take action in tlie 2009 session. 
We cannot predict the outcome of this matter Until tlie ruleniaking processes arc completed, we cannot predict the 
costs of complying with the law but PEF would be able to recover its reasonable prudent compliance costs 

On December .30: 2009, tlie FPSC ordered PEF to adopt DSM goals based on eidianced measures, wllicli \vi11 result 
in significantly higher conservation goals. IJ nder the order, PEF’s aggregate consenation goals over the nest ten 
years are 1,183 Sunuiier MW. 1.072 Wiiiler MW. and 3,4SE: gigawatt-hours (GWh) PEF lias filed a motion For 
reconsideration u4.h the FPSC to correct what we believe are oversights or errors If accepted by the FPSC, PEE’S 
motion would adjust conservation goals over the nest ten years to‘ 808 Suiiiiner MW. 933 Winter MW, and 1.792 
GWh The FPSC is espected to inalte a decision in March 2010 We caimot predict tlie outconic of l l u s  matter. 

Storm Recoverv 

As a iesult of tlie FPSC’s January 11. 2010 base ntc appioval. PEF inay not collect in base rates addihonal funds for 
its storni damage reserve I n  tlie event future storiiis cause tlie reserve to be depleted, PEF can pchbon tIic FPSC for 
iiiipleiiientation of an  intenni surcharge to co\ er ai? deficiency of its storm iesenx Under Florida law. PEF also 
 nay s e c m t m  slorni costs upon app1oval by the FPSC At Decciiibcr 31.  2009. PEF‘s storm resen’e totaled $136 
null ion 

PEC docs not inaintain a storm damage resenre account and docs not have an ongoing regulatory iiiccliaiusni. such 
as a surcharge. to recover s tom costs In tlie past. PEC has sought and received pernussion froin the SCPSC and 
NCUC to defer and amorli/e certain stonn recovery costs 

See Note 7 for further discussion of regulatoiy niatters 
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NUCLEAR MAT'I'ERS 

GENERAL 

The nuclear power industv laces uncertainties with respect to the cost iind long-term availability of disposal sites 
for spent nuclear fuel and otlier radioactive waste. conipliancc with changing regulatory requirements. capital 
outlays for modifications and new plant construction. the tcclmological and financial aspects of decoiiiinissioiiiiig 
plants at the end o l  tlicir licensed lives aid requirements relating to nuclear insurance. Nuclear units are periodically 
reinoved from service to accommodate noriiial refueling and maintenance outages, repairs. uprates ;ind certain other 
iiiodifiications. 

PEC owns and operates lour nuclear generating uiuts Brunswick Nuclear Plant (Brunswick) IJnit No 1 and LJiut 
No 2, Harris. and Robinson Nuclear Plant (Robinson) Thc NRC has renewed the operatmg licenses for all of PEC's 
nuclear plants The renewed openting licenses for Brunswick No 1 and No 2. Harris and Robinson elpire in 
September 2036, Dcceniber 2034. October 2046 and Julv 20 3 0 .  respcctively 

i t  Nn 7 Ii'R 31 Vie NRC' o I,erallnellcense----__- 
CR3 currently evplres i n  Decenibcr 2016 On Dcceniber IS. 2008. PEF subinitled an application to the NRC 
requesting a 20-year iencwal of the CR3 operating license The license renewal application for CR3 IS currently 
under revicw by tlie NRC wth  a decision e\pccted 111 201 1 

Over Unie. PEC and PEF limc nlade various niodifications of their nuclear facilities to increase the energy output 
Durmg CR3's fueling and maintenance outage that bcgaii in Septciiiber 2009, PEF coiiuiienccd a project to ieplace 
CR3's steam generators Dunng prcpantions to replace the stem1 generators. worlccrs discovered a delamination 
within the concrete of the outei wall of the coiitmmenl structurc PEF is finailzing Ute root cause deteniuiiation of 
tlic delanunation event and tlie necessaq repair plans At present, PEF does not liave a film return to senrice date for 
CR?. the finalized repaii estiiiiates and rcplacement power costs. nor the iinpact of insumlice recovey Howevcr, the 
costs to repair the delanunation and associated costs of an outage e\;tension. such as fucl. purchased pori cr and 
iiiaintenance. could be m;iterial Based on the current underslandiiig of the cause of the dclamirmtioii event and the 
conceptual repaii strategy, PEF expects that CR.3 w11 return to service 111 nud-2010 

The NRC pcriodically issues bulletins and orders addressing industry issues of interest o r  coiiccrn that necessitate a 
response from the industqr. It is our intent to comply with and to coniplete required responses in a timely and 
accurate manner Any potential impact to coli1piUi>' operations will vary and will be dependent upon the nature of tlie 
requireinent(s) 

POTENTIAL, NEW CONSTRUCTION 

While we have not made a final deteniuiiation on nuclear construction. we continue to take steps to keep open tlie 
option of building a plant or plants During 2008. PEC and PEF filed COL applications to potentially construct ne\\? 
nuclear plants in North Carolina and Florida (See Item 1A. "Risk Factors"). The NRC estimates that it will take 
approximately three to four years to review and process Uie COL applications. We have focused on the potential 
nuclear plant construction iri Florida given [lie need for more fuel diversity in Floricla and anticipated federal and 
state policies to reduce GHG emissions as well as existing state legislative policy that is supportive of nuclear 
projects 

On JiIlluan 2;. 2006. we annouiiced tliat PE,C selected a sitc at Hams to evaluate for possible future nuclear 
expansion We selected tlic Westinghouse Electric API 000 reactor dcsign as tlie tecluiology upon wlucli to base 
PEC's application submission. On Februav 19. 2008. PEC filed its COL, application with the NRC for two 
additional reaclors at Harris On April 17: 2008, the NRC docketed, or accepted for rcview. tlie Harris application. 
Docketing tlic application does not preclude additional requests for infoniiation as the rcview proceeds, nor does it 
indicate whether Uie NRC will issue the license No petitiolis to intervene have been admitted in the Harris COL 
application. We cannot predict tlie outcoiiie or this matter If wc receive approval from the NRC and applicable state 
agencies. and if tlte decisions to build are made. a new plait would not be oilline until at leas( 2019. 

On December 12. 2006. we aiuiounced that PEF selected Levy to evaluate for possible future nuclear expansion. We 
selected thc Westinghouse Electric APlOOO reactor design as the teclmology upon wliicli to basc PEF's application 
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submission In 2007. PEF completed tlic puicliasc of appio\niiatclJ 5.000 acrcs for Lc\ y and associatcd 
trmisimssioii iiccrls On July 30. 2008. PEF filed its COL. application w ~ t l i  lhc NRC for two reactors The FPSC 
issucd tlic f~iial  orclcr granting PEF's pctitioii Tor the Dctcriiunation of Nced lor Levy on August 12. 2008 On 
October 6. 2008 the NRC docketed. 01 accepted fol icvlciv, the Levy nuclear project iipplic2iho11 Docltctuig the 
application does not pieclude adchtional rcquests for inforinatloll as tlie re\ iew proceeds. nor docs it indicate 
\\hetIier tlic NRC ~ 1 1 1  issue thc license On Fcbntary 24. 2009. PEF received tlie NRC's schedule Tot ieview aiid 
approval of tlic COL One joiiit petition to Intervene 111 the licensing proceeding was filed w t l i  the NRC ntitlun die 
iequircd hO-day notice pcriod by Uie Green Party of Flonda, tlie Nuclear Inforniatioii and Resouice Senice and tlie 
EcoIon Party of FIonda On July 8. 2009. (lie Atoriuc SaFctv mi  L,icensIng Board (ASLB) issued a decision 
accepting tlirec of Uie 12 contentions subniittcd The adiiiitted contentions ~iivolvccl questions about the stoiage of 
low-level radioactive waste. tlie potent~al impacts of plant conshichon a id  opcrabon on tlie aqulfei and suiionnding 
~ ~ ~ a l c r s  and the potcntial Impact ol  salt 3IriitCr drift from cooling tower operation PEF's appeal of the ASLB's 
decision was clcnicd aiid I t  is evpccted at tliis ttine that a lieanng oii the contentions 111 be conductcd ni 201 1 Other 
COL applicants have receivcd siiiiilar petitions raising suiiilar potential contentions On Dcccniber 3 1 .  2008, PEF 
signcd an agrcemcnt w i U i  Westinghouse Electnc Conipaiiif LLC aiid Stone &. Wcbster. Inc for tlic engineering. 

irid con stnictiori of LWO iiuclear units a( Levy The contract pncc for Uie two L c y  units conibined IS 

appro\lmately $7 650 billion. part o l  wlucli IS sublect to agreed upon escalation factor; Tlic total escalated cost foi 
the two gcncralrng units \\as estimated to be approumately F 14 billioii i n  PEF's petition for tlie Deternunation of 
Nccd for Le\y. inclucliiig land, plant coinponcnts. financing costs. construction. labor. regu1;itoty fees and tlie initial 
core for Ihc two units The ncccssary transiiiission eqmptneiit and appiouiiiately 200 iiules of transnuwon lines 
associatcd w i i h  the project was estiiiiated to cost an additional $; billion 

.- - 

I n  2009. the NRC iiidicatecl it would not process PEF's liiiuted work authorization request until after COL issuance. 
This lactor alonc resulted in a ininimum 20-month in-service scliedule sluft for tlie Levy units. Additional schedule 
slufts are lilccly given. among other tlungs. tlie permitting arid licensing process, state of Florida and iiiacro- 
economic conditions, and Iccent FPSC DSM and energy-efficiency goals and othci, decisions IJiicerlainty regarding 
access to capital 011 reasonable tenis could be another factor to affect the Levy schedule. 

SECURITY 

The NRC lias tssucd 1 aiious ordets sincc Scptetiibcr 2001 wt l i  regard to secunty at nuclear plaiits These orders 
include additional rcstricbons on nilclear plant access. increased secunty ineasures at nuclear facilihes and closer 
coordination with our partners 111 iri(e1lrgcnce. inilrtarv. law enforcement aid eiiieigency rcsponse a1 the federal. 
statc aiid local Icvcls Wc completed tlie rcquimiients as outlined 111 Ihe orders bv tlic coiiinuttcd dates As the NRC. 
other goveriuiicntal entitics and the Industry coiitiiiue to consider security issues. I t  is possible that mole ntensive 
sccnrtl~ plais could bc icqutictl 

SPENT FUEL AND OTIER IIIGII-LEVEL RADIOACTIVE WASTE 

The Nuclear Wastc Polic\~ Act of I982 provides tlic fmneworlc for development by the federal govenunent ol 
intenm storagc and 1 x 1  iiiaiient disposal facilities for high-level iadioactive waste iiiaterials The Nuclcar Waste 
Policy Act of 1982 proiiiotcs increased usage of Intcritii storage of spent nuclear fuel at cvistuig nuclear plants We 
~ 1 1 1  continue to ina\itiii/c tlie use of spent h ~ c l  storage capability witluii our own facilitm foi as long as feasible 

With certain modifications and additional approvals by the NRC, including the installation andor espansioii of' oii- 

sitc diy cask storagc facilitics at Robinson. Bnlnswick aid CR3, the LJtilities' spent nuclear fuel storage racilities 
will be suflicicni to proiricIe storagc space for speiit fuel generated 011 their iespective systems through the expiration 
of the operating liccnses. inclucliiig any license renewals. for their nuclear gcnerating units. Harris lias sufficient 
storagc capacity through tlic cspiration of its ienewed operating licenses 

See MD&A - "Other Matters - Nuclcar - Spent Nuclear Fuel Matters" and Note 22D. iespectively. Tor discussion 
of the status of perinanent disposal facilities and the Utilities' contracts with the DOE for spent iiuclcar fiiel storage 

DECOMI\.IISSIONING 

In tlie IJtilitics' rctail jurisdictions. provisions for nuclear deconuiiissioiuiig costs are approved by the respective 
state utility coniiiiissions and arc based on sitc-specific estimatcs that include Uic costs for reinoval of all radioactive 
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and othcr stnicturcs a t  the sitc In the wholesale jurisdiction. tlie provisions for nuclear decommissioning costs are 
approved by the FERC A coiiditioii of the operating license for each imit requires an approwd plan for 
decontami~liltion and dcconiiiiissioning See Notc 4D for a discussion of the 1Jtilities‘ nuclear decommissioning 
costs 

ENVIRONMENTAL 

We are sub~ect to icgulation by haiious fccleral. state and local authontics in the areas of air qualltyi. water qual~ty. 
control of toxic subs~ances aid hazardous and solid wastes. and othei cnviioIilllcnta1 inattcrs We belicve that we ale 
in substantial compliance uritli those cnviroiuncntal rcgulauons currently applicablc to our busincss and opeiatiois 
and believe wc have all necessan perinits to conduct such opcratrons Ewironmental laws and iegulatioiis 
frequciitl~f cliaiigc and tlie ulhinate costs of conipliancc caiuiot always be precisely estimated The currcnt estimated 
capital costs associated n~it l i  compliance with pollution coiihol laws and regulahoiis tint we cxpecl to incur itre 
included within MD&A - “Liq~i~dlt\ a11d Capital Resources - Capital E.;penditures” and \v~tlirn MD&A - ”Other 
I V I i ~ l b  Eli\ L ‘  -----I_---- ~ - - ~ -  - 

We have a fornial enviroiinlentd management system to manage the environmental aspects and impacts to our 
businesses. ~vluch genenlly follows tlie international IS0 14001 standad We have established a process to ideiitiI3l 
enviroiuiieiital risks, take piampt action to address rhese issues and ensure appropriate seiuor managernent oversight 
on a routine basis Onr business units assiiine daily responsibility for ensuring environniental compliance and are 
su ppo rted by sever a1 co rpora te orga ni z at io 11s. i iicl tiding t ecllni cal e iiv i ro nineiita 1 prorcs sional s, goverrtaiice and ri SI< 
nianagcmcnt staff and an ciiergy policy and shyitegy group. The actions of these organizations are guidcd by our 
Environmental. Health and Safety Pcrfoniimicc Council. which is coniposed of senior executives The 
Environmental. Health and Safety Perfoimance Council provides overall strategic direction, guides corporate 
enviromncntal policy. monitors environmental regulatov compliance and approves targets that measure. track and 
drivc perfoniiance Our environmental activities are reported to our board of directors‘ Operations and Nuclear 
Oversight Committee The coinnuttee is rcsponsible for cliiiiate change oversight and suategy and tlierefore assesses 
our plans and activities and makes recommendations to the Pull board regarding these inatters 

l‘he pro\:isions of tlie Comprehensive Enviroiuncntal Response. Compensation and Liability Act of 1980. as 
amenrled (CERCLA). authorize the E,PA to require the cleanup of hazardous waste sites. Tlus statute imposes 
retroactivc joint and several liability. Some states. including North Carolina, South Carolina and Florida. liave 
siinilar types or legislation Wc aic periodically notiGed by regulators. including the EPA and various state agencies. 
of our im~olvenient or potential iiivoIveinent in sitcs that rimy require investigation and/or remediation. 

There are presently l~azarcious waste sites. including the Ward Transfonner site (Ward) and several manufactured 
gas plant (MGP) sites. with respect to which we have becn notified by tlie EPA. the State of North Carolina or tlie 
State or Florida of our potciitial liability. as a potentially responsible party (PRP). We have accmed costs for the 
sites to the cxtcnt our liability is probable and the costs can be reasonably estimated Tlicse costs are cligiblc for 
regulatoiy recovery through either base rates or cost-recovery clauses (See Notes 7 and 21). Both PEC and PEF 
ewluatc potential claiins against other PRPs and insurancc carriers and subinit claims for cost recovery where 
appropriate The outcoine of these potential claiiris carwot be predicted. Wliile we accrue for probable costs tliat can 
be reasonably estimated, based upon the current status of soiiie sites. not all costs can be reasonably cstiinated or 
accrued and actual costs may materially escecrl our accruals Material costs in excess of our accruals could lmve a n  
adverse impact on our financial condition and rcsults of operations 

Global cliinatc change is one of the priniiu\‘ coiporate cmliroiunental risks identified by our cnvironmental 
nianagemcnt system Our risks associatcd with cliinatc change are discussed under Item IA, “Risk Factors .’ 

Growing state. Pedeial and intemahonal attention lo global climate change m y  iesult 111 the regulat~on of cahon 
diovde (CO?) and other GHGs The full inipact of final Icgislation. if enacted and additional regulahon resulting 
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from other GHG initiatives cannot be deterinined at th is  time, liowewr, we anticipate that it could result in  
significant late incieases over time to recover the costs or compliance 

As previously dxscussed undei ‘Recent Developments.“ we are preparing for a carbon-constrained luture aid ale 
actwely engaged i n  helping shape effcctne policies to address tlie issue We are taking steps to address global 
chmate cliangc by changing tlie w a y  11 e make electricity tllrougli our balanced solubon strategy of energy 
effmency. alteriiat~ve energy and state-of-the-art power generauon as discussed 111 MD&A - “Other Matters - 
Energy Deniand ” We continuouslj evaluate new generation options to deterniine if they are realistic for tlie 
Souheastern United States 11 here our operations are locatecl 

See Note 2 1 and MD&A - “Other Matters - Environiiiental Matters” for additional discussion of our environmental 
matters, iiicliiding specific enviroolniiental issues. the status of tlie issues, accruals associated with issue resolutions 
and our associated exposures 

EMPLOYEES 

At kh i i a iy  1 3 . m  we cinpioye6 ;-i ‘ J  i l . i  -> 

eniployees at PEF are representecl by the International Blotherhood of Electrical Workers Progress Energs and the 
International Biotlierliood of Electrical Woll<e~s entered into a new tllree-year labor contract that began December 
2008 We consider our relationship with employees. Including those covered by collective bargaining agreenients, to 
be good 

We have a noncontributory defined benefit retilenient (pension) plan for substantially all full-time einplovees and an 
einployce stock ownelship plan among other eniplovee benefits We also provide contributory postretirement 
bencflis, including certain health care and life insuraiice benefits. for substanbally all retired employees 

At Febr~iary 19, 20 10. PEC and PEF employed appro~imatcly 5.500 and 4,000 fxill-time employees, respecti\ely 

GENERAL 

PEC is a regulated public utility founded in  North Carolina in 190s and is primarily engaged in the genention, 
transmission. distribution and sale of electricity in portions of North and South Carolina. At December 3 1. 2009. 
PEC had a total suiiimer generating capacity (iricluding jointly oivned capacity) of 12..585 MW. For additional 
inforination about PEC’s generating plants, see “Electric - PEC“ in Itein 2, “Properties.” PEC’s system nornially 
experiences its higliest peak demands during the suninicr. and the all-time system peal< of 12.6% megawatt-hours 
(MWh) was set on A U ~ U S ~  9: 2007 

PEC’s service territory covers approximately 34.000 square miles. including a substantial portion of the coastal plain 
of North Carolina extending finin the Piedmonf to the Atlantic coast between the Pandico River and the South 
Carolina border. the lower Piedniont section of North Carolina: an area in western Noilli Carolina in and around tlie 
city of Aslieville and an area in  tlie noriheastern poition of Soulh Carolina At December 3 I .  2009; PEC was 
providing clecuic services. retail and wholesale. to approximately I .5 million customers Major wholesale power 
sales customers include Norlli Carolina Eastern Municipal Power Agency (Power Agency), North Carolina Electric 
Menibersliip Corporation and Public Works Conuiussion of the City of Fayetteville, North Carolina. PEC is subject 
to the rules and regulations of the FERC. the NCUC. the SCPSC and the MIC. No single customer accounts for 
more tlian 10 percent of PEC’s revenues. 

PEC‘s net income available to parent WIS $51.3 nullion. $53 1 million and $49S nillion for die years ended 
Deceniber 31, 2009, 200s and 2007. respectively. PEC‘s total assets were $13.502 billion and $13.165 billion at 
Deceniber 3 1 ,  2009 and 2006. respectively. 
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PEC's electnc le\ cnucs billed by custoiiici class. for thc last tllrec yeais. are she\\ ii as a peiceiitage 01 total PEC 
electric revenucs in the table bcloni 

2009 2008 2007 
Residential 39% 3 S%) 3 7% 
Cominercial 27Yo 26%) 26% 
Who 1 esa I e 16% 17% 18% 
Iildustrial 1 6 (!/I 17%) 17% 
Other rctail 2% 2% 2% 

Major industnes iii PEC's senrice area uiclude chciiiicals. te~tiles. papel. food. mctals, rubber and plastics, wood 
products and stone products 

PEC's coiisuinptioii of vanous typcs of fuel depends on several factors. the inost iinpoitaiit of \vh~cIi are tlic deniaiid 
foi electricity by PEC's customers. the availabilit~ of vanons geiiei;itiiig units. the availability aiid cost of fuel and 
tlie Equiretnents of kderal and state iegulatonf agencies 

PEC's total systeiii gciierahoii (iiiclurhiig jointly o w e d  capacity) bv piiiiiary ciiergir source, along with  puichased 
power for the last thee years is presentecl i n  the follou ing table 

2009 2008 2007 
Coal JJ%O 4 5% 18% 
Nuclear J4"/0 4 3% 12% 
OiI/Gas 6 YO 1% -1% 
Purchascd power 5 Q/o 7% 5% 
Hvdro 1 Yo 1 '%) 1 'X,  

PEC is geiienlly perimtted to pass tlic cost of fie1 aiid ceitain pu~chased power costs to Its customers through hiel 
cost-iecovery clauses ?'he future piices for and availability or various ruels discussed in tliis repoi? cannot be 
predicted with complete certainty See "Commodity Price Risk" undei Itein 7A. "Quaiihtah\e And Q~ialita(l\ e 
Disclosures About Market Risk" and Itciii 1 A. "hsk  Factois Howeyer. PEC believes that its fuel supply coiitracts, 
as described below and 111 Note 22A. will be adequate to meet its fuel supplv needs 

PEC's average fuel costs pcr million British theriiial units (Btu) for the last three years were as follows 

(per nullion Btu) 2009 2008 2007 
Coal $3.82 $3 39 $2 96 
Nuclear 0.53 0 46 0 14 
Oil 14.84 16 05 12 28 
Gas 8.16 10 66 9 19 
Weight ed-avcragc 2.60 2 4-1 2 21 

Changes in the uiut price for coal. oil and gas are due to inarket conditions Because these costs are primarily 
recovered tluougli recovery clauses eslablished by regulators. Iluctnations do not materially affect net income 

&l 

PEC anticipates a bum requirement of approximately 1 3 3  irdllion toiis of coal i n  2011) Ahnost a l l  of the coal \vi11 
be supplied from Appalachian coal sources and will be primarily delivered by mil 
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For 2010. PEC has short-terni. intcrniediate and long-term agreenicnts from various sources for approsiinately 100 
percent of its estimated bum requirenicnts of its coal u~ljts. Tlie contracts have expiration dates ranging from one to 
ten years PEC will continue to sign contracts of various lengths, t e rm and qutility to nieet its expected burn 
requirements 

As discusscd wtlun MD&A - “Results of Operation - Progress Energy Carolina - Operahon and Maintenance.” 
PEC has announced that i t  intcnds lo peiiiianctitly shut-down ccrtaiii coal-flrcd units repiesenhng approuniately 30 
percent of its coal-fiicd powci generahon fleet between 2013 and [lie end of 2017 as part of a malo1 coal-to-gas 
niodenuzahon strategy See “011 m d  Gas” for planned gas facilities 

Nuclear f k l  IS processcd through four dishtict stages Stages I a id  11 niyolve the iiuiiing and nullmg of” the natural 
uranium ore to produce a uranium oxide concentrate and the coin crsion of this concentrate into uraiuuiii 
hexafluoride Stages I11 and IV entail the eiuichiicnt of the uranium liesafluoride and the fabrication of tlic emiclicd 
uranium 1iex:duoiide into usable fuel asseiidlies 

PEC lias sufficient umiium, coiiversioii. enricluiicnt ancl f:ibricatioit contracts to iiieet its nuclear fucl rcquiremciil 
needs for the foreseeable future PEC’s nuclear fuel contracts typically have ternis ranging from lliree to fifteen 
yeais For a discussion of PEC’s plans with iespect to spent fuel storage, see “Nuclear Matters ” 

~ _ _ _ ~  

Oil oncl Gas 

Oil and natural gas supply for PEC’s generation fleet is purchased under term and spot contracts froin various 
suppliers and PEC has derivative instnirncnts to limit its esposurc to price fluctuations PEC llas dual-he1 
generating facilities that can operate with both oil and gas. The cost of PEC‘s oil and gas is either at a fixed price or 
deteniiined by niarket prices as reported i n  certain induslrp publications. PEC bclieves that it 1i;is access to an 
adequate supply of oil and gas for the leasonably foresecable Future PEC’s natuial gas tiansportation for its gas 
generation is purchased under term firm transportation contiacts with interstate pipelines PEC also purchases 
capacity wider otlier contracts and utilizes transportation for its peaking load requirements 

The NCUC lias granted PEC pernussioii to coirstruct two new generating facilities a 600-MW combincd cycle dual- 
fuel facility at its Rjclnnond County. N.C. generating facility and a 950-MW combined cycle natural gas-fueled 
facility at a site in Wayne County. N C The facilities are expected to be placed in service in 201 1 and 201.3. 
respectively. PEC lias also filed for approval to conslmct a 620-MW natural gas-fueled generating racililv at a site in 
New I-Ianover County. N.C.. prqjected to be placed in seivicc by late 201 3 or early 2014. 

Purcliosed Power. 

PEC purchased approsinlately 3 3 million MWli 4 S inillion MWli ancl 3 9 nullion MWh of its system energy 
requirements during 2009, 2008 and 2007. respectively, wider purchase obligations and operating leeses and liad 
1,309 MW of firm purchased capacity under contract during 2009 PEC may need to acquire additional purchased 
power capacity in the future to accoiiuiiodate a portion of its system load needs. PEC believes that it  can obtain 
adequate purcllased power to nicet tliesc needs However. during periods of Iiigll demand. tlie price and availability 
of purchased power may be significantly affected 

__ Ifvdrodectric 

PEC has three hydroelectric generating plants liceiiscd by tlie FERC Walters. Tillcy and Blewett PEC also owns 
tlie Marshall Plant, wlucli lias a license exemption Tlie total suniiner gcncrating capacity for all four units is 225 
MW. PEC submitted an application to reliccnse for 50 years its Tilleiy and Blewett Plants and anticipates a decision 
by tlie FERC in 2010. Tlie Walters Plant license will expirc in 2034 
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GENERAL 

PEF IS a regnlated public utdity foiinded in FIoiida i n  1899 and is pnmaiily engaged III the gcneiiilroii. t~an~iii~ssio~i. 
distribution and sale of elecuicity i n  porlions of Florida At Deceniber 3 1. 2009, PEF had a total suninier generating 
capacity (includmg jointly o ~ n c d  capacity) of 10,013 MW Foi additional iifoiinatioii about PEF‘s generating 
plants. see “Eleclnc - PEF” 111 Iteni 2, “Properties ” PEF’s system norinally expeiiences its highest peak demands 
during the I\ inter, aiid the all-hme svstcin peak of 10.822 MWIi \vas set on Januaiy 11 20 10 

PEF’s senwe territory covers approsimately 20.000 squaie iiiiles ui wcst ccnlral Floiida. and includes tlic deiisely 
populated areas around Orlando, as well as the cities of St  Peteisburg aid Cleanvater PEF IS inicicoiinectecl with 
22 muiucipal and 9 iuml electric coopemtive system At December 3 1. 2009. PEF was pioviding electric sen’ices. 
retail and wholesale, lo approximately 1 6 iidlioii customers Major whoksale power saks customers iiiclude 
Semiiiole Electric Cooperative. Inc , Florida Municipal Power Agencv. the city of Gainesvillc. Tampa Electric 
Coiiipany, ancl Reedy Creek Impio\wiient Distiict PEF is subjcct to tlie rules aiid replations of the FERC, tlie 

PFFT‘c m c  -___ 

PEF’s net incoiiie available to parent \vas $460 nullioii $383 ni1111oii and $315 iiiillion for the yeais ended 
Decenibei 31, 2009. 200s and 2007, rcspechvely PEF’s total assets ~vere $13 100 billioii and $12 471 billion at 
December 3 1 ,  2009 aid 2008, respectively 

BILLED ELECTRIC REVENUES 

PEF’s electric reveiiues billed by customer class. for the last tllree ycais, are s l i o u ~ ~  as a perceiiiagc of total PEF 
electric revenues in the table below 

2009 200s 2007 
Residential 53% 50% 52% 
Coinmercial 26Yo 2 5% 25% 
Wholesale 8 (Yo 12% 9%) 
Industrial 6 Yo 7 %  7% 
Otlier retail 7 Yo 6% 7% 

Major industries in PEF’s territory include phosphate rock iiuiung and processiiig, electroiiics design and 
manu&acturing, and citrus aid otlier food processing Otlier major commercial activities are tourism. ltealth care. 
constiiictioii and agricultiire 

FUEL AND PURCHASED POWER 

SOURCES OF GFhfER4 TION 

PEF‘s consninption of various types of fuel depends 011 several facials. tlie most iiiiportant of  which are the deinaiid 
for electricity by PEE’S customers. the availability of various gcneiating uiuts. thc availabilitv aid cost o f  fuel and 
the requireinents of federal and state regulatory agencies 

PEF‘s total system genemtioii (including jointlv owned capacily) by piimarv energy source. along with pui-cliascd 
power for tlie last tliree years is presented in the following table 

2009 200s 2007 
OiVGas 44Yo 31% 32% 
coal 2SYo 3 oo/o 31% 
Purcliased Power 20% 2 1% 23% 
Nuclear 1 1 Yo I5‘% 14% 

PEF is generally pennitted to pass the cost of fuel and certain purchased power to its custoiiiers through fuel cost- 
recovery clauses The future prices for and availability of various fuels discussed in  tliis repoil cannot be predicted 
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I tli conipletc certamty Scc “Commorlity Pricc Risk ’ under Item 7A. “Quantitative And Qualitah\e Disclosum 
About Market Risk” and Item 1A. “Risk Factors .. Ho\vever. PEF belicvcs t h ~ t  its fuel supply contracts. as clcscribcd 
bclon and 111 Note 22A. 11 111 be adcquatc to meet its fuel supply nceds 

PEF’s average fuel costs pel n ~ l h o n  Blu for the last three yeais weie as follows 

(per iiullion Btu) 2009 200s 2007 
011  $1 1.13 $9 24 $8 54 
Gas 8.40 10 03 8 51 
Coal -1.25 3 74 3 28 
Nuclea 0.52 0 49 0 48 
Weighted-average 5.88 5 67 4 85 

Changes 111 tlie uiut pnce for coal. oil and gas are due to market conditions Because tliese costs ale piiinaiilv 
recoveicd through recovery clauses established by regulators, fluctuauons do not inatenally affect net i~icoiiic 

Oil aiid natural gas supply for PEF’s generation fleet is purchased tinder term a id  spot contracts froin various 
suppliers and PEF has derivative instniments to limit its esyosure to price fluctuations. PEF llas dual-he1 generating 
facilities that can operate with botli oil and gas. The cost of PEF’s oil and gas is either at a fixed price or detemuned 
by market prices as reported in certain industry publicatioiis PEF believes lliat it lias access to ai adequate supply of 
oil and gas for the reasonably foreseeable future. PEF’s natural gas lransportalion for its gas geiieration is purchased 
under tenn finn transportation contracts with interstate pipelines PEF also purchases capacity under other contracts 
and utilizes traisportatioii for its peaking load requirements 

PEF anticipates a requirement of approxiriialely 5.5 inillion toils of coal in 2010. Approsiinately 60 percenl of tlie 
coal is expected to be supplied froin Appalachian coal sources and 40 percent supplied from coal sources in  the 
Illinois Basin and Colorado. Approxiniately 30 percent of the coal is expected to be delivered by rail and the 
reniainder by water 

For 20 10. PEF lias intermediate and long-tenn conlncts from various sources for appmziinately 100 percent of its 
estimated bum requirements of its coal units. Tliese contracts have price adjuslnient provisions and have expiration 
dates ranging from one to ten years 

PEF purclmsecl approxiinately 8 7 inillion MWll 10.2 nullioii MWli and 11.1 nullion MWli of its system energy 
requirements during 2009, 2008 and 2007, respectively, under purchase obligations, operating leases and capital 
leases and liad 1,847 MW of Firm purchased capacity under contract during 2009 These agreements include 
approximately 682 MW of finn capacity under contract with certain QFs. PEE may need to acquire additional 
purchased power capacity in tlie future to acconiniodate a portion of its system load needs PEF believes that i t  can 
obtain adequate purchased power to me t  tliese needs. However, during periods or high demand. the price and 
availability of purcliascd power may be significantly arfccted. 

Nuclear fuel is processed through four distinct stages Stages I aid 11 involve the iiuning aid nulling of die natural 
uranium ore to prodrice a urauuni oxide concentrate and tlie coiweIsion of tlljs concentmte into uranium 
hexafluoride Stages 111 a i d  IV entail tlie cruicluiient of the uranium hexafluoride and the fabrication of tlie enriched 
uranimii liescafluoride into usable fuel assemblies 

PEF has saicient  riranirini. conversioi~ ei~richnient aiid fabrication contncts to ineet its nuclear fuel requirement 
needs for the roreseeable future PEF’s nuclear fuel contracts typically have teniiis ranging froin tliree to fifteen 
years For a discussion of PEF’s plans with respect to spent fuel storage, see “Nuclear Matters ” 
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COKYOFL41‘E AND OTHER 

Corporate and Other primarily includes tlie operations of tlie Parent and PESC The Palent’s unallocatecl interest 
expense is included i n  Corpomte and Other. PESC provides centralized adiluiustrative, management and support 
sewices to our subsidiaries, wluch generales essentially all of the segment’s revenues See Note 18 [or adchtional 
iifoniiation about PESC services provided and costs allocated to subsidiaries. TIus segment also includes 
miscellaneous noilregulated business areas that do not sepamtely m e t  the quantitative disclosure requireiaents as a 
ieportable business segnient 

The Corporate aid Other segment’s net loss altribntable to controlli~lg interests \\’as $2 16 nullion, $64 inillion and 
$.io9 million for the years ended December 3 1 2000, 2008 and 2007, respectively. Corporate and Other segiiient 
total assets were $20 538 billion and $17 J83 billion at Deceiiiber 31, 2009 and 2008, respectively. which were 
primarily comprised of tlie Parent’s In\iestnieiits i n  subsidiaries. 
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ELECTRIC 'IJTILITY REGULATED OPERATING STATISTICS - PROGRESS ENERGY 
Years Elided Deceiiibci 3 1 

2009 2008 2007 2006 2005 

Eneigy supplv (millions of kWh) 
Geiierated 

Steam 40,420 46.771 51.163 48.770 52,306 
Nuclear 29,412 30,565 X),i36 30.602 30.120 
Comb tis ti o n Tu I bincs/Co mbi ncd Cycle 21,254 15,557 15.319 11.8i7 11,349 

Purchased 11,!)96 14.956 14.994 14,664 14,566 
Total energy supply (Compa~iy share) 103,733 108.278 110.227 106,487 109,090 

Hvdio 651 429 415 594 749 

Jointly owned sliare'" 5,500 5,780 5,351 5.224 5,388 
To t d s  y s tc I nciiei E. 11 su uu Iv 109,233 114,058 115,578 111,711 114,478 

Average fuel cost (pel iiullioii Btu) 
Fossil $5.50 $5.35 $4.54 $4.17 $4.05 
Nuclear fuel $0.53 $0.46 $0.45 $0.44 $0.44 
AII ruels $3.79 $3.66 $3 17 $2.86 $2.83 

Energy sales (millions of kWh) 
Retail 

Residential 36,516 36,328 37,112 36,280 36,558 
Commcrcial 25,523 26,080 26,215 25,333 25,258 
I ndustri a1 13,653 15.174 15>721 16,553 16,856 
Other Retail 4,753 4,768 4,805 4,695 4,608 
Iliibilled 49 1 (107) (61) (272) (460) 

Wholesale 17,801 21.063 21,333 19,018 21.157 
Total energy sales 98,737 103,306 105,125 101,607 103,977 

103,733 108,278 110,227 106,487 109,090 
Company uses and losses 4,996 4,972 5,102 4,880 5,113 

Total energy requirements -- 
Operating revenues (in millions) 

Retail 
Billed $8,449 $7,585 $7,672 $7.429 $6,607 

Wholesale 1,114 1,2815 1,191 1,035) 1,103 
Miscellancous I eventie 301 280 270 263 238 

Total operating revenues of the Utilities $9,878 $9,160 $9,134 $8,725 $7,946 

Unbilled 14 7 1 (6) (2) 

('I Amounts represent joint owners' share of the energy supplied from the six generating facilities that are 
jointly owned 
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WGULATED OPERATING STATISTICS - PEC 
Years Ended Deceinbei 3 1 

2009 2008 2007 2006 2005 
Energy supply (millions of kWh) 

Generated 
SkaJll 
Nuclear 

27,261 28.363 70,770 28.985 29,7S0 
24,467 24.140 24.212 24.220 24,291 

Combustion T~irbiiies/Coiiibined Cycle 3,634 2.795 2,960 2,106 2,475 
Hydro 65 1 429 415 594 749 

Purclrased 3,251 4,735 3,901 4,229 4,656 
Total energy supply (Company share) 59,264 60.462 62,258 60.134 61,951 

Jomtly owned share'"' 5,057 5,205 4,800 4.649 4,857 
Tot21 > 64 321 65.667 67,058 64.783 66,808 

Fossil $4.30 $4 01 $3 50 $ 3  37 $3 30 
Nuclear fuel $0.53 $0 46 $0 44 $0 43 $0 42 
All fuels $2.60 $2 44 $2 21 $2 06 $2 03 

Retail 

Avemge fuel cost (per niill~oii Btu) 

Energy sales (iiiillions of ItWh) 

Residential 17,117 17.000 17,200 16.259 16,664 
Co nuiiercial 13,639 13,941 14,032 13,358 13,313 
Industrial 10,368 11.38s 11,901 12.393 12,716 
Otlier Retail 1,497 1.4G6 1,438 1,419 1.410 
liiibilled 360 (8) (55) ( 1  37) (235) 

Wholesale 13,966 14.329 l5*309 14.584 15,673 
Total energy sales 56,947 iS , l l6  59.S2i 57.876 59.541 

Total energy requirements 59,264 60,462 62,258 60,134 61,951 
Coiiipany uses and losses 2,317 2,346 2.433 2,2i8 2,410 

Operating revenues (in millions) 
Retail 

Billed $3,801 $3.582 $3,534 $3.268 $3,133 
LJ nbi 11 ed 5 S - (1) 4 

Wliolesale 707 737 75-3 720 759 
Miscellaneous revenue 114 102 97 99 95 

Total operating reveniies $4,627 $4,429 $4,385 $4.086 $3,991 

(a) Amounts represent joint owner's share of the e n e i g  supplied froin the four generating facilities that are 
jointly owned 
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REGULATED OPERATING STATISTICS - PEF 
Years Eiided December 3 1 

2009 2008 2007 2006 2005 
Energy supply (iiullioiis of kWh) 

Genera led 
Steam 13,159 18.408 20.393 19,785 22.526 
Nuclear 4,’!45 6.425 6.124 6.382 5.829 
Coiiibushoii Tur~ines/Coiiibiiied Cycle 17,620 12,762 10.359 9.751 8,874 

Purchased 8,745 10.221 11,093 10,435 9.910 
Total energy supply (Compaiiy sliare) 44,469 47.816 47.969 46.353 47.139 

Jointly owned s1iardn’ 443 5-13 55 1 575 531 
Total system energy supply 44,912 48,391 48,520 46,928 47,670 

Fossil $6.88 $6 57 $580 $509 $4 88 
Av- . million Btu’l - - ~ -  __ --- - 

Nuclear fucl 
AII rtieis 

Energy sales (millions of ItWh) 
Relail 

Residciitial 
Coiiiiiiercial 
Industrial 
Other Retail 
U nb i 11 ed 

$0.52 $0 49 $048 $050 $0 51 
$5.88 $5 67 $4 85 $4 21 $4 I5  

19,399 19.328 19,912 20.021 19,894 
11,884 32.139 12.183 11.975 11.945 
3,285 3.786 3,820 4.160 4.140 
3,256 3.302 3.367 3.276 3.19s 

131 (99) (6) (135) (225) 
Wholesale 3,835 6.734 6,024 4.434 5.484 

Total energy sales 41,790 45.190 45,300 43.731 44.436 
Company uses and losses 2,679 2,626 2,669 2,622 2,703 

Total energ  requireiiients 44,469 47.816 47,969 46.353 47,139 
Operating ieveiiiies (in iiullioiis) 

Retail 
Billed 94,648 $4.001 ’M.138 $4.161 $3.474 
Uiibilled 9 (1) 1 ( 5 )  (6) 

Wholesale 407 55 1 4 37 3 19 344 
Miscellaneous revenue 187 178 I73 164 143 

Total opciabiig levenlies $5,251 $4.731 $3.749 $4.639 $3.955 

‘ ” )  Aiiiouiits represent lomt owners’ share of the eiiergy supplied from the two geileiatiiig facilities that are 
jointly owtied 
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I E M  1A. RISK FACTORS 

Investing i n  thc securities of the Progicss Registmiits involves risks. including the risks describcd below. that could 
affect tlie Progrcss Registrants and their businesses. as well as the cnergy industq i n  general Most of the business 
inforination. as \vcll as tlie financial and operational data contained hi our risk factors, is updated periochcally in tlie 
reports the Progress Registrants file with the SEC Before purchasing securities of the Progress Registrants, you 
should carefully consider the following rislts and the other information in this coinbiiied Annual Report, as well as 
the documents the Progress Registrants file with the SEC from time to time Each of the risks described below could 
iesult in a decrease in Lhc value of thc securities of the Progress Registrants and your investinent therein. 

Solely with respect to this Item IA. "Risk Factors." uilless the contest otherwise requiics or the disclosure otheiwise 
indicates, references to %e:" "us" or "oiil"' are to each of tile individual Progicss Registiants, a id  the inatten 
discussed are generally applicable to each Piogress Registrant 

We lire srrbject to jlirid nnd C O i l i l 3 l m  goveriitiient regiil~tioiis fliut m y  It w e  n neg(itive itnpict oil o w  brrsitiess, 
fi,inn&l coiiiI~fioti mi11 resiilts ~ f o p e r i ~ f i m ~  s. 

We are subject to coiliprclicnsivc rcgulatiori by multiple federal. state and local regulaton: agencies. whch 
sigidicantly iiifluences our opeiatnig enviiuiuiieiit and may affect our ability to iecovcr cosls froiii utility customers 
We arc icquiied to coinply iwth nunierous laws and regulations and to obtain iiuinerous pennits appiovais. and 
certificates froni the governmental agencies that regulate various aspects of our busmess, mcluding custoiner rates. 
ietail sewicc tenitones. reliability of onr transmission system, applicable rencwablc cnergy and eiicrg~~-erficieiicy 
slmdaids. enviroiiincntal conipliance. issuances of sccuri ties. asset acquisilloiis aiid sales, accowiling policies and 
practices, and the operation of gcnerating facilltics We believe the necessary pcriiuts, appro\ als aiid certificates 
have been obtained for our existing operallons and that our business is conducted in accordance with applicable 
laws Changes in  laws and regulations as w l l  as cliangcs i n  fedcral aclniiiustrative policy are ongoing and the 
Liltiiiiate costs of compliance caiuiot be precisely estimated Such cliangcs could ha\ c an adverse impact on OLU 

fiiniicial condition and results of operations 

Tlte rufe.7 fltcif PEC cittd PEF rrtuy clirirge r e f d  cr~stonier~s f . r  electric power me strhject to flte ~ ~ t f l i o r i ~ r  of stiife 
regiilittorx Accorrliiig[~; 014r projil mnrgiiis mid obilily to eurii N I I  aileqrrate return on iiivclsfmennl corrld be 
~ilversely crffLtet1 if we do t io f  coil fro1 cind priirleiitlti iiiatinge cosfs to flie stitisfiictioii of regtiliitors, or if I V E  do 
riot obtnin successJirl orrfroines in ortr regiilntor~~ proceerlings. Srrch regirlitti~r~~ iiecisiniis 11111y be iin~~n'ctml by 
economic ~ i i d  pirblic policy consirlerritioiis w i t h  the respective jrrrisrlictioris. 

The NCIJC. the SCPSC and the FPSC cach exercisc regulatory authority for review and approval of the retail 
electnc powel rates cliargcd \vrtlun it4 rcspectivc slatc The Utilities' state uLrhty co~~u~i i s s~ons  appioove base rates, 
wlucli by law inust give a utllity a reasonable opportuiuty to recover its operating costs and retuni on invested 
capital They also approve recovew of certain additional costs. known as "pass-through" costs. over and above base 
rates tluough cost-iccovery clauscs. wlucli v a ~ y  by ~unsdictioii. examples include fuel costs. certain purchased 
power costs, quallIicd iiuclcai costs and specified e~iviroiiniental costs The conuinssioiis can disagree with our 
request of appropriate base rates, aiul can disallow either requested base rates 01 pass-tlwougli recoveries oii die 
grounds that such costs nele not reasonable and pivdciit 

The IJtilitres c\pect incrcascd liiturc e\peiiditures i n  several kev axeas including. but not limited to. envimiuneiital 
compliance. ncw and existing generation. transiiussiori and distribution fncilities. rciicwable encrgy aiid energy- 
efficiency standards compl~aiicc (as applicable). DSM progmins and fuel and other coniinodities Such cost 
iiicreascs will be subjcct to scnitiliy froiii regulators. policymakers and ratepavers As refercnced above, the 
coininissioiis iiia! disallow any costs that they find unrcasonablc and niipi-tident 

----------.-----I__-_____ _ _ ~ _ _ _ _ _  
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Oirr firtmrcirrl j~erjorttirirtce rlepeiids on the srrcces~~jiil opertitiorr o j  electric genervrtirtg fircilities by flte Utilities 
 nil their (ibi1if.y to deliver electricity to cirstonter,s. 

Operating our electric generating facilities and dcliveiy systems invoIvcs many risks. inclndiiig. 

operator mor and breakdown or failure or equipinent or processes. including repair and replacement power 
costs. 
failure of inrorination techno log^^ system and netwoik nifrastnicture. 
operahonal Innitations imposed bv enviroiunental 01 other regulatoi-v requirenients, 
iimdcquatc or unrcliablc access to trmsnission and distnbution assets. 
labor disputes and inability to recruit and rctain skllled tecluncal workers. 
inability to successfdly and timely execute reparr, inanitenaiice and/or refxicling outages. 
iiiteiruptions to the supply of fuel and other conunodihes used in genemtron. 
failuie to comply with FERC-mandated reliability standards for the bulk power electric systcm. 
inadequate coal combustion product iiianagemcnt (disposal 01 beneficial use) capabilities, and 
catastropluc cyenls such as hurncanes, floods. exlreinc drought, eathquakes, lii-es. explosions. teriorist 
attacks, pandeimc health events or other sniiilar occurrences -----I_ 

-__ 

Occurrences of thcsc cvents coulrl aclvcrscly affect our financial condition or results of opemtioiis 

Meeting the iiriticipiiterl ileiiirrriil iri our service territories ~ i i d  firlfilling our eit virotitiretitd compliiriice striitegies 
will require, miortg other tlt ittgs, motlerni~;citioli of c o d  geirer.rtitiorr fiicilities, the corrstrir diort witliin the rrmt 
d e c d e  of t ~ e w  gerier.rrrtiori jk5litie.s ir~irl the siting mrl cortstrrrctiori of tmocirrted trritistiiissioii fircilities. We n i q  
riot hc illk fo ohtuin reqiiired liceiises, perriiits atid rigtits-oJ-iviy; s i ~ c c e s s f i ~ l ~ ~ ~  n r i d  tinre!y coinpl~~e consfrrrction; 
or recover tlt e cost OJ .stich iieiv generotion [itid trriitsrnission fiicilities tliroiigli o w  brm rutes or otlier recovery 
itteclioiiistn~, aity o j  which corrlil udver.se!iI iirtpoct orrr/iiiolicinl coitrlitioii, cacti floim or resrrlts ojoperutioits. 

Meeting the anticipated demancl within the Utilities‘ service territories and complying with existing and potential 
cnviroiunental laws and regulations will rcquire a balanced approach. The tllree niaiii elements of this balanced 
solution are’ ( 1) espaiiding our energy -efficiency programs, (2) investing in the developinent of alternative energy 
resources for the future. and (3)  opcrating state-or-tlie-art plants that produce energy cleanly and efficienlly by 
modernizing esisting plants and pursuing options for building ncw plants and associated transinksion facilities. 

The risks ol each or the elements of our balanced solution include. but :ire not limited to, Ihe following: 

Enewv-Efficiencv and New Enerev Resouires 

We are expanding our DSM. energyefficiency and conservation programs and will continue to pursue additional 
initiatives as these programs can be cffcctive ways to reduce energy costs, offset the need lor new power plants and 
protect the enviroiuneiit 

We are subject to the risk that our customers may not paticipate in  our conservation prograins or that the results 
from these prograins inay be less tlian anticipated Tlus could impact our compliance with state-mandated energy- 
efficiency standards as discussed in the risks regarding renewable energy standards. Also, not achieving the energy- 
eficiency and consenation ineasurenients we assumed i n  our long-term resonrce planning could require us to 
furlher expand our genemtion or purchase additional power at prevailing inarl<et rates 

We are also subject to the risk that custoiner participation i n  these prograins or new technologies ihat iinpact the 
quaitit?; and patfeni of electricity iisage may decxeasc our electric sales and require us to seek future rate increases to 
cover our prudently incurred costs 

As discussed further i n  the nsk factor ielated to renewable energy standards. we are actlvelv engaged in a \ranety of 
alteinatn e eneigy piojects Tliesc altci natii e energ., pmlects my be deterriiined to not be cost-efficient or cost- 
effective 

i o  



Mot1 ei-nimtion tin cl Construction of Generiit in 2 Plants 

We are cirrreiitly cvaluating our options for ncw generating plants. including gas and nuclear technologies I n  2009. 
we announced our intention to retire certain coal-fired units in North Carolina that do not have emission control 
equipment and to constnicl new natuial gas-fueled units at certain of these facilities We are also evaluating the 
possibility of convertiiig certain of these facilities to be fuelecl by natural gas or bioinass At tlus time, no definitive 
decision has been inade regarding the constniction of nuclear plants. 

Decisions to budd ne\\ power plants and successful coniplebon o l  such constniction projects ale based on iiiany 
factors includiiig 

E projectcd system load growth. 
= 
= 
I 

= 

perforniancc of' existing generabon Ilect, 
availability of competihdy priced alternative ciicrgv sourccs. 
prqjections of fkel prices. a\.ailabjljty aiid security. 
thc regulatow enviroiuiicnt, including thc ability to recovei costs and earn an appropriate return on 
InvcsI IIlC11K 

operational peiforniancc of ncw tcchnologics. 
the time requiied to pcinut and construct. 

both public and policvrnakcr support. including support for siting of power plant and associated 
tlanSnl1SSlOn, 

siting and constniction of' transmission f'acilities, 
cost and availability or construction equipriient. materials and skilled labor. 
iiucleai decommissioning costs. insurance, aid costs of security. 
ability to obtain financing on favorable terms. and 
availability of adequate water supply 

-~~ 

= 

= en\~ronniental inipac t . 
= 

. 
E 

There is no assurance that we will be able to successfully and timely coiistiuct new generation facilities or to expand 
or mocleriuzc existing facilities within our pro,jccted budgets or that those expenditures will be recoverable tluough 
our base rates or other rccovciy mechanisms As with any major construction undertaking. completion could be 
delayed 01' prcvented. or cost ovc i lns  cotild be incurred. as a result of niiinerous factors, inclucling shortages of 
material and labor. labor disputes. weather interrerences, difficulties in obtaining necessary licenses or pernuts or 
complying with license or pcniut conditions. aiid unforeseen engineering. ewiroiuiiental or geological problems. 
These constniction projects are long-term aiid may involve facility designs that have not been previously constructed 
or that have not been fjnalized when that project is coimnenced. Consequently. the projects could be sub,ject to 
sigiliFicant cost illcreases for labor. niaterials. scope changes aiid cllariges in design Unsuccessful construction, 
expis ion  or modernization efforts could bc subject to additional costs and/or the write-off of our invesbiient in the 
project or iiiiproveiiicnt 

The constniction of new power plants and associated expansion of our lrarisiriissioii system will require a sigiuficant 
amomit of capital espeiiditures We caimot pro\-ide certainty that adequate external financing vi11 be available to 
support the construction Additionally. borrowings incurred to finance constniction may adversely impact our 
leverage. wlicli could increase our cost of capital For certain new baseload generation facilities. we may pursue 
joint ventitres or similar arrangements with third parties in order to share sonic of the financing and operational 
risks. but we c;innoi be certain we will be able to succcssfully negoriate any sucli armigenient. Furtheiiiiore. joiiit 
ventures or joint otyiierslup ariangenicnts also present risks and uncertainties. including those associated with 
sharing contiol over the constniction and operation of a facility and idiance on the other party's financial or 
operational strength 

Our assumptions regarding future growth and resulting power deniand in our service territories inay not be realized. 
Like other parts of the 1Jnited SWes. our service territories and business have bcen negatively impacted by the 
current economic conditions The timing and extent or the recovey of tlie economy cannot be predicted. We may 
increase our baseload capacity based on anticipated growth levels aiid have excess capacity if those levels are not 
realized. The resulting excess capacity may esceed the resene margiiis established by tlie NCIJC, SCPSC and FPSC 
to meet our obligation to setvc retail customers and. as a result niay not be recoverable 
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In addition to the risks discussed above. the succcssfUl construction of a new nuclear power plant requires the 
satisfaction of a number of conditions The conditions include, but are not limited to, Uie continued operation of the 
industry's existing nuclear fleet in a safe. reliable and cost-effective niaiuier. an efficient and successful licensing 
process and a viable pmgram for managing spent nuclear hiel We caruiot provide certainty that these coiiditioils 
will exist While we Ii;ivc not ~iiade ;I fiual detennin;ition on nuclear construction. we have taken steps to keep o p ~  
tlie option of building a plant or plants We will continue to evaluate the ongoing viability ol  our nuclear 
constniction projects based on cei-tain criteria. including obtaining the COL, public, regulatoiy and political supporl: 
adequate financial cost-recovery mechanisms: aiid availability and t e rm of capital financing Adverse changes in 
tliese crite~ia could restilt in project cost increases or prqjecl termination 

PEF has entered into an EPC agiccnient for Levy MOIC than 1ialT oJ tlie coiitracl piice I S  fixed or linii wtli agreed 
upon escalation factois Gcncrallv. the EPC contnctor ndl not be obligated to pay hqurdated damages for e m i t s  or 
circtiiiisfances that adversely affect its ability to fulfill 11s obligauons to tlie extent tliat tlie events or circuIiistaiices 
are beyond 11s reasonable control and are 1101 caused by 11s 01 its subcontractors' negligence or lack 01 due diligence 
and could not have been avoided by tlie use or its reasonable ellorts For ternunation wiihoui c a u s n  
agreemiit contains exit provisions with tennination Jees and costs, wluch may be significant, that vary based on the 
teiiiunatioii circumstance Under {he EPC agreement, we are responsible for a number of matters in connection with 
the construction. completion and start-up oJ Levy, including obtaining the COL: perfonnaiice. oversight and review 
of certain surveillance aiid testing functions: and acceptance ol tulnover of systems h i i  tlie EPC contnctor 
Because of anticipated schedule shifts. we are negotiating an amenclmenl to the EPC agreement If Levy is deferred 
or cancelled. PEF may incur additional contiact suspension. termination and exit costs Lhat woulcl increase its 
unrecovered investment Tlie magnitude of tliese contract siispension. tennination and/or exit costs cannot be 
deternulied at this time 

A new iiuclear plant m y  be eligible for tlie federal production tax credits and risk insurance provided by EPACT. 
Multiple utilities have aiuiounced plans to pursue new nuclear plants There is no guarantee that any nuclear plant 
coi7stnicted by us would qualify for tliese incentives 

In addition. other COL, applicants would be pursuing regulatory appioval. permitting and construction at  roughly tlie 
saiiie time as we woulcl Consequently. there may be shortages ol  qualified individuals to design. construct aiid 
operate tliese proposed new nuclear facililies 

In addition to the risks discussed above. tlic successfill construction or a gas-fired plan1 requires access to an 
adequate supply of natura1 gas The gas pipeline infmstniccure in eastern ;ind western North Carolina is linlited. 
Existing pipelines will liavc to be estended to the nen plant locations prior to commencement of operations. which 
introduces the rislts associated with a critical constniction pro,ject not under our direct control Power plants fueled 
by fossil fuels such as natural gas and Iiiel oil eiiut GHG. which may be subject to future regulation. 

In addihon to the risks cliscussed abo\ e the successful niodeinimtioii of a coal-fired power plant requires the 
sausfactron of a number of conditions incluciing but not linuted to. coiisideratioii oJ einissions tliar  inp pact air and 
water qualit) and Iiianagement or coal combustion products sitch as slag bottom ash and flv ash 

We (ire siibjecf to rericwuble merm ~ ~ i i r i ~ l u r d ~  f h a f  miv have a iicgufive irtrpcf 011 oiir hrrsurers, fiirurrciul 
condition m d  resirlts o j  o~~ercifions. 

We arc subject to state relievable enera  standards in North Carolina North CarollIIil s standaids include use of 
energy from specified renewable energ) resources 01 implementation of energ) -efficienq ineasures totaling 12 5 
percent by 202 1 Florida cnergv la\\ enacted 111 2008 includes j~rov~s~ons  for cfe\dopment of a renewable portfolio 
standard but tlie rulemalung process I S  not complete We may be subject to additional state or fedeial level standards 
111 tlic hture that could require the IJbhL~cs to produce or buy a luglier pornon or their energ) from renewable energ]' 
souices Mandated state and federal standards could result in the use of renewable encrgv sources that are not cost- 
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effective in order to comply \vitli rcquirciiients If \ve are iiot able to iecci\.e letail rates reflecting our costs or 
investments to comply with the state or federal stancl~ircls.. our financial condition and results of opcration may be 
adveisely a1fected 

There are ittherent poterr tiril risks it1 the operritiorr oj  rriiclmr fricilities, iricliirlirig eri virotriiretitd, liedtit, 
regidofor--, terrorism, a~idjiiiciiicicil risks, tlilrat coirld result ~ I I  j7tie.s or the shirtilint~ii of o w  iiiideur iiiiits, wliiclr 
miy present p~~teritiri1Jinriticirrl qmsrires irr cscess of oiir imiirriri ce coverqe 

PEC operates four nuclear uiuts (tlme of wluch are jointly owned) and PbF lointlv oiwis and operates one nuclear 
unit In addit~on. we are exploring tlie possibility of expanding our iiuclear gencratiiig capacity to ineet future 
expected baseload generation needs Our nucleai facilities ;ire subject to opciational. enviroiuiienlal, health and 
financial nsks such as the abilitjr to dispose ol  spent iiuclcai fiiel, maintaining adequate capital icseives for 
decoiiuiussioiung, liiiiitations on amounts and types of insurance available. potential operauonal liabilities aiid 
extended outages. and thc costs of securiiig the bcilitics agaiiist possible lerrorist attacks We maintain 
decoiiuiussiorung trusts and e\ternal insurance coverage to iiuiuiiiize the financial exposure to these risks However. 
damages from an accident or business interruption at oui nuclear units could c\cccd tlic aiiiouiit 01 our iiisiiiaiice 
coverage For PEF, it in iy  incur liabilities to co-owieFiii the event 01 extended outages oi o p e r ~ m ~  
full capacity If the Utilities are not allowxl to recover the additional costs incurred either through insiiraiice or 
i-egulaton, iiiechaiiisins. our results of operations could be ncgativclj iiiipacted 

The NRC has broad autliontir uiidei federal law to impose licensing aiid safety-related requiieiiients for the 
operatioii of nuclear generation facilities I n  the event of iioncoiii~,ii:ince. the NRC lias the authority to impose fines, 
set license coiichtioiis. shut down a iiucleai uiut. or talw soiiie coiiibiiiahon of these actions depending upon its 
assessnieiit of the seveiity of tlie situation. unlil compliance is achieved Revised snfety requirements proiiiulgated 
by the NRC could requiie LIS to makc substantial cupcnditures at 0111 nuclear plants In addition although we have 
no reason to anticipate a serious nucleai iiicidcni at  our plants. if an incident did occur, it could iiiateiially aiid 
adversely affect our results of operaboiis or financial condition A malor incident at a nuclear facililv anywliere i n  

the world could cause the NRC to liiiut or pioliibit the operation or licensing of amr doiiiestic nuclear unit 

Our nuclear facilities have operating licenses that need to be reneivcd periodically We anticipate successful renewal 
oP tliese licenses Ilowever. potciitial tcrrorist tlircats aiid incicased public scnitiiiv of utilities could result in ai1 
extended process with higher licensing 01 coinpliance costs 

With the prospect of coiistiuctioii of a numbei of new nuclear facilities across the country aiid an aging skilled 
worldorce. there IS increased coinpetition ~vithi i i  tlic encigv sector foi sldled tecluucal workers Tor both the 
coilstntction and operaboii of iiuclear facilities Our ability to successfully operate our nuclear fiicihties IS dependent 
upon our continued ability to recruit and retain skilled tecluiical v oiltcrs 

We (ire stibject to nritireroils environmenfril I m t . 5  iinrl regriliitions fluit repiire signijicmt c(ipitri1 c~perrrlitrires, 
increrise our cost c$ operiitioiis, nnrl iiiriji irrijxict or limit oiir biisineA.ss plri~is, or cvpose 11s to eriviroiinieiitril 
liddities. 

__ 

We are subject to iiuiiierous environmental regulations affecting many aspects of our present and future operations. 
includiiig air emissions. water qualitv. \\wewater discharges. solid waste, aiid hazardous waste production. 
handling aiid disposal. These laws and rcgulalions can result in increascd capital. operating and other costs. 
particularly with regard to eilforceiiiciit erforts focused oii esisiing power plants and compliance plans witli regard to 
iiew aiid esistiiig power plants. These laws and regulations generally require us to obtain and comply with a wide 
variety of enviroiuiiental licenses. permits. authorizations and other approvals Both public officials and prh ate 
iiidivicluals may seek to enforce applicable eii\rironiiieiilal laws and regulations Failure to comply with applicable 
regulations aiid pernuts might result in the imposition of lines and penalties by regulatory authorities We caimot 
provide assurance that existing cnvironiiieiital regulations will iiol be revised or that new enviroiimen!al regiilatioiis 
will iiot be adopted or becoine applicable to us Increased compliance costs or additional operating restrictions lroiii 
revised or additioiial regulation could have a material adverse effect on our results of operations. particulailv if those 
costs are iiot fully recoverable from our ratepayers 
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In addition, n e  iiiay be deemed a responsible party for ciivironnicntal clean-up at  sites identified by ii regulatory 
body or privatc party Wc cannot piedict with certainty the amount or timing or future espcnditures related to 
ciiviroiunental matters because of the difficulty ol estimating clean-up costs There is also uncertainty in quantifying 
liabilities under cnviroimental laws that impose joint and scvei;ll liability on all PRPs While we accnie for probable 
costs that can be reasonably estimated. not all costs can be reasonably estimated or accnied and actual costs may 
materially exceed our accnials Material costs i n  excess of our accnials could lime an adverse impact on our 
financial condition and results of operations 

Our coal-fired plants produce coal coinbustion products. primarily ash The EPA and a nuniber of slates are 
considering addihonai iegulatow measures that may affect inanagcment, tieahncnt niarkciing and disposal of coal 
coinbustion ptodncts PEC's inipoundineiit dams air: subject to additional state regulation due to a Norlh Carolina 
law enacted i n  2009 Unhl tlie applicable state agency inspects each of tlie affected danis. we cannot predict ri 
adchttonal safety-related ineasures will be t-cqutred We are also evaluating the cLTect on groniidwatcr quality frotii 
past and current opeiations, .rvluch may result i n  operational changes and additional measures Revised or new laws 
or regulations undei consideralion may tniposc cliangcs i n  solid waste classilicabons or addihonal envnomnental 

results of opentions or rlnanctal condition 

Our compliance wilh envtrontneiital Icgulattons. including those to reduce emissions of NO\. SO. and nicrciirs fioni 
coal -fired power plants. tcquites significant capital eupcndituies that impact our financial conchlion Tlicse costs iire 
eligible for tegulatory recoveiy tluougli either base rates or cost-recovery clauses These costs could be higher tlian 
currently e\pected and have an adversc impact on our results of operations and financial condition 

The operation of eiiussioii control equ~pmcnt needed to coniplv with icqmreiiients set bv \ at toiis em tmtuncntal 
regulations increases our operating costs and reduces tlic generating capilcity or our coal-fmd plants O&M 
expenses sigiuficantly increase due to the adcl~ltional personnel. inaterials and general maintenance associated with 
openhon of tlie equtpiiieiit Operation of the etnission control equipmcnt requlres the procuremelit of' slgnlficant 
quaitities of reagents, such as Innestone and aniiiioma Future increases in demand for these itenis from othcr u t i l t t ~  
coiiipaiues operating suiular equipment could increase our costs associated with opcrating the cqiupmeiit 
Additionally, the operation of ein~ssion control equipment may iesult 111 tlic development of collatcial issues that 
ieqiitre furlher reniedial actions. resulhng i n  addihonal expenditures and opciahng costs 

We are sithject to risks rissociufed wiili climate climge, which coirlrl have ( I  riegutive irripoct 0 1 1  oiir hitsiries5, 
fiitriiicirtl conrlifion aiirl resitits of opertitiorts. Fiitirre legislutioir or regirlritiori tiiriy impose sipiijicrint restrictions 
on CO; am1 otlier GHG eriiissiotis. We niriy iiicrtr signijicunt costs to car rip(^ ivitli suclr Iegiskitioii or regitliitioii. 
Pli~&cril risks nssocirrterl with cliitirtte cliriiige corilrl inipud 11s. 

Growing state, Federal and Iiitcniahonal attention to global clitiiatc cliange iiiay I esult i n  tlie regulation of C 0 2  and 
otlier GHGs Any future legislahve or icgulaton actions taken to address global clinmte clisiige represent a business 
nsk to our operations and tlie fiill impact ol  such tnt~tahves on our opentions cannot be detcimtned at tlus time. 
however. we aiihcipate that it could result tii stgtitficili1t cost increases over tme. Tor hicli the IJtilities nould seck 
corresponding rate recovery Reductions in CO: eniissions to the levels specified bv soiiie proposals could be 
inatenally adverse to our fiiiancmI position or results of operations d associated costs of control or Iniiilatlon cannot 
be recovered from ratepayers 

Accorchng to the Iiitergoveiiiiiieiital Panel on Climate Change. potential cltiiiate change niipacts 111 the soutlicastern 
United Stales could include I+ aniier days and mghts. increased total ra~nfi~ll fioni heal 7 stonns. t ncrcased tropical 
cyclone activity, sea lewl nse and increased drought condihons An uicreasc in the nuniber of heat \vaves. penods 
of drought and sea level nsc could result 111 clianges in energy demand due to slifting populahons and industrq 
Destrucfion caused by severe weather events such as hurrtcaiics. tornadoes. scvetc tliunderstornis and \\ intcr storins 
inay result i n  lost operatmg revenues due to outages. property dainage and othcr unc\jiected e\pciises 

We could become subject to litigation related to the purported inipacts of GHG ciiiisstons A number of legal actions 
have been filed aganst other electnc uhlihes assci ting public and private nuisance trcspiss and negligence claims 

,- w mi t u t u c e ~ a t ~ o n  of related iinuacts could have a material tiiipact on our ---- 



Weather conditions in our service teriitories directly influelice the demand for electricity and affect the price of 
energy commodities necessary to provide electricity to our customers As a result. our fiitiire overall operating 
results may fluctuate substantially on a seasonal basis. I n  addition, we have liistorically sold less power. and 
consequently earned less income. when weather conditions were nuld While we believe tliat tlie Utilities‘ markets 
coiiiplement each other during iiorinal seasonal fluctuations. unusually nuld weather could diminish our rcsults of 
operations and harm our financial condition. 

Sustained severe drought coiiditions coilld iiiipact generation by PEC’s Iiydroelcctric plants. as well as 0111 fossil and 
nuclear plant operations, as these fac es use water for cooling purposes and for the opci;ition of cnvxoninental 
compliance equipment Furtherinoie. destruction caused by severe weather evcnts. such as Iiurricaiies. tornadoes. 
severe tliii~iderstoniis. snow aid ice storins, can result in lost operating revenues due to outages. piopefly damage. 
including dowiied transiilission and dislnbution lincs. and additional and unexpcctcd expenscs to iniligatc stomi 
damage ----------------I“---..-_-~ _____-- . -- - -- 

Our iildity to recover sigiiijiciiiit costs resiiltiiig-front severe weiitlier everits is siibject to regriliitory oversight, iiiiil 
flie tiittirig ~ i i d  rrnioiriit ifniiy sirclr recovery is rriicerfuiii litid i ? i q  iiiipct our jiiiciriciid conilitioris. 

We are sub.ject to iiicurring significant costs resulting from damage smtained durjlig sevcre \veat.lier events Wlde  
the Iltilities have lustorically been granted regulatory approval to defer and amortize or collect from cusloiiicrs tlie 
majority of significant storiii costs incurred. the Utilities’ storin cost-recovery petitions may not always be giantcd or 
may not be granted iii a tiinely manner. If we cannot recover costs associated witli future severe \veather evcnls in a 
timely niaiuier, or in an amount sufficient to cover our actual costs, our fiiiancial conditions and results of operations 
could be materially and arlversely inipacted 

IJnder a regulatory order. PEF niaintaiils a stonn daiiiage reserve account for major storins with provisions for 
iiiipleinenting an interim retail surcharge in the event future storm deplete the resenre and pmdency reviews of 
stonii costs by the FPSC Storm resenre costs attributable to PEF’s wholesale customers ma); be amortized 
consistent with recovery of such amounts in wholesale rates. albeit at a specificd amount per year. which could 
result in an extended recovery period 

PEC does not inaintain a stonn dmiage reserve account and does not have an origoiiig regulatory mechanism to 
recover storm costs. PEC lias previously sought and received permission from the NCIJC and tlie SCPSC to defer 
storm expenses and amortize them over five-year periods 

Our r ~ e i i ~ e s ,  operiiting results mid jiliirriciiil coiiiiilioii are iny~iicteil by ciistoiwr growtlr iiiid risrige in oitr 
service territories niiii inii~vflrrctirirte with crtrrent ecaiiomic conditions. We lire iilso iiiipiictetl by the cleiniiiiil cirri1 
compdifive sirrte oftlie d i  olesrrle inurkd. 

Our revenues, operating results aiid financial condi tion are impacted by custonier growth arid usage. Cusloiner 
growth can be impacted by population growth as well as by econoiiiic factors, including bul not liniited to. job 
growth and housing inarltet trends. The IJtilities are impacted by tlie ccononiic cycles of thc customers w e  serve As 
our service tenitories experience econonic downturns. residential custonier consmiiption patterns may change and 
our reveiiues may be iiegatively impacted LI our coininercial and indiistrial customers experience economic 
downturns. their consumption of electricity may decline and ow revcnues can be negatively iiiipacted Like other 
parts of the United States. our service territories and business have been impactcd by the cuircnt cconoinic 
conditions. The tinung a i d  extent of tlie recovery of the econoiiiy caiuiot be predicted Additionally. our custoiiiers 
could voluntarily reduce their consumption of electricity in  response to decreascs in their disposable income or 
individual energy conservation efforts. 

Wholesale revenues fluctuate with regional demand, fuel prices and contiacted capacitv. Om wliolesale profitability 
is dependent upon market conditions and our ability to reiiew or replace expiring wholesale contracts on favorable 
tenris Based on economic conditions in effect when wholesale contracts expire, the Iltilities may not be successful 
iii renewing or replacing expiring contracts. 
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Flirctr~atioiis in coiiitiiodi?y prices or mviikd?i/i@ niriy dverse~y  nffect vririorrs qiects .f the utilities ’ q?erntions 
as well [is the l/tilities’~iiririciriI courlitioii, results of operutions or crrsh flow:v. 

We are exposed to tlie effects of niailtet fluctuations i n  the price of natural gas. coal, fncl oil. nuclear hiel. electricity 
and other energy-related conunodihes, including enussion allowances, as a result of our oivnerslup of energy -related 
assets We Iuve hedging strategies 111 place to niihgate fluctuations in cominoditv supply pnccs, but to the extent 
that we do not cover our entire exposure to coniniodity piice Iluctuations. or our hedging procedures do not work as 
planned, there can be no assurances that our fiiiaiicial pcrfoiinance will not be negatively impacted bv price 
fluctuations Additionally. we are exposed to risk tliat our counterpartics will not be able to perform their 
obligatioi7s Should our counterparties rail to perform. wc might be €oiced to replace the underlving commitment at 
prcvail~ng nialket prices In such event, we niiglit incur losses in addition to the amounts, if any. already paid to the 
counterparties 

Ceflaiii of our liedgc agreements iiiay result i n  the receipt of. or posting of. denvatwe collateral vit l i  our 
counterparties. depending on the daily derivalwe position F l ~ i ~ t ~ i a t i ~ i i ~  in coimnodity prices that lead to ow return 
of collateral rccei\.ecl and/or our posting of collateral with our counterparhes negativcly inipact our liquidity 
Downgmdes i n  our credit ratings could lead to aaciitionai c o i i x e i l  
our denvative positions i n  relaoon to market price achvity 

- 

Volatility i n  market prices for fuel and power niay result from. among other i t e m  
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weatlier conditions. 
seasonahty , 
power usage. 
illiquid markets, 
transniission or transportation constmints or inefficiencies, 
tecluiological changes. 
availability of conipeWndy priced alternative energy sources. 
deniand Tor energy coiiuiiodifies, 
natural gas, crude oil and refined products, nuclear fuel and cod  production levels, 
natural disasters. wars. terroiism. embargoes and other catastrophic events. and 
federal. state and foreign energy and ewironniental regdation and legislahon 

In addition. we anticipate significant capital expenditures for enviroruiieiital compliance and baseload generation 
The completion of these projects ivitllin established bnclgets is contingent upon many variables inclucliiig the 
securing of labor and materials at estimated costs. Tlie deniand and prices for labor aid materials are subject to 
volatility and niay iiicrease i n  the future. We are subject to the risk that cost overages may not be recoverable lroni 
ratepayers arid our financial condition, results of operations or cash flows may be advemly impacted 

Prices for enussion allowance credits fluctuate. Wlule allowances are eligible for aiinual recovey in PEF‘s 
jurisdictions in Florida and PEC’s in South Carolina, no such aluiual recovery exists in North Caroliiia for PEC. 
Future changes in the price of allowaiices could have a significant adverse financial inipact on LIS and PEC and. 
consequently, on our results of opemtions and cash Ilows 

As II holrlirig cottipriity wifh no reverirre-gericrntiiig operritions, the P[ireiil is rlc~ieriileiii on i~p.strernii cush jloivs 
from its sribsirlirrries, priniiiri!~ the Utilities; its cotritnmciul p r p r  r i d  bmilifid1itie.s; r n i d  its cibi!i@ to rmxss fhe 
loiig-tertii debt mid eqiiity ciipifnl rnrirliets. 

The Parent is a holding company and. as such. has no revenue-generating operations of its o \ m  Tlie primary cash 
needs at the Parent level are our conunon stock dividend, interest and principal payinents on the Parent‘s senior 
unsecured debt and potentially hiiding a portion of tlie Utilities’ capital expendihires through equity contributions 
The Parent‘s ability to meet these needs is typically fnnded witli dividends from the IJtilities generated from their 
earnings and cash flows. and to a lesser extent, dividends froin other subsidiaries; repayment of fnnds due io tlie 
Parent by its subsidiaries, tlie Parent‘s bank facility; and/or the Parent’s ability to access the slioit-term and Iong- 
tenii debt and equity capital markets Prior to funding the Parent, its subsidiaries have financial obligations that mist 
be satisfied, including. among otliers. their respective debt seivice. preferred dividends and obligations to trade 
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creditors Additionally. the IJtilities could i-elaiii their free casli flow to fund their capital cspenditures in lieu of 
receiving equity contributions froni the Parent Should the Utilities not be able to pay dividcnds or repay funds due 
to the Parent or if Uic Parent cannot access the com~nerci;il paper marltet. its bank facilities or the long-term debt and 
equity capital markets. the Parent’s ability to pay principal. interest and dividends would be restricted The Parcnt 
could change its existing coni~non stock dividend policy based upon tliese and otlier business factors 

Oiir birsirress is ilependent oil oitr d d i f y  fo s i i c c e s ~ ~ i l ~ ~ ~  uccess c q h l  iitrirli& on frrvorcrhle teriits. Lintits on oitr 
I I ~ C C ~ S S  to cnpitcil niey dverse!v iniyrict our irbili?v to crecrrte w r  brisiness yl(m or pirrsite iriiprovenieiits tliot we 
woiiIci orlienvise re+ or1 f3r ftitrrra growth 

Our casli requiiements are clnven by the capital-intensive nature of our Utilities In addition to operating casli flows. 
we rely lieavily on coininercial paper. long-tcim debt and cquity If access to these sources of liquidity becomes 
constrained. our ability to miplcment o w  business sbategy will be adversely affected. Market disiuptions or a 
downgnde of our credit ratings could incrcase our cost of bonowiiig and may adversely affect our ability to access 
the financial markets If w e  cannot fund our expected capital expenditures and debt maturities through iiorinal 
operations or by iIccessl1ig capital niarlcets. our business plans. linancial condition, results of operabons or cash 
flows may be aclversely inipacted See discussion 01 our expec~eu ca-cb hi - -- i ‘ .  ’ .  - 

- 

Capital Resources - Capital Espenditures.” 

We issue commercial paper to meet shoil-term liquidity iieeds When financial and econoiiuc conditions result in 
tightened short-term credit markets. coupled with corresponding volatility in co~iunercial paper du~itions and 
interest rates. we ~ ~ a l u i ~ t e  otl.rer options for nieeting our short-term liquidity needs, which may include borrowing 
from our revolving credit agreements (RCAs), issuing short-temi notes, issuing long-term debt andor issuing equity 
In addition. if our short-tenii credit ratings are downgraded below Tier 2 (A-2/P-2/F2) we could experience 
increased volatility in  coni~nercial paper durations and interest rates and our access to the commercial paper markets 
may be negatively inipacted In tllat case? we would evaluate o k r  options for meeting our short-tenn liquidity 
needs as previously described These alternative sources o l  liquidity may not be available or may not have 
coiiiparable favorable ternis and, tlins. may inipact adversely our business plans, financial condition, results of 
operations or cash flows. 

Iitcrerrses iii o w  Iever.rrige or rerlirctioiis i i i  oirr cnsli ,flow corrld rirlverse(v iiffecf o w  conptitive positioit, busirtess 
plrrriiiing rmrl jlayibility, ,fiiiciiicioI coiiditioti, cibilitv to service oiir debt obligrrtions rirrrl to p y  dividends on oiir 
coiniiioit stock, ~ n e l  cibility to occess cripifnl on jirvorrible t e rm.  

As discussed above. we rely heavily on our coniniercial paper and long-term debt. Our credit agreements contain 
certain provisions and impose various liinitations that could inipact our liquidity, such as cross-default provisions 
and defined niasiinuni total debt to total capital (leverage) ratios IJnder these revolving credit facilities. 
indebtedness includes certain letters of credit and g~iarantees Ihat are not recorded on the Consolidated Balance 
SI1eets. 

As previouslv discussed. we are anticipating estensive capital needs for new generation, tnnsinission and 
distribution facilities, and enviroiuiiental compliance expenditures. Funding these capital needs could increase our 
leverage and present numerous risks including those addressed below. 
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I n  the event our leverage incrcascs such that \\e approach tlie permitted ratios. our access to capital and additioiml 
liquidity could dccrease A limitation in our liquidity coulcl liave it material adverse impact on our business strategy 
and our ongoing Iinnncing needs Additionally. a significant increase in our leverage or reductions iii cash flow 
could advcrsely affect us by 

= 
= 

increasing the cost of future debt financing. 
impacting our ability to pay dividends on our coninion stock at tlie current rate. 
malting i t  iiioie difficult for us to satisfy 0111 existing financial obligations. 
incieasing our vulnerability to adverse economic and induslry conditions. 
rcquiriug us to dedicate a substaiitial poi-t~on of our cas11 flow fioni operations to debt icpayiiieiil. tlieieby 
reducing funds available for operations. fiitim business opportunities 01 other purposes. 
Iiniiting our flexibility i n  plaiming for, or reacting to, clianges in our business and the ~ndiislry in ~vliich we 
compete. 
requiring Uie issuance of acldihonal equity. 
placing lis at a competitive disadvantage compared to coinpetitors wlio have less debt. a id  

. 

. 
1 

= 

~ - _ _ _ -  ---_________ -.__-___-_. ~ 

~~ 1 causing a downgrade i n  oiii credit ratings 

Any retliicfioiz in oiir creelif reifiiigs 6e/ow in vesfnienf grmk woiild like& iricrerise oiir Jiimcirig costs, limit oiir 
access to uilditioiial cupital niid reqriire posting of coll~iterd, all o j  wliicii corild materially ~ i i d  cirlversdy [ffect 
oiir btisine.s.s, restilts cfr~periitions cin~lfiitnnciml cotidifion. 

While the long-term target credit ratings for the Parent and Uie Utilities are above tlie niinimuni investment grade 
rating. we cannot provide certainty that any of our current ratings will remain in effect for m y  given period of time 
or that a rating will not be lowered or withdfiiwn entirely by a rating agency if. in its judgment, circunistances in the 
future so warrant Such circumstances could include, among otliers, increases 111 leverage, adverse changes in other 
financial nietrics. aiid adverse regulatory outcoiiies Our debt indentures and credit agreements do not contain any 
"ratings triggers." which would cause tlie acceleration of interest and principal payments in the event of a ratings 
downgnde Any downgrade could increase our borrowing costs. niay adversely affect our access to capital aiid 
could result in the posting of additional collateral for derivatives i n  a liability positioi& wluch could negatively 
impact our financial results and business plans Any reduction in our credit ratings below investment grade could 
also result in  collateral posting requiienients for certain ol our iiatural gas transportation contmcts. We note that the 
ratings f m n  credit agencies are not recoininendations to buy. sell or hold our securities or those of PE,C or PEF and 
that cach ageiicy 's rating should be evaluated independently of any other agency's rating. 

Miirlret perfnrrticirice m r l  other cltmges niuy rlecrecise flie vrilue of tiidem clecoriiiiiissic~~iirrg fri4sf firriels mid 

benefd plnn nssets, wliicli then could reqriire sigiirjicmt i~rlclitioii~iljiiii~l~tig. 

The performance 01 tlie capital markets affects tlie values of the assets held in trust to satisfy futiwe obligations to 
deconunission the Utilities' nuclear plants a i d  under our defined benefit pension and other postretirement benefit 
plans We Iiave significant obligations i n  tliese illeas aid hold significant assets in these h-tists These assets are 
subject to market fluctuations and will yield uncerlain returns, wlucli ma\l fall below our projected rates of return. 
AlUioiigIi a number of lactors impact our funding requircnients. a decline in the market value of tlie assets may 
increase tlie funding requirements of the obligations for decomiiussioiung the LJtilities' nuclear plants a id  under our 
defined benefit pension and other poslrctirement benefit plans Additionally. changes in interest rates affect tlie 
liabilities under these benefit plans. as interesl rates decrease, the liabilities increase, potentially requiring additional 
fuiiding. Further. tlie funding requirements of tlie obligations related to these benefit plans may increase due to 
changes in governmental regulalions and paiticipant deniograplics. including increased numbers of retiiements or 
changes in life espectancy assumptions. If we are unable to successfully inanage tlie nuclear deconiiiiissioning tnist 
funds and bencfit plan asseis. our iesiilfs of opcration and financial position could be negatively affected 

Itilpiiirrneiit rl f  goodwill coiild huve N sigriificorit riegcifive iiiipuct on our ,filioiicial conrlitim arid rcsi4lts @' 
operrrtioris. 

Goodwill is required to be tested for impainiient at least annually and more frequenlly when indicators of 
impainiient exist. All of our goodwill is allocated to our utility segments, and goodwill impaimient tests are 
performed at tlie utility segment level 



We calciilatc tlie fair value of our utility segments by coiisidcnng various factors. including valuation studies based 
pruiiarily 011 ~ncoiiic and iiiarltet approaches Thc calculations 111 both approaches are lugll(y dependent on SubJeCti\~e 
factors such as management's eshiiiate of future cash flows, the selechon of appropiiatc d~scoimt and growth rates 
from a marketplace participant's perspective. aiid the selection of peer utilities and marltetplacc trailsaclioiis for 
coiiiparativc valuation puiposcs The eshniated future cash flou s are bascd on the utility segments' business plans 
that assunie the occunence of certain events 111 the future. such as the outcome of future rate filings, future approved 
rates of returns on equity. the tiiiung of anticipated sigiuficant future capital investments, the anticipated eaniiiigs 
and retunis related to such capital investments. continued recovery of cost of service and reiicwal of certain 
contracts Tliesc undeilyiiig assumptions aiid estunates are iiiade as of a point in time If these assumptions change 
or should tlie actual outcoiiic of some or all or these assu~nptions d l k r  significantly fro111 tlie cuirent assumptions. 
tlie fair value of tlie ubhly scgmenls could be sigmfic,uitly dllferent i n  future penods. which could result in a future 
impainiient cliargc to goodwill Inipainaeiit of our recorded goodwill could result i n  volatihty in our GAAP earnings 
and an uicrcase i n  our leverage. which could trigger a downgrade of o w  ciedit ratings lealiig to Iuglier borrowing 
costs and/or dilubon tllrougli additional i s ~ ~ i a i i c e ~  of coiiinioii stock Houwer. in tlie event ol  a goodwill 

contained HI our indebtedness or otlier contmctual arrangeinents 
f w r  rln n-1 >,),\I s.w& untmriiient to cause 11s 10 violate any financial or restrictive covenants 

-I__--__ 

-- 

In accorclaiice with tlie provisions of Section 29/45I<. we I w e  generated tax credits based 011 the content and 
quantity of synthetic fuels produced aiid sold to uimlated parties Tlus tax credit progmin expired at the end of 2007. 
Tlie timing of tlie utilization of the tas  credits is dependent upon our taxable income, wlucli can be impacted by a 
number of factors. Additionally. in tlie noniial course of businessi our lax retunis are audited by the IRS. If our tax 
credits \\#ere disallowed in whole or in part as a result of an IRS audit, there could be significant additional tax 
liabilities and associated interest lor previously recogiuzed tax credits. which could l w e  a material adverse impact 
on our emlings aiid cash flows A l l h ~ ~ i g l i  we are una\iare of any curiently proposed legislation or new IRS 
re@i~tioiis or inte~pretations iiiipacting previously recorded synthetic fuels tax credits, the value of credits generated 
could be unfavorably iiiipacted by such legislation or IRS reg~ilations and interpretatioiis 

I E M  1B. UNRESOLVED STAFF COMMENTS 

None 
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ITEM 2. PROPERTIES 

Wc believe that our physical properks and those oP our subsicliaries ale adequate to car?, on our and their 
businesses as cuirentlv conducted We niaintain property insurance against loss or darnage by fire or other perils to 
the extent that such properly is usually insured 

ELECTRIC - PEC 

PEC‘s 18 generating plants represcnt a fle\;ible mi\; or fossil steam. nucleai. combustion turbines, combined cycle, 
and I~ydrocleccric Tcsoiirces. \villi a total suiiinier generating capacity of 12.535 MW Of tlus total, Power Agency 
owns approxiinately 700 MW On Deccniber 3 1 .  2009. PEC had the follou ing generating Iacililies 

I’EC Sinnines Net 
No 01 ~wiierS~iip ~npabl~l t ) ’ (”’  

I:nclllly Locrltloll UJlltS Ill-SelTliX l)nt2 Fuel (111 9 0 )  (111 hlW) 
rossiL STEAM 

AI tien. iu’ 1. L C G !  1 on --..xi&-.. 196.t-E:: n -___ 
:\she\~lllc 

(1 I Cape Fear Muncure. N C 

L.W Goldsboro, N C. 

hlovu Rosboro. N C2 
Ilobinsun I-Iiuts\~ille. S C 
ROX~WSO Seniorn, N C 

Sutton (l’) Wilmington N.C 

~catiicrspooir”” L.tinibeflon, N C 

NUCLEAR 
13runswick Soutlipoit N C 

Harris New Hill .  N C 
Ilohi~isoii 1-l:utsviIle. S .C: 

COh~1BUSTION TURBINES 
~\s l ie~~il lc  .Arden, N C 
Blewet1 Lilesville. N C: 

1..22 Goldsboru. N C 
I\forc.heiid City 
Ricliinond Ilmnlat. N C .  
Robinson l-l~u-~sville. S C 
Sutton Wilniington. N C. 
\vaylIe r:ollIlty Goldsboro. N C 
We:llllel spoon L.nmbertoii. N C 

(1,) 

I-ot:ll 

Tola1 

Darlington 1.1, c l l t s ~ ~ l ~ ~ ~ .  . . . s c. 

Morehand City. N C 

Tolal 
COMBINE13 CYC1.L;. 
C:tpe Fe:ir Moiiciire. N C 
Riclniiond I-I,unlet. N C 

r o t ~  
HYDRO 
Bleweri Lilesville. N C 
h~lnsslinll M:iisIi:ill. N C 
Tillen klount G i l c d  N.C 
Waltsrs Watcnille. N C 

‘I-QtzIl 

2 
1 

1 
I 
4 
3 

3 
19 

2 
1 
1 
4 

2 
4 

1 3  
J 
1 
S 
1 
3 
5 
4 

42 

2 
1 
7 

6 
2 
4 
3 

15 

3956-1958 
195 I - 1962 

1983 
I960 

1966- 1980 
1954- 1972 
1949-1952 

3975-3977 
1987 
1971 

1999-2000 
1971 

1974-1997 
1968-1971 

1968 
2001-2002 

1968 
1968-1969 
2000-2009 
1970- 197 1 

1969 
2002 

1912 
1910 

1928- 1960 
I930 

Coal 
C0:11 

Coal 
Coal 
Coul 
Coal 

Coal 

iilnniriin 
IJrntiiuin 
lironiiitn 

GnsiOil 
Oil 

GusiOil 
Oi 1 
Oi I 

OasiOil 
GnsiOil 
GasiOil 
Gas/Oil 
GosiOil 

Oi I 
GasiOil 

\Vat er 
Water 
W;1ter 
Wnter 

100 316 
I00 397 
83 83 727 
100 177 
96 30 (d’ 2,422 (” 

100 604 
100 171 

5,190 

81 67 1.858 (’’ 

83 83 900 (c’ 

100 724 
1.482 

100 324 
100 52 
100 799 
100 75 
100 12 
100 820 
100 15 
100 61 
I00 863 
100 131 

3,15z 

100 65 
I no 4 70 

536 

100 22 
I00 4 
100 87 
100 112 

225 
“‘TOTAL 83 12.585 

Sumiiicr ratings ieflcct conipliniice with NERC reliability standasds mid are gsoss 01 ,joint uwnersliip interest 
I’EC Iins nnnoniiced that it iiitends lo periiinnetillp sliut-dowii lliese titiits bclwaen 2013 and the end of 2017 See Item 1 - “PEC - Fuel and 
I’urchased I’uwer - Oil and Gas‘‘ repnrding I’EC‘s pl;uis to build iic\v geiiemtioii fueled by nntnrnl gas. 

I’:icilities ;ire ioin~ly owiied by PEC anti Powcr Agency l l ie  capacities sliown include Power Agency’s share 
PEC aid Power ;\gency are,joint owtiers of 1Jnit 4 a1 tlie Rosboro l’lml I’EC’s owneisliip interest in  this 698-MW nilit is 87 06 percent 

( d l  

‘’I 

[Cl 

“” 

40 



Case No. 2011-124 
Stuff-DR-01-009 iv  nftiicliment 
(I’lagress Eiicrgy) 
I’qe 41 of 259 

At December 31. 2009, including both the total generating capacity of 12.585 MW and the total Pinn contracts lor 
purchased power of 1,309 MW. PEC had tolal capacity resources or approsiiiiatelv 13,874 MW 

Power Agency has undivided ownership interests of 18 33 percent in Bnmswick Unit Nos. 1 and 2. 12 9-1 percent in  
Rosboro Uiut No. 4. 3 77 percent in  Kosboro Conunon facilities. and 16 1 7  percent in Harris a id  Mayo Unit No. 1. 
Othenvise. PE,C has good and marketable title to its principal plants and units. subject to the lien of its mortgage and 
deed of tnist, \villi nunor exceptions. restrictions, and reservations hi conveyances, as \vel1 as minor defects of the 
nature ordinarily found in  properties of siii~ilar character and Inagnitude PEC also owis certain easements over 
private property on wluch trans~ilissioi~ aid distribution lines are located 

A1 Deceinber 3 1 .  2009. PEC had approximately 6.000 circuit nules of trasmission lines including 300 iililes of 500 
kilovolt (kV) lines and 3.000 iiules of 230 kV lines PEC also had approviiiiatelv 45,000 circuit miles of owlliead 
distribution conductoi and 22,000 circuit miles or underground distribution cable Distribution and mimussion 
substations in  seivice had a tnnsforiner capacity or appioxiniately 55 ~ilillioii kilovolt-anipeic (kVA) i i i  

approximately 700 tiansforiiieis. Distribution line mnsfonneis numbered appro~iinarely 5 38.000 with an aggregate 
capacity of  approx~iiiately 2-1 iiullion kVA -- ~ 
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ELEC‘I’KIC - YEF 

PEF s 14 gcnerating plaiits represent ;I Ilcuble nu\ ol fossil steam. combustion twbuie, coiiibined cycle. and nucletu 
resoutces. with a total siiiiiiiier geticnting capacity of 10,013 MW Of tlus total. joint onwrs  own appiouiiiately 
120 MW At December 3 1. 2009. PEF had tlie follo\vuig generatuig facilihes 

p c ~ ;  Summcr Net  

No of ~wi ic rs~i ip  Capability 
Uiiits In-Selvice Date I7ucI (in 96) (in hl\V) Facility Loc;ition 

FOSS11. STI’AA,I 
Allclolc 1-1 ol i day,  FI a 2 1974-1978 GasiOil 100 1.01 I 
Civslal Rivei Civstiil River. Fla 1 1966-1984 Coal 100 2.261 
Suwaiineo Rivet ILiw Oiili 131 3 3953-1956 GneiOil I00 13 1 

T01:21 9 3.409 

Suiiiiiter ratings ietlect conipli:ince with NERC reliability s!niid:u ds aid are gross of joint ownersl~ip irilrrest 

lliis iocility. wliicli had ii siiiiiiiier iizt cnpncily of 426 h,lW iii 2008. WIS converted froiii fossil steam to combined cycle and retunied to 
coiiiniercial ope1 :itions i i i  Juiie 2009 

iiid Geoi gia Power Coiiipoiiy lire joiiit owners of a 11.3 MW ;idvaiced combustioii turbine locnted at I’EF’s Intercession City site. 
Georgia Potver Company lias the exclusive rig111 lo the oiilput of this utiit during tlie months of lune tluougli September PEF 1i:is thnl I iglit 
for rhe Iriiiairidzr ol‘[lic vew 
r;acilities are jointly owne(i ~ 1 1 e  capacities s~iowii include joint owiiers’ slinre 

( a )  

t b )  

(CI 

( “ I  

During 2009. including both die total genenting capacity or 10.013 MW and the total firin contiacts for purchased 
power of 1.847 MW. PEF had total capacity resources of approsiinately 11,860 MW. 

Sc\wal entities have acquired undivided owncrship interests i n  CR3 in the aggregate ainount or  8.22 percent. The 
joint owiership participants are City of A l a c l ~ a  - 0.08 percent. City of Busluiell - 0.04 percent. City of Gainesville 
- 1 4 1 percent, I<issimmec Utility Authority - 0 GS percent, City or Leesburg - 0 82 percent. Utilities Conmission 
of the City of New Sinynia Beach - 0 56 percent. City of Ocala - 1 ,Xi percent. Orlando Utilities Coiniiussion - 1.60 
percent and Seminole Elcclric Cooperative. Iiic - 1 70 percent PEF ;tiid Georgia Power Company are co-owners of 
a 15.3 MW advance combustion turbine located at PE,F‘s Intercession City Uiut P11 Gcorgia Power Coinpaiiy lias 
the exclusive right to the output of this unit during the months of June tllrough September. PEF 1x1s that right for the 
remainder of the year Othcnvisc. PET: has good and inarltetable title to its principal plants and units, subject to the 
lien of its mortgage and deed of trust. with minor excepthis, restrictions and resenations in conveyances. as well as 
nuiioi defects of tlie nature ordinarily louiid in properties 01” siiililar cllaracter and magnitude. PEF also owns certain 
easements over private pi-opcfly on wllicli transmission and distribution lines are located 
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At Decembcr 3 1. 2009. PEF had approsiiixitely 5.000 circuit miles of trammission lines including 200 miles of 500 
kV lines and approximately 1.500 miles ol  210 kV lilies PEF also had approuimatcly 18,000 circuit nules ol 
overhead distribution conductor and 13.000 circuit niilcs of underground dislribution cable Distribution and 
transmission substations in scwicc had a transfoniier capacity of approsiinately 54 nullion BVA 111 approximately 
SO0 traisforiiiers. Distribution line transfoiniers nunibered approximately 390,000 with an aggregate capacity of 
approsimatcly 20 million ItVA 

ITEM 3 .  LEGAL PROCEEDNGS 

Legal proccediiigs are Included 111 the discussion of our business 111 PART I. Itciii 1 under "Eii\;ironiiieiital." and are 
incoiporatcd bv rclerence hercin SCC Notc 22D Tor a discussion of ceitain other legal iiiatters 

T - h , l d N  OF MATTERS TO A VOTE OF SECUIUTY HO1,DERS 

None 

The information called for 113 Item 4 is omitted For PEP pu~-suant to lnstniction I(Z)(c) to Form 10-IC 
(On~ission of Information by Certain Wholly Owned Subsidiaries). 

EXECUTIVE OFFICERS OF THE REGISTRANTS AT FEBRUARY 22.2010 

Nallle & Recciit Business Experience 

William D Joluison 56 Chairman, Presitlent and Chief Executive Officer, Progress Energy :mtl 
Florida Progress, October 2007 to present: Chairmiln, PEC and PEP, from 
November 2007 to present. President and Chief Operating Officer, Progress 
Energy. froiii Jaii~iaiy 2005 to October 2007; Group President, PEC, from January 
2004 to October 2007. Executive Vice President. PEF. lroin November 2000 to 
November 2007; Executive Vice President. Florida Progress. from November 
2000 to December 2003. and Corporate Secretary. PEC. PEF, Progress Energy 
Sewice Company. LLC and Florida Progress, from November 2000 to December 
2003 Mr Jolmsoii has been with Progress Energy (foiiiieiiy CP&L) since 1992 
and scnred as Group President, Energy Deliwry. Progress Energy, from January 
2004 to December 2004. Prior to tliat, lie was President. CEO and Coqonle 
Secretary, Progress Energy Service Conipaiy. L,LC, from October 2002 to 
December 2003 He also served as Executive Vice President - Corporate Relations 
& Administntive Services. Genenl Counsel and Secretary of Progress Energy 
Mr Johnson senred as Vice President - Lcgal Deparlment and Coqorate 
Secieialy. CP8IL. from 1997 to 1999 

Berore joining Progress E,ncrgy. Mr Joluison was a partner with tlie Raleigh, N C 
orrice of Hunton & Williams LLP wfiere lie specialized in tlie representation of 
utilities He previously served as a law clerk to the Hononble J Dickson Pllillips 
J r  of the US. Corn1 o l  Appeals lor the Fourth Circuit. 
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Jefficg A Corbctt 50 Senior Vice President, Energy Delivery, PEC, Januaiy 2008 to prcscnt Mr. 
Corbett oversees operations and services in the Carolhas, including engineering, 
dishibutioii. construction. metering. power resloiation. community relations arid 
customcr scrvicc He prcviously served as Sciuor Vice Prcsidcnt. Enera Delivery, 
PEF. from June 2006 lo J a i ~ i i y  2008. with the same responsibilities in Florida as 
iiientioiied abovc I-IC sewed as Vice President - Distribution for PEC, from 
Ja~i~iat- j~ 200.5 to June 2006 He also sewed PEC as Vice President - Eastern 
Region. Prom Septeniber 2002 to January 2005. Mr Corbett joined Progress 
Energy ill 1999 and has sewed i l l  a number of roles. iiicluding Geiienl Marlager of 
[lie Eastern Rcgion and director of Distribution Power Quality and Rc1i:ibiIit)~. 

Before joiiung Progress Encigy. Mr Cohett spent 17 years w i t h  Virguua Power. 
sen4iig in a varict~r of cnginccriiig :tiid Icadersliip roles 

55 Presitlent ant1 Chief Executive Officer, PEP, Julv 2009 to piesent Mr Dolan 
overs--- 
custoiiier service. transiiussion. and products and sen'ices He previously sewed as 
Vice Presiclcnt - E\teiiial Relations. PEF. from Deccnibcx 2006 to J ~ l y  2009, Vice 
President - Regulatory & Custorncr Relalro~ls, PEF. from March 2005 to 
Dcccinber 2006. aid Vice Prcsideiit - Coipomtc Relations & Adnuiustrative 
Services. PEF. from April 2002 to March 2005 Mr Dolan has been with PEF 
sincc I986 in positions of Incrcasing rcsponsibilitv 111 the arcas of operations. 
strategic tlevelopnicnt. customcr seniices. a i d  regulatoq arfziirs Prior to that, he 
was wilh Foster Wheeler Energy Corpoiation. an  international engineering and 
manu facturi iig firm 

__ . I .  

'LVincciit M Dolan 
-~ 

'~Michael A Lewis -1-7 Senior Vice President, Energy Delivery, PEP, J a i i ~ i a q  2008 to prcsent Mr 
Lcwis oversees operations and services in Florida. including engineeiing, 
distribution. conslniction. metcring. power rcstoration. community relations, 
eiiergy-efficieiicy. and alteriiativc energy strategies He prcviously sened as Vice 
President, Distribution. PEF. froin August 2007 to Jaitiary 2008, Vice President, 
Distribution Engineering & OlieratIons. PEF. from December 2005 to August 
2007. Vice President. Distribution Operations &. Suppoit. PEF. from April 2004 to 
Deceniber 2005 and Vice President, Coastal Rcgioii. PEF. from Deceniber 2000 to 
April 2004 Mr Lewis has been with PEF in a nuniber of engineering aiicl 
management positions since 1986. including District Manager. Distribution 
Operations Manager in Pasco County, General Manager for the South Coastal 
region and Regional Vice Presidenl of both tlic No1111 and Soiitli Coastal regions 

-1.8 Ewcutive Vice President, Corporate Development, Progress Energy, July 
2009 to present In Ius role Mr Lvash I S  icsponsible foi Progress Energy's 
iesource planlung. program alternatives. and stratcgic asset construchon He 
previously sewed as President and Chief E\ccutne Officer PEF. fiom Julie 2006 
to J ~ l p  2009. Semor Vice Prcsidcnt. PEF. froin No\ ciiiber 2003 to June 2006. and 
Vice President - Tra i i~ in i~~ io~ i  ni Eiicrgv Dclivci~ . PEC. froin Januaw 2002 to 
October 2003 

Mr. LyasIi joined Progress Eiiergy (foriiierlp CP&L) i n  1993 and spent Ius first 
eight years at the Brunswick Nuclear Plant i n  Southport N.C His last position at 
Bmnswidt was as Director of site operations Bcforc,joining Progress Energy. Mr. 
Lyasli worked with the 1J S. Nuclear Regulatory Commission (NRC) in a nuniber 
of capacities between 1984 and 199.3 



John R McArtliur 54 Esecutive Vice Presiclent, Progress Energy, Septciiibcr 2008 to present In liis 
various roles. Mr McAitliur is responsible for Corporate and utility support 
rtinctions, inclucling Corporate Services. Corporate Comiiiunications, External 
Relations. Human Resources and 111Torination Technology aid 
Telecoiiiiiiuilicatioiis. The compliance. legal aiid audit fiinctions are also part of Ius 
group. He also serves as Corporate Secretav of Progress Energy. a positioii he has 
held since Januaiy 2004 Mr McArlliur is also Executive Vice President of PEC 
since September 2008. Executiw Vice President of PEF since November 2008 and 
Executive Vice President of Florida Progress Corporation since January 20 10 Mr 
McArthur Iias been with Progress Energy in a nuinber of roles since 2001, 
including General Counsel, Senior Vice President. Corporate Relatioils and Vice 
President. Public Affairs. 

Before joiiung Progress Energy. Mr McArtliur nas a seiuor advisci to N C 
Gnvemor Mdce Easlev. handling major policy iiutiatives as well as media and 
legal allfairs Previously. he handled state government affairs for General Electric 
Co He also served as chief cowisel in the N C Attorney General's office, ivliere 
he supewised utility. cotisunier. healtlt care. and envimnmental protection issues 
Prior io Lliat MI McArthur was a parlner wit11 the Raleigh. N C office of IIunton 
& Willianis LLP and served as a law clerk to the Honorable Sam J Ewin I11 of the 
IJ S Court of Appeals foi the Fourth Circuit 

- - - - . - - - - - - - - - - _ _ _ _ _ ~ ~  

Mark F Mulhern 50 Senior Vice President and Cliief Financial Officer, Progress Energy, PEC iincl 
PEF, September 2008 to present He pizviously sewed as Senior Vice President, 
Finance. PEC and PEF, fmiii Novembcr 2007 to September 2008. aiid Senior Vice 
President, Finance. Progress Energy, from July 2007 to Septeniber 2008. Mr 
Mulhern also senred :IS President of Progress Venturcs (tlic uniegulatcd subsidiary 
of Progress Energy). froiu 2005 to 2008, Senior Vice President of Competitive 
Cornniercjal Operations of Progress Ventures, from 2003 to 2005, Vice President, 
Strategic Plamuiig of Progress Energy. froin 2000 to 2003. Vice President and 
Treasurer of Progress Energy. from 1997 to 2000. and Vice President and 
Controller oTProgress Energy. from 1996 to 1997 

Berore joining Progress Energy (rool-rnerly CP&L) in  1996, Mi- Mulliein ivas the 
Chief Fiinncial Officer at H y d n  Co Enterprises. tlie independent power subsidiary 
of Niagara Moli;wk He also spent eiglil years at Price Waterhouse. sewing a wide 
variety of manuPactitring and service businesses 

Jaiiies Scarola 53 Senior Vice President and Chief Nuclear Officer, PEC ant1 PEF. January 2008 
to present Mr Scarola ocersecs a l l  aspects of our nuclear program He pieviously 
sei-icd as Vice Prcsident at the Eiunsn c k  Nuclcar Plant lroni October 2005 to 
Dccembcr 2007 Mr Scarola joined Progress Energv (fornierly CP&L) in 1998. 
where he s e n d  as Vice President at the Hams Nuclear Power Plant until October 
2005 

Mr. Scarola entered the nuclear power field in 1978 as a design engineer and has 
held positions in  construction. start-up testing. maintenance. engineering and 
operations He was tlie Plant General Manager at the St L.Licie Nuclear Plant with 
Florida Power & Light Conip;111~ prior to joining Progress Energy 
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Frank A. Scluller 48 Senior Vice Presitlent, Compliance und Gcrieral Counsel, Progress Energy, 
J ~ I I I J ~ I ~  2009 to present MI. Scliillcr is responsible for Progress Energy‘s legal. 
regulatory. compliance. audit and corporate governance functions He serves as 
Progress Energy‘s cluef coinpliancc officcr and chairs Progress Energy’s Ethics 
Coiiiiiuttee Mr. Schiller joined Progress Energy in 1997 and previously seivcd as 
Vicc President, Legal. from December 2000 lo Dcceiiibcr 2008: Director - Lcgal 
Services, from January 2000 to December 2000: and Associate General Comisel, 
from Deceiiiber 1997 to January 2000 

Beforc joining Progress Energy. Mr Scllillcr was Senior Counsel at Virginia 
Electric and Power Company Previously, he was a partner with the Raleigh. N.C . 
office of Hunton & Williains LLP 

Paula J Sims 48 Senior Vice President, Power Operations, PEC aiid PEF, Julv 2007 to present 
Ms Sinis oversees fossil generation. ne\\ genelation and tnnsnussion 

transpoilation. purchased power and excess generation salcs I n  addition. she is 
responsible for leading Progress Encigy’s cntcqxise-wick Continuous Business 
Excellence erforts Ms Siiiis previously served ;IS Sciiior Vicc President. 
Regulated Services from January 2006 to July 2007. Vice President. Fossil Fuel 
Genelation of Progi-ess Energy and PEF. lmni l anuaq  2006 to April 2006. Vicc 
President. Regulated Fuels of Progrcss Energ)!. froiii Deccnibei 2004 to December 
2005, Chief Operating Officer of Progress Fuels Corporation. from Fcbniary 2002 
to December 2004, and Vicc President, Business Operations & Strategic Planning 
of Progress Fuels Corporation, from Juiie 2013 1 to Fcbiuary 2002 

-...--__ consuuctlon, enviroiuiiei- L 11cc. 1iu11- 

Before joining Progress Energy in 1999, Ms Siiiis was with General Electric. 
where she served 111 a nuniber of man;igement and operations positions for over 15 
years 

Jeffrey M Stone 18 Chief Accounting Officer ;wd Coi~trolle~-, Progress Energy and FloritliI 
Progress, June 2005 to present. Cllief Accountiiig Orficcr. PEC and PEF. from 
June 2005 and November 2005. respectively. to present, and Vice President and 
Controller, Progress Energy Sei-vice Conipany , L,LC, from Januaiy 2005 and .June 
2005, respectively to present. Mr. Stone previously senfed as ControUer of PEF 
aiid PEC. fmm June 2005 to November 2005. Since 1999. Mr Stone has senred 
Progress Energy in a number of roles i n  corporate supporl including Vice 
President - Capital Planning and Control. and Executive Director - Financial 
Plaitning & Regulatory Services. as well as in various nianagemcnt positions with 
Energy Supply and Audit Services. 

Prior to joining Progress Energy. Mr Stone n orked as an auditor 1% i t h  Dcloittc & 
Touclie in Charlotte. N C 
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49 President iind Chief Esecutive Officer, PEC, July 2007 lo present Mr Yates 
oversees all aspects of PEC‘s delivew operations. iicluding distribution and 
customer service. transmission, and products and services. He previously senled as 
Senior Vice President, PEC, fmii January 2005 to July 2007. where he was 
responsible for overseeing the lour operational and customer service regions i n  the 
Carolinas. as well as the distribulion function. I-Ie served PEC as Vice President - 
Transmission, from Noveniber 2003 to December 2004 and as Vice President - 
Fossil Generation, lrom Noveiiiber 1999s to November 2003 

Before joining Progress Eiiergy (formerly CP&L) in 1998, Mr Yates was with 
PECO Energy lor over 16 years in several line operations aid Inanagement 
positions. 

:%idicates individual is a11 executive officer or Progress Energy, Iiic., but not PEC 
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PART 11 

ITEM5 MARKET FOR THE REGISTRANTS’ COMMON EQUITY. RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EOUITY SECURITIES 

PROGRESS ENERGY 

Progress Energy’s Conmon Stock is listed on tlic New York Stock Exchange undei the syiilbol PGN The lligli and 
low intra-day stock sales prices for each quarter for the past two years, and the cash dividends declared per sliare are 
as follows 

Hi gli Low Dividends Declared 
2009 
First Qlti1rter $40.85 $31.35 $0.620 
Second Quarter 38.20 33.50 0.620 
Third QuiIlter 40.05 35.97 0.620 
Pou rlh Quarter LU 

-. , JU.07 --.___I__- ___ - 
200s 
FiIst Quarter 
Second Quarter 
Third Quarter 

$49 16 
4.3 5s 
45 52 

$40 54 
4 1.00 
40 11 

$0 615 
0 615 
0 615 

Fourth Quarter 4.5 60 32 60 0 620 

The December 3 1 closing price of our Conuiion Stock was $41 01 for 2009 and $39 85 for 20OS At Fcbniary 22. 
2010. we had 53.922 holders of record of Coiniiioii Stock 

Progress Energy expects to continue its policy of paying regular cash dividends; however, dividends arc subject to 
declaration by the Board of Directors and the existing con-uiion stock dividend policy could change based upon 
business factors, including ftiture eaiiungs. capital requirements, aiid financial condition 

Neither Progress Energy‘s Articles of lncorporation nor any of its debt obligations contain any restrictions on tlie 
payment of dividends. so long as no sllares of preferred stock are outstanding. Our subsidiaries have pmvisioris 
restricting dividends in certain limited circumstances (See Notes 9 and 11B) 

Informat~on regarding sccuntIes aulionzed for isstlance under our equlty compensation plans is ~iicluded 111 Progress 
Energy’s deliiutive p r o y  statement for its 20 10 Aiuiual Meeting of Shareholders 

(a) Recent Sales of Unregistered Securities: Use of Proceeds from Registered Securities. 

RESTRICTED STOCK UNIT AWARD PAYOUTS. 

Securities Delivered On October 5. 2009, 1,772 shares, of our coiiuiion stock were delivcred to a 
foriner eniployee pursuant to the teriiis of the Progress Energy 2002 and 2007 Equity Incenhve 
Plms (individually and collect~vely. the “EIP,”), which have been approved by Progiess Energy‘s 
shareholders Additionally, on Noveinber 27. 2009. 3,142 shares of our conunon stock were 
delivered to the eslate of a fonner employee pursuant to the terms of the EIP Tlie shares of 
coninion stock delivered pursuant to tlie EIP were newly issued shares of Progress Energy 

llndcnvriters and Otlicr Purchasers. No underwriters were used in connection with tlie delivery of 
our common stock described above. 

Consideration The iestncted stock uiut awaids were granted to provide an  incentive to the foriner 
and current employees to exert their utiiiost efforts on Progress Energy’s behalf aiid thus enhance 
our performance wlule aligiung the employees’ interest with those of 0111 slia~elioldcrs 
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(4) Exelnution from Registration Claimed. Tlie coiniiioii shares described in tlus Item \TWV delivered 
pursuant to a broad-based iiivoluntay, iioii-contributory employee benefit plan. and thus did not 
involve aii orrcr to sell or sale of securitics within the iiicaiiing of Section 2(?) of the Securities 
Act of 19.3 3 "  Receipt of 11ie shares of our coiiiiiioii stock requiicd 110 investinent decision on the 
part of the recipient 

PERFORMANCE SHARE SIJB-PLAN AWARD PAYOUTS 

(1) Securilies Dch-\eied On Noveiiibei 27. 2009. 7.650 sliaics ol our coiiiiiioii stock weic delivered 
lo the estate ol a fanner ciiiployce pursuant to tlie tcniis of the EIP The shares of coiiuiion stock 
delivered pursuant to the EIP 'IVCIT neivly issued shares of Progress Eiiergy 

(2) Undcnvriters and Other Purchasers. No undciwitcrs were ~tsed in connection with the deliveiy of 
our co~iiiiioii stock described above 

i 11. Tlie uerfonnance sliare awards were granted 10 provide an iiicentive to the foniier -- -i&)--Consldewto 
einployce to exert his utinost efrorts on our belialf and thus cidiance our perfoiiiiaiice while 
aligning the employce's interests with those of our shareholders 

---- 

(4) E\einution from Rezishahon Claimed The coiiiiiion shares desciibed 111 tlus Itein ~vere delivered 
puisuaiit to a broad-based ~ ~ o l i ~ i i l a ~ ,  noii-coiitributory cinployee benefit plan. and thus did not 
involve an offer to sell or sale of secunhes witlun the niearung of Sechoii 2(3) of the Secunhes 
Act of 193 3 Receipt of the shales of 0111 coiinnoii stock required 110 uiveshnent decision on the 
part of the reclplent 

(b) Purchases of Equilv Securities bv the Issuer and Afrilialcd Purchasers. 

Issuer purchases of cquity secunties for fourth quarter of 2009 are as follows 

((1) 
( t : )  Maunuiii Nurnber 

(a) Total Number ot (or Approximate Dollar 
1 otal Number (b) Shares (or Uiuts) Value) of Shares 

01 Shares Average Price Purchased as Part of (or Units) that May Yet 
(or Umts) Purchased Paid Per Slime Publicly Aiuioiuiced Be Purchased Under Uie 

Penotl (1  ( 3 )  (4) (or IJiiit) Plans or Prograins (1) Plmis or Prograins (1)  

October 1 - October 3 1 787.137 $37 9169 N/A N/A 

November I -November 30 95,409 372923 N/A N/A 

December 1 - December 3 1 25.700 41 2084 N/A NIA 

Tot71 908.256 $37 9618 NIA N/A 

At Deceiiiber 3 1 .  2009, Progress Energy did not have any publicly aiuiounced plans or prograiiis to purchase 
shares of its coiiiiiion stock 
The plan adiiunistrator purchased 667.277 sliares or our coiiuiion stock in  open-market transachoiis to ineet 
share delivcnr obligahons under the Progress Encrgs 401 (k) Savings & Stock Oiviiership Plan (401 (k)) (See 
Note 9B) 
The plan adiiunistrator purchased 240.250 sliarcs of our cotiiiiion stock i n  open-market 1raiisacQons to ineet 
share dclivery obligations under the Savings Plan for Employees of Flonda Piogress Corporation (See Note 

During the fourth quarter of 2009. 729 shares of our coiiiiiion stock were witldield to pay tales due upon tlie 
payout of cenaiii Restricted Stock Unit awards and Perfoniiaice Sliare Sub-Plan awards pursnaiit to llie tenns 
of our 2002 and 2007 Equitv Incentive Plans 

9B) 
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Since 2000. the Parent lias owned all of PEC’s co1iinion stock. and as a result tliere is no establislicd public trading 
market for tlie stock PEC has neither issued nor repurcliased any equity securities since becoming a wholly owned 
subsidiary of the Parent. During 2009 and 2007, PEC paid dividends to the Parent totaling tlie m o u n t s  shown in 
PEC’s Statements of Comnion Equity inclucled in tlie financial statements in PART 11. Item 8. During 2008, PEC 
paid no dividends to the Parent. PEC lias provisions restricting dividends in cerlain circunistances (See Notes 9 and 
1 1 )  PEC does not have any equity compensation plans under which its equity sccurities are issued 

PEF 

All shales of PEF‘s coliinion stock are owned by Florida Progress and as a result there is no established public 
tmding market for tlie stock. PEF lias neither issued nor repurchased any equity securities since becoming an 
indirect subsi&q of the Parent During 2009, 2008 and 2007, PEF paid 110 dividends to Florida Progress. PE,F has 
provisioiis restricting dividends in certain circuiiistances (See Notes 9 and 11). PEF does not luve any equity 
coiiipensation plans under wlucli its equity securities ale issued 
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ITEM 6. SELECTED FINANCIAL DATA 

The selected fiiiancial data should be read in conjunction with the coiisolidatcd fiinancial statcinents and the notes 
thereto included elsewhere in this ieport 

PROGRESS ENERGY 

Years Elided December 3 1 
(in ~nillions; except per share data) 2009 2OWaJ 2007@’ 2006‘“’ 2005‘”’ 
OPERATiNG RESULTS 

Opentiiig reveniies $9,885 $9,167 $9,153 $8,723 $7,948 
I ncoiiie fi o iii co 111 i iiui iig ope rat io 11s bcfo re 

cmiiulatnre errcct of changes 111 accounting 
principles, net of tas 840 778 702 567 527 

757 830 504 571 697 
Net iiicorne 761 836 496 620 668 

- ~ _ _  -- -- 
Net income attributable to controlliiig iritcrests - _ -̂- 

$2.99 $295 $270 $2 19 $2 I O  
2.71 3 17 196 2 27 2 80 

PER SHARE  DATA'^^ 
Basic and diluted eariungs 

Iiicoine from continuing operations attnbutable to 

Net iiicoiiie attnbutable to coiitrolliiig interests 
controllrng interests. net of tax 

ASSETS 531,236 $29.873 $26.338 $25.832 $27.083 

CAPITALIZATION AND DEBT 
Coiiirnoii stock equity 
Noricontrolling interests 
Preferred stock or subsidiaries 
Longterm debt. 
Cuirent portion of long-term debt 
Short-tcnn debt 
Capilal lease obligations 

Total capitalizabon and debt 522,376 $20.774 $18,634 $17,597 $19.292 
Dividends declared per coininon share $2.480 $2465 $2445 $2425 $2375 

$0,449 $8.687 $8.395 $8.259 $8.01 1 
G 6 84 10 .3 6 

93 93 93 93 93 
12,051 10.659 8.737 8.835 10.446 

406 - 877 324 513 
140 1.050 20 1 - 175 
231 2 39 247 72 18 

la’  

”) 

“’ 

Balances have been restated for (lie adoption of new accounting guidance, nhicli modified Uie fiiiancial 
stateinelit presentatioii of subsidiaries that are less Uian wholly owned (See Note 2) 
Balances have been restated for the adoption of new accounting guidance, which redefined wluch secmities and 
non-vested sllare-based coiiipens;ition awards are considered to participate in OLU current earlungs (See Note 2). 
Includes long-term debt to affiliated tnist or $272 nullion at December 31. 2009 and 2008, $271 million at 
December 3 1 .  2007 aid 2006 and $270 million at Deceiiiber 3 1. 2005 (See Note 23). 
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Years Elided Deceinbei 3 1 
(111 millions) 2009 2008‘” 2007‘aJ 2006‘”’ 2005‘”’ 
OPERATING RESULTS 

Openu iig icveiiues $4,627 $4,429 $4,385 R4,OSG $3,991 
Net income 514 3 34 50 1 451 49 3 
Net iiicoirie attnbiitable to coiitrolliiig mteresls 51 6 i 34 50 1 4 57 49 3 
Net income available to parent 513 i 3 1  498 4 54 490 

ASSETS $13,502 $1.3.165 $11.955 $ 1  1.999 $ I  1.471 

CAPITALIZATION AND DEBT 
Coiiiinoii stock equity $4,657 $4.301 $3.752 $7,763 $3,091 
Noncoiilrolling interests 3 4 4 4 5 

Current poitioii of long-leixi debt 6 - 3 00 200 - 
Shoit-tenn rMx’’’’ - 110 154 - 84 
Capital lease obligations 1s 16 17 18 18 

,.I 
b>\ 5?c) 9 59 59 -___.-___-_ 59 _ _ _ ~  

Long-term debt. net 3,703 3.509 3.lS3 3.470 3.667 

Total capitalliration and debt $8,443 $7.999 $7,469 $7.1 14 $6.924 

Balances have been restated for the adoption ol iicw accounting guidance, wluch inodified llie f i imchl  
stateinelit presciitatioii of subsidianes that are less Lhaii .v\;holly owned (See Note 2) 
Iiicliides notes pavable to affllated compaues, related to the money pool program. of $-, $154 iiullioii and $1 1 
irullion at December i 1, 2008. 2007 and 2005. respeclively 

‘“I 

‘” 

PEF 

The information called for by Item 6 is omitted for PEF p ~ r s u ~ n t  to Instruction 1(2)(1) to Form 10-IC 
(Oinission of Information by Certain Wholly Owned Subsitliilries). 
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ITEM 7 MANAGEMENT‘S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 

The follouaig coiiibined Management’s Discussion and Analysis of Financial Condition and Results of Opelalions 
(MD&A) IS separatelv filed by Progicss Energy. 11ic (Progress Energv). Carolilia Power Xr Light CompaiiJi d/b/a 
Progress Encrgy Carol~nas. lnc (PEC) aid Florida Power Corpontion d/b/a Progress EnergTJ Florida. hic (PEF) As 
used 111 tlus report, Piogress Energy, wluch includes Progress Energy. Iiic holding company (Uie Parent) and its 
rcgulated and noiwegulatcd subsid~a~ies on a consolidated basis. is at tiiiies r e l c i d  to as “we.” %” or “our *’ When 
discwsiiig Progress Eiiergy’s l~naucial infoniiation. 11 iiecessar~ly includes tlie results of PEC and PEF (collectively, 
tlie Utilities) Tile term ‘“Progicss Registmiits“ refers to each of die three sepmate iegistmnts Piogrcss Encigy. PEC 
and PEF Iiiforiiiation contained lierein relating to PEC and PEF indtv~dually is filed by sucli companv on its own 
behalf Neittiei of the lJtilities iuakes an)’ representahon as to iilronnatioii related solcly to Progress Energy 01 the 
subsidlanes of Progrcss Eiiergy other Uian itseIf 

MD&A contains fonvard-loolung statements that I1ivolve estmiates. projections. goals, roIecasts, assuiiiptions. risks 
and uncertambcs that could cause actual results or outcoines to drl‘ler iiiatei ially Proin tliose c.;picssed in tlie 
fonvaid-looking stateiiients Please review ”Sale Harbor Lor ronvaril-Lo- ;A. 
Factors.’. lo1 a d~scussion of tlic facto] s that  ma^ iiiipacl aiiv such lonvxd-loolung stateiiients made herein 

MD&A mcluclcs Iinanclal informahon prcpaied 111 accordance wlt l i  accounling pr~iiciples gcncrally accepted in the 
United Stales or Aiiierica (GAAP). as well as certain non-GAAP flnanclal iiieasures, “Ongoing Eallungs” aiid “Base 
Revenues.” discussed below Geiiemlly. a non-GAAP financial measure IS a iiumcIical ~netisure of filnancial 
perrormancc fmiicial position or cash flows tlmt c\clucles (or ~ncludes) amounts that are included 111 (or e\cludecl 
from) the most directly comparable iiieasure calculated and presentcd 111 accordmice wtli GAAP The lion-GAAP 
financial iiieasiires should be viewed as a supplciiicnt to a id  not a substitute for finxicia1 ineastlies presented III 

accoirlance w1Ui GAAP Noli-GAAP nicasures as presented herein iiiay not be coinparable to si~iiilail\~ titled 
iiicasures uscd by otlicr companies 

MDXrA slioiild be lead In coiyunction with tlie Progicss Energy Coiisolidated Fiiiancial Statemcnts Certain ainounls 
foi 2008 and 2007 have been reclassfied to conforiii to the 2009 presentation 

‘‘W.-- -- ___ 

PROGRESS ENERGY 

INTKODU CTION 

Our iepoilablc business scgiiients ale PEC and PEF. and their pnmarv opemhons are tlie generation tr;u~s~ii~ss~o~i. 
distribution and sale of electricity 111 portions of North Carolina and South Carolilia xid i n  poilions of Florida. 
i-cspech elv The “Coiporate and 0th’’ segment pi~manlv ~ncludes the operations of tlie Parent. Progress Energy 
Senwe Company. L LC (PPSC) and olher miscellaneous no~uegulated businesses (Corporate and Otlier) that do not 
sepnrritely meet the quantilal~w rcq~i~rements ;is a separak reportable business segiiieiit 

S‘I’KA‘TEGY 

We arc an integrated eiicigy company priinarily rocused on tlie end-use electricity markets We own two electric 
utilities that operate in regulatecl retail utility markets in North Carolina. Soulh Carolilia and Florida and Iiave access 
to attractiw wholesale markets in tlie easlcrn IJiuted States The Utilities liave more tlian 22.000 megawatts (Mw) 
of regulated electric generation capacity and senie appiosii-nately 3.1 niillion retail electric customers ;IS well as 
other load-serving entities. Please review “Safe Harbor lor Fonvarcl-Looking Statements“ and Itein 1A. “Risk 
Facton.“ for a discussion of tlie factors that may iiiipact any such fonvard-looking stateiiients made herein 

We haw a strong track record of meeting our financial conunitmerits and delivering opentional excellence. We 
have maintained liquidity and financial stability and suslahied our dividend rate duriiig the current economic 
downturn. and we beliwe that we have good prospects for growth once the econoiiiy begins to recover An 
iiiiproviiig iintional econoiiiy may lead to greater mobility lor homeowners around Ihe country arid a Ietrrrii of 
migration to the Soutlieast region that is more consistent with lustorical levels The utility iiidushy . as a whole, 
however. faces sigiiilicant cost pressures and. in rlie mar-term, loiver retail electricity sales In  acidition. current 
ccononuc conditions and anticipated higher expenditures (including for environmental compliance. rciiewablc 
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energy standards compliance aiid new generation and traiisinissioii facilities) may subject us to an even Iuglier level 
of scnitiiiy Trom regulators and lead to a more uncertain regulatory enviroiuiient. We anticipate the need to prepare 
for a different ltind of energy futiire - one that would iiiclude. aiiioiig other things. reducing ca&on emissions aiid 

using eiiierging tecluiologies such as tlie Smart Grid and electric veluclcs We believe that our balanced solution 
strategy provides an effective. flexible frame\vork to prcpare for tlljs new energy future Additional iilromiatioii 
about the strategy. including updates on implementation. is included in “Strategic Iiutiatives” below. 

To iiiaiiage the challenges or tlie present and piepare Tor the future. management’s priority focus areas for 2010 aiid 
beyond are as follows 

F~nancial Pcrforiiiaiice 
e Operational Peifonnance 

01 g~i1il7i~tl01i~il Effectiveness 
e Regulation aiid Public Policv 
e Stiategic Iiutiatiws 

The firs1 two prioiities are core elements 01 managmg our business I ne 2 
can accomplish i n  the future The last priority involves i ~ ~ a k i ~ i g  the right iiivestlneiits to crcate a stroiig energy future 
for Progi-ess Eneigy and our custoiiiers 

--- . .  

ETTecti\lely iiianagiiig expenses, deploying capital and eldialicing our iiiargiii are critical to achieving sustainable 
eariings growth and attractive long-term retunis for our shareholders We have instituted throughout 01s 
orgaruration systematic approaches to achieve sustainable cost savings tlvorlgli eirlianced efficieiicy a~id  
productivity These ongoing cost management initiatives - along with short-tenii expense iiiamgeuieiit - have 
enabled us to offset some of the impact of the econonuc downturn and cost pressures and should yield long-temi 
operatioiis and maintenance (O6ZM) espciise savings and effective capital management Also, we recoglure that our 
shareholders strongly value our dividend and that i t  is a n  integral part of our total shareholder return propositioii 
Our long-term goal is to aclueve a 70 to 75 percent divideild payout ratio, aid we are committed to managing the 
compaiiy such that vc reach this target while maintaiiuiig an attractive. sustainable dividend rate 

Our financial perfonnance depends OH tlie siccessrul operation oP the IJtilities’ elcctric generating and dislribution 
facilities and reliable dcliveiy oP electric service to our customers. Consequently, we strive to excel in safety, 
operational performance and customer satishction. We also focus on rigorous project iiiaiiageiiieiit in executing our 
capital program. including laige-scale capital projects such as construction of new generating facilities, 
modenuration of existing facilities and enviroiuneiital coinpliance as well as program such as demand-side 
inanagenieii~ (D SM). 

Another operational priority is a fleet aligmnent. iiutiative to strengthen the 1Jtilities‘ nuclear Ixrforiiiance in safely 
aiid reliably producing electricity while meeting the highest standards oT emriroiuiiental protection in the iiiost 
eEicieiit iiiaiiiier. The multiyear initiative iinplements a new business model for our five nuclear units and is based 
011 industry bencluiiarkiiig that coordinated. collaborative aiid standardiz.ed operatioiis achieves and sustains a luglier 
level oT pelfomiance than would be possible if each unit opeiated autonomously The goals of tlie initiative are. 
among other things. to establish a coiiiiiioii vision and set of core values; facilitate conulioii procedures across the 
fleet 10 accornmoclate sliared reso~i~ces and industn best practices. and establish a stroiig pcrroniiaiice-monitoring 
system that provides feedback to management. 

Witli our managers and supervisors at all levels. we ciiipliasize deinonstratlng the leaderslup behaviors that fully 
engage our worldorce and optinuze their performance 111 ewcutiiig our stmtegy We strive to culhvate an inclusive 
woik em uoimicnt in which n e  treat ever\loiie with iespect and hold each other to high standards In additmi. we are 
iinpleinenting long-term worlcrorce strategies to prepale for our changing needs and an aging workloforce Ourr 
worlcforce strategy includes recruiting. traiiuiig and retanung a skillcd. diveise worldorce that reflects the 
co i iun~ i i i i b~~  \I e senre 
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PEC and PEF are rcgulated by thc state utility commissions in thcir state jurisdictions Our regulatory strategy is 
based on filing reasonable ratc q u e s t s  designed to provide recoveiy or pi-udent expenses aid a fair return on utility 
investments Our business plans include tlic assumption that the respcctivc public utility coinniissioiis will provide 
reasonable recoveq. I n  2009. PEC received approval for its coal-to-gas fleet niodenuzation plan discussed i n  
“Strategic Initiatives“ as well as niultiple DSM, renewable energy and energy-efficiency filings. Also in 2009, PEF 
successfiilly sought interim and limited ratc rclief and nuclear cost Iccoveiy i n  Florida However, i n  response to a 
2009 base rate case PEF filed with the Florida Public Senrice Commission (FPSC), in Januar); 2010, tlie FPSC 
decided to grant PEF no incrcase i n  base rates above what was  prcviously awarded in 2009 for the repowered 
Brulow Plant (approximately $ I32  million annual revenue requiremenis). The FPSC‘s decision was predicated 011 its 
desire to hold down rates. However, we believe the PEF revenue level approved in January 20 10 is inadequate given 
our curreut costs of providing customers with reliablc senlice, aiilicipated cosLs to responsibly prepare for their 
future energy needs and PEF’s right by lmv to a reasonable opportunity to recover its operating costs and return on 
invested capital We are currently icviewing our regulatory options i n  Florida We believe that tlie FPSC’s 
regulatory action-was strongly influeliced by the ciiircnt econoniic downturn In a long-term \ww of Flonda’s 
regulatory en~~iroonmciit. we believe that as the ccononiy uiiproves. the need to provide lor P1onda.s energy fulure- -- --”--_I_______ 

- - _ _ _ ~  
- 

will liave a stronger influence in  the FPSC’s decision-making process Consequently, we do not believe the January 
2010 decision represents a perinanent change to the regulatory environment in Florida 

We are siilject to sigiuficait federal and state regidations regarding ail quality, water quality, conlrol of tosic 
substances and hazardous and solid wastes. and ollier environnicntal niatters Changes in federal and state regulation 
are currently under consideration for. among others. greeilhouse gascs (GHG) such as carbon dioxide (CO?). coal 
combustion products. mercury and padculate matter. With [lie state. federal and inten~ational focus on global 
cliinate change. we are preparing for a cabomconstrained future and are actively engaged i n  helping slape effective 
policies to address tlie issue Reductions in COz emissions to the levels specified by some proposals could be 
niaterially advei,se to our financial position or results of operations if associated costs of control or limitation cannot 
be recovered froin ratepayers The cost impact of legislation or regulation to address global climate change would 
depend on tlie specific legislation or regulation enacted and cannot be determined at tllis time However. we 
anticipate that i t  could result in  significant rate increases over time to recover the compliance costs 

We are dedicated to seeking achievable. affordable cliniate and eneib?; policies We evaluate public policy proposals 
and actively promote initiatives that are acluevable but nianage the long-tenn costs to our customers. 

Our balanced solution strategy is iiitended to deploy capital effectively to nicet future custonier iieeds and emerging 
public policies nhile achieving our financial objectives. It  is a tluee-pmnged slrategy that focuses on energy 
efficiency. alteniative energy and state-of-the-art power generation Expenditures to achieve our balanced solution 
should be recoverable under base ratcs or cost-recovery Ineclianisnis implemented by our state ,jurisdictions Updates 
on our implenientation of tliis strategy are discussed below 

First, we arc expanding and eiiliancing our DSM. energy-efficicncy and energy consenlation program We h a w  
irnpleiiieritecl expanded enerLy-cfficiency program to our customers and continue to pumie additioiml initiatives 
Federal law enacted in 2009 contains provisions promoting energy efficiency and renewable energy and we have 
been notified of our selcction for Smart Grid grant negotiations 

Second. U C  ale achvely engagcd in a I ancty of alteniatn c ciicig prolccts We ha\ c c\ecuted contracts to purchase 
approumately 320 MW or electricity generated froin sola. bioniass and niunrcipal solid waste sources Wlule tlm 
currenlly ieprcsents a sniall pcrccntage of our total capacit> \I c \vi11 continuc to pursue additloial contracts for 
these and other alternative energv sources 

Tllird. we are evaluating ncw generation and fleet upgrades to nicct the anticipated demand at both PEC and PEF 
toward the end of the nest decade We are evaluating modernization of existing coal plants and the best new 
generation options. including advanced design nuclear tccluiolog\’ and gas-fired combined cycle and combustion 
turbines In 2009, we completed the repowering of PEF‘s Bartow Plant. conshuction of a new 157-MW combustion 
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tiiibiiie at PEC and the iiistallatioii of polkitioii control cqiiipiiiciit (or sciubbcrs) on PEF‘s coal-fired nnrt. Cwstal 
R n  er Uiut No 5 (CR5). aiid PEC‘s Mayo Plant We also receii ed approval to construct a 600-MW coiiibiiied cycle 
dt~al-r~iel facility and ii 950-MW coiiibined cycle iiaturril gas-fueled facility al PEC. wh~cli ale expected to coine 
online iii 201 1 aiid 2013, rcspecb ely PEC has filed lor appro~al  to coiistiiict a 620-MW iiat~inl gas-fueled facility 
In 2009. we also aiuiouiiced our intention to eiiibark oii a inajor coal-to-gas fleet iiiodcnu~~tion 111 Norlli Carolina bv 
retiriiig appiowiiately 1.500 MW orolder coal-fired uiuts bv tlic end of 20 17 and building combined-cvcle gas Tlris 
will provide iate base growth wlltie reducing our carbon eiiussioiis 

While we have not made a final deterillination 011 iiuclcar coiistnictioii. we have talteii steps to ltcep open the option 
of building a plait or plants In 2008. the Utilities each filed a coiiibiiied license (COL) application \vitli the Nuclear 
Regulatoiy Coimiiission (NRC) for two additional reactors each at Shearoii Harris Nuclear Plant (Harm) and at a 
greenheld site iii Levy Couiity, Flonda (Levy) 

We lime focused oii Levy given the need for more fiicl diversity 111 Florida and anticipated federal and slate policies 
to reduce GHG emissions. as well as csishiig state legislative policy that is suppoitive of nuclear projects PEF has 
received two of the three ltey approvals (with the issuance of il COL rciimiiuiig) aiid entered into an engineering. 

shift aiid olher factors, our anbcipated capital expenditures foi Lev) w i l l  be sigiuficaiitlv less i i i  Uic iieai term than 
previously planned Later in 2010, PEF w i l l  file Its aimiial iiucleai cost-iecovew filing with the FPSC, wluch will  
reflect our latest plan with respect to Levy 

._---_____ -~ -- 
procuieiiieiit aiid coiis1iuction (kK) agreeiiieiit Tor L i G  L A  

In suiiuiiary. we are effecti\ely dealiiig with today‘s challenges wliile taltiiig steps to cicate long-tcnii value for our 
custoiners and shareholders 
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RESULTS OF OPElL4TlONS 

I n  tlis section, we piovide anaIysis and discussion of' carnings and the fktors aflecting earnings on both it GAAP 
and mi-GAAP basis We introduce our results of operations in an oxivicw section followed by a more detailed 
analysis and discussion by business segment, 

A reconciliation of "Ongoing Eaiiiings" to GAAP net incoine attributable to controlling interests is bclow. fo l lo~~ed  
by an explanation of our non-GAAP financial iiicasurenient. "Ongoing Earnings." 

For tlie yeiir ended December 31, 2009 Coi1)oriIte Per 
(in millions, except per ~lli11-e tliltil) PEC PEF itnd Other Totd ShiIi-e 
Ongoing Earnings $540 $460 $(154) $846 $3.03 

- 19 19 0.07 CVO nlitrk-to-mi1rket - 

(2) (2) (0.01) Impairment, net of tal(") - - 

Plant retireiiient ctliirge, net of txx'"' ( 1  7) - - (17) (0.06) 

- TX" 
Cumulative prior period adjustment related to certi1in 

Discontinued operations attributi1ble to controlling 

.o-----" ---- empIogee life insurance ! )edi ts ,  net of tas'"' - 

intrrrsts. nrt of tax - - (79) (79) (0.28) > - - - -  -~ ---- . ,  \ I  . _. . -. . - 

Net income (loss) i1ttributMe to coiltrolling interests'"' $513 $460 $(216) $757 $2.71 

For tlie year ended December 3 1, 2008 Corporate Per 
(in nullions. except per sl im data) PEC PEF and Otlier Total Share 
Ongoing Eamngs $531 $383 $(138) $776 $2 96 
Valuation allowance and related net openbng loss carrs 

(3) ( 3 )  (001) f o n w d  
Disconhnued opemtions athibutable to controlling interests. 

57 57 0 22 net of tax 
Net income (loss) attnbutablc to coiitrolling nitcicsts'"' $531 $383 $(%I) $830 $3 17 

- - 

- - 

For the year ended December 3 1.2007 Corporrtte Per 
( in  ~iiillions, except pcr share data) PEC PEF aid Other TotaI Share 
Ongoing Eamngs $498 $315 X(118) $695 $271 

(2) (2) (001) CVO mark-t o -ma r ket 
Disconhnued opentions atinbatable to controlling intcrests, 

- - 

net of tax - - (189) (189) (0 74) 
Net mcoine (loss) attnbutablc to controlling $498 $315 $(309) $504 $1 9G 

Calculated using assumed tax late of 40 peicent 

niillion and $(2) iiullion at PEC and PEF. respcctively 
(b' Net income attributable to controlling interests is shown net of preferred siock dividend requirement of $( 3) 

Management uses tlie non-GAAP financial ineasure Ongoing Eariiiiigs (i) as a measure of operating perfoiniance to 
assist i n  comparing perforniance froni period to period on a consistent basis and to readily view operating trends. ( i i )  
as a nieasure lor planning and forecasting ovcrall expectations and For eyaluating actual results against such 
expectations, (iii) as a nieawre for determining levels or incentive compensation. and (iv) in comniunications willi 
our board of directors, employees. sharcliolders. analysts and inyestors conccriiing our financial perforniance. 
Mamgement believes tllis non-GAAP iiieasure is appropriate Tor understanding tlie business and assessing our 
potential future perforniance, because excluded iteiiis are linited to those that management believes ale not 
representative of our fundamental core eanungs We compute Ongoing Earnings as G A M  net income attributable 
to controlling interests after escluding discontinued operations and the effects of certain idenlified gains and 
charges Some of the escluded gains a id  chaiges lnve occurred in  inore than one reporting period but are not 
considered representative of fundamental core earnings. Historically. Ongoing Earnings for o w  reportable segments, 
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wlucli are PEC and PEE, have been consistent with tlie most comparable GAAP nieasurc. net income attributable to 
controlling interests I n  2009, PE.C recorclcd charges that management deteimined should be escludecl from PEC's 
Ongoing Earnings. The charges were related to its planned retirement of ceitain coal-fired generating units prior to 
tlie end of their tIsefbl lives and a cuniulative prior period adjnstinent related to certain cmployec lifc insunncc 
benefils The prior period adjusment, which was recorded in tlie fourlli quarter of 2009. is not inaterial to previously 
issued or current period Gnancial stateinelits Ongoing E'mings is not a nieasure calculated in accordance with 
GAAF'. and sliould be viewed as a supplement to? and not a substitute for, our results of operations presented in 
accordance with GAAP 

OVERVLE w 

For the ycar ended December 3 1, 2009, ow iiet incoine attributable to controlling interests was tl;'757 nullion. or 
$2 71 per share, compared to $SI0 nlillion, or $ 3  17 pcr shaic. for tlie same period in 2008 The dccreasc as 
coinpared to prior year was due primarily to 

* unfavorable impact of discontinued non-utility businesscs (Ongoing Exlungs adjusunent). 
* unfavorable net ictail custonicr growth and usage at tlie Utilities. 
* higlar interest eypense, and 
* higher base depreciation and ainortizatioii at the IJtilities 

Partially offsetting tliesc items were: 

__ __ - - 

0 net impact of returns eariied on Iligher levels of iiuclear and enviroilnicntal cost recovery clause (ECRC) assets at 
PEF. 
ravorable inipact or interim and limited base nte relief at PEF. 

e depreciation and amortization e?rpense recognized in 2008 at PEC related to North Carolina Clean Sniokestacks 
Act (Clean Smokestacks Act) amortization expense aid depreciation cspense associatcd with tlie accelerated 
cost-recovery program for iiuclear generating assets; ,md 

e favorable weather at the titililies 

For tlie year ended December 31. 2008. our iiet income attributable to controlling interests was $830 nullion. or 
$3 17 per share. coinpared to $504 million, or $1 96 per share, for the same period in 2007 The increase in 2003 as 
compared to 2007 was due primarily to 

favorable tinpact of disconhnued non-utility busmesses (Ongoing Earmngs adjuslnicnt). 
favorable allowance for funds used during construction (AFI JDC) at Uie Utilities, 
increased retail base rates at PEF. 
luglier wholesale revenues at PEF. 
lower purchased power capacity costs at PEC due to the expwtion of a pouci buyback agieement. ancl 
favorable net retail customer growth and usage at PEC e 

Partially offsetting h s c  items were 

e higher interest expense at PEF; 
higlier income tax espense due to tlie benefit from the closnrc of certain redem1 tas years and positions in 2007. 
unfavorable net retail customer growth and usage at PEF, 

lliglier investment losses of certain eniployce bencfit tnists at PEF and Corporate and Other rcsulting from the 
decline in market conditions, and 
Iuglier depreciation and aniortizalion expense at PEF excluding prior year recoverable stom amortization at 
PEF 

0 

* uilfavorable weather at PEC; 

c) 
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PEC contribuled net income available to parent totaling $5 1.3 iiullion. $ 5 3  1 niillioii and $498 inillion in 2009. 2008 
and 2007. respectively The decrease in net iiicoiiie available to parent for 2009 as cornpared to 2008 \vas priiiixily 
due to uilfavomble iiet retail customer growth and usage. coal plant retirement charges, Iugher base depreciation and 
amortization espense and a cumulative prior period adjushiieiit related to certain employee life insurance benefits. 
partially ofrset by Clem Siiiokestacks Act amortization and depreciation expense associated with the accelerated 
cost-recovery pingrain for nuclear generating assets recognized in 2008 and the favoiable impact of weatlier PEC 
contributed Ongoing Earnings of $540 nullioii in 2009 Tliere were no Ongoing Earnings adjustments in 200s and 
2007. The 2009 Ongoing Earnings adjushiieiits to iiet income available to paicnt were due to PEC recording a $1 7 
iiullion charge. net of tas. for the impact of PEC's decision to retire certain coal-fired generating units prior to the 
end of Uieir estimated useful lives and recording a $10 million charge, net of tas. for a cumulative prior period 
ad-justnient related to certain employee life insurance benefits. Mmageinent does not consider these cliarges to be 
representative of PEC's f~indaiiiental core eariungs and excluded tliese charges in computing PEC's Ongoing 
Earnings 

, .  
'I'he increase in net income avauabie to parent llor 28tTri as c o i q m m f t u ~ p n n r t n r )  c .  &e --- 

power capacity costs due to tlie expiration of a power buyback agreement. favorable AFUDC and favorable net 
retail customer growth and usage, partially orfset by tlie uilfavorable impact of \veather and lowei excess generation 
icveiiues 

The rei'enue tables that follow present tlie total ,unount and percentage cliange of total opcrahng revenues and its 
components "Base Revenues" IS a non-GAAP measure and IS defined as operahng revenues e\cludmg clause 
rccovemble regulatory returns, nuscellaneous revenues aiid fuel and othel pass-through revenues We and PEC 
consider Base Revenues a userul iiieasure to evaluate PEC's electnc operabons because fuel and other pass-though 
revenues pnniarily represent die recovery of fuel, applicable portions of purcliased power elpenses and oilier pass- 
through exycnses tllrougli cost-recovery clauses and. therefore. do not have a inateiial impact on eariungs Clause 
recoi eiable regulatory returns include the return on asset coinponelit of DSM, energy-efficiency and renewable 
energy clause revenues We and PEC have included the recolicillahon and analvsis that follows as a coiiiplcnient to 
the financial ufoniiat~on we provide i n  accordance with GAAP 

A reconciliation of Base Revenues to GAAP operating revenues, including the percentage cliange by \rear and by 
customer class. follows 

(in ndlions) 
Custonier Class 2007 % Change 2008 Yo Change 2007 
Residential $1,177 1 6  $1.160 ( I  0) $1.172 
Coiiiinercial 74 1 (0 9) 7-18 0-1 745 
Industrial 374 (10 1) 416 2 0  -108 
Governmental 62 ( ?  1) 64 -19 61 

(1) Unbilled 5 
Total retail base revenues 2,361 ( 1  5) 2.796 0 5  2.is5 

- 8 - 

,-- Wholesale base revenues 310 - 3 10 (12 7 )  J 73 

Total Base Revenues 2,671 ( 1  3) 2.706 (1 2) 2.740 
Clause recoveisble regulatoIy retunis 
Miscellaneous 

- - - - 6 
114 11 s 102 5 2  97 

1 .548 1,836 
Total openting revenues $4,627 -1 5 $4.429 I O  $1.385 

- 1.62 1 - Fuel and other pass-llirough reveiiues 

PEC's total retail base revenues were $2 361 bi111on and $2 396 billion for 2009 and 2008, respectively The $35 
iiullion decrease i n  revenues was due pninarily to the $58 inillion unfavoiable iiiipact of net rctal customer growth 
and usage. partially offset by the $23 iiulhoii favorable iiiipact of weatlier The unfavorable iiiipact of iict retail 
customer growth and usage MQS dnven by a decicase in tlie average usage per retail customer. pnrtiallv offset by a 
iict 14.000 mcrease 111 the average number of customers for 2009 compared to 2008 However. PEC's rate of 
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icsidential growth lias declined as PEC's average number of custoineis increased a net 24.000 custoiiiers foi 2008 
coiiiparccl to 2007 The favorable impact of weather was driven by luglicr lieabng and cooling degree days than 2008 
of 3 peiccnt md 5 percent. respectively Addrtionally. cool~ng degree days weie 6 pcrcenl luglicr than iioniial 111 

2009 

PEC's nuscellaiieous revenues increased $ 12 million in 2009 primarily due to lugher traiwiiission revenues 

PEC's total retail base revenues were $2.396 billion and $2.385 billion for 2008 and 2007, respectively. The $1 1 
million increase in revenues was due primarily to tlie $34 nullion favorable impact of net retail custoiiier growth aiid 
usage. partially offset by the $28 nullion unfavorable iiiipact of weather. The favorable net retail customer growth 
aiid usage was driven by a net 24,000 increase iii the average nuiiiber of custoiners for 2008 coinpared to 2007, 
partially offset by lower average usage per rehil customer Weather had an uilravorable impact as cooling degree 
days were 12 percent lower than 2007. even though cooling degree days were comparable to norinal 

PEC's wholesale base revenues were $310 niillioii ruid $355 nullion for 2008 and 2007, respectively The $45 
million lower wholesale base revenues weie driven by $24 inillion lower excess generation sales due to unfavorable 

two major customers 

PEC's electric eiicigy sales i n  kilowatt~hours (kW1i) aiid the perccntage clmngc by year and by custoinei class were 

- ~ . _ _ _ ~  

;IS roiio~+~s 

(hi iiullions of kWh) 
Custoincr Class 2009 '3'0 Change 2008 96 Change 2007 
Residential 17,117 0 7  17,000 (1 2) 17,200 
Conimcrcial 
Industrial 
Governmental 

13,639 (2 2) 13,941 (06) 14,032 
10,368 (9 0) 11.388 (4 3) 11,901 

1,497 2 1  1,466 1 9  1,418 
Unbilled 360 - (8) - (55) 

Total retail kWli sales 42,981 (1.8) 43.787 (1 6) 44.516 
Wholesale 13,96G (2.5) 14,329 (6 4) 15,309 

Total ltWli sales 56.947 (2 0) 58.116 (2 9) 59.825 

The decrcase in retail kWh sales hi 2009 was primarily due to a decrease in aveiage usage per retail customer. 
PEC's iiidusuial kWli sales have decreased 9.0 percent rrom 2008, primarily due to coiitiiiued reductions in textile 
manufacturing in tlie Carolinas as a result of global competition and doiiiestic consoliclatioii as well as a continued 
downturn in tlie lumber and building materials segment as a result of declines in constntctioii. Many of tlie 
manufacturers in PEC's service. temtory have been adversely iiiipacted by tlie economic conditions. and we expect a 
relatively slow recovery i n  industrial sales once tlie economy begins to recover 

Wholesale k Wh sales decreased for 2009 primarily due LO decreased excess generation sales resulting froin 
udavorable. inarltct dynamics 

Industrial electric energy sales decreased in 2008 coinpared to 2007, priinarily due to downturns in textile 
nianufxturing and lumber aid building inaterials segiiieiit as previously discussed. 

PEC lias experienced a decline in its retail and wholesale kWh sales due to the economic conditions in tlie United 
States We cannot piedict liom long these conditions may last or the extent to .rvluch they may impact revenues I n  
the future. PEC's customer usage could be iiiipacted by custoiiier rcsponse to energy-efPicieiicy programs aiid to 
increased mtes 

Fuel aid purchased power costs represent the costs of generation, which include ftiel purchases for gcnerauon. as 
well as energy purchased In the market to meet customer load Fuel aiid applicable portions of purcliased power 
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expenses arc rccoiwed primarily through cost-recovey clauses. and. as sucli. cliiuigcs in these expenses do not have 
a material impact on earnings Tlie difference between fuel and pirchased power costs incurred and associated fuel 
iwenues that are subject to recovey is deferred for hitme collection from 01 refund to customers 

Fuel and purchased power expenses were $1.909 billion for 2009, which represents a $217 iiiillion increase 
coiiiparecl to 2008 F L I ~  used in electric generation increased $3.34 inillioii to $1.680 billion priinarily due to $248 
iiiillion higher deferred fuel expense and the $86 million net iinpact o l  lugher fuel costs. The increase in deferred 
fuel expense was primarily due to Uie iiiipleiiieiitatioii o l  new fuel rates in North Carolina The higlier fuel costs 
were priiiiaiily due to lugher coal prices Purchased power expense decreased $ 1  17 iiullioii to $229 million 
compared to prior year The decrease \vas priiiiaiily due to lower inarltet purchases of $8.5 miI1ioii and lower co- 
generation of $43 nullion primarily due to lower systeiii requirements. See “PEC - Fuel and Purcliased Power” in 
Iteiii 1, “Business.” for a siiiiuiiay of avei-age fuel costs 

Fuel and purchased poi) er expenses were $1 692 billioii for 2008. wlucli represents a $9 inillion iiiciease coiiiparcd 
to 2007 Piircliased power cspeiise increased $44 iiullion to $746 million compared to 2007 The increase was 
pmiiaiily due to increased ecoiioiiucal purchases in 2008 of $78 million, partially offset by tlie $38 iiullion impact 

Agency) Fuel iiscd i n  electiic gcnerabon decreased $35 iiiillion to $1 3-16 billion priinaiily due to a $116 iiullion 
deciease 111 deferred fuel expense. partially oflset by increased he1 costs of $81 inillion The decrease in deferred 
fuel expense was priiiiarily dnven by a $64 iiullioii iinpact from the implementaboii oi state legislation that 
expaiided the defmtion of the traditional fuel clause to include costs of cornniodilies such as aiiuiionia and 
limestone used 111 eiiiissioiis coiitlol technologies (reagents), traiisnussioii cliarges and iioii-capacity-related costs of 
purchases and a $49 million iinpact related to under-iccovered fuel costs Deferred fuel expense was Iuglier in 2007 
priniady due io the collection of file1 costs from custoiiiers that had been prevrously iiiider-recovered Tlie increase 
I n  fuel costs of $81 nulhoii was primarily due to an inciease In coal pnces. partlally oflset by the impacts of lower 
system requiremeiils and a change in the generation i n i ~  

__. from the espintloii 01 a power 5iijEiS agreemen[ wiili North .‘ c-- L 

O&M expense \vas $1 072 bilIion for 2009. which represents a $42 iiullion increase compared to 2008. Tlus 
iiicrease was piimxilp due to coal plant i-etireiiient charges of $23 million. lugher pension and benefit costs of $12 
iiullion and stonii costs of $9 inillion partially offset by lower eiiiissioii allo\imice espeiise of $ 1 3  inillioii resulting 
fro111 lower systeiii requirements. changes in generation iiux and sales of iutrogeii oxide (NOS) allowances. PEC 
recoguzed coal plant retirement charges ($17 inillion, net of tax) for tlie impact of the decisioii to retire 11 coal- 
fired units prior to the eiid of their usefill lives (See “Future Liquidity aiid Capital Resources - PEC Other Matters” 
and “Other Matters - Energy Demand”) Management detennllied that such charges should be ai exclusion froiii 
PEC’s Ongoing E:wnings 

O&M expense was $1 030 billioii for 2008. which represents a $6 inillion increase compared to 2007. Tlus iiicrease 
\\’as driven primarily by a $33  million increase in nuclear expenses. of which $1 8 inillion relates to refiirbishmenls, 
preventive mainlenance and llicieinental outage expenses a t  Bninswick Nuclear Plant (Bniiiswick). Additioiially, 
0 & M  increased due to a E7 iidlioii iiicrease iii estiiiiated environiiiental remediation expenses (See Note 21A), 
partially offset by $ 19 million lower employee benefits aiid $16 nullion lower nuclear plant outage aiid iiiaiiitenaiice 
costs. The decrease in  eiiiplovee benefits \\’as priiiiarily due to the 2007 impact from changes in stock-based 
compensation plaiis and Iuglier relative employee iiicentive goal achievement The decrease in nuclear plant outage 
and niairttenaiice costs was priinarily due lo two nuclear refueling aiid maintenaiicc outages in 2008 compared to 
three in 2007 

Deprecintiori, ,ftrio~~izn~ioti nncl.lccretion 

Depreciation. aiiiortimtion and accretion expense was $470 million for 2009, n~luch represents a $48 iidlion 
decrease compared to 2008. This decrease was primarily attributable to the $32 million of depreciation associated 
with the accelerated cost-recovery progmiii for nuclear generating assets itcognixed during 2008 (See Note 7B) and 
the $15 million of Clean Sinokestaclts Act amortization recognized in 2003, partially offset by the $21 iiullioii 
impact of depreciable asset base incieases Tlie Nodi  Carolina jurisdictional aggiegate iniiuinuin amount of 
accelerated cost recovery has been met, and the South Carolina jurisdictional obligation was temuiiated by the 
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Public Service Coiiuiiission of South Carolina (SCPSC) PEC does not anticipate recording additional accelerated 
depreciation in the North Carolina ,jurisdiction. but will record depreciation over the reinallling useful lives of the 
assets 111 accordance with a iegiilatoqI order. PEC ceased to miortize Clean Siiioltcstacks Act coinpliance costs. but 
will record depreciation over the useful lives of the assets (See Note 7B) 

Depreciation, amortization and accretion expense was $5 18 iiullion for 2008. which represents a $1 nullion decrease 
compared to 2007 TIUs decrease was priiiiarily attributable to $ 19 inillion lower Clean Smol<estacks Act 
amortization. $8 nullion lower GridSouth Transco. LLC (GridSouth) aniortiration a i d  $3 nullion lower storm 
defernl ainortizatioii partially offset by $15 iiiillioii Iugher depreciation associated n i i t h  the acceleimd cost- 
recovery prognm for nuclear generating assets and tlie $15 million impact of depreciable asset base increases. 

Taxes other than on income \vas $210 nullion. $198 inillion and $192 inillioii in 2009. 2008 and 2007. respectively. 
The $12 million increase in 2009 coinpared to 2008 was priniaiily due to an increase i n  gloss receipts taxes due to 
IUgIier operating revenues and higher propert:, tax iates Gross icceipts taxes are collected Prom custoineis and 

impact on earnings 

recorueu ;IS 5 I .  

Total otlier income, net was $20 nullion for 2009. wlUch represents a $23 million decrease compared to 2008 This 
decrease was primarily due to a cuinulative prior period adjustment related to certain employee life iiisurance 
benefits and lower iiiteiest income resultllig froin lower average eligible deferred fuel balances During the fourfh 
quarter of 2009, PEC recorded a cumulative prior period adjustment related to certain einployee life insurance 
benefits The irnpact or tlus adjnstiiient decrcased total other income. net by $16 million and decreased net income 
available lo parent by $10 inillion The prior period adjustment is not inaterial to previously issued or current period 
financial stateinents Management determined that Lhe adjustment slioulcl be an exclusion from PEC’s Ongoing 
Earnings. 

Total other income. net w a s  $4.3 inillion for 2008, which represents a $6 nullion increase coinpared to 2007 Tlus 
increase was priiiiarily due to $17 million favorable AFUDC equity related to eligibility of certain Clean 
Sniokestaclts Act compliance costs and otlier increased eligible constniction project costs. partially offset by $9 
million lower interest incoine resulting fmni lower avenge eligible deferred fuel balances aiid lower temporary 
iinwstnient balances 

Totnl Iiiretmt Cl7nr-ee.r, Net 

Total interest charges. net was $195 nxllion for 2009. .vvluch represen~s a $12 nullion decrease coinpared to 2008 
Tlus decrease was priiiiarily due to lower interest rates on var~able rate debt. partrally offset by lugher interest as a 
result of higher average debt outstanding 

Total interest charges. net was $207 million for 2008, wliich represents a $ 3  nullion decrease coinpared to 2007 
This decrease was pnnimlv due to the $7 nullion favonble AFUDC debt related to eligibilitv of certain Clean 
Snioltestacks Act conipItance costs aiid other increased ehgible construction project costs and tlie $4 million impact 
of a decrease 111 average long-term debt. offset by an $1 1 111111101i interest benefit resulting From the iwolution of tax 
niatters i n  2007 

Ir?coi)ie Tax Emer7.w 

Income tax expense was $277 nullion. $298 inillion and $295 nullion in 2009, 2008 and 2007, respectively The $21 
nullion inconic tax expeiise decrease in 2009 compared to 2008 was priniarily due to the impact of lower pre-tax 
income and the $5  inillion favorable tax benefit related to a deduction triggered by the transfer of previously h i d e d  
amounts from nonqualifieil nuclear decoiiiiiiissioning trusts (NDTs) to qualified NDTs The $i million incollie tax 
expense increase in 200s coinpared to 2007 was priinarily due to the $14 million impact of liiglier pre-tax income 
and the $5 nullion iiiipact related to the deduction for doiiiestic production activities, partially orfset by the $7 
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million las impact of employee stock-based benefits aiid the $7 nullion impact of the increase i n  AFlJDC equity 
previously discussed AFUDC equity is excluded from the calculation of inconic tax cymise 

PROGRESS ENERGY FLORIDA 

PEF contributed net iiicoinc available to parent and Oiigoiiig Eariungs totaling $160 million, $383 nullion aid $; 1.5 
mill~on in 2009, 2008 a~id 2007. respcctivcly The increase i n  net incoine available to parent foi 2009 as compared 
to 2008 was primalily due to the higher net impact of returns eained on higher levels of nuclear and ECRC assets to 
be recoveied tluougli respective cost-recovery clauses. the ravorable iinpacl or interim and Iinutcd base rate relief 
(See Note 7C) and the favorable impact of weather. partially offset by the u n h  orable inipact of retail customer 
growth and usage, higher base depreciation and amoituation eypeiise. and higher O&M 

Tlie increase in net incoine available to parent for 2008 as compared to 2007 was prmanly due to favorable 
AFlJDC. I I I C I ~ ~ S C ~  retail base rates and higher wholesale rcveiiucs. partially offset by lugher Interest evpense, 
unfavorable net retail cusloincr growth and usage. lugher depreciation aiid amortmtion eyeiisc excluding 
recovciable storm amortiratmix and higher iiivcshneiit losses oP certain employee benefit trusts 

The revenue tables tllat follow present thc total amount and pcrcenlage cliange of total operat~ng revenues and 11s 
components “Base Revenues” is a non-GMP ineasure aiid is defined as operating revenues e.;cludmg clause 
ICCO\ crable regulatory ietums. inisccllaneous icvenues and hie1 and other pass-tluougli rcvcnucs We and PEF 
consider Base Revenues a useful mcasure to evaluate PEF’s electric operations because fuel and other pass-tluougli 
revenues priinanly rcpresent the iecovery of file], applicable portions of purcliased power and othcr pass-through 
expenses tluough cost-recovery clauses and, therefore, do not liave a ni;~terial impact on earnings Clause 
recoverable regulatory ieturns iiiclude Ihe revenues associated with the return on asset component of nuclear cost- 
recovery aid ECRC revenues We and PEF have included tlic reconciliation and analysis that follows as a 
complement to the financial infomiation we provide in accordance w t h  GAAP 

-_ ___ -I-- 
-...--_____ 

A reconciliation of Basc Revenues to G A M  operating Ievenues, iliclnding the percentage change by year and by 
ciistoiner class. follows 

(in millions) 
Customer Class 2009 ‘%, CILlngc 2008 YO Change 2007 
Residcntml $946 5 9  $893 3 1  $864 
Co m incrc ia 1 340 3 7  328 6 8  -3 07 
Industiial 72 (5 5) 76 5 6  72 
Goveriuneiital 87 6 1 82 5 1  78 

1 IJnbilled 9 - ( 1 )  - 

Total retail base revenues 1,454 5 5  1,378 4 2  1,322 
Wholesale base wenues  207 5 1 197 33 1 14s 

Total Base Revenues 1,66 1 5 5  1.575 7 I 1,470 
Clause recov e rab le regula tory re tums 
Miscellalleous 

87 6909 11 4500 2 
189 6.2 178 4 7  1 70 

3.107 - 2.967 Fuel aiid olhier pass-tluough reveiiiies 3,314 - 

Total operating iwenues $5,251 1 1  0 $4.731 (0  4) $4.749 

PEF‘s total retail base revenues were $1.454 billion and $1 378 billion for 2009 and 2008. respectively The $76 
inillion increase was primarily due to the $79 inillion favorable impact of interin1 and linuted base rate relief aid the 
$36 million favorable iinpact of weather. partially orrset by the $4 1 million unfavorable impact or retail custoiner 
growth and usage Tlie interim aiid limited base rate relief \\’as approved by the FPSC cKective July 1. 2009, as 
discussed in Note 7C Of the $79 inillion interim and limited base rate relief. $7 million related to interim rate relief, 
wlucli was in effect for only 2009. and $72 inillion related to limited rate rclier. ~vhich will continue in accordance 
with the base rate proceeding with an annual revenue requireiiient of $ 132 million Tlie fiivomble impact of weather 
was primarily driven by 14 percent higher heating degree days llian 2008 and 6 percent luglier cooling degree days 
than 2008. Heating degree days were 4 percent lower than iioiiiial in  2009 and 16 percent lower than nonnal in 
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2008 In addition lo lower average usage per customer, PEF's average nunibci of custoincrs foi 2009. compared to 
2008. decreased a net 8.000 custoiiicrs and had no change in customers for 2008. compared lo 2007 

PEF's clause recoveiable regulatoiy rcturns were $87 iiiilhon and $1 1 million for 2009 and 2008. ~espect~vely The 
$76 nullioii luglier revenues relatcd to nuclear cost recovery and ECRC assets of $6 1 niillioii and $15 nullion, 
respechvely As a result of an FPSC regulatory order effcctlvc 111 January 2009. PEF 1s allowed to earn rcturns on 
certain costs related to nucleai construction. as discussed 111 Note 7C We anticipate lugliei retiirns 011 ECRC assets 
~n 2010 due to placing approuiiiiatel)~ $790 inillion of Clean Air Interstate Rule (CAR) projects into service in late 
2009 However. we do not anticipate a sigiiificant change 111 retunis on nucle,u cost-recovery assets i n  2010 related 
to Levy 

PEF's total retail base revenues were $1 378 b111ion and $1 322 brlhon foi 2008 and 2007. rcspcct~vely The $56 
million increase was priniarily due to $90 million of base mte Increases. parlially offset by the $32 nii11101i Impact of 
unfavorable net retail custonier growth and usage The increase 111 base rates was due to S i 3  million from IIiiies 4 
being placed i n  senrice and the $37 nullion tmnsfer of H m s  2 cost recovey from the fxiel clause to base rates 
These base rate changes occurred 111 accoidance with PEF's 2005 base late settlement agiecnient 

PEF's wholesale base rcvcnues of $197 niillion and 5 148 milhon for 2008 and 2007. respectively. increased $49 
nullion The increase was primarily due to several new and amended contiacts 

PEF's electric energy sales and tlie pelcentage cliange by year and by customer class i f w e  as follows 

-- -- 

(m nullions of kWh) 
Customer Class 2009 %I Change 2008 TO Change 2007 
Residential 19,399 0 4  19,328 (2 9) 19,912 
Coiiinicrcial 11,884 (2 1) 12.1;9 (04) 12,181 
Industr ral 3,285 ( 1  3 2) 1,786 (0 9) 1.820 

Unbilled 131 
Governmental 3,256 (1 4) 3.302 (1 9) 3.367 

( 6 )  - (99) - 

Total letail ItWh sales 37,955 ( I  3 )  38.456 (2 1 )  39.276 
Wholesale 3,835 (43 I )  6,734 11 8 6.021 

Total kWli sales 41,790 (7 5) 43.190 (02) 45.300 

Wholesale base revenues increased in 2009. despite decreased  holesa sale ItWh sales in 2009. primarily due to 
committed capacity revenues. The wholesale kWh sales decreased primarily due to niadet conditjons in wllich 
wholesale custoniers PuLfilled a portion of llieir system requirements from other sources Many of the new aid 
amended capacity contracts entered into in  2008 expired by tlie end of 2009. Given tlie current economic conditions 
discussed below. PEF does not believe it is liltely to replace these wholesale contmcts in 2010. 

Retail base reyenues increased in 2009, despite a decrease i n  ItWh sales for the same period. primarily due to the 
impact of interim and linutccl base rate relief approved by tlie FPSC in 2009 (See Note 7C) Retail base revenues 
increased i n  2008. despite a decrease in ItWh sales for tlie saiiie period, primarily due to an increase in base mtes i n  
accordance with PEF's 2005 base rate settlement agreement. as previously discussed 

The economic conditions and general housing downturn in tlie United States has continued to contribute to a 
slowdown in customer growth and usage in PEF's service territoiy resulting in a 1 3 percent decrease in retail kWh 
sales for 2009. compared to 2008. and a 2 1 percent decrease for 2008, compared to 2007 The impact of the geiieral 
housing dowiturii was especially severe in seven1 states. including Florida Additionally. we believe the current 
economic conditions have impacted our wliolesale customers' usage. We cannot predict how long these economic 
coiiditions niay last or the extent to which reveiiues niay be impacted. In the future. PEF's custoiiier usage could be 
impacted by customel' respoilse to energy-efficiency programs and to increased rates. 
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Fuel aid puichased powcr costs icpi-escnt the costs of generahoii which include fuel puichases for generalion, as 
well as energy purcliascd 111 the inarkct to meet custoinei load Fuel and purchased poivcr expcnses a x  recovered 
pniiiaiily thiougli cost-rccovew clauscs. and. as such. changes 111 these cvpenscs do not have a matenal impact on 
earnings The ddferencc betvecn fuel and purchased power costs uicuned and associated fuel revenues that  are 
subject to iecovew IS defcrred for future collection froin 01 lerund to custoiiiers 

Fucl and puichased poner cx:pcnses \ w e  $2 754 brllioii in 2009. which represents a $126 million incieasc coinpared 
to 200s Fuel used 111 elecliic geiieration increased $397 inillion to $2 072 billion compared to 2008 Tlus increase 
was pniiianlv clue to highel deferred hiel cxpcnse of $467 nullion driver1 by tlie ~mplenzentetioii of new file1 rates, 
partially offset by dccreased cuirent year fucl costs of $70 million Thc decrease ui current year fuel costs was 
primailly due to lowel system rcquii-ements Purchased power eqxnse decrcased $27 1 million compared to the 
same pciiod 111 2008, prmiar-ily due to $164 iiullion lower interchaiigge costs and a dccrease in the recovery of 

Purchascd Po\\ cr'' 111 Item 1. "Busmess," for a suiniiiaiy of average fuel costs 
P "PIT -. h i p 1  - a i d  ~ - -  - __ 

Fuel and pirchased powcr expenses weie $2 628 billion in 200s. which represents an $18 nullion decrease 
compared to 2007. Fucl used in electric generation decreased $S9 iiiillioii to $I  675 billion primarily due to a $381 
inillion decrease i n  deferred fuel expensc. paitially offset by increased fuel costs of $29.3 million The decrease in 
deferred fuel expense \ms p~%narily due to !lie regulatory approval to lower tlie fuel ractor for customers effective 
January 2008 as a result of over-reco\'ery of fuel cosis in the prior ycar With tlie increase in fuel prices experienced 
in  200s. PEF successfully sought a mid-course file1 correction? but the revised fuel factors were not effective until 
August 200s Tlic increase i n  fuel costs was piimarily due to increased fuel prices and a change in genemtioii 1nLx 

Purchased power eqense  increased $7 1 niillion to $953 million compared to 2007. Tlus increase was priniarily due 
to increased purchases of $37 million as a result of luglier fuel costs and a n  increase i n  the iecovev of deferred 
capacity costs of $34 nullion 

Opernfioii ~ i id i \  f c i i t i ~ e i m i ~ ~  

O&M expense was $S39 niillioii i n  2009, ivhicli represents a $26 inillion increase conipared to 200s. The increase 
was primarily clue to $67 nullion Itigher ECRC and energy conservation cost recovery clause (ECCR) costs 
primarily due to an increase in  current year ratcs for recovery of enlission allo\\i;uices, Iugher pension costs of $24 
million and higher nuclear plant outagc and maintenance costs of $14 million, partially offset by lower stomi cost 
recoveiy of $66 nullion duc to the surcliargc that ended in .July 2008 aid llie impact of a cliange in our earned 
vacation policy of $1 1 inillion The ECRC and ECCR expenses and replenisluneiit of stonn damage reserve are 
recovered tlmugh cost-recoverY clauses and. therefore. have no inaterial impact on earnings. Pension costs are 
luglier due to a $20 inillion pension credit in the piior year. Substantially all of 2009's pension expense has been 
dererred in accordance with an FPSC order (See Note 7C). In tlie aggregate. O&M expenses recoverable tlirougli 
base ratcs incrcased $25 million coiiiparcd to the same period i n  2008 

O&M expense was $8 1.3 million in 2008. n.liicli reprcsents a $2 1 nullion decrease compared to 2007 The decrease 
was priinarily due to $24 million lower ECRC costs due to a dccrease iii the rates resulting from over-recoven'. $12 
million lonw- employee bcnefit costs primarily due to the 2007 iinpact from cllanges in stock-based compensation 
plans a i d  $12 million lower sales and we tax audit acljustment, partially offset by $19 iiullion related to stonn 
dainage reserves ieplcnisliment surcharge in cffecl August 2007 tluough J d j ~  2008 i n  accordance with a regulatory 
order. and $1 1 inillion higlier plant out:ige and inaintenance costs The ECRC and repleiushinent ol  storin damage 
rescn'cs cspenses are recovercd through cost-recoveiy clauses and, tlierefore. have no material impact on earnings. 
In the aggregate, O&M expenses recoverable through base rates decreased $19 million compared to the saine period 
i n  2007. 

Depreciation. amoi-tiratioii and accretion eyxnse was $502 inillion for 2009. wlich represented an increase of R 196 
inillion compared to 2008. primarily due to higher nuclear cost-recovery amortization of $155 million (See Note 
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7C) I n  aggregate. depreciation. amoi-tization and accretion expenses recoverable tluough base rates increased $3 1 
million compared to 2008. primarily due to depreciable asset base increases 

Depreciation. amortization and accretion expense was $306 million for 2008. which represented a decrease of $60 
nullion compared to 2007. primarily due to $75 iiullioii lower amorlization of uilrccovered storm restoration costs 
and a $7 million write-off in  2007 of leasehold improvements primarily related to vacated office space, partially 
offset by the $20 million impact of depreciable asset base increases. Storm restoration costs, which were fully 
amortized i n  August 2007. were recovered througli a stonii-Ecoveq surcharge and, therefore. had no material 
inipact on earnings (See Note 7C). In aggregate. depreciation. aiiiortization and accretion expenses recoverable 
through base rates increased $1.3 iiullion compared to 2007. priiiiaiily due to depreciable asset base increases. 

Tnxes Other- Thnii 017 Iiicoriie 

Taws other than on income was $347 nullion. $309 mlll~on and $309 million 111 2009. 2008 and 2007. Iespectively 
Tlic $38 iiiillioii increase 111 2009 coiiipaied to 2008 was priniaiily due to an increase i n  gross receipts and franchise 
t a w s  due to liighci operating ievcnues GIOSS receipts and frmcluse taxes are collccted fiom customers and recorded 

earmngs 

OlhL.,- 

d5 I 

Other opcrating expense was an expense of $7 nxllion i n  2009. nicoiiie of $5 nullion in 2008 arid an espcrise of $8 
iiiillion 111 2007 The $7 niillion expense i n  2009 and the $8 nullion e\;pense i n  2007 WCIC pnniaiily due to 
regutaton) disallo\\mces of fuel costs (See Note 7C) The $5 imllion income i n  2008 was primarily due to gain on 
lalid sales 

Total other income. net \\'as $100 million lor 2009. \\hich rcprescnts a $6 million increase coniparcd to 2008 This 
increase was primarily clue to the $16 nullion of investment gains on certain eniployee benefit trusts resulting from 
iiiiproved marltet conditions. partially offset by $5 million lower interest income resulting from lower short-tenn 
investment balances and $4 million unfavorable AFUDC cquity relatecl to eligible construction project costs, 
primarily due to placing Uie repowered Bartow Plant into service in 2009. 

Total otlier income, net was $94 iiiillion for 2008. ~ ~ l u c l i  represents a $46 nullion increase compared to 2007 This 
increase was primarily due to $54 ~iiillion favorable AFUDC equity related to eligible construction project costs, 
partially offset by $1 1 nullion of investment losses of cei-tain employee benefit tnists resulting from the decline in 
market conditions 

Total interest charges. net was $2.31 million in  2009. wlucli represents an increase of $2.3 inillion compared to 2008 
The increase in  interest charges was prim;u-ily due to higher interest as a result of higher avemge debt outstanding. 

Total interest charges. net was $208 million in  2008. wlucli represents an increase of $35 million compared to 2007. 
The increase in interest charges was priniarily due lo the $60 million impact of an iiicrease in average long-tenn 
debt, pai-tially offset by Sl6 million favorable AFIJDC debt related to costs associated with eligible construction 
pro.jects and $7 million interest benefit resulting rroni the resolution ol tax matters i n  2008 

Iticot)ie Tnx Expense 

Inco~iie tas expense was $209 nullion. $181 inillion and $144 million in 2009. 2008 and 2007. respectively The $26 
nullion income tax expense increase in  2009 compared to 2008 was prima~ily due to tlie $40 nullion impact of 
higher pre-tax income coinpared to the prior year. partially offset by the $1 1 nullion inipact of tlie favorable tax 
benefit related to a deduction triggered by the transfer of previously funded amounts from the nonqualified NDT 
fund to the qualified NDT liind. The $37 million income lax expense increase in 2008 compared to 2007 was 
primarily due to the $40 iiullion impact of higher pre-t;ix income compared to 2007: $6 iiullion benefit related to the 
closure of certain federal tax years and positions i n  2007. $4 inillion due to the accelerated amortization of tas- 
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related regulatory assets i n  accordance with PEF’s 2005 base rate settleinent agreement. and $3 nullion related to tlie 
decluction for clomestic production activities. partially offset by tlic $2 1 nullion impact of favorable AFUDC equity 
discussed above AFUDC equity is exclridcd from tlie calcol;i[ion of income tax espense 

CORPORATE AND OTHER 

Tlie Corporate aiid Other segment 1xiinaiilv includes the opeiations of tlie Parent. PESC and other nuscellaneous 
nonregulated businesses that do not separately m e t  the quantitative disclosure rcquireinents as a reportable business 
segment A discussion or the itenis excluded from Corporate and Other’s Ongoing Earnings is Included in the 
detailed discussion and analysis below Management believes the excluded items arc not representalive of our 
fundamental core earnings The follo\ving table reconciles Corporate and Other’s Ongoing Earnings to G A M  net 
incoine attributable to controlling inteiests 

(in niillions) 2009 Change 200s Change 2007 

Otlicr income tax benefit 87 1 86 (19) 105 
Other interest expense $(253) $(io) $(223) $(W $(205) 

OLlicr inconie (expense) 12 13 -o--- -Tm------- 
Ongoing Earnings (1 54) (16) ( I  3s) (20) (118) 

2 (2) - CVO iiiaik-to-marl<et 19 19 
Valuation allo\\rance aiid ielated net 

- 
- 

3 (3 ( 3  1 operating loss c a i y  forward - 

controlling interests, net of tax (79) (136) 57 246 (189) 

interests (132) 2 2 i  (309) 

- - Inipai rinent‘ ‘’ (2) (2) 
Discontinued operations attributable to 

Net loss attributable to controlling 

(” Calculated using assumed tau late of 40 percent 

Olher h i  feres t Expense 

Other interest expense was $253 nullion. $22 3 inillion and $205 inillion Tor 2009. 2008 and 2007. respectively. The 
$30 rilillioii increase for 2009 coinpared lo 2008  as primarily due to higher average debt outstanding at the Parent. 
Tlie $18 million increase for 2006 conipaied to 2007 was primarily due to a $6 million 2007 benefit related to the 
closure of certain federal tax years and positions and n decrease in the interest allocated to discontilined operations. 
The decrease in interest allocated to discontinued operations resulted froin the allocations of interest expense in 
early 2007 to operations that were sold later i n  2007 An immaterial amount and $1.; iiullioii of interest expense 
weie allocated to discontinued operations for 2008 and 2007. respectively No interest expense \\’as allocated to 
discontinued operations in 2009. 

Olher Iiicor?ie Tax Betie f i t 

Other income tax benefit \\;as $87 million. $86 nullion and $105 million for 2009, 2008 aid 2007. respectively. The 
$1 tirillion increase for 2009 compared to 2008 was primarily due to Iugher pie-tax exjxiises. pcviially offset by the 
udavorable impact at the Corporate level resulting from the deductions taken by the Ulililies related IO NDT funds 
(See “Progress Energy Carolinas - Income Tax Expense“ and “Progress Energy Florida - income Tax Eqxnse”) 
Tlie $19 million decrease for 2008 coinpared to 2007 was primarily due to tlie 2007 benefit related to the closure of 
certain federal tax yeais and positions. 

Other hicortie (ExDetisei 

Other income (expense) was $12 million income. $1 million expense and $18 nullion expense for 2009. 2008 and 
2007. respectively. The $1.3 million change for 2009 compared to 2008 was primarily due to investiiient gains 011 
certain employee benefit tnists resulting from improved financial market conditions The 9; 17  nill lion cliange for 
2008 compared to 2007 was priiiiarily due to $ 1  5 nullion decreased indirecl corpoiate overhead due to divestitures 
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coiiipleted in 2007 and $12 iiillion decreased legal eqxiises. partially offset by $8 million of investment losses ol 
certain employee beiiefit t1 lJStS  resulting from llie decline in niarltet conditions 

Cli‘O it fork-to-itlnrket 

Progress Energy issued 98 6 nullion CVOs in connection with tlie acquisition of Florida Progress Corporation 
(Florida Progress) in 2000 Each CVO represents the riglit of the holder to receive contingent payments based on tlie 
perforinaim of four synthetic fuels facilities purchased by subsidiaries or Florida Progress in  October 1999. The 
payments are based on tlie net aAer-tax cash flows the facilities generate (See Note 15). The CVOs had a fair value 
of  $15 million at Deceinber 3 1, 2009. aiid $34 inillion at December .3 1. 200s and 2007 Progress Energy recorded 
unrealized gains of $19 iiiillioii for 2009 aiid unrealized losses of $2 million for 2007. to record tlie changes in fair 
value of  tlie CVOs, wlucli liad average unit prices of $0 16 at Deceinber 3 1. 2009 and $0 35 at December 3 1. 2008 
and 2007. 

Vduntion illlowniice n i d  Relo fed Net 0pernliii.q Lo.s.s C’nrrv Forword 

for :I elate net oner;ltln~ loss carm fonvard upon the sale of Progrcss 
Energy Ventures, Inc ’s (PVI) rionregulatcti generation facilities aiid energy marlcchng and trading operations In 
2008, we recorded ai addlhonal $6 nullion defericd tau asset iclated to the stale net operating loss c a m  foivaid due 
to a change in estimate based on 2007 tax ietuin filings We also c\~aluatecl the total state net openting loss ca iv  
forward and recorded a partial valuatioii alloi\~nce of $9 ~iiillioii. ~vli~cli more than offsel tlie chxige 111 estiiiiale 

Iiiiuoirrii eiit 

In 2009. Progress Energy recorded ~mpaiiments of ccrtain in\ estincnts ol  ow Mfordable Housing poitfolio 

Discoritinlied Operntioris A ttribiitoble to Coiltrolliiig Iiitew.sls9 A’el of Tax 

We completed our business strategy of divesting of noiuegulated businesses to reduce our busiiiess risk aiid focus on 
core opelatiom o-ftlie 1Jtilities. See Note .3 for additional infonixition related to discontinued operations. 

In 2000, we recognized $79 iiUllion of expense froin discontinued operations attributable to controlling interests, net 
of  tax, wluch was primarily due to a jury deliveriiig a verdict i n  a latvsuit against Progress Energy and a nmiiber of 
our subsidiaries and an[iliates previously engaged in coal-based solid synthetic fxiels operations As a result. we 
recorded an after-tax charge of $74 nullion to discontinued operations in 2009. wluch was net of a previously 
recorded indeiiuufication liability Tlie ultimate resolution of these inatleis could result in further acljustiiieiits. See 
Note 22D for additional information. 

During 2008 we recognized $57 iiullioii of income finin discontinued operations attributable to controlling interests, 
net of tas, wluclt was comprised primarily of $49 ii.lillion after-tax gains on sales of our coal teriiiinals and docks in 
West Virginia and I<entucly (Terminals) and our remaining coal mining businesses 

In 2007, we recognized $1 89 iizillioii of expense from discontinued operations attributable to controlling interests, 
net of tax, wllich was comprised primarily or $283 nullion net losses related to tlie exit of the Competitive 
Coiiunercial Operations (0) business. partially offset by $83 nullion net earnings related to the Terminals and 
Synthetic Fuels businesses The net losses froiii the CCO business were primarily due to the $349 iiullioii after-tax 
charge associated with exit costs. partially offset bj- unrcalircd inarli-lo-market gains related to de-designated natural 
gas hedges. We liad substantial operations associated witli tlie production of coal-based solid sy ntlictic fuels. The 
production ;ind sale ol these products qualified for federal income tax credits so long as certain requirements were 
satisfied As a result of the expiration of tlie tax credit program. all or our synthetic Iilels businesses were abandoned 
and all operations ceased as of Deceinber 3 1. 2007 
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WPLICA'I'ION OF CRITICAL ACCOUNTING POLlClES AND ES'IIMA'I'ES 

We prepared our Consolidatcd Financial Statements in accordance with GAAP I n  doing so. rve made certain 
estimates that were ciitical in nature to the results of operations The following discusses those significant 
accounting policies and estimates tIiat may liave a inaterial inipact 011 our financial resdls and are stiQject lo the 
greatest amount of subjectivity. We have discussed the devclopment and selection of these critical accounting 
policies and estiniates with the Audit aid Corporate Perfonnancc Committee (Audit Committee) of our board of 
directors 

IMPACT OF UTILITY REGULATION 

Our regulated utilities segments are subject to iegulation that sets the prices (rates) we are pernutted to charge 
customers based on the costs that regulatory agencies deteinimc we are pernutted to reco\ er At tinics. regulators 
pernut the future recovery Illrough rates of costs that would be currently charged to expense bv a nonregulated 
company The application of GAAP lor regulated operations to tlus ratemaking proccss iesults 111 dcfenill of expense 
recogiulion and tlie wording of regulatory assets based on anticipated future cash inflows As a iesult of the 
ti 
recorded. We continually review these regulatory asscts to assess t l m r  ultimate iecoveiability within the appioved 
regulatory guidelines Inipairnient risk associated with these assets relates to potentially adiuse legislative, J L I ~ I C I ~ ~  

or iegulalory acbons i n  Ihe futurc Additionally. the state regulatow agcncas' nitemakmg pioccsses often provide 
flexibility in the manner and timing of tlie depreciation or property. nuclear decommissiomng costs and anio~li~ation 
of tlie regulatory assets 

Our conclusioii that we and the Utilities meet the criteria to apply GAAP for regulated opcrations is a material 
assumption in the presentation aiid evaluation of our and the Utilities' financial position and results of operatioils 
The Utilities' ability to continue to ineel Uie criteria for application of GAAP for regulated operations could be 
affected i n  the future by actions of our regulators, competitive forces and restnicturing ir i  the electric utility iIidiistq 
State regulators may not allow tlie Utilities to increase future retail rates iequired to recover their operating costs or 
provide an  adequate return on in~~estment, or in the niauier requested State rcgulators may also seek to reduce or 
freez,e retail rates. Such events occurring over a sustained period could result in the Utilities no longer meeting the 
critcria for the continued application of G A M  for regulated operations I n  the event that GAAP for regulated 
operations no longer applies to one or both of tlie Utilities, we are subject to the risk that regulatory assets and 
liabilities would be eliminated and utility plant assets may be impaired. unless an appropriate recovey meclianism 
was provided. Additionally, our financial condition, cash flows and results of operations may be adversely impacted 
See Note 7 for additional infomiation related to the inipact o l  utility regulation on our operations. 

We evaluate the cariying value of long-lived assets and intangible assets with definite lives for inipairnient 
whenever impairment indicators exist. If an  iinpainnent inciicator esists. the asset group held and used is tested for 
Iecoverability by coinparing tlie canying value to Uie sum of undiscounted expected future cash Ilows directly 
attributable to the asset group If tlie asset group is not recoverable through undiscounted cash flows or if the asset 
group is to be disposed of, an iinpairnient loss is recognized for the difference between the carving value and the 
fair value o l  the asset group Our ~ A ~ S I J E  to potential iinpairnient losses for utility plant: net is mitigated bv the fact 
that our iegulated ratenialtiiig process generally allows for iecoveiy of our investment in utility plant plus an alloived 
return on the iwesbnent. as long as the costs are prudently incurred. The carving valucs of our total utility plant. net 
at December 3 1 weir as follows: 

(in millions) 2009 200s 
Progress Eneigy $19,733 lfilS.293 
PEC 9,886 0.3S5 
PEF 9.733 s.790 

As discussed in  Note 1.3. our financial assets and liabilities arc priniarily conipriscd of derivative financial 
instniinents and inarkelable debt and equity securities held in our nuclear deconiinissioiung tnists Substantially all 
unrealized gains and losses on derivatives and all unrealized gains and losses on nuclear decoiiunissioiung trust 
investments are deferred as regulatory liabilities or assets consistent with ra1eni;ilting tieatinent Therefore. the 
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impact of fair value ineasureiiieiits f i m i  recurring financial assets and liabilities on our 01’ the l.Jtilities. earnings is 
not significant 

ASSET RETIREMENT OBLIGATIONS 

Asset Retirement Obligations (AROs) represent legal obligations associated with the retirement of cerlain tangible 
long-lived assets The present values of retireiiieiit costs for wlucli we have a legal obligation are recordcd as 
liabilities with an equivalent amount added to the asset cost and depreciated over the useful life or the associated 
asset. The liability is then accreted over time by applying an interest method of  allocation to the liability 

AROs liave no impact on the income of tlie IJtihtics as tlie effccts arc offset by tlic establislimcnt o f  regulatory assets 
and regulatory liabilities 

Progress Energy’s, PEC’s aid PEF’s total AROs at December 3 I ,  2000, were $1 170 billion, $SO1 million. and $369 
inillion. rcspcctively We calculated tlie prcsent value of our AROs based on cstiniatcs wlucli ale dependent on 
subjective factors such as nianagement’s estiinated retirement costs. the tiiiibig of future cash flows and the selection 

~indeilvuig assuiimtions and estiniates ale made as of a point 
i n  time and are subject to change These clianges could matenally affect tlie AROs. although changes in sucli 
estimates should not affect eaiiungs, because these costs ale expected to be recovered though rates 

___- 

Nuclear decoiiuiiissioning AROs represent 9.5 percent. 97 percent. and 9 1 percent. respectively, of  Progress 
Enerbgy’s. PEC’s and PEF’s total AROs at December 3 1, 2009 To deteniiine nuclear decoiiiiiiissioning AROs. we 
utilize periodic site-specilic cost studies in order to estimate tlie nature, cost and tinzing of plaiiiied deconiiiussioniiig 
activities for our nuclear plants Our regulators require updated cost estimates for nuclear decommissioning eveq 
five years. Tliese cost studies are subject to change based on a variety of factors inclucling. but not linuted to, cost 
escalation changes in technology applicable to nuclear decoiiuiiissioning and clianges in rcderdl. state or local 
regulations Clianges in  PEC’s and PEF’s nuclear deconiiiussioniiig site-specsc cost estimates or the use of 
alternative cost escalation or discount rates could be material to the iiuclear deconuiussioning liabilities recognized 

PEC obtained updated cost studies for its nuclear plants in 2009, using 2009 cost factors If the site-specilk cost 
estiinates increased by 10 percent, PEC’s AROs would have increased by $77 nullion. If tlie inflation adjustment 
iiicrcased 25 basis points, PEC’s AROs would have increased by $ 169 nullion. Similarly. an increase i n  the discount 
nte of 25 basis points would have decreased PEC’s AROs by $56 nullion 

PEF obtained ail updated cost study for its nuclear plant in 2008, using 200s cost factors. If the site-specific cost 
estimates increased by I0 percent, PEF’s AROs would have increased by $32 nullion If tlie inflation ad.justment 
increased 25 basis points, PEF’s AROs would have increased by $25 million. Sinularly. an increase in the discount 
rate of 25 basis points would have decreased PEF’s AROs by $2.3 million 

GOODWILL 

As discussed in Note 8, goodwill is requizd to be tested for jiiip~irnieiit at least auiually and more fzquently when 
indicators of inipainiient exist. All of our goodwill is allocated to our utilitji seginents and our goodwill impairmen( 
tests are perfomied at the utility segment level. The cariying amounts of goodwill at December 3 1. 2009 aiid 2008. 
for reportable segments PEC aiid PEF, were $1.922 billion and $1 73.3 billion. respectively We perfomi our annual 
inipairnient tests as of April 1 each year. During the second quarter or 2000, we conipleted tlie 2009 aniiuai tests. 
ivlticli indicated the goodwill was not iinpaired. If the fair value of PEC Iiad been lower by 10 percent and the fair 
value of PEF had been lower by 7..5 percent, there still would be no impact on the reported \laluc oftlieir goodwill 

We calculate the Fair value or our utility seginents by considering various Pactors, including ~alual ion stuclies based 
priiiiarily 011 inconie and market approaches. More emphasis is applied to the income approach as substantially all of 
the utility seg~iients’ cash flows are rrom rate-regulated operations. I n  such enviroiunents. re~eniie requirements are 
adjusted periodically by regulators based 011 factors including levels of costs. sales volumes and costs of capital 
Accordingly, the utility seginents operate to some degree with a buffer from tlie direct effects. positive or negative. 
of significant swings in market or economic conditions 
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The income appioacli uses discounted cash flow analyses to determine the fair value of Uie utility segments The 
estiiiiated fiiture cash flows froin opeiations are based on the utility segments' business plans. which reflect 
inanagement's assuinptions related to customer usage based on internal data and economic data obtained fiom third- 
party sources The business plans assuine the occurmice of certain events i n  the futuie, such as the outcome of 
future rate filings. future approvecl rates of retunis on equity. tlie tiiiung of anticipated significant future capital 
iiivcstnients. the anticipated earnings and returns related to such capital investments. continued rccovei-)i 01 cost of 
service and the renewal of certain contixts. Manageinent also detenilines the appropriate discount rate for the utility 
segments based on the weighted average cost of capit:il for each utility. u~lljcli tdtes into account both the cost of 
equity and pre-tax cost of debt As eacli utility segiiient has a different risk profile based on the nature of its 
operations, tlie discount rate for each reporting unit may differ. 

The market approach uses iniplied market multiples derived froni comparable peer utilities and inarket transactions 
to estiinate the fair value of Uie utility seginents Peer utilities are evaluated based on percentage of revenues 
generated by regulated utility operations; percentage of reveiiues genemted by electric opeiatioiis; generation nus. 
including coal. gas. nuclear and other resources, market capitalization as of the valuation date. and geogiapliic 
location. Coinparable inarket tmnsacUons are evaluated based 011 Uie availability of fiiiaiicial Uansaction data and the 

cu ' <I natuie and g c o g i a ~ ~  location of the bnsincsses or assets acquired, inciudiiig wiicther 61- L . - - .  

sigiliricant electric  component^ The selection of comparable peer utilities and inarltet transactions, as well as the 
appropriate niultiples from witlun a reasonable range, is a matter of professional judginent 

The calculations in  both tlie income and market approaches are lugllly dependent on subjective factors such as 
nianagenieiit's estiinate of hiture cash flows. tlie selection of appropriate discount aiid growth rates froin a 
niarl~elplace paAcipant's perspective. aiid the selection of peer utilities and iiiarltetplace transactions for 
comparative valuation purposes. Tliese underlying assuinptioi~.~ aiid estimates are made as of a point i n  time If these 
assumptions cliange or should the actual outcoine of some or all of Uiese assuniptions differ sigiljIicantly froin tlie 
current assumptions. the Pair value of the utility segments could be sigiiificantly different in future periods. wluch 
could result in a future impairment charge to goodwill 

As a n  overall test of Uie reasonableness of the estllnated fair values of the utility segments, we coinpared their 
conibinecl fair value estiiiiate to Progress E,nergy's inarltet capitalization as of April 1, 2000 The analysis confirnied 
that the Pair values were reasonably representative of inarltet views when applying a reasonable control premium to 
tlie inarltet capitalization 

We monitor for events or circumstances. including financial marlcet conditions and ecoiioinic factors, that inay 
indicate an interim goodwill impairment test is necessary. We would perfonn an  interim inipainiient test sliould ai~y 
emnts occur or circum.stances change that would nioie likely Ihan not reduce tlie fair value of a utility segineiit 
below its carrying value. 

IJNBILLED REVENUE 

As discussed in Note 1. we recognix electric utility revenues as service is rendered to customers Opemting 
ie~eiiues included unbilled electric utilities base revenues earned when service has been delivered but not billed by 
tlie end of tlie accounting period The deternunation of electricity sales to individual custoiners is based on meter 
readings. wliicli occur on a systematic basis tluough tlie month At the end of each month, electiicity delivered to 
custoiners since the last meter reading is estiinated a~ id  a corresponding accrnal for tlie electric utility revenues 
associated with uiibilled sales is recognized. IJnbilled revenues are estiinated by applying a weighted average 
revenuelltWli for a11 customer classes to the nuniber of  estiinated kWli deliveicd but not billed The calculation of 
unbilled revenue is dlected by factors that iiiclude fluctuations in eiieigy deinaiid for the uiibilled period. 
seasonality. weatller. customer usage patterns, price i n  effect for each customer class and esliinated transiiljssion and 
distribution line losses. 
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Amounts rccorded as receivables on the Balance Sheets at Dcccnibcr 3 1 rclated to unbillcd rer'enues were :IS 

To 1 IO\VS 

(in inillions) 2009 2008 
Progress Energy $193 $182 
PEC 125 120 
PEF 68 62 

INCOME TAXES 

Judgment and the use of estimates are required in developing the provision for income taxes and reporting of tau- 
related assets and liabilities As discussed in Note 14. clefcrred incoine tax assets and liabilities represent the future 
effects on income taxes for temporary differences bctween the bases of assets and liabilities Tor financial reporting 
and tar purposes Deferred tax assets aiid liabilihes are ineasurcd using enacted tax mtes ehiected to apply to 
tasablc income in the years in mluch those temporary diffcrcnces are espected to be recovered or settled The 

planning strategies that can be implemented. if nccessaiy. to realize deferrcd tau assets We establish a valuation 
allowaiice when it is niorc I d d y  tliaii not that all. or a portion of. a deferred tau asset will  no1 be realized 

---- . .  - 
probability of realving deleried tax assets IS basecl on iorecasls or iulure  lax-^ L l L  11*\- 

The interpretation of tax laws involves uncertainty. IJltimate resolution of income tax matters may result in 
favorable or mrlavoiable inipacts to net income and cash flows aid acljustments to tax-related assets a id  liabilities 
could be inaterial I n  accordance with GAAP, the uncertainty aid judgment involved in the deterinination and filing 
of income tares is accounted for by prescribing a minilnuin recognition tlu-cshold that a tax position is iequired to 
meet before being recogilized in  the financial stateinents. A two-step process is required: recognition of the tax 
benefit based on a "inore-likely-than-not" Ilueshold. and measurenncnt of the largest ainounl of tax benefit that is 
greater than 50 percent Ii ldy of being realized upon ultiniate settlement \vitIi the taxing authority 

PENSION COSTS 

As discusscd 111 Note 16A. we maintain qual~fied noncontnbutory dcfuied benefit rcmment (pension) plans We 
also have supplementary defined benefit pension plans that provide benefits to Iughei-level employees Our reported 
costs are dependent on nuinerom factors resulting from actual plan experience and assumptions of future 
erpcrience For cxainplc. such costs are inipacted by employee demograplucs. changcs made to plan provisions. 
actual plan asset returns and key actuarial assumpuons, sucli as exyccted long-term rates of return on plan assets aiid 
discount rates used 111 deteriiuxung benefit obligatlons aid aiu~ual costs 

Due to a slight decrease in the market interest rates for lughqnality (AAA/AA) debt securities, wllich are used as 
the benclunark for setting the discount rate to calcdate the present value of future benefit payments, we decreased 
the discount rate to 6.00% at Deceniber 31, 2009, froin 6"30%0 at Deceinber 31, 2008, which will increase 2010 
pension costs, all other factors remaining constant Our discount rates are selected based on a plan-by-plan study, 
wIuc11 matches our projected benefit pay inents to a Iugh-quality corporate yield curve. Consistent with general 
inarlcet condit.ions, our plan assets pe~foniied well i n  2009 \ idh  returns of appmsiinately 23% That positive asset 
perforinance will result in decreased pension costs in 2010, all olhier factors remailling constant I n  addition. 
contributions to pension plan assets in late 2009 and 2010 will result in decreased pension costs in  2010 due to 
increased asset balances, all other factors reinailling constant. Evaluations of the effecis of these and otlier factors on 
our 2010 pension costs have not been completed. but we estiniatc that the total cost recognized for pensions in 2010 
will bc $80 million IO $90 million, coinpared with $107 million (before the $34 million deferral. see Notes 7C aiid 
16A) recognized in 2009. 

We Iiavc pension plan assets with a fair value of approximately $1 7 billion at December 31. 2009. Our expected 
rate of return 011 pension plan assets is 8 75%. The expected rate of retxirn used in pension cost recognition is a long- 
tenii rilte of return: therefore. we do not adjust that rate of return frequently 111 2009, we lowered the expected rate 
of return from the previously used 9 00%. due priinarily to the uncertainties resulting from the severe capital market 
deterioration in 2008. A 25 basis point cllange in the expected rate o l  return for 2009 would have changed 2009 
pension costs by approxinzately $1 nullion 
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Another factor affecting our pension costs, and sensitivity of Uie costs to plan asset perfonnance, is the method 
selected to determine the market-related value of assets, i e .  tlie asset value to which the 8 75% expected long-tenii 
late of return is applied. Entities may use either fair value or an  averaging method tliat recogiuzes changes in fair 
value over a period not to exceed five years, will1 the nietliod selected applied on a consistent basis from year to 
year We have Iiistorically used a five-year averaging method. Wlieii we acquired Florida Progress in 2000, we 
retained Uie Florida Progress historical use of  lair value to deternune market-related value for Florida Progress 
pension assets. Changes i n  plan asset perfonnance are i-eflected in pension costs sooner wider the fair value method 
than tlie five-year awraging metliod, and, therefore, pension costs fend to be more volatile using the fair value 
method Approxiiriately 50 percent of our pension plan assets are subject to each of the two inetliods 

Since PEC and PEF participate in our pension plans, the general discussion above applies to PEC and PEF. PEC and 
PEF have not completed evaluating their 2010 pension costs. PEC estimates that the total cost recognized for 
pensions in  2010 will be $2.5 million to $30 nullion. compared wit11 $32 nullion recognized in 2009. A 25 basis 
point change i n  the expected rate of return Tor 2009 would have changed PEC's 2009 pension costs by 
approximately $2 iidlion PEF estimates that tlie total cost xecognized Tor pensions in  2010 will be $40 million to 

approximately $2 million 
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OVERVIEW 

Our significant cash rcqiiirenients xisc primarily from tlie capital-intensive natiiie of the Lltilitics’ opeiations. 
including expenditures for environmental compliance We rely upon our operating cash now, substantially all of 
wlucli is generated by the Utilities. conunercial paper and bank facilities, and our ability to access Llie long-tenn debt 
and equity capital markets for sources of liquidity As cliscussed in “Future Liquidity and Capital Resources” below. 
synthetic ftiels tax credits providc an additional source of liquidity as those credits are realized. 

The majority of our opcrakng costs are rclated to tlie Utilities Most of thesc costs are recovcred from ratepayers i n  

accordance with various rate plans We are allowed to recover certain fuel. purchased power and other costs incurred 
by PEC and PEF tluough tlieir respective recovery clauses Tlie types of costs recovered tluough clauses v C q  bv 
jurisdiction Fucl price volatility can lead to over- or under-recovery of fuel costs. as changes in fitel prices are not 
inunediately reflected in fuel surcharges clue to icgulatoiy lag i n  sctting tlie surcharges As a result. fuel price 
volaiility can be bo01 a source of and a use of liquidity Icsouices, depending on what pliasc of the cycle of piice 

cash flows. but not niaterially affect net inconie 

. .  
\ ~ ~ l a t r l T t y  \ V b  nf 

As a registeicd holding company. our establishment or intercompany extensions of credit is subject to regulation by 
the Federal Energy Regulatory Conunission (FERC). Our subsidiaries participate in internal nioimey pools, 
administered by PESC. to inore effectively utilize cash resources and reduce external short-tenn borrowings The 
utility money pool alloivs the Utilities to lend to and borrow from each other A non-utility money pool allows our 
nonregulatcd operations to lend to and borrow from each other. Tlic Parent can lend nioimey to the utility and non- 
utility money pools but cannot borrow funds 

The Parent is a holding company and, as such. has no revenue-generating operations of its own. The primcay cash 
needs at tlie Parent level are our coiiinion stock dividend. interest and principal payments on the Parent’s $4.3 billion 
of senior unsecured debt and potentially funding the 1Jtilities’ capital espenclitures tluough equity contributions The 
Parent’s ability to meet tliese needs is typically funded with dividends Troin tlie Utiliiies generated from their 
earnings and cash flows. and to a lesser extent. dividends from other subsidiaries. repayment of funds due to the 
Parcnt by its subsidiaries. tlie Parent’s balk facility, and/or the Parent’s ability to access the short-term and long- 
tenii debt and equity capital inarkets In recent years, rather tlian paying dividends to the Parent, the Ut 
large extent. have retained their free cash floiv to fund their capital expenditures During 2009. PEC paid a dividend 
of $200 inillion to the Parent and PEF received equity contributions of $620 inillion froin tlie Parent. PEC and PEF 
expect to pay dividends to the Parent in  2010 There are a number of fnctors that impact the Utilities’ decision or 
ability to pay dividends to the Parent or to seek equity contributions from the Parent, including capital expenditlire 
decisions and the tinung of recovery of fuel and other pass-through costs Therefore, we cannot predict tlie level of 
dividends or equity contributions between tlie Utilities and the Parent from year to pear. Tlie Parent could change its 
existing coimnon stoclc dividend policy based upon tliese and oilier business factors. 

Cash from operations. conuneicial paper issuance. borrowings under our credit facilities, long-term debt financings, 
and/or linutcd ongoing sales of coninion stock froni our Progress Energy Investor Plus Plan (IPP). eniployee benefit 
and stock option plans arc espectcd to fund capital espenditures. long-tenn debt maturities and coininon stock 
dividends for 2010 For the fiscal year 2010. we plan. subject to market conditions. to realize up to $500 illillion 
from the sale of stock tlu-ough ongoing equity sales As discussed further in  “Credit Rating Matters,” and in Item 
I A. “Risk Factors,“ our ability 10 access tlie capilal markets on favorable tcrnis may be negatively impacled by 
recent. and potentially future. rating actions. 

We have 16 financial instihitions that support our conibined $2 0 5 0  billion revolving credit facilities for the Parent, 
PEC and PEF. thereby limiting our dependence on any one institution. Tlie credit facilities serve as back-ups to our 
coiiunercial paper programs. To tlie extent amounts are reserved for conuncrcial paper or letters of ciedit 
outstanding. tliey are not available for additional borrowings At December 3 1. 2009. the Parent had no outstanding 
borrowings under its credit facility. an outstanding comiiiercial paper balance of 9; 140 million and had issued $3 7 
million of letters of credit, wlich \\’ere supported by the revolving credit facility At December 3 1. 2009, PEC and 
PEF had no outstanding coinnmercial paper. Based on tliese outstanding amounts at December 3 1, 2009. there \+’as 
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$1 353 billion airailable for additional bonowings Subsequent to Deccniber i 1.  2009. llie Parent repaid all of its 
outstanding coinmercial paper with proceeds froin the $950 nullion Noveniber 2009 issuance of Senior Notes. 

Borrowings under our revolving credit agreement (RCA) during 2008. n~lucli nrere repaid during 2009. coupled with 
connnercial paper. long-term debt and equity issuances i n  2009, provided liqui&ty during a period of uncellain 
financial market conditions We will continue to monitor llie credit m a k t s  lo maintain an appropriate level of 
liquidity 

At Decenibct 3 I .  2009. PEC aiid PEF had limited counteiparly mark-to-market e\posurc for financial conuuodlty 
hedges (pnnianly gas arid od hedges) due to spreading our coiicentrahoii nsk over a number of couiiterparlies In the 
event or default by a counterparty, the exposure in the transacbon IS the cost of replacing the agreements at current 
niarltet iates At December 3 1. 2009. the imjonty of the Uhlihes opcn financial coiiunoclity hedges were i n  net 
mark-to-iiiarltet liability posibons See Note 17A for additional inforination wilh regard to 0111 coiiuiiodity 
dcnimves 

At Decenibci 3 1, 2009. we had limited mark-to-market exposure to certain financial institutions under pay-fixed 
the Pam& 

PEC and PEF In tlic event or default by a counterpaily. the exposurc in the transaction is the cost of replaciiig the 
agreements at cuireiit niarltet rates At December 3 1. 2009, tlie suui of the Parent’s, PEC‘s and PEF’s open pay- 
fixed fonvard starting swaps was each in a net iiiarlt-to-inailcct assct posihon Sce Note 17B for additional 
inforination with regard to our inteiest rate derivatives 

Our pension trust funds and nuclear decoiimissioiung trust funds are managed by a iiunber of financial institutions, 
aiid the asscts being managed are diversified in order to limit coiicentration risk in any one institution or business 
sector 

- 

We believe our intenial and external liquidity resources will be sufficient to fund our current business plans. Risk 
hctors associated witli credit facilities and credit ratings are discussed below and in Item 1A. “Risk Factors ‘’ 

Tlie fo l lo~ing  discussion of  our liquidity and capital rcsources is on a consolidated basis 

HISTORICAL FOR 2009 AS COMPARED TO 2008 AND 2008 AS COMPARED TO 2007 

Net cash provided by operations is tlie primaqi source used to nieet operating requireinents and a portion or capital 
espenditurcs. The LJtililies produced substa~itially all of our consolidated cash from opentions for the years ended 
December .3 1. 2009, 2008 and 2007 Net cash provided by operating activities for the tllree years ended December 
31, 2009, 2003 and 2007. was $2.271 billion, $1 213 billion aid $1.252 billion. respectively 

Net cash provided by operating activities for 2009 increased wlien conipared with 2008. The $1 053 billion increase 
in operating cash flow was primarily due to a $623 inillion increase in the recovery of dererred fuel costs due to 
lugher fuel rates and $340 nullion of cash collateral paid to counterparties on derivative contracts hi 2008 compared 
to $200 million net refunds of cash collateral in 2009. Tliese impacts were partially offset by $221 inillion of 
pension aiid other benelils contxibutions niacle in 2009 

Net cash providccl by operating activities for 2003 dccreascd wlien compared with 2007 The $74  nill lion decrease 
in operating cash flow was primarily due to a $450 niillion decrease in Uie recovery of fuel costs due to the 2008 
under-recovery driven by rising fuel costs, compared to an over-recovery of fuel costs during the corresponding 
period in 2007. $340 inillion of cash collateral paid to counterparties on derivative contracts in 2003 compared to 
$55 million i n  net refiinds of cash collateral in 2007. priiimrily at PEF, and a $226 nullion increase in inventory 
purchases, primarily coal. driven by lugher prices These impacts were pariially offset by a $419 nulljon increase 
froiii accounts receivable. primarily related 10 our dixsted CCO opentions and former synthetic fuels businesses; 
thc $347 nullion payinelit iiiade in 2007 to exit the contract portfolio consisting of full-requirements contracts with 
I6 Georgia electric meniberslup cooperatives fornierly serviced by CCO (the Georgia contracts) (See Note 3C), a 
$1 17 niillion increase from accounts payable: and a $106 nullion increase from incoiiie taxes. net. Tlie increase from 
accounts receivable ivas primarily driven by tlie settlement of $2 34 nillion of derivative recei\~~liles related to 
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derivative contracts for ow foriner synthetic fuels busiiiesses (See Note 17A). The increase froiii income taxes, net 
was largely due to $252 million in income tax payments iiiade in 2007 related to the sale of natural gas drilling and 
production business. partially offset by income tax impacts at PEC. The change in accounts payable was priiiiaiily 
related to oiir divested operations 

In 2009. 2008 and 2007. the Utilities filed requcsts with their rcspectivc state coinnussions seelting rate increases for 
fuel cost recovery. including aniounts for previous under-recoveries 

Net cash used by investing activities for tlic tllree years ended December 31. 2009. 2008 and 2007. was $2 512 
billion. $2 54 1 billion and 3; 1 457 billioii, respechvely 

Property additions at the Iltilltics, including nuclear fuel, weic $2 488 billion and $2 534 billion in 2009 and 2008, 
respectively. or approxiinately 100 percent of consolidated capital cxlxnditures in both 2009 a id  2008 Capital 
expenclituies at the I Jtilities ale priinarily for capacity expansion and iiorinal construction achvity aiid ongoing 

11s 
_I________ __- -- __ -. 

Excluding piocceds fiom sales of disconhnued operations and other assets. net of cash divested of $1 nullion in 
2009 and $72 million in 2008. cash usccl in investing activities decreased by $ S O  niillioii The decrease in 2009 was 
primailly due to a $24 million decrease in gross property additions at the Utilities. primarily due to lowcr spending 
for enviroiimcntal compliance projects aiid the conipletion of PEF’s Bartow Plant repowering project in 2009. a $22 
iiullion decrease 111 nuclear fuel addihons, and a $20 million dcci-ease in net pwcliases of available-for-sale 
secunties and other iiiveshiients Available-for-sale secunties and other investments include tnarketable debt 
secui ities and investinents held 111 iiuclear decoiiunissioiung Lnists 

Excluding proceeds from sales of discontimied operations and other assets, net of cash divested of  $72 nullion in 
2008 and $675 inillion in 2007, cash used in iwcsting activities increased by $481 inillion Tlie increase in 2008 
was primarily due to a $341 nullion increase in gross property additions at the Utilities. primarily at PEF. and a $9.5 
inillion decrease iii net purcliases of available-for-sale securities and other inveshnents The inci-ease in capital 
expenditures for utility property additions at  PEF was primarily clriveii by a $360 iiullion increase in environiiiental 
coiiipliaiice expenditures aid a $109 million increase i n  nuclear project expenditures. partially offset by a $6.5 
iililljon decrease related to repowering the Barlow Plant to inore efficient iiatuial gas-burning tecluiology and a $52 
inillion decrease related to the Hines 4 facility 

During 2008. proceeds from sales of discontinued opeiations and other assets priinarily included proceeds of $63 
nullion from the sale of Terininals and Coal Mining (See Notes ?A and 3B) 

Duruig 2007. proceeds from sales of discontinued operations a id  other assets. net of cash divested, pmnanly 
included approunatelv $61 S million from the sale of PVI’s CCO generation assets (See Note 3C). working capital 
adjustments related to the sale of natural gas dnlling and production business. and the sale of poles at Progress 
Tclecoiii~iiurucat~oiis Corporation 

Net cash provided bv rlnancing activities for the three years cnded December 3 1. 2009, 2008 and 2007. was $806 
million. $1 248 billion :ind $195 million. i espec t iW~ See Note 11 for details of debt and credit facilities 

Tlie decrease in net cash provided by financing activities for 2009 compared to 2008 is primarily due to a $2.077 
billion net decrease in short-tenn indebtedness. primarily driven by corninercial paper iepayineiits and the Parent’s 
repayinent of borrowings outstanding under its RCA: partially offset by a $49 I niillioii increase in proceeds from the 
issuance of coininon stock. priinarily related to the Parent’s January 2009 common stock offering. a $48 1 million 
iiicrease i n  net proceeds froin long-tcnn debt issuances due to the Parent‘s combined $1.700 billion issuances aiid 
PEC‘s $600 million issuance in 2009 coinparcd to PEF‘s 9; 1.500 billion issuance and PEC’s $32.5 million issuance 
in 2008. a $477 million decrease in payments at maturity of long-term debt. and a $1 18 inillion decrease in net 
paynieiits on short-term debt with original maturities greater than 90 days. 

76 



Case No. 2011-124 
Stoff-I)R-01-009 iv ottiicliiiictit 
(I'rogress Emrgy) 
Page 17 of 269 

The incrcase in net cash proiicled by financing activities for 2008 coinpared to 2007 is priiiiaiily due to PEF's 
$1.475 billion iict proceeds and PE.C's $322 iiullion net procecds from the issuance of long-temi debt 111 2008 
discussed below:. coinpared to $7.39 nullion i n  net proceeds in 2007. Additionally. net short-term debt increased in 
2008 coiiipared to 2007 due to $600 nullion in outstaliding borrowings under the Parent's RCA, aiid outstanding 
conunercial paper issuances of $69 illillion a t  the Parent. $1 10 nullion at PEC and $371 rujllioii at PEF. coinpared to 
outstanding commercial paper issuaiices of $201 iilillioii at  the Parent in 2007 The increase in proceeds from long- 
term debt issuances was offset by $877 million in long-term debt retireiiients in 2008, $176 iizillioii in payments on 
short-tcriii dcbt, and $85 million in cash distributions lo owiers of iiunority interests of consolidated subsidiaries 
primarily related to the settlement or Ccredo SynTuel LLC's (Cercdo) synthetic fuels derivatives coiitracts (See Note 
17A) 

Our financing activities are described below 

2010 

On Januanr 15. 2010. the Paiciit paid at maturity $100 imllioii of its Scries A Floating Rate Notes with proceeds 
I l U U 1 " 0 9 .  

__ 

0 Subsequcnt to Dccembcr 31. 2009. the Palxiit has issued approximately 3 6 inillion sllaies of coiimion stock 
resulting i n  appiouiiiiatcly $136 million i n  proceeds through the IPP 

2009 

0 On Jaii~iai?~ 12. 2009. the Parcnt issued 14 4 million shares of coiiuiion stock at a public offering puce of $37 50 
per shale Nct pioceeds froin tlxs offemg wele appiouinately $523 inillion On Febniaiy 3. 2009. llie Parent 
used $100 million of the pioceeds to reduce its $600 iiullioii RCA balance outstanding at December 31. 2008. 
and the remainder was used Tor general corporate purposcs 

a On lanua~y 1 i. 2009. PEC issued $600 iiiillion of Fmt Mortgage Bonds, 5 30% Series due 2019 A portion of 
the proceeds \I as used to repay tlie matuntv of PEC's $400 iiullion 5 95% Seiuoi Notes, due March 1. 2009 
The remaining proceeds weic used to repav PEC's outstanding short-tenii debt axid for gciicral corporate 
pulposcs 

0 On Maicli 19. 2009. the Parent issued an aggregate $750 m~llrori of Seruor Notes coisislmg of $300 million of 
6 05% Senior Notcs due 2014 and $450 iiullioii o r7  05% Seiuor Notes due 201 9 A portion of tlie proceeds was 
used to h i d  PEF's capital eymiditures tllrougli iui equity coiitnbution wtl i  tlie reiiiairung proceeds used for 
general corpor;itc purposes 

On June IS. 2009. PEC entercd iiito a Seventy-seventh Supplciiiental Indenture to its Mortgage a i d  Deed of 
Trust dated May 1 1940. as suppleiiiciited. in coiuiecuon with ccrtaiii aincndnients to the mortgage The 
aiiiendiiients are set forth i n  the Seventy-seventh Supplemental Indenture and iiiclude an aiiiendiiient to eutend 
the maturity date of tlic mortgage bv 100 Years Thc matuntJr date or tlie mortgage I S  nou May 1. 2140 

On Novcmber 19. 2009. the Parcnt issued an aggregate $950 nullion of Seiuor Notes coiisisting of $350 iiiillion 
of -4 87S% Sciiioi Notcs duc 2019 and $600 iiullioii of 6 00% Senior Notes due 2039 The proceeds were used 
to retirc at iiiatuiity the '$100 inillion outstanding Scncs A Floating Rate Notcs due January 15. 2010, to repay 
outstanding coiiiiiicrcial paper balanccs. to pre-fund a poition of the $700 iiullioii aggiegate pnncipal aiiiount 
due upon matiuit\ of OLII 7 10Y0 Seiiior Notes due March 1 201 1 aiid for geiicral corporatc purposes 

e 

Duiing 2009. wc repaid the Novcniber 2008 $600 million borrowing under our RCA 

0 Progress Energy issued approximately 3 . 1  million shares of coiiuiioii stock resulting in approximately $100 
million in proceeds rrom its IPP and its cmployec benefit and equity incentive plans Included in these mounts  
were approximately 2 5 inillion shares for proceeds of approximately $100 nullion issued for the Progress 
Energy 401(k) Savings 8 Stock Ownership Plan (401(k)) and Ilie IPP For 2009. tlie dividends paid on coiiiiiion 
stock were approximately $693 million. 
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4 on Fcbruary 1. 2008. PEF paid at ~iiaturit!; $80 million of its 6 875% First Moilgagc Bonds with available cash 
oil hand and coiiimcrcial paper borrowiiigs 

Q On March 12. 2008. PEC aiid PEF ameiidcd their RCAs 11 ~ t h  a syncbcahon of financial institutions to evteiid the 
tenrunation date bv one ycar Tlie CYteiisions were cffcctir e for both utilities on March 28. 2008 PEC’s RCA IS 

noiv scliedulcd to eymc  on June 28, 201 1. and PEF s RCA IS now scheduled to e\pire on March 28, 201 1 (See 
“Credit Facilihes and  Rcgistrahon Statements”) 

Q On March 13  2008. PEC Issuccl $525 million of Fiist Mortgage Bonds. 6 3 0 %  Scnes due 2038 The proceeds 
were uscd to rcpay tlic matuiit\r of PEC’s $500 iiullioii 6 65% Medium-Tcnii Notes. Series D. due Apnl 1. 
2008. aiid tlic rciuainder n m  placed 111 tempomy iiivestineiits foi general corpoiate usc as needed 

4 On Apnl 14. 2008. Ihe Parent amended its RCA with a syndicahon of fiiiancial ~nstiluhons to extend the 
termination date by one vcar Tlic cxteiision was cffective on May 2. 2008 Tlie RCA is I ~ O W  scheduled to expire 

-.,, 
- _ I _ ~  ~ 

l_l 

. . .  . .  
u11 IvlaY >, LU 1 

Q On May 27. 2008. Progress Capital Holdings. Inc . one of our wholly owned subsidiaries. paid at maturity its 
reiiiaiiiing outstanding debt of $45 million of 6 46% Medium-Term Notes with available cash on hand. 

Q On June 18. 2008. PEF issucd $500 Iiullioii of First Mortgage Bonds. 5 65% Series due 2018 aiid $1 000 blllion 
of First Moitgage Bonds. 6 40% Series due 2038 A portion of the proceeds was uscd lo repay PEF’s uhlity 
money pool bonowings. aiid tlic remauung proceeds were placed in teiiipoiarp investments for general 
corporate use as needed On Augiist 14. 2008 PEF rcdeeiiied the entirc outstanding $450 nullion pniicipal 
a~noniit of its Seiics A Floating Rate Notes due Noveiiiber 14. 200s. at 100 percciit of par plus accrued interest 
The redemption was Lilnded w t h  a portion 01 tlic piocecds liom tlic lune IS. 2008 debt Issuaice 

Q 0 1 1  Noveiiiber i. 200s. tlic Parent borrou~ed $600 iiiilliori under its RCA to reducc rollover nslc in the 
coIimieici;iI paper inarltcts The borrowing \\’as repaid dunng 2009 

Q On Noveiiiber 18 2008 the Parciit as a well-known seasoned issuer PEC and PEF filed a coiiib~ned shelf 
registration statement 1% 1111 tlic SEC. 11 luch became cffective upoii liluig with the SEC Tlie registration 
statcinelit IS errectl\ c for three J cars aiid does not 1111ut the amount or number 01 vanoiis securities that can be 
issued (See “Crcdit Facilities and Rcgistration Statements“) 

Q Progress Energy issued approximately 3.7 million shares of coiiuiioii stock rcsulting in approsiinately $132 
million in proceeds froin its P P  and its employee benefit aiid equity incentive plans Included in tliese amounts 
were approximately 3 1 million shares for proceeds of approsiinately $1 31 nullion issucd for the 401(k) aiid tlie 
IPP For 2008. tlie dividends paid on comiiion stock were approsimalcly $642 nijllion 

2007 

Q On July 2. 2007. PEF paid at maturity $85 niillioii of its 6 81% Medium-Tcmi Notes with available cash on 
hand and com~iicrcial papcr borrowings 

e 011 August 15. 2007. duc to c\tremc \ olatility i n  the commercial papcr marltct. Progrcss Energy borrowed $400 
iiullion under its $1 13 billion RCA to rcjmy outstanding commercial papa On Oclobcr 17. 2007, Progress 
Energy used $200 m1l11on of coiiiinercial paper procceds to rcpa, a poition of the amount borrowed under the 
RCA On December 17. 2007. Progress Eiiergv uscd $200 iiiillion of available cash on hand to repay the 
rcma~iiing amount bono\\ cd under the RCA 

On August 15. 2007. due to cxtrcine volatility in the coiiiiiicrcial paper market, PEC borrowed $300 inillion 
under its $450 nullion RCA and paid at maturity $200 iiullion of its 6 80% First Mortgage Bonds. On 
September 17. 2007. PEC uscd $150 million of available cash on hand to repay a portion of the amount 
borrowed under the RCA On October 17. 2007. PEC repaid tlie remaining $150 iiullioii of its RCA loa11 using 
available cash on Iiand 
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e On Scpteiiibcr 18. 2007. PEE issticd $500 iuillion ol First Moilgage Bonds. 6.35%) Series due 20.37 aiid $250 
million of First Mortgage Bonds. 5 80% Series due 21117 The proceeds were used to repay PEF‘s utility money 
pool borrowings and tlic rcniainder \vas placed in temporary investments Tor gcncral corporate use as needed 

On December 10. 2007. Progiess Capital Holdings. Inc . one of our wholly owned subsidiaries. paid at inaturity 
$15 million of its 6 75% Mcdium-Tcnn Notes with available cash on hand 

e 

Progress Energy issucd approximately 3.7 million shares of conmion stock iesulling in approsi~nalely $15 1 
million in proceeds from its IPP and its equity incentive plans Included in these amounts were appioxiiiiately 
1.0 inillion slmrcs for procceds of appi-osiiiiately $46 inillion issucd for the IPP For 2007. the dividends paid on 
conuiioii stock were approximately $627 million 

FUTURE LIQUIDITY AND CAPITAL RESOURCES 

Please review “Safe Harboi for Fonvard-Looking Statements” and Item 1A. “Risk Factors.” for a discussion of tlie 
factors tllat may impact any such fon\wd-loolang statements made hcrcin 

__ --__ - _ _ ~ ~  
es pioduced substantially all of our consolidated cash from operations foi tlie ycars ended December 3 1, 

2009, 2008 and 2007 We anticipate that the Utilities will continue to produce subslanlMy all of the consolidated 
cash flows fiom operations over the next seveial years Oilr discontinlied synthetic fiiels operations lustoncally 
produced significant net earnings froin Uie generation of t l x  c~vdits (See “Otlier Matters - Syntlieuc Fuels Tax 
Credits”) A poition of these tau ciedits has yet to be realixd in cash due to thc difference In timing of when tax 
credits are recognized Tor financial repoiling purposcs and realized for tax pui-poses At Dcceniber 3 1. 2009. we 
have caned  foi-ward $712 iniilioii of deferred tax crebts Rcalimlon of Uiese tau cicdits I S  dependent upon our 
future tasable income, which IS e\pected to be genciated priiiianly by the Utilities 

We expect to be able to meet our future liquidity needs througli cash from operatiois. conuiiercial paper issuance, 
availability under our credit facilities. long-term debt financings and equity offerings We may also use periodic 
ongoing sales of comiiion stock rrom our IPP aiid employee benefit and stock option plans to meet our liquidity 
requirements. 

We issue coriuiiercial paper to meet short-tcnn liquidity needs As a result of financial and economic conditions in  
2008 aiid 2009, the short-temi credit markets tightened. resulting i n  volatility i n  conuiiercial paper dmatiom and 
interest rates. TIie Parent borrowed $6110 million under its RCA in November 2008 and repaid the outstmding 
balance during 2009 with proceeds froin the Januaxy 2009 equity issumce. cash on hand and pioceeds froin 
coniinercial paper borrowings. If liquidity conditions deteriorate again and negativelv impact the coinniercial paper 
market. we will iiccd to cvaluatc other. potentially niorc expensive. options Tor meeting our short-term liquidity 
needs. which may include borrowing under our RCA, issuing short-term notes. issuing long-term debt andor issuing 
equity. If our short-tenn credit mtings are downgraded below Tier 2 (A-2/P-2/F2). we could esperience increased 
volatility in conuiiercial paper cfuntions and interest rates and our access to the coiiuiiercial paper nmltets could be 
negatively impacted. In the e i w t  of a dowigrade of our senior unsecured credit mtings. our credit facility fees and 
borrowing mtes uiidei our RCA’s could increase We do not expect an increase i n  such RCA fees to be inaterial See 
“Credit Rating Matteis” for ruilhcr discussion regarding credit rating 

The current RCAs for tlie Parent. PEC and PEF cupirc in May 2012. Junc 201 1 aiid March 201 1. respectively We 
are currently evaluating options for addrcssing these upcoming expirations In the event we enter into new credit 
facilities. we cannot predict the term. prices. durations or paitkipants i n  such facilities 

Progress Energy and its subsidiaries Iiave approsimatclg $1 2 0.5 1 billIoii in  outstrinding long-term debt. Currently. 
approximately $SGO million of the 1Jtilities‘ debt obligations. approximately $620 niillion at PEC and appraxiniately 
$240 million at PEF. are tax-eseiiipt auction rate securities insured by bond insurance. These tas-exenipt bonds liave 
experienced and continue to experience failed auctions Assiiniing the railed auctions persist. future interest rate 
resets on our tax-exempt auction rate bond portfolio will be dependent on the volatility expeiienced in the indices 
that dictate our interest rate mc t s  andor rating agency actions that may move our tax-exempt bonds below ANA- 
PEC’s senior secured deb! ralings are ciirretitly A 1 by Moody‘s Investors Senrice. Inc. (Moody’s) and A-/Watch 
Negative by Standard and Poor’s Rating Services (S&P) PEF‘s senior secured debt ratings arc currently AlAVatch 
Negative by Moody’s and A-/Watch Negative by SdtP In the event of a one notch downgnde of PEC’s andor 
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PEF‘s senior secuied dcbt rating by S&,P, the ratings of both utilities‘ tau-exempt bonds would be below A-. iiiost 
likely resulting in luglier fiitiire interest rate rescts In the event of a one notch rlo\vngraclc by Moody‘s. PEC’s and 
PEF‘s tax-exempt bonds will continue to be mtcd above A i  We will continue to monitor this inailtet and evaluate 
options to mitigate our csposuie to fiituie volatilily 

Tlie perforiiiance of the capital maIlcets affects tlie values of the asscts held 111 bust to satisfy future obligations 
under our defined benefit pension plans Although a number of factors 11npacl ow peiisioii funding iequiieinenls. a 
decline in the iiiarket valuc or these assets mal significanll~ increase the fiitrire funding reqimenients of the 
obligauons wider our defined benefit pension plans We e\pect to inake at  least $120 nullion of contnbubons 
directly to pension plan assels ui 2010 (See Note 16) 

As clmussed i n  “Stiategy.” “Liquidity arid Capital Resouiccs ” “Capital F\pcnditures ’’ and i n  “0th Matters - 
Environineiital Matters,” ovcr fie long tenn. compliance with enviioiiiiiental regulations and meeting tlic anticipated 
load giowih at the tJtilities as describcd under “Other Matters - Increasing Energy Demand“ \\ 111 require the 
IJtilrties to make sign~icant capital investments These anticipated capital investments are e\pected to be runded 
through a coinbinahon 01 cash fioiii operahons and issuaiice of long-tcmi dcbt. prcfcricd stock andor coiiuiioii 

siinilar arrangements wth third paities ui ordei to share some of the financing and operational nslts associated w U i  
new baseload gcneration As discussed i n  “Othei Matters - Nuclcai - Poteiihal New Construction.“ PEE eyxcts Its 
capital eupendihiies for tlie Levy project w i l l  be sigiuficantly less 111 the iicai teim than previoiis1y pkuuied 111 hght 
ora regulatory schedule slxft and otlier factors 

Certain of our hedge agreeiiients may result 111 the receipt of. or posting of. den\ alive collateral wt l i  our 
cotmterparties, depending on tlie daily d e ~ i v a ~ v e  positioii F~LIC~LI:I~JOI~S i n  conimoditv pi ices that lead to our return 
or collateral received andor our post~iig of collateral with our counterpai bes iiegatn ell? liilpiict oiir liquidity 
Substantially all denvatne commodity instruiiieiit positions are subject to retail icgulatois treatment AEler 
settlement of the dcrrvatms and consumption of the fucl. any  reali~cd g a m  or losses arc passed tllrougli the fuel 
cost-recovery clause Changes 111 natural gas prices and settlcinents of financial hedge agrecinents since December 
3 1, 200S, have iinpacted the amount of collstcral posted wit11 couiiterparties At Febniaw 19. 2010. we had posted 
approximately $lGS inillioii of cas11 collateral compared to ’$146 tiulhon of cash collatenl posted at Deccmber 3 1 ,  
2009 The iiialonty of our financial hedge agreements will settle i n  20 10 and 20 1 1 Additional coiiunodity niarltet 
pnce decieases could result 111 sigruficant increases 111 the deiivatn e collateral that we are required to post with 
counterparties We continually inoiutor our dcrivative psitions i n  relation to inarltet pncc actn ~ t y  In addition. as 
discussed 111 “Credit Rating Matters.“ iI our crcclit ratings ale downgraded. n e  may liavc to post additional cash 
collateral for deiivatives in a liability position 

- eqmty, \ v - v v  L ‘  

Tlie amount and liming of future sales of debt and equity securities will depend on market conditions. opeiatiiig cash 
flow and our specfic needs. We may from time to time sell securities beyond the amount immediatelv needed to 
ineet capital requireinents in order to allow for the early redemption of long-term debt. the redemption of preferred 
stock, the reduction of short-term debt or for other corporate purposes. 

At Deceiiiber 3 1. 2009. the current portion of our long-term debt was $406 nullion On Januaiy 1.5. 2010. we funded 
the $100 nullion Series A Floating Rate Notes niatuiity with proceeds from the Parent‘s November 2009 $950 
million long-term deb1 issuance. and we expect to fund the remaining $306 million witli a combination 0 1  cash froin 
operations, commercial paper borrowings and long-temi debt 

See “Credit Rating Matters” for information regarding recent mtiiig actions 

Regulatory matters, including nuclear cost recovery, as  cliscussed in Note 7 a id  “Other Matteis - Regulatory 
Environment.” and filings for recovery of enviromnental costs. as discussed in Note 21 and in “Odier Matters - 
Eiiviromnental Matters,“ mav iinpact our future liquidity arid financing activities The impacts or these matters. 
including the timing of recoveries Irom ratepayers, can be both a source of and a use of future liquidity resoiirces 
Regulatory developments eqwxed to have a material impact on our liquidity are discussed below 
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As discussed further in Note 7 and in "Other Matters - Regillaton; Enviroiunent." Uie North Carolina, South 
Caroliiia and Florida legislatures passed energy legislation that became Ia\v i n  recent years These laws inay impact 
our liquidity over the long term. including. among others. pro\kions regarding cost rccovcry. mandated rcncwablc 
portfolio standards, DSM and energy efficiency 

On May 7, 2009. PEC filed with the SCPSC for a decrease in the fucl rate cllarged to 11s South Carolina latepavers 
On June 19, 2009. the SCPSC approved a settlenient agreeiaient filed jolntly by PEC and the South Carolina Orfice 
of Regulatory Stdf and Nucor Steel Urider the te rm of the settleitlent agreement. tlie parties agreed to PEC's 
proposed rate reduction of approxiinately $1 3 million. which n w t  into effect JUIJJ 1. 2009 

On luiie 4, 2009, PEC filed mth the No~lh  Carolma Utilities Coiiunission (NCUC) 101 a decieasc 111 the fitel rate 
charged to its North Carolina ratepayers. The filing was updated on August 17. 2009 PEC asltcd thc NCUC to 
approve a $14 inillioii deciease in tlie fuel rates driven by decliiung fuel prices. which went 11110 effect December 1. 
2009 At December 3 1, 2009, PEC's North Caiolina defened fuel balance \vas RI-IS mllron. of whicli $62 million is 

in  --.-.-.----_- ___ --_ 

PEC Other A1ottei.s 

On October 13, 2008. the NCUC issued a Certlficate of P~bl ic  Conveiueiicc and Necessih? a11011 tng PEC to pioceed 
with plans to construct an approximately 600-MW coiiibincd cyclc dual liief capable generating Pacihty at its 
Riclunond County generatton site to provide additional geiierattng and traiismssion capacity to mcct the growing 
energy demands of southern and eastern North Caiolina PEC expects that the new geneiating and tmnsmission 
capacity will be online by Lhe second quarter of 201 1 

As discussed i n  Note 7 and in "Other Matters - Enviro1uiient:il Matters," on October 22, 2009. the NCUC issued an 
order giaiiting PEC a Certificate of Public Convenience and Necessity to construct a 950-MW combined cycle 
natural gas-fueled electric generating facility at a site i n  Wayne County, N C . to replace three coal-fired generating 
units at the site that have a combined generating capacity of approxiinately 400 MW We intend to continue to 
depreciate the tlme coal-fired units at their current depreciation mte until PEC's nest depreciation study PEC 
projects that the generating facility would be i n  sewice by Jamaiy 20 13 The filed cstiniatc of capital cspenditures. 
net of AFIJDC - borrowed funds for the new generating facility is approximately !$SO0 million. PEC modified its 
Clem Smokestacks Act compliance plan for the change i~i  fuel source and removed retrofitting PEC's Sultoii Plant 
with emission-reduction tecluiology rrom the plan. Accordingly. PEC filed a revised estimate wiUi the NCIJC. 
wlucli decreased estimated capital expenditures to m e t  tlie Cleaii Sinoltestaclts Act emission targets by 201 3 to $1 1 
billion froin $1 4 billion We ae contiiiuing to evaluate vaiious design. technology, gencration and fuel options, 
including retiring some coal-fired plants that could clange expenditures required to maintain coiiipliance with the 
Clem Smokestacks Act limits subsequent to 20 13 

In accordance with the October 2009 NCUC order. PE,C filed with the NCLJC a plan to retire no latcr tlian December 
31, 2017, all of its coal-fired generating racilities in North Carolina that do not have scrubbers. We intend to 
continue to dcpreciate tlie coal-fired tinits at llieir cuirent depi-eciation rate until PEC's nest depreciation study. On 
December 18, 2009, PEC filed with the NCUC an application for a Certificate of Public Coiiieiuence aiid Necessity 
to construct a 620-MW combined cycle natuml gas-fueled elcctric generating faciliQ at a site in New Hanover 
County, N C The filed estimate of capital expenditures. net of AFUDC - borrowed funds for the new generating 
facility is approximately $600 million. PEC projects that the generating facility ~vould be in  sewice by late 203 3 or 
early 2014 

I T F  Base Rates 

As a result of a base rate proceechg in 2005, PEF was partv to a base rate settlement agreeinent fhat was cffectwe 
wtli the first billing cycle 01 January 2006 and remained 111 cflect through the last bilhng cyclc of December 2009 

On March 20, 2009. in anticipation of the espiratioii of 11s current base rate settleiiient agieement. PEF riled with the 
FPSC a proposal for an increase in base rates effective Januav 1. 2010 In its filing. PEF requested the FPSC to 
approve calendar year 2010 as the projected test period for setting new base rates and approve aruiual rate relief for 
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PEF of $499 million. ulucli included PEF’s petition for a combined $76 million of ne\\ base rates i n  2009 as 
discussed below Tlic request lor increased base rates was based. in part. on investments PEF IS making in its 
generating fleet and in its ImnsIiiissioii and distiibubon systems 

Included wtluii tlie base late pioposal was a request for ai inteiiiii base late increase of $1 3 nullion Additionally. 
on March 20, 2009, PEF pctihoned the FPSC for a Iuiuted proceeding to include iii base rates revenue requirements 
of $63 inillion for the iepowcied Bartow Plant, wlucli began conunercial operations i n  June 2009 On May 19, 2009. 
the FPSC appioved both the annualiscd inteirin base late increase and the cost recoveiy foi tlic repowered Bartow 
Plant sublcct to refund with inteicst eflecllve July 1 ,  2009 The interim and limited base rate relief increased 
revenues by $79 million during the year ended Deceriiber 3 1. 2009 

On Januay 11, 2010. tlie FPSC appioved a base rate increase of $132 nullion effectlvc Jaiiuaiy I .  2010. wli~cli 
iepresents the annuaIized inipacl of (he rate increase that was appioved and effective J U ~ S  2009 for Uie repowcrecl 
Baitow Plant Additionally, the FPSC did ~iot reqmre PEF to iefund the 2009 intenin base rate increase previouslv 
discussed The difference between PEF’s requested $499 nullion incremental icveiiues and the $132 iniliion granted 
by the FPSC IS a function of scveral factors, ~nclu&ng, among other Ilungs 1) PEF had proposed rates based on a 

FPSC granted iates based on projected aruiual depnciabon expense that IS approvrmately $1 19 iiu111on lower than 
the amount requested by PEF. and 3) tlie FPSC’s ruling incorpoiates piojected annual O&M costs that are 
approviniately $77 nu111on lower tlmi the O&M cost requested by PEF and the eluninahon of $1 5 nullion of annual 
storm reserve acciual, wli1ch repixscntcd a $9 million increase over the acciual prc\iously in effect We are 
cuirently reviewing our regulatow options 

--- . -  ?: !!?e 

PEF Cost-Recoverv Clnrtses 

On March 17, 2009, PEF received approval froin the FPSC to reduce its 2009 fuel cost-recovey factors by an 
amou~it sufficient to achieve a $206 inillion reduction in fuel charges to Ietail custoniers as a result of efrective fuel 
purchasing strategies and lower fuel prices The approval reduced customers’ fuel charges starling wit11 the first 
billing cycle of April 2009 

On September 14> 2009, PEF filed a request with the FPSC to seek approval of a cost acljustiiient to reclucc fuel costs 
by $105 nullion, thereby decreasing residential electric bills by $.3.34 per 1,000 kWh. or 2 6 percent. effective 
Januaiy 1; 2010 On October 21. 2009, PEF filed a $3 nullion cost adjustment with ttie FPSC. which reduced the 
capacity cost-recovery clause (CCRC) rate by $O.OS per 1,000 ltwh from tlie original September 14. 2009 cost 
adjustment filing Tlie FPSC approved PEF’s fuel and capacity clause filings on November 2. 2009. to be effective 
January 1. 20 10. 

I n  addition, on August 2s. 2009 and as updated on October 27, 2009, PEF filed a request to increase the ECRC 
residential rate. Also. on September 14.. 2009. PEF filed a request to increase the ECCR residenlial rate. The FPSC 
approved a coinbined $37 million increase in PEF’s ECRC and ECCR clauses on November 2, 2009. to be effective 
J a i i ~ i a ~  1, 2010. 

PEF Iias received approval from tlie FPSC for recovery through the ECRC of the iiiajx-ity of costs associated with 
tlie reinediation o l  distribution and substation transformers The FPSC has approved cost recoveiy of PEF‘s 
prudently incurred costs necessary to achieve its integrated strategy to address compliance with CAlR the Clean Air 
Mercury Rule (CAMR) and tlie Clean Air Visibility Rule (CAVR) through the ECRC (See “Ollier Matters - 
Eiivironinental Matters” for discussion regarding the CAIR, CAMR and CAVR) 

iVitclenr- Cost Recoser-v 

PEF is allowed to recover prudently incurred site selection costs, preconstruction costs and tlic carrying cost on 
construction cost balances on an armnal basis through tlie CCRC Such amounts will not be included in PEF‘s rate 
base when tlic plant is placed in conuiiercial operation. The nuclear cost-recovery rule also Iias a provision to 
recover costs should the project be abandoned after the utility receives a firial order gmnling a Determination ol 
Need Tliese costs include any unrecovered construction work in progress at tlie time ol abandonment and any other 
prudent and nasomble exit costs In addition. the rule requires tlie FPSC to conduct an annual prudence review of 
the reasonableness and prudence of all such costs, including construction costs. and such determination shall not be 
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sub,ject to later review except upon a finding ol fraud. intentional misrepresentation or the inleiitional withholding of 
key infonnation by the utility. On November 19. 2009. the FPSC issued a final order approving the recovery of 
prudently incurred nuclear costs throiigli tlie CCRC. and found that PEF’s project management. contracting. and 
ovei-sight controls were reasonable aiid prudent As discussed i n  Note 7. on October 16: 2009. thc FPSC clarified 
certain iiiiplementation policies related to the recognition of deferrals aiici the application of carrying charges under 
the nuclear cost-iecovery nile. 

011 Mach  17. 2009. PEF ieceived approval from the FPSC to defer until 2010 the recoveiy of $198 iiiillion of 
nuclear preconstniction costs for L e y .  which the FPSC lad authorized to be collected in 2009 The approval 
ieduced cuslomers’ nuclear cost-recovery charge starting with tlic first billing cycle of April 2009. 

On May 1.  2009, pursuant to Ihe FPSC nuclear cost-recoveiy rule, PEF filed a petition to recover $316 nullion 
through the CCRC, wlucli priinanly consists of preconstiuction and canying costs incurred oi anticipated to be 
incurred during 2009 and tlie pmjccted 2010 costs associated with the Levy aiid CR3 uprate projects In an effort to 
lielp mitigate the initial price inipact on its customeis. as part of  its filing. PEF pioposed collecting certain costs over 
a fiw-year period. with associated canying costs on Uie wrccovered balance This alternate proposal reduced tlie 

proposed revenue requirements in its CCRC filing At a special agenda lieanng by the FPSC on October 16, 2009, 
the FPSC appioved tlie alternate proposal allowing PEF to recover $207 inillion tlirougli the nuclear cost-recovery 
clause of the CCRC beginning with the first billing cycle of January 201 0 The iemainder, 1 ~ 1 t h  nlinor adjnstinents. 
will also be recovered tlirougli tlie CCRC In adopting PEF’s proposed rate plan for 2010, the FPSC pei-uiitted PEF 
to airnually reconsidcr changes to the rccovcq of deferred amounts to dford greater fleubility to manage future rate 
impacts 

DCC 
4. 

Total cash from operations and proceeds from long-tenn debt aiid equity issuances provided the funding for our 
capital expenditures, including environniental compliance and other utility property additions. nuclear fuel 
espenditnns and nowutility pmperty additions during 2009 

As shown i n  tlie table that follows. we e\pect tlie niajonty of our capital eyxnditures to be incurred at our regulated 
opcrahoiis We elpect to fund oui capital requirenients primanly tluougli a conibinahon of inteinally genemted 
funds. long-term debt, preferred stock and/oi coiiiinoii eqinty In addihon, we have $2 030 billion in credit facllltJes 
tlmt support the iss~iaiice of conuiiercial paper Access to the coniniercial paper inarltet prowdes additional liquidity 
to help meet working capild requirements AFllDC: - borrowed Iinnds represents tlie debt costs of capital funds 
necessary to finance tlie construction of new regulated plait assets 

Actual Forecasted 
(in millions) 2009 2010 201 1 2012 
Regulated capital expenditures 51,995 $2.160 $2,120 9; I .s 10 

AFUDC-borrowed €xinds (37) (30) (40) (40) 
Other capital expenditures 7 30 3 0 30 

Nuclear fuel expenditures 200 230 300 260 

Total before potential nuclear construction 2,165 2,390 2,410 2.060 
Potential nuclear constnictioil’”’ 29 1 100 - 150 60 - 70 60 -70 

Total $2,456 $2,490 - 2.540 $2,470 - 2,480 $2,120 - 2.130 

Expenditures for potential nuclear construction are net of AFUDC - borrowed funds (nl  

Regulated capital expenditures for 2010, 20 11 and 2012 in the previous table include approximately $130 million, 
$30 inillion and $100 million, respectively. lor environniental compliance capital expenditures Fo~ecasted 
enviroiunental compliance capital expenditures for 20 10: 201 1 and 20 12 incliide $20 iiullion $40 nullion and $50 
million. respectively, at PEC Forecasted eiiviroiunental compliance capital espendituies for 20 10 and 20 12 include 
$ 110 inillion and $i0 nullion, respectively, at PEF. No environniental compliance capital expenditures are 
forecasted for PEF in 201 1. See “Other Matters - Environmental Matters” for furllier discussion of our 
eii~~iromiien~al compliance costs and related recovery of costs. 
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Potential nuclear construction espenditures. which are piiniarily for PEF‘s Levy. include de\;elopinent. licensing and 
equipment. Forecasted potential nuclear construction expenditures arc dependent upon, and may vaxy significantly 
based upon. Ilic decision to build: regulatory approval scliedules. timing and escalation of pro-jcct costs. and the 
percentages of joint ownership Because of anticipated schedule shifts. we are negotiating an ainendiiient to tlie 
Levy EPC agreement (See discussion wider “Other Matters - Nuclear - Potential New Constniction”) Tlie 
forecasted capital expenditures presented i n  the pre\lious table reflect the anticipated impact of such amendment. If 
Levy is defeixd or cancelled. PEF may incur contract suspension, teniunation andlor esit costs Tlie rnagiutride of 
tliese contmct suspension, termination and/or esit costs cannot be determined at this time and, accordingly. are not 
included in the previous table. Potential nuclear constniction expenditures are subject to cost-recovery provisions in 
the Utilities’ respective jurisdictions Forecasted potential nuclear constniction expenditures for 2010, 201 1 and 20 12 
include approximately $70 nullion. $30 million and $30 million. respectively. of preconstniction espenditures, 
wlucli arc eligible for recoveiy under Florida’s nuclear cost-recovery nile 

All projected capital and investment cspenditurcs are subject to periodic review and revision and niay vary 
significantly depending on a nunibel of factors including, but not limited io. industiy rcstnictwing. regulatory 
constraints. iiiarltct volatility and cconoiiuc trends 

- ~~ ~ 
---___--_I___ 

CREDIT FA CILITIES AND REGISTR 1 TION s1.4 TEAfEiVTS 

At December 3 1. 2009 and 2008. we had committed lines of credit used to support our coninieicial paper 
borrowings At December 3 1. 2009, we had no outstanding boi-roivings under our credit facil i~es At December 3 1. 
2008. we had $600 nullion of outstanding bonowings tinder our credit facilities as  shown in the table below. of 
wlucli $100 million \\’as classficd as long-term debt Wc are required to pay mimmal annual coninutment fees to 
inaintain our credit facilities 

The followi~lg tables summarize our RCAs and available capacity at December 3 1 

2009 
(in millions) Description Total Outsti~~~ding‘;’’ R ~ s c I T ~ ~ ‘ ~ ’  Available 
Pitrent Fi\re-geitr (expiring 5/3/3 2) $1,130 $- $177 $953 
PEC Five-year (expiring 6/28/11) 450 - - 450 
PEF Fhre-yeitr (expiring 3/28/11) 450 - - 150 

Total credit facilities $2.030 x -  $177 $1,853 

2008 
(in millions) Description Total Outstanding@’ Reserved”’ Available 
Parent Five-year (expiring 5/3/12) $1,130 !j 600 $99 $43 1 
PEC Five-year (expiring 6/28/11) 450 - I10 340 

- 

PEF Five-year (expiring 3/28/1 I )  450 - 371 79 
Total credit facilities $2.030 9; 600 $560 $850 

(a’ 

(‘) 

The RCA borrowings outstanding at December 3 1. 2008. were repaid during 2009 
To the extent amounts are resewed for cormnerc~al paper or letters of credit outstanding, they are not available 
for additional bonowings At December 3 1 .  2009 mid 2008. tlie Parent had a total aiiiouiit of $37 million and 
$30 nullton, respecbvely of lctteis of credit issued. which were supported by the RCA Subsequent to 
December 3 1. 2009. the Parent repaid all of its outstanding coiiuiieicial paper with proceeds from the $950 
mrll1on November 2009 ~ssn:iiice of Senior Notes 

All of tlie revolving credit facilities supporting tlie credit were arranged through a syndication of financial 
institutions There ale no bilateral contracts associated with these facilities See Note 11 for additional discussion of 
our credit facilities 

The RCAs provide liquidity support for issuances of coiiiniercial paper and otlier short-tenn obligations We expect 
to continue to use coininercial paper issuances as a source of liquidity as long as we niaiiitain our current short-term 
ratings Fees a i d  interest rates under die Parent‘s RCA are based upon the credit rating of the Parent’s long-tenn 
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unsecured seilior iioncrcdit-enhanced debt. currently mted as Baa2WatcIi Negative by Moody’s and BBB/Watcli 
Negative by S&P Fees and interest rates under PEC‘s RCA are based upon tlic credit rating of PEC‘s long-tenii 
unsecured senior noncredit-eiilianced debt. currently rated as A3 by Moody’s and BBB+/Watcli Negative by S&P 
Fees and interest rates undcr PEF’s RCA arc based upon the ciedit rating of PEF’s long-term unsecured senior 
Iioiicredit-enhanced debt. currently rated as A3/Watch Negative by Moody‘s and BBB+/Watcli Negative by S&P. 

All of Uie ciedit facilities include defined iiia\niiuni total debt-to-total capital ratio (lcveragc) covenmts. wluch we 
v e x  111 compliaice with at Dcccmbci 31 2009 We a e  curl-ently i n  comphaice and expect to continue to be in 

conipliance witli these covenants See Note 1 1 for a discussion of the ciedit facilihes’ financial covenants At 
December 31. 2009. the calculated ratios for the Progress Regisuants. pursuant to tlic teims of the agreeinenfs. ale as 
disclosed in Note 11 

Tlie Parent. as a well-l<nown seasoned issuer. 1x1s on Pile wi th  the SEC a shell iegistration stateineiit under wlucli it 
may issue a n  unliiiGted nmnbcr or amount of various securities. including senior debt securities. junior subordinated 
debentures. co~iunon stock. prefei red stock, stock purchase contracts, stock purchase units, and ti‘ust prelerred 
securities and guarantees 

PEC has on file with the SEC a shell registration stateiiicnt under wluch it inay issue an uillinlited number or amount 
of various long-tenn debt securitm and preferred stock 

PEF has on file with the SEC a shelf regisuation statement under wliicli it inay issue an uiiliinited number or aiiiouiit 
of various long-teriii debt securities and picferred stock 

-~ 

Both PEC and PEF can issue first mortgage bonds under their respechve first mortgage bond indentures based 011 

property addibons, rctmnicnts or First Mortgage Bonds and the deposit of cash, provided that adjusted net earlungs 
are at least twice llie annual interest requiiement for bonds currentlv outstanding aid to bc outstanding At 
Deceiiiber 3 1. 2000, PEC and PEF could issue up to appro\liiiately $6 0 billion and $2 6 billion of first mortgage 
bonds, respectively. based on properly add~tioiis and rchreineiits 01 previously issued first nioitgage bonds At 
December 3 1, 2009, PEC‘s a id  PEF’s ratios of adjusted net earnings to aiuiiial interest requirement on outstandiiig 
first iiiorlgage bonds were 4 9 hines and 3 4 hmes. respectively 

Tlie following table sliows our capitalization ratios at December 3 1 

2009 2008 
Total equity -12.3Vo 41 9% 
Preferred stock 0.4% 0 5YO 
Total debt 57.3% 576% 
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At Fcbniary 22. 2010. the major credit rating agencies rated our sccuritics as rollow 

Moody's 
Investors Sewice Standard & Poor's Fitch Ratings 

Long-Tenii Ratings 

Parent 
OutlooMWatch Watch Negative'"' Watch Negative'"' Stable 
Corpoiate credit raluig d a  BBB+ BBB 
Senior unsecured debt Baa2 BBB BBB 

PEC 
Outlook/Watch Stable Watch Negatid" Stable 

-~ A3 BBB+ A- -___ 

Senior scciired dcbt A1 A- A+ 
Sciuor unsecured dcbt A3 BBB+ A 
Sub o rcli nate deb 1 Baal Ida Ida 
Preferied stock Baa2 BBB- BBB+ 

PEF 
OutlooWWatch 
Corporate credit rating 
Senior secured debt 
Senior unsccuicd debt 

Watch Negative'"' Watch Negative(" Watch Negative'"' 
A i  
AI  
A3 

BBB+ 
A- 

BBB+ 

A- 
A+ 
A 

Preferred stock Baa2 BBB- BBB+ 

Floritla Progress Corporation (FPC) CiI1)ititl I 
OutlooMWatch Watch Negative'"' Watch Ncgati\d') Watch Negative'"' 
Quaiterly Iiicoiiic Preferred Securities'd' Baa2 BBB- BBB+ 

S liort -7eriii Ra tiiigs 

Watch Negative'" N/A N/A 
Pilrent 
Watch 
Coiizlncrcial Paper P-2 A-2 F2 

PEC 
Watch N/A N/A NIA 
Commercial Paper P-2 A-2 F1 

PEF 
Watch NIA N/A Watch Negative'"' 
Commcrcial Paper P-2 A-2 F1 

"" On Ja i i~ ia~)~  19. 2010, Moody's placcd these ratings oil re\ iew for possible downgrade 
t h )  On January 14. 2010. S&P placed these ratiiigs on CrcditWatch Ncgaflve 
''I On lanuaiy 12, 2010. Fitcli placcd thcse ratings on Rating Watch Negative 
"" Guaranteed by the Parent and FPC 

These rafliigs reflect the current vicws of these rating agencies. a id  no assumiices ciui be given that these ratings 
IVIII contuiue for any given peiiod of time Howei er. we iiioiutor our financial condiflon as well as market 
condiuons that could ulflmately aITect our credit raniigs 

86 



C.ise No. 2011-124 
Stafl-DR 01-009 i \  n t f ; ~ ~ l ~ ~ l i m t  
(I’rogre\s linergy) 
I’.ige 87 of 269 

On Augist 3. 2009. Moody‘s raised tlie seiiior secuicd debt rating of both PEC and PEF to A1 from A2 as a result of 
Moody ‘s me\ aluatmg 11s iiotch~ng critena for inveshiient-grade regulated utihties to reflect the li~stor~cal lower 
default iatcs for regulated utilities than foi ~~on-ri~ianc~al. noli-utility corporate issueis 

011 Januan~ 12. 2010, Fitch placed ratings of PEF aiid FPC Capital I 011 Rating Watch Negahve as a result or Uie 
Jaiiuaq 11, 2010 rulmg by the FPSC 111 the PEF base rate case proceeding Fitcli cited lo~ver cash flow cyectatlois 
aiid Increased regulatory nsk as drivels for tlie mhng action 

011 Januaw 14, 2010. S&P p1aced mmgs of Piogress Energ\!, Inc and its subsidiaries, iiicludmg PEC. PEF. FPC 
Capital I and Flonda Progress Corp . oii CreditWatcli NegaUw as a result of the lariuary 1 1 ,  2010 ruling by Llie 
FPSC 111 the PEF base rate case proceeding At the s m e  tniie, S&P affiiiiied the ‘A-2‘ short-tenii ratriigs on 
Progiess Eneigy liic PEC and PEF 

On January 19. 2010. Moody’s placed the long-term ratings of Progress Energy, Ilic aid PEF on review for possible 
dovngrnde as a result of the January 11. 2010 ruling by the FPSC 111 Uic PEF base rate case piocceding Moody’s 
also placed tlie shoit-tcnii rating foi comme~cial paper oP Piogress Energy. Inc on ieview for possible downglade 

-~ ___- At the same time. Moody‘s aIlinned _____--_l___l__--- ilie ratiiigs and stable outlook of PEC. ___- 

As noted above. the tluee rating agencies cited increased regulatory 11sk aiid PEF’s late case outcome as the key 
drivel of the latings actioiis Credit Iating clianges could be made aftci the agencies have completed tlieii reviews of 
PEF‘s late order and our response to the decision 

Ciedil rahng do\~qyades  could ~iegalively impact our ability to access tlie capital mailtets and respond to major 
events such as Iiurncanes Our cost of capital could also be Iuglier, \vliich could ulbiiiatelv increase prices for our 
cuslomc~s It is impoilant for us to maintan our ae&t lahngs and liave access to the capital markets 111 order to 
rcliablv sen c customers. invest i n  capital iiiiproveiiients and prcpare for our cnstomer’s future energy needs (See 
Item 1 A. “Risk Factors“) 

As discussed in Note 17C. credit rating downgrades could tils0 require us to post additional cash collateral for 
commodity hedges in a liability position as certain derivative inshiiients require us to post collateial on liability 
posilions based on our credit ratings 

On January 22. 2010. Fitch lowered the rahng on PEC’s. PEF’s aiid FPC Capital 1’s preferred secunhes to BBB+ 
fiom A- as a icsult of the ~mplemeiitatioii of F~tcli‘s levised guidelines foi rating piefellcd stock and hybrid 
Seciiri ties 
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OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS 

Our ofl-balancc slieet arrangcmcnts ;ind contractual obligations are described below 

GIJARANTEES 

As a part of nonnal business. we enter into various agreements providing future financial or perfonnance assurances 
to t l ~ M  parties These agreeincnts are entered into primarily to support or enhance the creditwoitluness otherwise 
attributed to Progrcss Energy or our subsidiaries on a stand-alone basis, thereby facilitating the extension of 
snfficient credit to accomplish tlie subsidiaries' intended commercial purposes Our guarantees include standby 
letters of credit. surety bonds, perronnance obligations for trading operations and guarantees or certain subsidiary 
credit obligations At December 3 1: 2009, we have issued $406 million of guarantees for future financial or 
performance assurancc. including $1 1 million at PEC. Included in Illis ainouiit is $.NO million of guarantees of 
ccrtain payments of two wholly owned indirect subsidiaries issued by tlie Parent (See Note 2.3). Subsequent to 
December 3 1, 2009, tlie Parent issued a $76 nullion guarantee for perforinance assurance of a wliolly owned indirect 
subsicliani We do not believe conditions are likely for significant perrorinance undei the guarantees of perfonnance 
issued bv or on behalf of affiliates 

At Dcccinbcr 3 1. 2009. we Rave issued guarantees and nideiiuuficaloiis of certain assel pe~fonnance. Icgal. tax and 
cnvilonmcntal niattc~s to t h c l  pal bcs. including indcinnifications made in conncchon w t l i  sales of businesscs, and 
for timely payincnl of obhgalons in suppoit of our nonwholly owned synthetic fuels operations as discussed in Note 
22c 

MARKET RISK AND DERIVATIVES 

Under our iisk inanagcment policy. wc may use a variety of instniinen1s. including swaps, options and forward 
conliacls. to inmiage e\posnre to flnctuahons in commodity pnces and iiiterest rates See Notc 17 and Item 7A. 
"Quantitativc and Qualitative Disclosures About Market Risk." for a discussion of market risk and denvatives 

CONTRACTUAL OBLIGATIONS 

We are party to numerous contracts and arrangeinents obligating 11s to inalte cas11 payments in future years These 
contracts include financial arrangements such as debt agreements and leases. as well as contracts for the purchase of 
goods aiid sewices. I n  most cases. these contracts contain provisions for price adjustments, iilinimuin purchase 
levels and other financial commitments. The coiiunitnient amounts prcsenled in the following table are estiinates 
aiid therefore will likely differ from actual purchase aniounts. Further disclosure regarding our contractual 
obligations is included in tlie rcspective notes to tlie Consolidated Financial Stateineiits We tale into considemtion 
tlic firtiin: connnitmcnts when asscssing our liquidity and future financing needs 
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The Tollom mg tablc ieflccts Piogress Energ, 's contiactual cash obligations and other coiiuiiercial co~iunitmcnts at 
December i 1. 2009. i n  the rcspecti\ e periods i n  11 hich tliej are due 

L ess than More than 
(Ill nulllons) Total 1 year 1-3 years 3-5 yeais 5 years 
Long-temi debt'"' (See Note 11) $12.515 $406 $1.950 $1,12i $9.034 
Interest payments on long-tcmi debt'"' 1 0 .O 7 7 707 1.289 1,073 7.00s 
Capital lease obligations'cJ (See Notc 228) 484 33 67 74 309 
Opeisting leascs"'(See Notc 22B) 1.430 35  83 181 1.131 

MI ni niuni pension fi.uiding I eqmrenient s" ' 794 74 353 229 1 is 
Other postretiremiit bencflts'E) (See Note 16A) 397 34 73 79 21 1 
Uncertan la\ positions""(See Note 14) - - - - - 

Fuel and puichascd pol\ el"" (See Note 22A) 24.070 3 092 i.202 3.923 11.853 
Other purcliase obligations"'(See Note 22A) 9.739 1372 3.2% 2,883 1.706 

Othei conimi~iicnts'" 105 13 26 26 40 

0 

Total $i9.62 1 $6.267 $12,331 $9,593 $11.430 
~ 

(ill Our iiiaturiiig dcbt obligations are gcnenlly cspectcd to be repaid with cash from operations or refinanced \vitli 
new debt issuances in the capital iiiarltets. 
Interest payinents on long-tenn debt are based on tlie interest rate errective at December 3 1, 2009 
Amounts include ceriain related esecutory cost conuiiitnients 
Essentially all hiel and certain purcliased power costs incui,rcd by the IJtilities are recovered tluough cost- 
recoveiy clauses in accordance nitli state and federal regulations and therefo1.e do not require separate liquidity 
suppori. 
Anionnts primarily relate to an EPC agreeincnt that PEF entered into i n  December 2008 Tor two nuclear m i i s  
planned for construction at Levy. Tlie contractual obligations presented are in accordaiice with the existing 
tenns or tlie EPC agreement. ~vluc l~  assuines the original construction schedule and 100 percent ownership by 
PEF Actual payments under tlic EPC agreement are dependent upon, and iiiay v a y  significantly based upon. 
the clecision to build. regulatory approval schedules, timing and escalation of prqject costs, and the percentages, 
if any. of joint ownership Because of anticipated sclicclule slufts. we are negotiating an aniendinent to tlie EPC 
agreement (See discussioii under "Other Matters - Nuclear - Potential New Construction.") We cannot 
currently predict the impact such amendment iiiglit lmve on the ainoiiiit and tiining of PEF's contractiial 
obligations If Levy is deferred or cancelled. PEF may incur contract suspension, lemiination and/or esit costs. 
Tlie magnitude or these contract suspension. teniiination and exit costs caiuiot be deternulied at Llus timc and. 
accordingly: are not reflected in this table 
Reprcsents the projected minimum icquired contributions to the qualLfied pension tnists lor a total of 10 pears. 
Tliese amounts are subject to change significantly based on factors such as pension asset earnings and market 
inkiest rates 
Represents projectcd benefit payments Tor a total of 10 ycars related to our postretireinelit health and life plans 
These amounts arc subject to change based on factors such as esperienced claims and general health care cost 
trends 
Uncertain tax positions of $160 inillion are not reflected in this table as we caiuiot predict w l m  open income 
tax years will be closed with completed esanunations It is reasonably possible that the total amounts ol  
unrecognized tax benefits wil l  decrease by up to approsiniatelg $60 iiullioii during the 12-month period ending 
December 3 1. 2010. due to expected settlements 
By NCUC order. in 2,OOX. PEC began transitioning Noith Carolina jurisdictional aiiiounls currentlv retained 
internallp to its external decommissioning funds Tlie transition of the original $13 1 million must be complete 
by Decembcr 3 I .  2017. and at least 10 pcrcent must be tiansitioned each year. 
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OTHER MAT?'EKS 

REGULATORY ENVIRONMENT 

Tlie litilities' operations in North Carolina. South Carolina and Florida arc regulated by tlie NCUC, the SCPSC and 
the FPSC. respectively. Tlie Utilities are also subject to regulation by tlie FERC, the NRC and other federal and state 
agencies coiiuiioii to the utility business As a result of regulation. many of tlie liindamental business decisions. as 
well as the rate of return the lJtilities are permitted to exii. :ut subject to the approval of one or more of these 
go\~ernniental agencics 

To our Itnowledgc. tliere is currently no enacted or proposed legislation in Nortli Carolina, South Carolina or Florida 
that would give retail ratepayers the right to choose their electricity provider or othenvise restructure or deregulate 
the electric industry We cannot anticipate when, or if, any of these states will move to increase retail coinpetition in  
the electric industry 

The American Recovciy and Reinvcstment Act. signed into law 111 Febiuav 2009. contains provisions pmnioting 

conservation giants and $2 billion 111 la\  crcdits foi the purchase of plug-m electric velucles In August 2009. we 
submitted our application to the United States Department of Energ? (DOE) for $200 imllion in federal nxitclung 
iilrmstnicture funds in  support of our iiivcshiient 111 Siiiart Grid-related tecliiiologies i n  the Carolinas aid Florida On 
October 27. 2009. tlie DOE notified us of our select~on foi Sinal Grid a\\v~ld negotiations We are now awaiting 
further questions and conintents from the DOE on oui Smarl Grid application Tlie submission of an application and 
tlie notification for award negotiations are not a coniinrtincnt to accept federal funds but are necessary steps to keep 
the option open We are currently evaluating the provisions of the law and assessing tlie conditions imposed by 
participation i n  tlie incentive progianis Also. the Obama admimstrahon lias aniiounced a goal of encoumging 
iiivestniciit in tnnsmission and promoting rcncwable mourccs wlule also pricing GHG emissions and setting a 
federal requirement for renewable cnergy 

On .June 26, 2009. tlie LJ S House of Representativcs passcd tlie American Clean Energy and Security Act of 
2009 This bill would establish a national cap-and-trade program to reduce GHG emissions as well as a national 
renewable energy portfolio standard (REPS) Tlie bill also calls for inveslment in the electric grid, more production 
and utilimtion of electric veliicles and iiiipiweiiieiits in energy efficiency in  buildings and applimces The full 
impact of tlie legislation. if enacted into law. cannot be determined at th is  time and will depend upon changes made 
to its provisions during llie legislative process and tlic iiiiiiuier in which key provisions are iniplenicnted, including 
the regulation ol caibon Tile LJ S Senate is considering similar proposals Tlie full impact of final legislation, if 
enacted, and additional regulation resulting froin these and other federal GHG initiatives caiuiot be determined at 
this time. however, we anticipate that i t  could result in significant cost increases over time, for wliicli tlie Utilities 
would seek corresponding rate recovey 

Current rctail rate niatleis affected bi stalc regulatory aulhoiiWs arc discussed i n  Notes 7B and 7C This discussion 
~ d c r ~ t f ~ e s  spcclfic retail rate niatters. the status of tlie issues ant1 the associatert effects on our consohtiated financial 
statements 

On July i 1. 2009, the goveriior of North Carolina signed into law a bill that includes tluce key provisions that niay 
iiripact PEC First. the legislation accelerates die certification process for a public utility to coristnict a new natural 
gas plant as long as the public utility permanently retires the existing coal unit at tliat specific site Pursuant to tlie 
legislation. PEC requested and reccivcd approval from the NCUC to puisue constmction of a new 950-MW natural 
gas plant (see further discussion in Note 7B and "Other Matters - Environniental Matters") Second. a recovery 
mecliaiusm is prwided for utilitics if they invest i n  ZCIO emissions iencwablc energy iac cs within the nest five 
years Finally. tlie legislatjon cliangcs the state's Dam Safety Act such that dams a t  utility coal-fired power plants, 
including dams foi ash ponds. will bc subject to tlie Act's applicable provisions. including state inspection. as of 
JanLlary 1 .  20 10. 

Florida energy law enacted iii 2008 includes provisions that ~vould. among other things. ( 1 )  help enhance tlie ability 
to cost-effectivcly site transmission lines. (2) requiic tlie FPSC to develop a renewable portfolio standard that tlie 



C:ase No. 2011-124 
StaN-l)R-Ol-O09 i v  iilt~icliiiicnt 
(l’,opress E.iirrgy) 
1’;ige 31 of 259 

FPSC would present to the legislature for ratification i n  2009. (3) direct the Florida Department of Environiiiental 
Protection (FDEP) to dcvelop rulcs establishing a cap-and-Ira& progr;un to regulate GHG cniissions that the FDEP 
would present to the legislature no earlier th;in .lanuan 20 I O  Tor ratification by the legislature. and (4) establish a 
new Florida Energy and Cliniatc Coiimissioii as tlie principal govcr~i~nental body to develop energy and climate 
policy for tlie state and to make reconiiiiendations to the governor and legislature on energy and climate issues I n  
complying with the provisions of the law. PEF ~ ~ ~ o u l d  bc able to recover its reasonable pnident compliance costs 
However, until these agency actions are finalized. we cainot predict the costs of complying with the law. 

On July 1 3 ,  2007. the goveinor of  Florida issued ewcutne ordeis to address reduction of GHG ciiiiss1oiis The 
excutive orders call for tlic fiist soutlieastern state cap-and-trade program and include adoption of  a iiia\iiiiuin 

allowable eiiussions level of GHGs for Florida tifillties Thc standaid \vi11 require at a niininiiiiii. the followmg tllree 
reduchoii ~i~lestones by 201 7. eiiiissions not greater than Year 2000 utility sector cniissions. by 2025. eiiiissions not 
greater than Year 1990 utility sector cinissions. and bv 2050. ciii~ss~oiis not greater tliaii 20 percent of Year 1990 
uhlity sector eiiiissions To date. the FDEP lias held h e c  nilcmakmg I\ orlcsliops on the GHG cap-and-trade 
nilenlaking Ruleriiaki~ig IS expected to contintie ihiougli 20 I O  and tlic nile rcqiiires legislafive iatrficatioii beroic 
iiiipleiiicntatioii 

The cxecuhve oidcrs also requested that tlic FPSC initiate a nilciiialung bv September I ,  2007, that would (1) 
iequire Florida uhliues to pioduce at least 20 pciccnt of thcir clcctncity finm icnewable soiiices. (2) i-cduce the cost 
of coiinccbiig solar and other ienewablc energy technologies to Flondn’s power grid bv adoplmg uiufoim statewide 
interconnection standaids for all u es. and ( 3 )  aiitliorue a iinrfoim statewide mctliod to enable iesideiihal and 
coiiiineicial customeis who generate electricity fiom onsite renewable tccliiiologies of up lo 1 MW i i i  capacity to 
offset tlielr consumption over a billing peiiod b~ allou ing their elect1 tc metcis to him backwaid when thcv generate 
electricity (net metenng) On Januaiy 12. 2009. the FPSC approved a draft Florida rencwable portfolio slaiidard nile 
mtli a goal of 20 percent renewable energy production bv 2020 The FPSC prowled the diaft Flonda renewable 
portfolio standard rule lo the Flonda iegislahire 111 February 2009 but the legislature did 1101 take aclon i n  tlie 2009 
session We cannot predict the outcome of this matter 

We cannot predict the costs of compl~ing w t l i  the la\\ s and iegulat~ons that ma\ ultiiiiatelv result from these 
executive orders Our balanced solution. as described i n  ‘Energ\, Demand.” includes greater investment 111 energv 
eEiciency, renewable energy and state-of-thc-;i~ t generation and demonstrates otii conuiiilmcnt to envnoniiiental 
responsibility 

North Carolina energy law eiiacted in  2007 includes provisiois for a North Carolina Reiiewable Eiiergy and Energy 
Efficiency Portfolio Standard (NC REPS), expansion of the definition of the traditional fuel clause and recovery of 
tlie costs of new DSM and energy-efficiency programs tlilougli an aiinual DSM clause On Fcbniaiy 29. 2008, the 
NCUC issued ai order adopting final ivlcs for implementing North Carolina’s 2007 energy law The rules include 
filing requirements regarding NC REPS compliance and inclusion it1 tlic LJtiIity‘s integntecl resource plan. The 
order dso  establishes a schedule and filing requireiiients for DSM and energy-efficiency cost recovery atid financial 
incentives. Rates for the DSM and energv-efficiency clause and the NC REPS clause will be set based on projected 
costs with true-up provisions. PEC has iiiipleineiited a series of DSM and energv-efficiency progranis and will 
continue to pursue additional programs These progrrtms must be approved bv the NCCIC. and we cannot predict the 
outcome of filings ciirreiitly pending approval by the NCIJC or whetlicr the implemented piogranis will produce the 
expected operational and economic results 

ENERGY DEMAND 

Iiiiplementing state and federal energy policies. promoting en\.ironiiicntal stcwardslup and pro~iding reliable 
electricity to ineet the anticipated long-term growth within the IJtilities’ scnrice territories will require a balanccd 
approach. Tlie three iiiain eleiiients of tlus balanced solution are: (1) expanding our energy-efficiency progmiis. (2) 
illvesting in the development of alternative encrgy resources for the future. and (3) operating state-of-the-art plants 
that produce energy cleanly and efficiently by modernizing existing plants and pursuing options for building new 
plants and associated transmission facilities 

We are actively pursuing exqmnsion of our DSM. energy -erficiciicv ancl conscn,ation programs because energy 
efficiency is one of the most effective ways to reduce energy costs. offscl the need for new power plants and protect 
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the cnv~ion~iient DSM piograms incluck plogranis and initiati\ cs that shift lhc Inning of electricity use fioin peak to 
nonpeak penods. such as load managemcnt. clectricit? s i  stem and operating conhols. direct load control. 
interniptible load. and electric system equipment and operating conliols We pionde 0111 residential custoiners wit11 

home eneig.ri a u l t s  and offer eiicrg~~-effmencv piogiains that pro\ idc incentn es for ciistome~ s to inipleiiie~it 
measurcs that rcduce eneigjr use For business customcrs, we also pi01 iclc energy audits and ocher tools. including 
an interactive Internet Web site with o ~ h i e  calculators. programs and cfTIclcncv tips. to help them icducc thcr  
energy use 

We are actively engaged i n  a vanety of allcrnahvc cncrgv pio]ects to pursue tlie gencralion of clecliicity fiom swnc 
waste and other plait or aiunial sourccs. biomass. sola]. liyd~ogcn. and landfill-gas technologies Among ow 
projects, we have ewcutcd contricts to purchase approvmately 2 i0  MW of clcctricitv geneiated fiom biomass and 
up to 60 MW of electricity generated fiom iiiunicipal solid waste sources Phe m a ~ o i i t ~  of these projccts should be 
online iv~tlun the nevt five years In addition, we Ilave ewcuted purcliasccf powcr agrceineiits for approuiiatcl\i 10 
MW of elcctiicity generated from solar photovoltaic generation as pait of the NC REPS The majority of these 
projects are online and the rcinamder should be online by earl\! 2 0  I O  Additronallv. custoiners across our sen~icc 
tcnitoiy have connected appro\iiiiatel\~ -I MW of solar photovoltaic cneigy systeins to OUI grid I n  June 2009. wc 

increase our use of solar energy by 11101~ than 100 MW over the nc\t decade 

In tlie coiiuiig years, we ~ 1 1 1  conhnue to Invest i n  eustmg plants and coiisicler plans for building new gcncrabng 
plants Due to the anticipated long-tenn growth 111 our service tciiitoncs. wc cstimatc tlut we will ~ ~ q i i i r c  new 
generation faalihes i n  both Flonda and the Caioliiias toward the end of the neut decade. aiid w e  are evaluating the 
best avalable options for tlus generation. including advanced design nuclcar and gas technologies At this time. 110 
definitive decisions haw been made to construct new nucleai plants 

-- 

111 2009, PEC aiuiouiiced a coal-to-gas inoderiii;l,ltion strategy wlieizby the I 1 rcmaining coal-fired generating 
facilities in North Carolina that do iiot have scnibbers would be ietired prior to tlie end of thcir useful livcs and their 
approximately 1,500 MW of generating capacity replaccd with new natural gas-fueled facilities The coal-fired units 
will be retired by the end of2017 PEC has received approval rrom the NCUC for constniction of a 9.50-MW natural 
gas-fiieled generating facility at a site in Wayne County. N.C.. to be placed i n  service in  Jaii~i:iry 201 3 PEC has 
requested approval from the NCIJC to constnict a 620-MW natiiial gas-fueled generating facility at  a site i n  New 
Hanover County, N C The facility is projected to be placed i n  service i n  late 2013 or early 2014 PEC will continue 
to operate tluze coal-fired plants in North Carolina after 2017 PEC has invested more than $2 billion in  installing 
state-of-the-art eiiussion controls at tlie Rosboro. Mayo and Aslieville Plants Emissions of Nos. SO.. niercmy and 
otlier polluta~its have been reduced sig~liricantly at  those sites 

As authorized under the Energy Policy Act of 2005 (EPACT). on October -1. 2007. the DOE published final 
regulations for the disbursement of up to $1 3 billion in loan guaraiitecs for clean-energy projects using innovative 
tecluiologies. The guarantees. which will cover up to 100 percent of the amount of any loa1 for no more than 80 
percent of tlie project cost. are expected to spur development of nuclear, clean-coal and ethanol projects 

In 2008, Congress autliorized $38 5 billioii i n  loan guarantee authority for innovative energy projects Of the total 
provided, $18 5 billion is set aside for nuclear powcr fac 
”front-end” of the nuclear fuel cycle. $10 billion for renewable a d o r  cner~~-efficient system and manufacturing 
and distributed energy geiieratioi~trans~iiissioi~ ’ distributioii. $6 billion for coal-based power gelieration and 
industrial gasification at retrofitted and new fac es that incorporate carbon capturc and sequestration or other 
beneficial uses of carbon and $2 billion for advanced coal gasification In Juiic 2008. the DOE announced 
solicitations for a total of up to $30 5 billion of the amount authorized by Congress in federal Ioai guarantees for 
projects tliat employ advanced cnc technologies tliat avoid. rcducc or sequester air pollntants or greeiihorise gas 
einissions aid advanced nuclear Ta es for the “front-end” of the nuclear fuel cycle 

es. $2 billion for advanced nuclear fac 

PEF subnutted Part I of the Applicahon for Federal Loail Guarantees for Nuclcai Power Facilihes 011 Scptciiiber 29. 
2008. for Levy PET: was one of 19 applicants that submitted Part I of thc application The program rcqiiircs tllat the 
guarantee bc 111 a first lien posihon on all assets of tlie project. which conflicts with PEF’s current mortgage 
Obtaiung tlie rcquired approval to aniend the current inortgagc honi 100 pcrccnt 01 PEF‘s cuncnt bondholders 
would be ui~llltely. and current sccuied debt of $4 0 b111101i would need to be refinanccd with unsccurccl debt to meet 
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tlie requirements of the guarantee I n  addition, Uie costs associated witli obtaining the loan guarantee arc unclear 
PEF decided not to pursue the loan guarantee program and did not submit Part I1 of tlie application. which was due 
on Deceinber 19. 2008. However, this decision docs not preclude PEF from re\Ming tlie program at ;I later date if 
there are changes to {lie program. We cannot predict if PEF will pursue this program further 

A new nuclear plant may be eligible for the federal production tax credits and risk insurance provided by EPACT. 
EPACT provides an amiual tax credit of 1.8 cents per kWh for nuclear facilities for the first eight years of operation. 
Tlie credit is limited to tlie first 6,000 MW of new nuclear generation i n  the United States and lias an annual cap of 
$125 niillioii per 1,000 MW of national MW capacity Iinutation allocated to the unit In April 2006. the IRS 
provided interim guidance that the 6.000 MW of production tax credits generally will be allocated to new nuclear 
facilities that filed license applications witli the NRC by December 3 1, 2008. had poured safety-related coiicrete 
prior to January 1, 2014, and were placed in service before January 1. 2021. There is no guarantee tliat the interitn 
guidance will be incorporated into the final regulations governing the allocation of production tas credits. Multiple 
utilities have announced plans to pursue new nuclear plants. There is no guarantee that any nuclear plant we 
construct would qualify for these or other incentives We cannot predict tlie outcome of this matter 

Nuclear generating units are regulated by the NRC. In the event of noncompliance. the N R C  has the authority to 
impose fines, set license con&tions. shut down a nuclear unit or take sonic combination of tlicse actions. clepending 
upoii its assesslimit of the severity of the situation, until compliance is aclueved. Our nuclear units are periodically 
reiiioved from service to accommodate nonnal refueling and iiiaiiitenaiice outages. repairs. uprates ;ind certain other 
modifications 

CR3 is currently undergoing an extended outage for nomid refueling and maintenance as well as a project to 
increase its generating capability and to replace two steam genelators. During preparations to replace the steam 
generators, workers discovered a clelaiiimtion witlliii tlie concrete of tlie outer wall of the containtilent st~ucture 
PEF is finalizing the root cause deterniinatioii of the delamination event and the necessary repair plaiis. At present. 
PEF does not lime a firm return to service date for CR3, finalized repair estimates and replacement power costs. or 
tlie impact of insurance recovery. However, tlie costs to repair the delamination and associated costs of an outage 
extension. such as fuel. purchased power and maintenance? could be inaterial. Based on Ihe current understanding of 
the cause of the delanunation event and the coiiceptual repair strategy, PEF expects dial CRi will return to service in 
mid30 10. 

Tlie NRC operating licenses for PEC's nuclear units are currently operating wider licenses that expire between 20 10 
and 2026. The N R C  has granted PEC 20-year renewals of Ihe licenses for its nuclear units. wlicli extend the 
operating licenses to expire between 2030 and 2046 The NRC operating license held by PEF for CR3 currently 
expires in December 2016 On March 9, 2009, the NRC docketed, or accepted for review, PEF's applicatiori for a 
20-year renewal on the operating license for CR3, wlucli would extend the opeiating license tlirougli 2036. if 
approved Docketing tlie application does not preclude additional requests for infoonnation as the review proceeds. 
nor does it indicate wliether the NRC will renew Ihe license. The license renewal application for CR3 is currently 
under review by the NRC with a decision expected in 201 1 

Wlule we have not macle a final deternunation on nuclear construction. we continue to talte steps io keep operi the 
option of building a plant or plants. During 2008, PEC and PEF Piled COL applications to potentially construct ne\\' 
nuclear plants i n  North Carolina and Florida The NRC estimates that it will talte approximately thee to four ye,m 
to review and process the COL applications. We have focused on the potential construction in Florida given the need 
for iiiore he1 diversity in Florida and anticipated Federal and slate policies to reduce GHG emissions as i\cll as 
existing state legislative policy that is supportive of nuclear projects 

On Januan~ 23. 2006. we aniioounced that PEC selected a site at Harris to evaluate for possible future nuclear 
expansion We selected the Westinghouse Electric Ap 1000 reactor design as the technology iipon wlucli to base 
PEC's application submission. On Febniar), 19, 2008: PEC filed its COL application with the NRC for two 
additioilal reactors at Harris On April 17, 2008, the NRC docketed. or accepted for review. the Harris application. 
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Docketing tlie application docs not prccludc addilmial icqucsts foi ~nforii~ation as the rcvieu procecds nor does i t  

indicate \T liether the NRC wi l l  issue tlie Iicensc No petitions to intcnwie ha\ e becn admitted i n  tlic Hams COL 
application If we ieccne approial fioin tlic NRC aiid applicablc state agcncies. and iI the decisions lo build are 
made. a lien plant would not be onlinc uiitll at lcast 2019 (See “Encigv Deiiiand“ above) 

On Deccmber 12. 2006. we announced that PEF selected a greeifield site at Levy to evaluate for possible future 
nuclear e\pansion We sclected the Westinghonsc Electric AP 1000 reactor design as Uie tecliiiology upon which to 
base PEF’s application subnussion In 2007, PEF complcted the pmchase of approwiiately 5.000 acrcs foi Levy and 
associated transinmion iiecds I n  2007. both tlie Levy County Plai~iung Coiiiniission and the Boaid of 
Coiiiii~issioners voted unanimously i n  favoi or PCF’s requests to cliaiigc the compieliensi~~e land use plan On Ma) 
29, 2008. the Florida Dep;utnient of Coii~iiiun~ty Affars issued its final detennmauon that tlie an~endnic~its to the 
Levy Count~r Comprehensive Plan are 111 compliance with laiid use iegulations 

In 2008 PEF subnlittccl Iilmgs for two ltcv state appiovals First. on March 11. 2008. PEF filed a Petition for a 
Detenniiiation of Need for Lc i r  \wth the FPSC Tlie FPSC issued a final ordcr granting PEF‘s petition for Leiy on 
August 12, 2008 Scconcl. on June 2. 2008, PEF filed its applicahon foi site cchficabon with the FDEP 

Certlfication giants appro~i l  for tlie location of thc power plant and its associatcd facilities such as ioadwavs and 
electrical transinmion lines cariying power to the elechical gnd, ainong otliers Ceitlfication does not include 
licenses requiicd by the federal go\wnment 011 Jaiiuary 12. 2009, the FDEP Mcd a favoiable staff analysis ieporl in 

advance of cerhfication heaiings The tecliiucal pioceedings concliided 011 Maicli 12, 2009 and the adii~imstrah\ e 
law judge issucd a iecoimnended order on certification on May 15. 2009 Tlie Power Plant Situig Board, compriscd 
of the governor and the Cabinet. issued tlic Levy ccfificatIon 011 A L I ~ U S ~  26. 2009 

On July 30. 2008 PCF flied its COL application with tlie NRC for two reactois PEF also completed and subnutted a 
Liiiuted Work AutIior17at1on request for Lev\! concurrent with the COL application On October 6. 2008. the NRC 
dockcted. or accepted for review. the Levy application Docltcting the application does not picclude addihonal 
requests for iiforniabon as the review pioceeds, nor does i t  indicate whether the NRC wi l l  issue t11c license On 
February 2-1. 2009. PEF rcccned thc NRC’s schedule for review and approval of the COL One joint petition to 
intenene i n  the licensing proceeding was filed wiLh tlic NRC witlun the 60-dag notice penod by tlie Green Part] of 
Florida. the Nuclear Inforn~ation and Resource Service aiid the Ecology Party of Florida On April 20-2 1.  2009. the 
Atoimc Safety Licensing Road (ASLR) heard oral arguinents 011 whether any of the loiiit intenmeis’ proposcd 
contentions will be adiiutted 117 die Levy COL proceeding On J L I ~ ~  8, 2009, the ASLB issued a decision accepting 
tliree of the 12 contenbons subiiuttcd The adnutled content~ons involved questions about llic storage of low-lcvel 
ndioactIve waste, the potential inipacts of plant constnictIon and operation on the aquifer and surrounding waters 
aiid thc potential iinpact of salt w t e r  dnft froiii cooling tower operation PEF’s appeal of the ASLB’s decision was 
denied and a lieanng on chc contentions will be conducted in 201 1 Other COL applicants have received siiiular 
petitions raising sinular polcntial conlenhons We cannot predict tlie outcome of this matter 

PEF cspects a schedule slult for tlie commercial opeial~on dates of tile Levy nuclear units PEF’s initial schedule 
anticipated the ability to pcrfonn certrvn site work pursuant to a Llimted Work Autlionzalion frolit tlie NRC pnor to 
COL receipt However. i n  2009, the NRC Staff dctertiiined that certain schedule-critical work tlxit PEF had 
proposed to perforni within the Linuted Work Authonzation scope will not be aulliorizecl until tlie NRC issues the 
COL Consequentlv. e\c:ivation aiid foundation preparation work will bc slilfted until after COL issuaiice This 
factor alone resulted i n  a n u n ~ n ~ u ~ i i  20-nioiith schedule sluft later than the originally anhcipatccl 20 16 to 201 8 
timeframe Addiboiial schedulc slufts are likely given, among other tlungs. the peniutting aiid licensing process. 
state of Flonda and niacio-econonuc condihons. and recent FPSC DSM and energy-cfficiencv goals and other 
decisions I Jnccrtainty icgarding access to capital on reasonable tcims could be another factor to affcct tlie Lei?, 
schedulc In light of the iegulatorv schedule sluft and otlier factois, our anhcipated capital cymiditures for L a y  
will be sigruficaitly less in thc near tenii than previously plaimed Later in 2010. PEF will file its annual nuclear 
cost-recovery filiiig with the FPSC. wlucli ~ v i l l  reflect our latest plan regarbng Levy 

m11c 

As discussed below. the sclicdulc sluft will reduce the near-tenii capital expenditures for the project and also ieduce 
the near-tenn impact on custoiner rates The schedule shift will also allow inore time for certainty around federal 
climate change policy. which is currently being debated We believe that continuing, although at a slower pace than 
initially anticipated. is a reasonable and pnident course at tius early stage of the project We still consider Levy as 
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PEF s prcfcrrcd baseload gcncmtion option. taking into account cost, potential carbon ~qp la t~o i i .  fossil fucl price 
volatility aiid the bcnef1ts of fix1 r h  crslfication Along with the FPSC's annual pntdence reviews. we 'L\ 111 contuiuc 
to evaluate thc prolcct on an ongorng basis based on certain ciitcna. including publlc regulatoy and polil~cal 
support, adcquatc finaiic~al cost-recovew niccliaiisiiis. customer late Impacts. prolect feasibility and a\riillabllltv and 
teriiis of capital financing 

PEF signed the EPC agreement on December i 1, 2008. with Westingliouse Electric Conipaiiy LLC %id Stone &. 
Webstei. hic foi two Weshngliousc APl000 nuclear inuts to be constnicted at Lcvy More than lialf of the 
approwiiate $7 650 blllioii conuact piice is f i x d  01 firm wit11 agreed upon cscalation factors Tlie total escalated 
cost for the two generating uiuts was cstiinated In PEF's pehtion for tlic Deterinination of Need lor Lew to be 
approuiiately $ 14 billion Tlus total cost cstmiate includes land, plant components, financing costs. conslruclion. 
laboi, regulatory fees and the inihal core for the two units An additional $3 billioii was estuiiated foi the nccessaiv 
transiiussion equipment and appro\imately 200 iiules of tniisniission lines associdted wit11 the project The EPC 
agrceiiient includes V ~ I I O U S  incentives, ivamities. perfoniiance guarantees. Iiquidalcd daiiage piovisions and paleiit 
guarantees designed to incent tlie contractor to perfonn efficiently For teniiination without cause the FPC 
agreement contains e u t  provisions w t h  tcriiunahon fees. n~liich may be significant. that vary based on tlie 

discusscd but cannot predict the niipact such ainendinent might have on tlie project's cost, if m y  

Florida regulations allow invcstoi-owned uhlitics such as PEF to recover pnidciith incurled site selection costs. 
preconstiuction costs and Lhe c;ui?mg cost on construction cost balance of a nuclear power plant prior to 
coniincrcial operatlon Thc costs are recovered oii an annual basis tluough thc CCRC Such amounts will not be 
iiicludcd i n  a utility's late base 11 lien the plant IS placed 111 conuiiercial operahon The nuclear cost-recovery rule 
also lias a provision to rccover costs should the project be abandoned after the uttlity receives a final older graiiung a 
Deteriniiiahon of Need Thcse costs include any unrecovered constniction work in piogiess at the time of 
abandonment and any other prudent and reasonable e u t  costs In adclihon. the nile requires the FPSC to conduct an  
aiuiual prudeiicc rcvicw of the ieasonablcncss and pitidencc of all such costs. iiicluding constiuction costs. and such 
dcteniunahon shall not be subject to later ieview excpt  upoii a finding ol fraud. inlenhoiial inisrepiesentation or the 
intentional \vitllholdiiig of Itel inroriiiation by the utility 

In 2008. PEF sought and icccn ccl approval from the FPSC to recovcr Levy precoi7struction and cai-rying chargcs of 
$357 irullion as well as site sclcchon costs of $38 million through llic 2009 CCRC In 2009, PEE received approval 
to defer until 2010 the rcco\eiy of $198 m~llion of these costs (See Note 7C) On October 16, 2009, the FPSC 
approved the recovery of $201 million of preconstruction costs. carrying costs aiid increniental O&M incurred or 
anticipated to bc incurred dunng 2009 and the projected 2010 costs associated \vilh Levy as part of the total $207 
nullion FPSC-appioved rccovcrv of nuclear costs lluough the 2010 CCRC (SCC Note 7C) 

At December 3 1. 2009. PEF's unrccovercd investment in Levy totaled $404 n~llion. of wlucli $358 nullion IS 

recowable in retail rates through thc Florida nuclear cost-recovery rules, including $296 inillioii of construction 
work in progress. of wliich $274 million was rcllectcd as a regulatory asset pursuant to accelerated regulatory 
recoverv of nuclcar costs and $22 iiullion was reflected as a deferred fuel regulatory asset Tlie reinairwig $46 
nullion IS appomoned to PEF's holesale ~ur~sdict~on and would bc iecovered tluough PEF's u holesale rates If 
L e v y  IS deferred or cancelled, PEF may incur additional contract suspension, teniunation andor exit costs tliat 
would incrcasc its uiireco\ ercd invcstiiient Tlic magiutude of thcse contract suspcnsion, termnabon and e u t  costs 
cannot be detcrnuned at this time 

lb WP-  I ,  

PEC's ,jurisdictions also liiive laws encouraging nuclear baseload generation South Carolina law includes provisions 
for cost-recovey mechanisms associated with nuclcar baseload generation NoiZh Carolina law authorizes tlie 
NCIJC to allow annual prudencc reviews of baseload generating plant construction costs aid iiiclusioii of 
construction work in  progress in  rate base with corresponding rate adjustiiient in a general rate case while a baseload 
generating plant is under construction (See "Other Matters - RegulatoIy Environment") 



IJiider federal i;i\v. the DOE is responsible for the sclection and constiuction of a facility for the peniianent disposal 
of spent nuclear fuel aiid Iugli-level iadioactivc waste We have a contract with the DOE for the future storage and 
disposal of our spent nuclear fuel Delays liave occurred in the DOE'S proposed peniianent repository to be located 
at Yucca Mountain. Nev. The Obania administration has deteriiuiied that Yucca Mountain, Nev., is not a \vorkable 
option for a nuclear waste repositor). and will discontinue its progmni to construct a repository at llus site in 2010. 
Tlie adniiiustration will continue to ehylore alternatixies Debate surrounding any new strategy likely will address 
centializecl inteiiiii storage. peniianent storage at niultiple sites and/or spent nuclear fuel reprocessing We cannot 
predict the outconic of tlus matter 

The NRC has pioposed revisions to its waste confidence findings that would reiiiove the provisions stating Ihat the 
N R C ' s  confidence in waste management. underlying the licensing of reactois. is based in part on a perinanent 
repository being in operation by 2025 Instead. the NRC states that repository capacity will be available within 50 to 
60 years beyond tlie licensed operation of all reactors. and that used fuel generated in any reactor can be safely 
stored 011 site \vitIiout slgnrficant environmental niipact for at least 60 yeais beyond tlie licensed operation of the 

_ _ ~ - - _ _ _  -- 

On September 15. 2009. the NRC proposed licensing rcquireiiients for storage of spent nuclear fuel, wluch would 
clanfy the temi limits for specLLic licenses lor uidepcndent spent fuel storage iiistallahoiis and for cerhficates of 
compliance for spent nuclear fuel storage casks The agency proposal would foniialize the site-by-site exemption the 
NRC has used for r enc~~a l  applicabons requestuig inore than the cunent 20-year durahoii The iiuhal and renewal 
teniis of a specific installation liceiise would be effecbve for a period of up to 40 years Simlarly. Llie proposed rule 
would allow applicants for certificates of coriipl~ance to request iiuhal and ienewal t e rm of up to 40 years. provided 
they can deiiioiistrate that all design requiieiiients are satisfied for the requested tenii We cannot predict tlie 
oiiteonie of tlus matter 

With certain modifications and additional approvals by the NRC. including tlie iiistallation and/or expansion of oii- 
site dry cask storage facilities at PEC's Robinson Nuclear Plant (Robinson). Biunswick and CR?, the Utilities' spent 
nuclear fuel storage facilities will be sufficient to provide storage space for spent fuel generated by their respective 
systeiiis through  lie espiration of i he  operating licenses, including any license renewals, for their nuclear generating 
units. Harris has sufficient storage capacity in its spent fuel pools tluough the espiration of its renewed operating 
license 

See Note 22D for inforiliation about the complaint filed by the Ul l i les  111 Ihc Uiuted Slates Court of Federal Claims 
against the DOE for its failwe to fulfill its contnctual obligabon to icceive spent fuel from iiuclear plants Fallure to 
open the Yucca Mountmn or other facility would leave the L3OE open to further c l a i m  by util~ties 

ENVIRONMENTAL MATTERS 

We are subject to regulation by various federal. state and local authorities in tlie areas of air quality, water quality, 
control of toxic substances and liazardous and solid wastes, and other enviroiuiiental matlers. We believe tlmt we are 
in substantial compliance with those environmental regulations cunently applicable to our business and operations 
aiid believe we have all necessaq permits to conduct such operations. 

Tlie provisions of the Comprehensivc Eaviroiuiiental Response. Coinpelisation and Liability Act of 1980, as 
amended (CERCLA). autliorizc the EPA to require the cleanup of hazardous waste sites. Thus statute imposes 
retroactive joint and seveml liability" Some states. including North Carolina, South Carolina and Florida, have 
siiiiilar types of statutes We are periodically notified by regulators. including the EPA and various state agencies, of 
our involvement or potential involveinelit i n  sites that niay require investigalion and/or remediation. There are 
presently seven1 sites with respect to \vlUch we have bcen notilied of our potential liability by the EPA, Uie state of 
North Carolina. the state of Florida or potentially responsible parties (PW) groups. Various organic inaterials 
associated with the production of iiianufactured gas. generally referred to as coal tar, are regulated under federal a i d  
state laws PEC and PEF are each PRPs a t  seven1 iiianifactured gas plant (MGP) sites. We are also currently in the 
process of assessing potential costs and esposures at other sites These costs are eligible for regulatory recovery 
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through either base rates or cost-recow? clauses (See Notes 7 mid 21) Both PEC and PEF evaluate potential claims 
against other PRPs m i  insurance carriers air1 plan to subnut claims for cost recovery wliere appropriate The 
outconie of potential and pending claims cannot be predicted Hazairlous and solid waste nianagement inatters are 
discussed in detail in Note 21A 

We accrue costs to the e\-tent our liability is probable and the costs can be reasonably estimated. Because the extent 
of environmental impact, allocation among PRPs for all sites. remediation alternatives (\vliicli could involve either 
niiiiiind or significant efforts); and concurrence of the regiilatoiy autlioiities have not yet reaclied the stage wliere a 
reasonable estimate of tlie remediation costs can be made. we cannot determine tile total costs that may be incurred 
i n  connection with tlie remcdiation of all sites a1 tlus t h e  It is probable that cuiient cstiniates could change and 
additional losses, which coulci be material, niay be incurred in the future 

As discussed i n  “Othei Matters - Regulatory Environment.” as of January 1, 2010, daiiis at utility fossil-fii-ed power 
plants, includ~ng dams for ash ponds, are sublcct to the Noitli Carolina Dam SaPety Act’s applicable provisions. 
incluclmg state inspecuon IJnll tlie state agency responsible for dam salety inspects each of the affected dams. we 
cannot predict 11 addihoiial saletv-rclatcd ~iicasures will be requiiccl However. these dams have been subject to 

___- periodic thlrd-party inspechon in accordance with pnor applicable iequirenients. _ _ ~ _ _ -  _________ 

The EPA and a nunibcr of states are considering additional iegulaton; nieasures that ~nay  affect management, 
treatiiicnt. inarltctiiig and disposal of coal coinbustion products. pmiiaiily asli. from each of the IJtiliues’ coal-fired 
plants Revised or ncw laws or regulations under considelation m y  impose changes in solid waste classifications or 
grounciwatcl protection enviioruiiental controls Compliance plans and estimated costs to meet tlie requirements of 
new rcgulabons will be dctennined wlien any new regulations ‘are finalized Wc are also cvaluamg tlie effect on 
groundwater quality fiom past and current operat~ons. ~vlucli may result 111 operational changes and additional 
iiieasures under existing regwlations Tliese issues are also under cvaluation by state agencies Detailed plans and 
cost estiinates will be deteniilned if these evaluations reveal that concctive actions are necessary 

In June 2009, tlie EPA evaluated infomiation about asli impomidment dmns nationwide and posted a listing of 44 
utility asli impoundment dams that are considered to have “lug11 hazard potential,“ including t xo  of PEC’s ash 
impoundnient dams. A “lug11 hazard potential” rating is not related to tlie stability of those ash ponds but to the 
potcntial for harm should tlie inipounrlment dam fail. As noted above. all of the daiiis at PEC’s coal asli ponds have 
been subject to periodic Ilurd-party inspection. In September 2009. ttie EPA rated tlie 4.4 “high hazard potential’‘ 
impoundments, as well as other impoundments, from “unsatisfactory“ to “satisfactory“ based 011 their stnictural 
integrity and associated documentation 

Only dams rated as “uiisatisfactorv“ would be considered to pose an inunediate safety tlueat, but none of tlie 
facilities received mi “unsatisfactor?;” rating In lotal, six of PEC’s asli pond dams. including one “high hazard 
potential” impoundment, were nled as “poor.’ based on Ihe contract inspector‘s desire to see additional 
docunientation and their evaluations of vegetation management and ininor erosion control Inspectors applied the 
same criteria to both active and inactive ash ponds: despite tlie fact that most of the inactive ash impoundments 110 
longer hold water and do not pose a risk of breaclung and spilling. PEC has completed seveial of tlie 
recoinmendat ions for the active ponds and other reconiiiiendations are under way We are worlting with the North 
Carolina Dam Safety program to evaluate the reiiiailung i-ecomiiiendatioiis” We do not expect mitigation of tliese 
issues to have a niatcrial iiiipact on our results of operations 

We are. or may ultiiiiately be, subject to various current and proposed federal. state and local emironnientll 
compliance laws and regulations. which liltcly \vould result in increased capital expenditures and O&M esrpenses. 
Additionally, Congress is considering legislation that would require reductions in air enussions of NOx, sulfur 
dioxide (SO:), CO: and niercuiy” Some of these proposals establish nationwide caps and emission rates over an 
extended period of lime This national ~iiultipollutmit approach to air pollution control could involve significant 
capital costs that could be material to our financial position or results of opentions Control equipment installed 
pursuant to the provisions of CAIR, CAVR and niercury regulations. which are discussed below. may address some 
of the issues outlined above PEC and PEF have been devcloping an integrated compliance strategy to meet tlie 
requireineiits of the C A R .  CAVR and mercury regulation (see discussion of the court decisions that iiiipacted tlie 
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CAIR. Uie delisting deternunation and thc CAMR below) The CAVR i-equircs the installation of best available 
retrofit teclinology (BART) on certain units. Howevei. thc outcome of these niattcrs cannot be predicted 

I n  June 2002. tlie Clean Sinokcstacks Act was enacted 111 Norlh Carolina requiiing the state's electric utilities to 
rcduce the einissioiis of NO\ and SOz rroni thex Noilh Carolina coal-fircd power plants i n  phascs by 2013 PEC 
currently has appioviniately 5,000 MW of coal-liicd generaboil capacity i n  North Caiolma that I S  affectcd by the 
Cleaii Sinoltestacks Act On March '31, 2009, PEC filed its annual estimale with the NCUC of the total capital 
e\pentliturcs to nieet eiiiissioii targcts under the Clean Sinolccst;sl<s Act by thc eiid of 201 3. ~vliich were 
approviniatcly $ 1  4 billion at the tinic of the filing As discussed i n  "Othei Matters - Rcgulatoiy Envlronmcnt." 
North Caiolina enactcd a law in July 2009 tlnt abbreviates the certification piocess for a public utditjf to construct a 
new natuial gas plant as long as tlie public uhlity pennanentiy retires the eusting coal units at that specific site The 
law gives PEC the ophon to seck certification. construct a new natural gas plant and rctm ewsting coal uiuts, with 
resulting reduced ciiussions, i n  time to comply with the Clean Sinokestaclts Act's 201 3 eiiussion taigets As 
discussed in Note 7B on Octobei 22. 2009, the NCIJC issucd an order granting PEC a ccrtilicatc of public 

site in Wayne County, N C , to replace three coal-fired geiierating units at the site that haw a coiiibined generating 
capacity of appiowiiately 400 MW PEC piolccts t1mt tlie genentmg Iacility would be in sei-mce by January 2013 
On December 1. 2009, PEC Ned with tlie NCUC a plan to retre. no later than December 3 1. 2017. all of its coal- 
fired geneiating racllltm in NoiLli Caiolina that do not llave scrubbeis These facilities total appio\iniately 1.500 
MW at four sites PEC modlr1ed its Cleaii Sinokestacks Act coinpliaiice plan to rcniovc ictrofithng PEC's Sutton 
Plant w t l i  emission-reduction technology horn tlic plan Accordingly. PEC filed a ievisccl cstiniate w i t h  tlie NCUC 
totaling tfi I I billion of capital e\penditurcs to nieet the Clem Sinokestaclts Act enussion targets We are continuing 
to evaluate vanom dcsign. teclmologjr. generation and fuel options. including relring sonic coal-fxed plants that 
could change e\penditures required to maintain compliance wtli the Clean Sniokcstacks Act linuts subsequent to 
201 3 

c n n v e n l e n c e . 1 v  10 m a  9 50-MW - cvcle natu&? 1 gas-fueled electric generating facility at a_- 

O&M espenses increase with Ihe operation or pollution control equipment due to the cost of reagents. additional 
personnel and general maintenxice associated with the pollution control equipment. PE,C is allowed to recover the 
cost oI' reagents and certain other costs under its fuel clnuse; all otlicr O&M espenses are currently recoverable 
tlirougli base rates 

Two of PEC's largest coal-fired generating units (the Rosboro No  4 and Mayo units) impacted by the Clean 
Smokestacks Act are jointly owned In 2005. PEC entered into a n  agreemiit witli the ,joint owner lo limit their 
aggregate costs associated with capital expenditures to comply with tlie Clean Snioltestaclts Act and recognized a 
liability related to tlus indemnification (See Note 2 1B) 

Clem :1ir Ilifersinfe Rule 

The CAIR issued bv the EPA on Maicli 10. 2005, required the District of Coluiiibia mid 28 states. mcluding Nortli 
Carolina. South Carolina and Flonda. to reduce NO\ and SO2 emissions The CAIR set einission linuts to be met i n  

two phases begimung i n  2009 and 2015, respcctivcly. for NO\ and bcginiung i n  2010 and 2015. rcspcctively, for 
SO? States ueie req~iiiecl to adopt iules inipleinenting the CAlR, and thc EPA approvcd the Noitli Carolina CAIR. 
thc South Carolina CAIR and thc Flonda CAIR i n  2007 

The air quality controls installed to coniply with the requirements of the NOS State Implementation Plan Call Rule 
undei Section 110 of the Clean Air Act (Nos  SIP Call) and Clem Smokestacks Act, as well as plans to replace a 
portion of PEC's coal-Iired generation witli gas-rueled generation. largely address the CAJR requirements for our 
North Carolina units at PEC PEP niet the 2009 phase 1 requircinents for NOs and anticipates meeting the 2010 
phase I requirements of CAIR for NOS and SO2 with a coinbination of eniission reductions generated by in-senrice 
ciilission control equipment and emission allowances. PEF's CR5 equipment was placed in  service on December 2, 
2009. and PEF's CR4 equipment is expected to be placed in  service in 2010 

On July 1 1. 2008, the 1J S COUII of Appeals for the District of Columbia Circuit (D C Court of Appeals) issued its 
decision on iiiultiplc challenges to the CAIR. which vacated tlie CAIR 111 its cntircty On December 23. 2008. the 
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D C Court of Appeals remanded the CAB. without vacating the iule, for the EPA to conduct further proceedings 
consistent with tlie D C Court of Appeals' prior opinion. Tlus decision leaves tlie CAIR in effect until such time 
that it is revised or replaced Tlie EPA informed the D C Court of Appeals that development and linalization of a 
replacement nile could take approsiniately two years. Tlie outcome of this matter cannot be predicted 

IJnder art agreement with tlie FDEP. PEF will retire Crystal River lJiuts No. 1 and 2 coal-fired steam turbines (CRI 
and CRZ) mid operate emission control equipment at CR4 and CR5 CRI and CR2 will be retired <after the second 
proposed nuclear unit at Levy coinpletes its first fuel cycle, wluch was anticipated to be around 2020 PEF is 
requircd to advise tlie FDEP of any developments that will delay tlie retirement of CRI and CR2 beyond the 
originally anticipated completion date of tlie first fuel cycle for Lm-y  IJnit 2. Accordingly. PEF Ins advised the 
FDEP of an expected shift in tlie Levy schedule as discussed in "Other Matters - Nuclear - Potential New 
Construction." We are currently evaluating tlie iinpacts of tlie Levy schedule. We cannot predict Uie outcome of this 
1178 t ter. 

_ _ _ . - ~  
On March 15. 2005. tlie EPA finalizcd two separate but related iules. tlie CAMR Uiat sct mercur)i eiiussioiis liiiiits to 
be niet in Iwo pliascs beghung in 2010 and 20 16. respcctively. and encouraged a cap-and-trade approach to 
aclueving those caps. and a delisting rulc that eliininatcd any reqireinent to pursue a Inasimum acluevable co~itrol 
tecluiology (MACT) approach for liiiiiting meicuiy einissioiis from coal-fired power plants On Fcbruary 8. 2008. 
the D C Court of Appeals vacated the delisong cletenninadori aiid the CAIvIR Tlie IJ S Supreine Court decliiied to 
liear a n  appeal of the D C Couit of Appeals' decision 111 January 2009 As a result, the EPA subsequently 
a~moumced that i t  will develop a MACT standard consistcnt wilh tlie agency's original hsting deternunation Tlie 
three states in n~luch the Ut es operate adopted mercury regulations implementing the CAMR and subiiutterl their 
state impleinentation rules to tlic EPA Tlic North Carolina niercury nile contains a reqnirement Uiat all coal-fircd 
units in tlic state install incrcuiy controls by Decenibei 3 1. 2017. and requires coinpliance plai applications to be 
submitted 111 2013 The outconic of this niattcr cannot be predicted 

On June 15. 2005. the E,PA issued tlie final CAVR. The EPA's rule requires states to identify facilities. including 
power plants, built between A~igust 1962 and August 1077 with the potential to produce eiilissioiis that affect 
visibility in 156 specially protected areas. including national pailcs and wilderness areas, designated as Class I areas 
To help restoic visibility in  those areas. states inust require tlie identifled facilities to install BART to control their 
clnissions PEC's BART-eligible units are Aslieville Units No. 1 a id  No. 2, Rosboro Units No. 1. No. 2 and No. .3> 
and Sutton Unit No 3 PEF's BART-eligible units are Anclote Units No 1 and No. 2? CRI and CR2. The reductions 
associated with BART begin in 201 i As discussed above. on Deceniber 18. 2008. PEF and the FDEP announced an 
agreement under which PEF will retire CRI and CR2 as coal-fired units. 

Tlie CAVR included the EPA's deteniunation that coiiipliance with the NOx and SO2 Icquirements of the CAIR 
could be used by states as a BART substitute to fulfill BART obligations, but the states could require Uie installation 
of additional air quality controls if they did not achieve reasonable progress in iniproving visibility Tlie D C Court 
of Appeals' December 23. 2008 decision remanding the CAIR maintained its implementation such that CAIR 
satislies BART for SOr and N o s  Should tlus dcteriiiination change as tlie CAIR is revised. CAVR compliance 
eventually may require consicleration of N o s  and SOz emissions in  addition to p~articulate iiiatter eniissioiis For 
BART-eligible muts We arc asscssing the potential iinpact of BART and its implications with respect to our 
plans and estimated costs to comply with the CAVR On December 4, 2007, the FDEP finalized a Regional Haze 
iinpleinentation rule that gocs beyond BART by requiring sources significantly impacting visibility in Class I areas 
to install additioiial controls by December 3 1. 2017. However, tlie FDEP has not deteniiined the level of additjoiial 
controls PEF may need to implement The outcome ol these matters cannot be predicted 
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Both PEC and PEF liavc been dcvcloping ai integratcd compliance strategy to mcet the requireincnts of the CAIR. 
the CAVR, mcrcmy regulation and related air quality regulations The air quality contiols installed to coinply with 
the requirements of the NOS SIP Call and Clean Smokestacks Act, as well as plans to replace a portion of PEC’s 
coal-fired generation with gas-fueled generation, resulted i n  a reduction of the costs to meet P E P S  CAIR 
requirements. 

PEC has completed installation 01 controls to meet the NOs SIP Call requiiements The NOs SIP Call is not 
applicable to sources i n  Florid;) Espenditures for Ihe NOs SIP Call included the cost to install NOs controls under 
programs by North Carolina and South Carolina to comply with the federal eight-hour ozone standard 

The FPSC approved PEF‘s petition to develop and irnplenient an Integrated Clean Air Coiiipliance Plan to comply 
with the CAIR. CAMR and CAVR and for recovery of prudently incurred costs neccssary to aciucvc tius strategy 
though tlie ECRC (see discussion above regarding tlie vacating or the CAMR and remanding or the CAIR) PEF’s 
Aprd 1. 2009 filing with the FPSC foi tnic-up of final 200s eiivironrnental costs includcd a ieview of the Integrated 
Clean Air Conipliaiice Plan. which ieconfirined the efficacy of the recommended plan and included an cstiinated 
total pi-oject cost of approximately $1 2 billion to be spent through 2016, to plan, design. build and install pollution 
control equipniciit at  the Anclotc and Crystal Rilvr Plants As discussed in Note 7C, 011 A~igclst 28. 2000. PEF filed 
for recovery 01 costs tluough the ECRC. and the FPSC approved PEF’s filing on Noveinbcr 2. 2009 Additional 
costs m y  be incurred if pollution controls are requiied in older to comply with the requirements or thc CAVR. as 
discussed above, or to meet rcvised compliance requueincnts of a revised or new implcmcnting nile for the CAIR 
Subsequent rule inteq~retations. increases in tlie underlyiiig material. labor and equipment costs. equipnient 
availability. or the unexpected acceleration of compliance dates, among other tlungs. could result in significant 
increases in our estimated costs to coinply and accclcntion of some projects The outcoine of this matter cannot be 
predicted 

~ 1 1 ~ J 1 1 ” 0 1 7 1 1 1 ~ 1 7 ! ~ /  COlllU/lnl?~62 C‘05t ~ I / l l l l n ! 6 2 S  

Environinental conipliance cost estiniates are dependent upon a variety of factors and, as such, are highly uncertain 
and subject to cliange Factois impacting oui’ envirorunental compliance cost estimates include new and frequently 
changing laws and regulations: the impact of legal decisions on envirorunental laws and regulations, changes in the 
demand for. supply of a i d  costs of labor and niateiials: changes in the scope and timing of projects: various design. 
teclinology and new generation options. and projections or fuel sources. prices, availability and security. Costs to 
comply ivith en\lironmental laws and regulations are eligible for regulatoiy recovery tluough either base rates or 
cost-recovery clauses. The otitcoiiie of fxiture petitions foi, recovery cannot be predicted Our estiniates of capital 
expenditures to coinply with environmental laws and regulations are subject to periodic review and revision and 
inay v a g  significantly We caiuiot predict tlie impact that the EPA’s furlher CAIR proceedings will have on our 
compliance with tlie C A W  iequirements and will continue to reassess our plans and estiniated costs to coinply with 
the CAVR The t h i n g  and extent of the costs for futuie projects will depend upon final compliance strategies 

The following tables contain irfornxitioli about our cunent cstiniates of capital espeiiditures to comply with 
eiivironinental laws and regulations described above Amounts prescnted i n  the tables exclude AFUDC. 

Progress Eitergy 
Air and Water Quality Estimated Reqiiirecl Estimated Total Estimated Cninulative Spent tlimugli 
Environmental Expenditures (in 1 1 / 1 / / 1 0 1 7 ~ ~  Timetable Espeiiditures Deccniber 3 1, 2009 
Clean Smokestaclts Act‘” 2902 - 2013 $1,100 y; 1,050 
In-process CAR projects“” 
CAVR‘“’ 

2005 - 2010 1,200 
- 2017 - 

1 .065 
- 

-I Mercury icgulation”” 2006 - 20 17 - 
Total air qualitv 2,300 2.1 10 

Clean Water Act Section i 16(b)”l - - 

Total air and watcr qualit) $2,300 $2,119 
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PEC 
Air and Water QuillitJ Estimated Required Estimated Total Eshmated Chiiulatlvc Spent ll110ugh 
Environmental E\pendifu ITS (117 1 7 1 1 / / m 7 5 )  Timetable E\yenditures Dcceniber 3 1,2009 
Clean Smokestacks Act"" 2002 - 201 3 $1.100 $1.050 

CAVR'"' - 2017 
In-process CAR prolects'"' 2005 - 2008 - - 

Mcicury regulaOon'd' 2006 - 2017 - 
Total air quality 1.100 1.054 

Clean Watci Act Section 3 16(b)"' - - 

- - 

4 

Total air and water qualitv $1.100 $1,054 

PEP 
Air and Water Quillit? Estilnilted Required Estiliiatcd Total Estiliiatcd Cumdative Spciit t l i r ~ ~ g h  
Environmental Espenditui-cs (I/? / i r i / / ro i?s )  Timetable Expenditures Deceniber 3 1.2009 
In-process CAIR projects'" 2005 - 2010 9; 1,200 $1.065 

- - CAVR'"' - 2017 
Mercury regtilahod"' - - 

Total ail quality 1,200 1.065 

( " '  PEC is coiitiiiuing to evaluate various design. technology and new generation optioiis that could chaige 
espendituics rcquiied to maintain compliance with the Clcan Smokestacks Act liiiuts subsequent to 201 3 
PEF is continuing constnictioii of its in-process emission coiitrol projects Additional compliance plans for PEC 
and PEF to meet the rcquireiiiciits of a revised i-tilc will be determined upon finalization of tlie nile. See 
discussion uncler "Clean Air Interstate Rule." 
As a iesult of the decision rcmanding the CAIR. compliance plans and costs to meet the requirements of the 
CAVR are being reassessed See discussion under "Clean Air Visibility Rule '' 
Compliance plans to inect the requirements of a revised or new implementing nile will be determined upon 
finalization of tlie nile See cliscussion under '^Clean Air Mercury Rule " 
Compliance plans to meet the requireiiienls of a revised 01' new implementing rule under Section .3 16(b) of the 
Clean Water Act will be dctcrniined upon liimlization of the nile See discussion under "Water Quality '* 

'17) 

('' 

('I) 

' e '  

All eiiviroiunental compliance projects under the first pliase of Clean Sinokestacks Act eiiussion reductions, w l~c l i  
included projects at PEC's Aslie4le. Lee. M a ~ o  and Rosboro Plants. have been placed in service. On December 1 .  
2009. PEC filed with the NCUC a plan to retire no later than December 31, 2017, all of its coal-fired generating 
facilities i n  North Carolina that do not have scrubbers These fac es total approsiniately 1.500 MW at four sites. 
Additional projects requiring inaterial enviroiuiicntal compliance costs may be impleinented in tlie future to meet 
compliance requirements 

To date. expenditures at PEF for CAJR regulatioii priniarily relate to enviroimental coinpliance projects at CR.5 and 
CR4 The CR.5 prqject mas placcd in senice on Deccmber 2. 2009. and the CRJ project is expected to be placed in 
service in 2010. As a result of changes in the scope of work relatcd to estimation of costs for compliance with the 
CAIR and Ute uncerlainty regarding the EPA's furlher CAIR proceedings. the delisting detcniunation and the 
CAMR discussed above. PEF is currently unable to estimate certain costs of compliance. However, PE,F believes 
that future costs to comply wiUi new or subsequent rule intcipretations could be signficaiit. Compliance plans and 
estimated costs to niect the reqnirenients of new regrilatjons will be determined when those new regulations are 
fi iia li zed. 
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In Maich 200-1. the Nolth Calolinn altoincv gcnci,il flled a petition nit11 the EPA. under Section 126 of the Clcaii 
 AI^ Act. asking the federal government to foice fossil fuel-fired power plants in 1 3  other states, Incluclmg South 
Carolina. to ieduce their NO\ and SOz eiiussions The state of Norlh Caiolina contends these out-of-slate eiiussions 
Interfere with North Carolina's abllity to meet National Ambient Air Quality Stanrlards (NAAQS) for ozone and 
particulate matter In 2006. the EPA Issued a final iesponse denying the pctihon, and thc North Carolina attorney 
geneial filed a petlhon 111 tlic D C Court of  Appeals scelang a IEVICW of the agency's denial In  2009, tlic D C Couit 
of Appeals remanded the EPA's dcnliil to the agency for reconsidemtion The outconic of the ieriiand proceeding 
cannot be predicted 

In 2006, Ihe EPA a~uiounced changes to the NAAQS for particulate matter The changes in particulate matter 
standards did not icsult in designation of anv additional nonattainnient areas 111 PEC's 01 PEF's senrice tenitories 
Environmental groups and 13 states filed a joint petition with the D C Comt of Appeals arguing t1mt the EPA's 
particulate matter nile does not adequately leshict levels of particulate matter, especially with iespect to the annual 
and secondary standards On Febniary 2-1. 2009. the D C Court of Appeals reinaided the annual and secondaiy 
standards to the EPA for furlher reiriew and consideration The outcome of tliis matter cannot be predicted 

__ ~ _-__ 

In 2008? the EPA revised the 8-hour priinary and secondary standards for the NAAQS for ground-level ozone. 
Additional nonattainment areas may be designatcd in PEC's and PEF's service territories as a result of these revised 
standards. On May 27. 2008. a number of states. enviroiuiiental groups and indusuy associations filed petitions 
against the revised NAAQS in tlie D.C. Court of Appeals The EPA requested the D.C. Courl of Appeals to suspend 
proceedings in the case wluk tlie EPA evaluates wlicther to maintain, modify or othenvise reconsider h e  revised 
NAAQS I n  September 2009. the EPA announced that it is reconsidering the level or the ozone NAAQS. The EPA 
originally indicated plans to designate nonattainment areas for tliese standards by March 2010. However. the EPA 
announced that it will stay those designations until after its reconsideration has bcen completed 

On .January 7. 2010, the EPA announced a proposed re\/ision to the primary ozone NAAQS. 111 addition. the EPA 
proposed a cumulative seasonal secondary standard. The EPA plans to finalize the revisions by August 3 1 ,  20 10, 
and to designate nonattainment areas by August 20 1 1 .  The pioposed revisions are significantly niore stringent thaii 
tlie current NAAQS Should additional nonattainment areas be designated in our senrice territories. we may be 
required to install additional emission controls at  some of our facilities The outcome of tlis matter cannot be 
predicted. 

On Januay 25, 2010. the EPA cuinou~iccd a revision to the priinary NAAQS for nitlogen dioxide Since 1971: when 
the filst NAAQS were promulgated. the standard for nitrogen dioxide has been an annual average The EPA has 
retained the aruiual standard and added a new 1-hour NAAQS In conjunction with proposing changes to the 
standard. the EPA is also requiring an increase in the coverage of the monitoring netwolk, particularly near 
roadways where the lughest concen~ations arc expected to occur due to traffic emissions The EPA plans to 
designate nonattainnient areas by January 2012. Currently, there are no monitors reporting violation of tlie new 
standard in PEC's or PEF's senrice territories. but the expanded monitoring network will provide additional data, 
wluch could iesult in additional nonattaimnent areas The outcome of this matter cannot be predicted 

On December 8. 2009. the EPA proposed a new 1 -1iour NAAQS for sulfur dioxide. The currelit primary NAAQS on 
a 21-hour average basis and annual average would be elinlimited under the proposed rule. A I-hour standard in the 
proposed range is a significant increase in  the stringency of the stanclard and it would increase the risk of 
noiiattairuiient. especially near uncontrolled coal-fired facilities Should additional nonattainment areas be 
designated in our s e n k e  territories. we may be required to install additional emjssion controls at some of our 
facilities The outcome of this niatter cannot be predicted 
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The EPA is conducting an enforcement initiative rclated to a number of coal-fired utility power plants to determine 
whether changes a t  those fac es \ w e  subjcct to New Source Review requirements or Ncw Source Perfomiance 
Standards under the Clean Air Act. We were aslted to provide inlorination to the EPA as part of this initiative ancl 
cooperated in supplying the requested information The EPA has uiiderlalcen civil enforcement actions against 
unaffiliated utilities as pait of this initialin Some of tliese actions resulted i n  settlement agreements requiring 
expenditum by these unaffiliated utilities. several of which included Epoiied expenditures i n  escess of $1 0 billion 
for retrofit of pollution control equipment These settlement agreeinents have generally called for espenditures to be 
inade o \ w  extended time periocls. ancl soiiie of the unaffiliated utilitics may scelc recovcry of the Elated costs 
tluough mte adjustments or similar iiicchanisms 

Fl’nter Oiralilv 

1 .  General 

As a result or the operahon of certain pollution coiitiol cquipmeiil requiied to coinply with Uie air quality issues 
outlined above, new sources of‘ wvaste\vater ciisclrarge ~ 1 1 1  be generated at  certa~n allectcd laci~ities Integration o i  
tliese new waslewater discliarges into t11c cuisting woste\vatci Ireatmeiit proccsses IS cur~ently ongoing and w11 
result in permitting, coiistnictioii and treatment iequ~reinents iinposccl on the Utilities now and mto the futuie The 
future costs of coiiiplying with these requircnicnts could be matcrial to our or the Utilities’ results of operations or 
financial position 

On September 15,  2009, the EPA armoitnced tliat it had completed a inulti-year study of power plant wastewater 
discliarges and concluded thal curreni regulations Iiave not kept pace with changes in the electric power industry 
since tlie regulations were issucd in 1982. including addressing impcts to wastcwaler dischaige lion1 opcration of 
air pollution control equipment As a rcsuIt. the EPA has announccd that i t  p h i s  to revise die regulations that govern 
wastewater discharge. wluch may iesult 111 opeiahonal changes and additional compliancc costs in  tlie ruture The 
outcome of tlus matter cannot be predicted 

~~ 

2. Section 3 16(b) of tlie Clean Water AcI 

Sectioii 3 16@) of the Clean Water Act (Section 3 16(b)) requires cooling water intailte structures to reflect tlie best 
tccluiology available for ~iljiuniiziiig adverse environmental impacts The EPA proniulgated a nllc iinpleinenting 
Seclion 3 16@) in respect to esisting power plants in  July 2004 

A nuniber of states, enviroiuiienlal gmups aid others sought judicial review of tlie July 2004 nile In 2007. the U S 
Court of Appeals for Uie Second Circuit issued an opinion and order rcinaiding niany provisions of tlic nilc to the 
EPA, and tlie EPA suspended the nilc pending flirther nilemaking. with tlie exception of the requirement that 
pernutted facilities niust m e t  any requirements under Section 3 I6(b) as deteniiiiied by the permitting authorities on 
a case-by-case, best professional judgment basis Several parties filed petitions for wiit of certiorari to the 1.J S 
Supreme Court On April 1. 2009. the 1J.S. Supreiiie Court issued its opinion holding that tlie EPA. hi selecting the 
“best technology” pursuant to Section i 16(b). does liave the autliority to reject technology when its costs are 
“wholly disproportionate” lo tlie benefits cspccted. Also. the U.S Supreme Court held that EPA’s site-specsic 
variance procedure (contained in tlie July 2004 rule) \\.as pcniiissible in tliat the proceduic reqnired testing to 
deteniune whether costs would be ‘^sigiuiicanily greater than” tlie benefits before a valiance woulcl be considered 
As a result of tliese developments. o w  plans and associatcd estimated costs to comply with Section 3 16(b) \vi11 necd 
IO be reassessed and deternuned in accordance with any revised or new implementing nile after i t  is established by 
Uie EPA. Costs of compliance with a revised or new implementing nile are espectcd to bc liiglicr. and could be 
significantly higlier, Lhan estiinated costs undcr tile .luIy 2004 nile Our cos[ estiniates lo comply wiUi the .JuIy 2004 
rule were $60 million to $90 million. including $5  million to $10 nullion at PEC and $55 million to $80 nullion at 
PEF The outcome of this matter cannot be predicted 



Giowiiig state. fedeial and iiiteinabonal attention to global climate change may icsdt 111 the rcgiilatioii of CO? a i d  
otlier GHGs As discussed under “Other Mattcis -  regulator^ Enviroiuiiciit.” on lune 26. 2009. tlie U S House of 
Representatives passcd the American Clean Eiicrgy aiid Secuiity Act of 2009 This bill would establish a national 
cap-and-trade program to reduce GHG eiiussioiis as well as a nahoiial REPS The U S Senate is considering siiiular 
proposals Final legislahon will depend upoii changes iiiadc duruig tlie legislative process to tlie provisions aiid the 
iiianner i i i  wlucli key provisions are implemented. including for tlic regulation of carbon I n  additioii. the Obama 
adnunislation has begun tlie process of regulating GHG eiiiissioiis tluougli use of tlic Clean Aii Act On Apiil 2. 
2007, tlie U S Siipreiiie Court iulcd that tlie FPA lias the authority undei the Clean Air Act to icgulate CO? 
eiiussioiis fioni iicw autoiiiobiles On December 15. 2009. the EPA announced tliat si\ GHGs (CO:. methane. 
iutrous o\ide. liydrofluoroccxbons. perfluoiocarbons and sulfur lie~~fluoiiclc) pose a threat to pubhc health aiid 
weKaiare uiider tlie Clean Air Act A iiuiiibcr of p a r k s  have filed peclhoiis for review of this finding i n  the D C Court 
of Appeals Tlie iull impact of final legislabon, if enacted, and adclitional regulation iesulhiig lroin other federal 

iiicreascs over bine for which the I Jhlities would seek corresponding nte recovery We are picpanng for a cahoii- 
constrained futuie and aie actively engaged i n  helping shapc cffcctive policies to address tlie issue 

As discussed under “Other Matters - Regulatory Enviroiuiieiit.” iii 2008 the state of Flonda passcd coiiipreheiisive 
eiieigy legislation, wluch includes a dircchve tliat the FDEP develop niles to establish a cap-and-trade program to 
regulate GHG ciiussioiis tlmt would be presented to the legislatuie no earlier than Jaiiuan 2010 Tlie FDEP is 
cui-reiitly in tlie process of studyuig GHG policy options and the potential ecoiioiiiic impacts. but it lias not 
developed a regulahoii foi tlie considerahon of tlie legislature As discussed under ‘ Clean Siiiokcstaclts Act.” on 
July 5 1 .  2009, the governor ofNo11h Caiolina signed into law a bill that may iiiipact PEC’s Clean Siiioltcstaclts Act 
compliance plans Wlde state-level study groups have been active 111 all tliiee of our jurisdictions. wc coiitmuc to 
believe that flus issue requires a iiational policy framework - oiie that provides certainty ancl coiisistcncy Our 
balanced solution as discussed i n  “Other Matters - Eneigv L3cmand . is a comprehensivc plaii to iiicet tlie anticipated 
deiiiaiid 111 the IJhlities’ ~ervice temtones and provides a solid basis for slowing and reducing C 0 2  ciiiissioiis bv 
fociisiiig on eiierg\i efficiency. alternauvc energy and state-or-the-art pori er generation 

There arc ongoiiig efforts to icacli a new iiiteniatioiial cliiiiate change lrcatv to succeed tlie Kyoto Protocol The 
Kyoto Protocol was adopted iii 1997 by the United Nations to address global climate change b, reducing eiiussiois 
of CO- and other GHGs Altliougli tlie treaty went into effect on Februaiy 16. 2005. the United Stales has not 
adopted it In December 2009, the Uiuted Nations F~ameworlc Convciition on Climate Change con\ ened the 15” 
Coilrereiice of the Parks to conduct fiirtlier negotiations on GHG einisslons reductioiis At the conclusion of the 
conference. a nuiiiber of tlie parties. including the LJiiited States. entered into a iioiibiiiding accord calling upon tlie 
parties to subnut eiiussioii rcductioii targets for 2020 to tlic IJiutcd Nations Fiaineworlt Con! encloii on Climate 
Change Secretanat by the end of January 2010 011 January 28. 2010. President O b m a  subnutted a proposal to 
reduce the U S GHG eiiussioiis iii the range of 17 percent I ~ e . 1 0 ~ ~  2005 levels bv 2020. subject lo future 
Coiigressional action 

Rcductions in CO1 eiiiissioiis to tlie levels specified bv the Kvoto Protocol. potential iicv iiiteriiational treaties or 
federal or state proposals could be iiiatenally adverse to our fiiiancial position or results of operaooiis II associated 
costs of control or liiiutahon cannot be recovered fiom iatepaycis The cost iiiipacl of legislation 01 regulation to 
address global climate change would clcpcncl on tlie spccdic leg~slahoii or regulahon enacted and caiinot be 
detemuned at tlus tiine 

___ GHG n m v e a  however. we aiiticimte tliat it could result in sieivficaiit cost .- 

Pnor to 2009, the EPA received naiver requests froin a number of states to allow those states to set standards for 
C 0 2  eiwssions fioiii new vehicles The EPA denied those requests On J a i i i : ~ ~  26. 2009. tlie Obaina adinimslration 
requested the EPA to review tliose deiuals of waiver requests 011 June 30, 2009. the EPA graiitcd California‘s 
waiver request. enabling tlie state to enforce its GHG ciiussioiis stri1idiiirls for iie\v iiiotor vehicles beginning with 
the curreiit inodel year Additional states may set siinilar standards as a result of tlic decision The impact of this 
development cannot be predicted 
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On Septeiiibei 22. 2009, thc EPA issued the final GHG emissions reporting nile. which establishcs a national 
protocol for the reporting of aiuiual GHG ciiiissioiis Facilities that emit gieatcr than 25.000 metric toils per year of 
GHGs must rcport cinissions by March i 1 of each year beginiuiig in 201 1 for year 20 10 eniissioiis Because the iiile 
builds on current emission-reporling requireincnts. coinpliance with the requiiwiients is not cxpectcd to have a 
inaterial impact on the Utilities. 

SYNTHETIC FUELS TAX CREDITS 

Historically. we had substantial operations associated with tlte producbon of coal-based solid svnthctic fuels as 
dcfincd under Seclion 29 of tlie Iiitemal Rcveriue Code (the Code) (Section 29) and as redesignated effective 2006 
as Section JSK of the Code (Seclon 45K) as discusscd below The produclon and sale of these products qualrlied 
Toi federal incoiiie tax credits so long as certain requiiciiients were sahsfied Quahfying syiitlictic fuels f:lc111bes 
entitlcrl their owners to fedeial incoiiie tax credits based on the barrel of oll cquivalent of thc s\athctic hiels 
produced and sold by these plants The synthetic fucls tax crecht program cspiied at the end of 2007. and the 
synthetic fuels businesses were abandoned and reclassified to discontinued operations 

Legislation enacted in 2005 redesignated the Section 29 tax credit as a geneml business credit undcr Section J j K  of 
tlie Code effective January 1. 2006 The previous amount of Section 29 t m  credits that we were allowed to clauii in 
any calendai year through Deceiiiber i 1 ,  2005. was liiiiited by the amount of our regular fcdcral incoiiie tax liabilitv 
Section 29 tax credit amounts allowed but not ublized are carried roiward iiidclimtcly as dclcrred alteriiatn e 
inii~i~iiuiii tau credits The redesignation of Section 29 tax credits as a Section -liK general business credit reiiiovcd 
the icgular federal incoine tau liability Iniut on synthetic fuels production and subjects the credits to a one-year carry 
back period and a 20-year cany fonvard period 

Total Section 29/4iK credits gcncratecl under the syiitlietic fuels tax credit program (iiicludiiig thosc generated by 
Florida Progrcss prior to our acquisiloii) were $1 891 billion, of wluch $1 179 billion has becii uscd tllrougli 
December 31, 2009. to olrsct regular federal income tax liability and $712 iiullioii is being carried fonvard as 
dclerrcd tax credits 

Sec Note 22D aiid ltein 1 A. “Risk Factors.” for addihonal discussion related to our previous synthclc liicls 
operations 

LEGAL, 

We are subject to fedcral. state and local legislalion and court orders The specific issues, the status of the issues. 
accruals associatcd with issue resolutions aiid our associated esposufes are discussed in  detail in Note 22D 

NEW ACCOUNTING STANDARDS 

See Note 2 for a discussioii of the iinpact of new accounting standards 
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The ~~lformabon requircc~ by llus item IS i~icorporaled hercin by referencc to the Iollo~v~ng po~t~ons of Progiess 
Energy‘s MD&A of Financial Condition and Results of Opcrabons. insofar as they relate to PEC “RCSLI~~S of 
Operauons.” “Application of Critical Accounting Policies and Estimates.” “Liqu~clity and Capital Resources“ and 
“Other Matters .. 

The following MD&A and the ~nfoniiat~on inco~porated herein by ieference contain fonvard-looking stateiiients that 
involve estimates. projections, goals, forecasts. assuiiiptioiis, risks and uncertunties that could cause actual results or 
outco~iies to differ materiallji from tliose expressed in llie fonvard-looking statenicnts Please review “Safe Harbor 
for Foiwaid-Looking Statements” and Item 1A. “Risk Factors.” for a discussion of the factors that map impact any 
such ror-r\iard-loolung statements inade lierein 

LIQUIDITY AND CAPITAL RESOURCES 

OVERVIEW 

11quidit~l needs in excess of cash piovided by opci;itions PEC also participates in the utility money pool. wluch 
allows PEC and PEF to lend and borrow to and from each other 

Sec discussion of PEC’s credit ratings in Progress Energy “Credit Rating Matters ” 

PEC e\pects to liave sufficient resources to meet 11s fxiture obligauoiis through a comnbiiiaboii of iiiternally generated 
funds. comnercial paper borro\vings, inoncy pool borrowings, its credit facil~ty, long-term clebt. prcfcrred stock 
andor contribubons of equitv from the Parent 

CASH PLOW DISCUSSION 

In 2009, net cash provided by operating activities increased when coinpared to 2008. The $222 iiiillioii increase in  
operating cash flow was primarily due to a $2.58  nill lion iiicrcase in the recovery of deferred fuel costs due to Iuglier 
fuel iates i n  2009. $67 million in lower net income tax payinents and a $63 nullion decrease in inventory pmchases 
pri~narily driven by lower coal prices These iiiipacts were partially orfset by $163 inillion of pension and other 
benefits contributions niade in 2009 

In 2008, net cash provided by operating activities increased when coinpared to 2007. The $4.3 nullion increase in 
operating cash flow was primarily clue to a $79 million increase in cash receipts from a wholesale customer due to 
the expiration of a prepayinent agreement; income tax impacts including $80 inillion in lower income tax payments. 
a $57 nlillion increase from accounts payable and payables to affiliates, largely driven by die tinling of payments. a 
$45 million increase froiii timing of customer collections; and a $32 inillion increase from net interest payineiits 
These impacts were partially offset by a $1 19 inillion decrease in the recovery of fuel costs, largely driven by an 
~i~ic~er-recovery of fiiels costs in 2008. and a $109 inillion increase in inventory purchases, priinarily coal. driven by 
Iugliei. prices 

Investiiig .-I ctivirie.7 

In 2009. iiet c;ish used by investing activities increased $1 21 nilljon wlien coii~paml wjlh 2008 The increase was 
primarily due to a $94 million inciease in advances to affiliated compuues and a $79 million increase iii gross 
property additions. partially offset by a $57 million decrease in nuclear ftiel additions. Property additions are 
primarily for noniial construction activity and ongoing capital expenditures related to eiivironmental coriipliance 
prograins 

In 2008, net cash used by invesling activities increased $lS0 nullion when compared with 2007 The increase was 
priniarily due to a $79 inillion increase from changes iii advances to affiliated coiiipaiues and a $75 million decrease 
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in net proceeds from available-for-salc securities and otlier investments. Available-for-sale securities and other 
investments include marketable dcbt securities and investments held i n  nuclear decoiiimissioiuiig tnists. 

Finnncine Activities 

Net cash used by financing activities increased $77 million for 2009 when compared to 2008. The increase in net 
cash used by financing activities was priniaiily due to the $200 nullion in dividends paid to tlie Parent in 2009. tlie 
$1 10 nullion net repayment of connnercial paper in 2009. the $1 10 million issuance of connnercial paper i n  2008, 
and tlie $100 million increase i n  the payment at maturity of long-tenn debt in 2009 compared to 2008. These 
impacts were partially offset by a $273 nuUioii increase in the proceeds froirt tlie issuance of long-tenii debt in 2009 
compared to 2008, a s  well as the $154 nullion repayment of advanccs from affiliates in 2008 

Net cash used by 1in;incing activities decreased $146 1111llion for 2008 when conipared to 2007 Tlie decrease In net 
cash used by financing activities was primarily due to $322 million m net proceeds from the issnaiice of long-tenn 
debt 111 2008. $143 million in dividends paid to the Parent in 2007. and outstanding commercial paper 1ssu;uIces of 
$110 million, offset by a $308 nullion change in advances froin affiliated coiiipanies and a $100 million increase in 
tlie retirement of long-term debt. 

On January 15. 2009. PEC issued $600 null~on of First Mortgage Bonds. 5 3 0 %  Series due 2019. A portion of tlie 
proceeds was used to rcpay the maturity of PEC’s $400 imllion 5 95% Senior Notes, due March 1. 2009 The 
remaining proceeds were used to repay PEC‘s outstanding money pool balance and for general corporate pmposes 

_ _ . ~ ~  ~~ -_--- ~ _____-__-__ ___ 

011 June 1 8 2009. PEC entered into a Se\ienty-se\reiith Supplemental Indenture to 11s Mortgage and Deed or Trust, 
dated May 1 1940, as supplemented, in  coimechoii with certain amendments to tlie mortgage The ainendnients are 
set foith 111 the Seventy-seventh Supplemental Indenture and include an amendnient to extend the matiinty date of 
thc mortgage by 100 ycais The matunty datc of tlie iiiortgagc IS now May 1 2140 

On March 12. 2008. PEC anendcd its RCA with a syndicahon of fiimnaal inshtulions to eltend the tenrunation 
date by one v e x  Tlie e\tensioti was effective on March 28, 2008 PEC’s RCA 1s now scheduled to expire on June 
28,201 1 

On March 13, 2008. PEC Issued $325 million of First Mortgage Bonds, 6 30% Scncs due 2038 The procecds ’cvcre 
used to repay the matunty of PEC’s $300 mill~on 6 65% Medium-Term Noles, Seiies D, due April 1, 2008. and the 
iciiiaiiidei was placed i n  teinpomy investments fot general corporate iisc as needed 

On Noveniber 18. 2008. PEC. the Parent. as a well-known seasoned issuer, and PEF filed a combined shelf 
registmtioii statemenl with the SEC, wlucli became effective upon filing with the SEC. Tlie registration statenleiit is 
efkctive for tliree years and does not limit the m o u n t  or number or vaiious securities that can be issued (See 
“Credit Facilities and Registration Stateinents ”) 

On August 15, 2007. due to extreme volatility in the cotnrnercial paper marltet, PEC borrowed $300 million under 
its $450 nullion RCA and paid at maturity $200 inillion of its 6 80% First Mortgage Bonds On September 17, 2007, 
PEC used $1 50 million of available cash on hand to rcpay a portion or tlie anount borrowed under the RCA. On 
October 17. 2007. PEC repaid the remaining $150 nullion of its RCA loan using available cash on hand 

PUTUFtE LIQUIDITY AND CAPITAL RESOURCES 

PEC’s estimated capital rcquircments for 2010. 201 1 and 2012 are approximately $1.5 billion to $1 6 billion. $1.6 
billion and $ 1 4 billion. respcctively. and priinarily reflect conslniction expenditures to support customer growth, 
add regulated geiiention and upgrade existing facilities as discussed in Progress Energy “Capital Expenditum ” 

PEC expects to fund its capital requirements priinarily tlxougli a combination of intenially generated funds, long- 
tenn debt. preferred stock andor contributions of equity froin the Parent In addition, PEC has a $450 million credit 
facility that supports tlie issuance of conuiiercial paper Access to the connnercial paper niarlcet and the utility 
nioney pool provide additional liquidity to help meet PEC‘s working capital requirements. 

Over tlie long tertii. mecting the anticipated load growth \wIl requur: a balanced approach, ~ncluding energy 
conservation and efficiency programs. development a id  deploy inelit of new energV teclmologies, and new 
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generation, tiansnussion and distribution facilities. potentially including new baseload generation facilities in  the 
Carolinas toward the end of the nest decade This approach will require PEC to make significant capital 
investments See Progress Energy ”Introduction - Strategy” for additional infomiation. PEC may pursue joint 
ventures or similar arrangements with third parties i n  order to share some of the financing and operiltional risks 
associated with new baseload generation 

PEC has on file willi the SEC a shelf regislration statement under wluch it niay issue an unliniited number or anionnt 
of various long-tenn debt securities and preferred stock 

The following table sIiows PEC’s capitalization ratios a1 December i 1 

2009 200s 
Coininon stock equity 55.2Yo 53.SO/u 
Preferred stock 0.7% 03% 

~ _____._______ 
_ _ _ ~ _ _ _ _ _ _ -  Total debt 44.1% 45.4%) 

See the discussion of PEC’s future liquidity mid capital resources. ~nclud~ng f~nanc~al niaiket niipacts, undei 
Progress Energy and see Note 11 for further information regarding PEC’s debt and credit facility 

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS 

See discussion under Progiess Energy, “Contractual Obligations” below. and Notes 22A, 22B a id  22C for 
information on PEC‘s off-balance sheet m-rmigements and contractual obligations at Dcceniber 3 1 .  2009 

GUARANTEES 

See discussion under Progress Energy and Note 22C for a discussion of PEC’s guarantees 

MARKET RISK AND DERTVATIVES 

Under its risk management policy. PEC may use a variety of instruments. includmg swaps, options and fonvard 
contracts. to inanage exposure to fluctuations in coniniodity prices and interest rates See Note 17 and Item 7A, 
“Quantitative and Qualitative Disclosuies About Miiket Risk.” for a discussion of iiiarltet risk and derivatives 

CONTRACTUAL OBLIGATIONS 

PEC is party to nmnerous contracts and arrangements obligating it to make cash paynients in future years. These 
contracts include financial arrangements such as debt agreements and leases. as well as contracts for the purchase o l  
goods and services. I n  most cases, these contracts contain provisions for price adjustments, iiriniiiiuni purchase 
levels and other financial coinniitnients The coiiunitiiient amounts in the following table are estiinates and therefore 
will likely differ from actual purchase amounts. Further disclosure regarding PEC’s contractual obligations is 
included in tlic respective notes to the PEC Consolidated Financial Statements. PEC takes into consideration tlie 
future coinmitnients when assessing its liquidity and ruture financing needs. 
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The folloi\.ing table reflects PEC's conkictual cash obligations and other conmercial conimihnents at  December .? 1. 
2009. i n  the respective periods in which they are clue. 

More Ilia n Less than 
(111 Imlllons) 
Long-tern1 debt'" (See Note 11) 
Interest payments on long-term debt'b' 
Capital lease obligations (See Note 22B) 
Operating leases"' (See Note 22B) 
Fuel and purchased powel'") (See Note 22A) 
Other purchase obligations (See Note 22A) 
M i i ~ i i i ~ i i i  pension funding requirements (" 
Oilier postrebrenient benefits'f' (See Note 16A) 
Uncertwi tau iTositions@' (See Note 13) 

Total 
$3,715 

2.04 1 
16 

800 
9.82.3 

630 
573 
200 
- 

1 year 
$6 

180 
2 

25 
1 .445 

381 
55 
15 
- 

1-3 years 
$500 

361 
4 

41 
2.374 

213 
255 

34 
- 

3-5 years 
$400 
275 

10 
96 

1.946 
30 

164 
39 
- 

5 years 
'$2.809 

1.225 

638 
4.058 

6 
99 

112 

- 

- 
~ t l i c r  coiiuiiihnents"" 105 13 26 26 30 

$2.122 $3.808 $2,986 $8.987 
pp ~~ 

Total $17,903 

PEC's maturing debt obligations are generally expected to be repaid with cash from operations or refinanced with 
 ne^ debt issuances in the capital marltets. 
Interest payments 011 long-tenn debt are based 011 the interest rate effective at Deccmber 3 1 ,  2009 
Amounts iiiclude certain related executory cost coiiuiubnents 
Fuel and purchased power coninutments represent the majority of PEC's remaining futiirc conuiiitinents alter its 
debt obligations Essentially all of PE,C's Fuel and certain purchased power costs are recovered tl~rougli cost- 
recovery clauses in accordance with state and federal regulations and therefore do not require separate liquidity 
support 
Represeiits the projected ~iiiiuinum required contributions to the qualified pension mists for a total of 10 years 
These amounts are subject to change significantly based on factors such as pension asset earnings and market 
interest rates 
Represents pmjected benefit payments for a total of 10 years related to PEC's postretirement health and Me plans 
These amounts are sulject to change based on ractois such as experienced claims and geneial health care cost 
trends 
IJncertain tax positions of $59 iilillion are not reflected in tlus table as PEC cannot predict when open income tax 
years will be closed wiUi completed exanunations. It is reasonably possible that the total amounts of PEC's 
uilrecoguixd tax benefits will decrease by up to approxiinately $10 lidlion during the 12-niontli period ending 
December 3 1. 20 10, due to expected settlements. 
By NCIJC order. in 2008, PEC began tiansi tioning North Carolina jurisdictional aniounts currently retained 
internally to its external decomiiussioning ruiids. The tnnsitioii of the original $1 31 million niust be complete by 
Deceniber .3 1. 2017. and at least 10 percent must be transitiotied each year. 
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Thc nlfomiation requircd bv this item IS incorporated hcretn b) iefcrencc to the Iollowng pofions of Progress 
Encrgy’s MD&A of Financial Condition and Results of Opcrations, insofar as they relate to PEF “Results of 
Operations.” “Application of Cntical Accounting Policies and Estimates.” “Liquiditv and Capital Resources” and 
“Other Matters ” 

The followig MD&A and the niforniation incorpoiated herein by rereleiice contain fonvard-looking statements that 
Involve estinialcs. pojections. goals, forecasts, assumptions. risks and uncerlmitm that could cause actual results or 
outcollies to differ inatenally froin those expressed in  the fonvard-looking statements Plcase rewcw “Safe Harbor 
foi Fon\wd-Looking Statements“ and Item 1 A, “Risk Factors.” for a d~scussion of the factors that may Impact any 
such foi-\liard-loolung shtcinents made lierein 

LIQUIDITY AND CAPITAL RESOURCES 

OVERVIEW 

._ PI+ has pnmanly usecl a conibination 01 Ucbt scciuiues. equity ConlnUiiUons iroin illc i%itm. c o v  , <  L c 

its revolving cicdit agreenieiit for liquidity iiceds 111 excess of cash provided by opcistions PEF also participates in 
the utility money pool. ~ v h ~ h  allows PEC and PEF to lend and borrow to and froni each other 

See discussion of PEF‘s credit rahngs in Progress Energy “Credit Rating Matters ’* 

PEF expccts to have suffment rcsoiirces to meet its future obligahotis through a combination of mternally generated 
funds. conuncrcial paper borrowings. money pool borrowings. its credit facility. long-tenn debt, preferred stock 
and/or contiibutions of cquity froni the Parent 

CASH FLOW DISCIISSION 

Net cash providecl by operating activities for 2009 increased wlien compared with 2008 The $1 086 billion increase 
i n  opentiiig cash flow was primarily due to a $365 inillion increase in the recovery of deferred fuel costs due to 
higher fuel rates: a $323 nullion paynient iuade in 2008 to counterparties for collateral associated with derivative 
contracts and $190 million net refunds of cash collateral in 2009. See discussion of PEF‘s fuel cost recovev in 
Progiess Energy “Futurc Liquidity and Capital Resources ” The change in derivative collateral assets \\’as primarily 
driven by the ~elativc fair values o l  our cominodity derivative instninients (See Note 17A) 

Net cash provided by opemting activities for 2008 decreased wlien compared with 2007 The $748 million decrease 
in operating cash flow w a s  priniarily due to a $331 nullion decrease in the recovcry of fxiel costs driven by the 
under-recovey of luglier fuels costs in 2008: $323 nzillion of cash collateral paid to comiteipartjes on derjmhe 
contracts in  2008 coinpared to $47 million in net refunds of cash collateral in 2007: and an $87 nullioii increase in 
inventory purchascs. primarily driven by coal price increases and an increase in emission allowances purchases See 
discussion of PEF‘s fuel cost recovery in Progress Energy “Future Liquidity and Capital Resources.” The cllange in 
derivative collateral assets was priinarily driven by the relative fair values of our coniniodily derivative instiunients 
(See Note 17A) 

In 2009. net cash used by investing activities increased $S9 nullion when compared with 200s The increase Ui cash 
used by investing activities was primarily due to a $149 million decrease in settlements of advances to al?iliates and 
a $35 million increase i n  nuclear fuel additions, partially onset by a $103 million decrease in property additions. 
The decrease in propcrty additions was driven by decreases in environmental compliance spending and completion 
of the Bartow Plant repowering project. partially offset by an increase in expenditures for nuclear projects. 
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In 2008. net cash used by investing activities increased $3 7 million when coniparcd with 2007 The increase 111 cash 
used by investing aciivitics was primarily due to a $338 nulliot~ increase in capital expenditures for utility property 
additions. pai-tially offset by a $298 nullion dccrcase from changes in advances to affiliated coinpanies Tlie increase 
in capital expenditures for utility property additions was primarily driven by a $360 inillion increase in 
environmental coinpliaiice espenditures and a $109 nullion increase in nuclear project expenditures. partially offset 
by a $65 iiullion decrease related to repowering the Bartow Plant to more efficient natural gas-burning teclmology 
and a $52 nullion decrease related to the Hiiies 4 racility, which was placed in service in 2007 

Fiiiniicin? .;I ctivi/ies 

Net cash provided by financing activities decreased $995 million for 2009 when conipared to 2008. Tlie decrease in 
cash provided by financing activities was primarily due to PEF’s $1 475 billion iii net proceeds from issuance of 
long-term debt in  2008. outstanding coiiunercial paper issuaiices of $3 71 iiullioii in 2008, and repayment o€ 
commercial paper outstanding of $371 million i n  2009. partially offset by rcceipts of $620 million in contributions 
from the Parent in 2009 and $532 million long-term dcbt retireinents in 2008. 

~~ 

Net cash provided by fjnanciiig activities incieased $781 nullion for 2008 iidie11 compared to 2007 The increase in -~ 
cash provided by financing activities was priniarily due to PEF‘s $1 475 billion in net proceeds froiii isstiaiicc of 
long-tcmi dcbt and outstanding coinmercial papet issuaiiccs of $3‘71 inillion in 2008. partially offset by $739 million 
111 net procccds lroiii tlie issuaiicc of $750 million of long-tenii debt 111 2007 and a $443 ~iulhon increase in long- 
t e m  deb 1 rct i rcinei its 

In 2009. PEF did not issue or retire long-term debt 

On Fcbnt;iry 1. 2008. PEF paid at maturity $80 iilillioii of its 6”875% First Mortgage Bonds with available cash on 
hand and commcrcial paper borrowings 

On March 12, 2008. PEF ainetidcd its RCA willi a syndication of financial institutions to extend llie termination date 
by one year The estcnsion was effective on March 28. 2008 PEF’s RCA is  no\^ scheduled to espire on March 2SI 
201 1 

On June 18; 2008, PEF issued $500 million of First Mortgage Bonds, 5 65% Series due 2038 and $1 000 billion of 
First Mortgage Bonds. 6.40% Series due 2038 A portion of the proceeds was used to repay PEF’s utility money 
pool borrowings and the ~-cmaitung pmceeds iwrc placed i n  teinporxy inveskiients for general corporate use as 
needed On August 14. 2008. PEF redeemed tlie entire outstanding $450 nullion principal amount of its Series A 
Floating Rate Notcs duc November Id. 2008. at  100 percent of par plus accrued interest. Tlie redelliptioil was 
funded with a portion of the proceeds from the June 1 8, 2008 debt issuance. 

On November 18. 2008. PEF: the Parent, as a well-known seasoned issuer. and PEC filed a combined shelf 
registration stateincnt with the SEC. wlucli became effective up011 filing with the SEC. The registration statemiit is 
eflective for three years and does not liiiut tlie aiiiount or number of various securities that can be issued. (See 
“Credit Facilities ancl Registration Statements ”) 

On July 2. 2007. PEF paid at maturity $85 million of its 6 81% Medium-Term Notes witli available cash on hand 
and coiiiinercial paper borrowings On September 18, 2007. PEF issued $500 million of First Mortgage Bonds. 
6 35% Series due 2037 and $250 nullioti of First Mortgage Bonds. 5.80% Series due 2017 The proceeds were used 
to repay PEF’s utility money pool borrowings and the remaiiider \vas placed in teliiporav iitvcstinents for general 
corporate use as ncedcd. 

FUTURE L,IQUIDITJ’ AND CAPITAL RESOURCES 

PEF‘s estiinated capital requirements for 2010. 201 1 ancl 2012 are approsiiiiately $0 9 billion to $1.0 billion. $0 9 
billion, and $0 7 billion. respectively. and piiiiiarily reflect construction expenditures io support customer growth, 
add rcgulatcd generation. upgrade existing facilities a id  add environniental control facilities as discussed in Progress 
Energy “Capital Espenditures .. PEF’s estimated capital requirements include potential nilclear construction 
expenditures for Levy Forecasted potential nuclear construction eqmiditures are dependent upon. and may vary 
significantly based upon. tlie decision to build. regulatory approval schedules, tinung and escalation of project costs, 
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and the percentagcs of joint ownership. Becausc of anticipated schedule shifts. we anticipate anicnding the EPC 
agreement (Sce discussion i n  Progress Eneig!; “Other Matters - Nuclear - Potential New Construction“), and tlie 
lorecasted ci1pikil expenditures i-cflect the anticipated impact o l  such ainendnient Lf Levy is deferred or cancelled. 
PEF may incur contract suspcnsion. tennination andor exit costs The magnitude of these contract siispcnsion, 
tennination and exit costs cannot be detemiined at tlus time, and. accordingly. are not included in  forecasted capital 
exyenditui-cs Potential nuclear construction expenditures are subject to cost-recovey provisions in the Utilities’ 
icspective ,jurisdictions Forecasted potential tiuclear construction expenditures for 20 10. 20 1 1 and 20 12 include 
approximately $70 million, $30 million and $30 inillioi1 respectively, ol  pizconstniction expenditures. which are 
eligible for recoven! uncler Florida’s nuclear cost-recovery rule 

PEF expects to fund its capital rcqumnients priinaiily through a coinbination of intenialh generated runds, long- 
terni debt. piererred stock and/or contributions of eqiiity lioin the Parciit In addihon, PEF has a $450 nullion credit 
facility tliat supports tlic issuance of coinnierctal paper Access to the coiiitnercial papcr niarket and the utility 
inonel’ pool provide addibonal Iiquiditl to help ineel PEF’s woilmg capital requtieinents 

At December 3 1. 2009, the cuircnt portion 01 PEF’s long-teini debt was $300 nullion. which we expect to fund with 
1n11-)10. --I ~ _ _ _ - ~ - - _ _ _ ~ _ - - ~  

Over the long term, mceting the anticipated load growth will requlre a balanced approach including energy 
conselvat ion and cfliciency plogrilms. dcvclopment and deployincnt of new energy teclmologcs. and new 
generation. transiiiission and distilbution fiicilities, potentially including new baseload generation facilities in 
Florida Tlus approiich w i l l  require PEF to make sigtilficant capital imwtments PEF may pursue jo~nt  ventuies or 
sitiular arrangemcnts witli tIi11d piKtlCs 111 orcler to slxue some o l  tlie financing and opcntional nslss associated wiUi 
new baseload gcnerabon 

PEF has on file wi th  Uie SEC a sliclf registration statement Luidcr n~liicli 11 niay issue an uillniiited nuniber or ainonnt 
of various long-term dcbt securities and preferred stock 

The following table shows PEF’s capitalimtion ratios at  December 3 1 

2009 200s 
Coininon stock cqiiity -19.1 Y o  41 1% 
Prcferred stock O A Y O  0 1% 
Total dcbt 50.5% 58 5% 

Sec the discussion 01 PEF‘s littiire Iiqmdit\i and capttal resources. including fil1iuiclal maiket Impacts. under 
Progress Energy and see Notc 1 1 for fui1hcr inlormatton regaicbng PEF’s debt and credit fiicthty 

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS 

See discussion undct Progress Encrgy and Notcs 22A. 22B and 22C lor infomiahon on PEF’s off-balance sheet 
anangemcnts and contractiial obligations at December 3 I 2009 

MARKET RISK AND DERIVATIVES 

1Jnder its risk management policy. PEF may use a v,uiety 01 instruments. including swaps. options and fonvard 
coI1trilCts. to innnage cxposure to fluctuations in commodity prices aiid interest rates See Note 17 and Item 7A. 
"Quantitative arid Qua1itatii.e Disclosures About Market Risk.” for a discussion of niarket risk and derivatives. 
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ITEM 7A OUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARIET RISK 

We arc c\posecl to vanous iisks rclatcd to changes i n  iiiarltct conditions Maikct risk reprcseiits the potential loss 
ailsing fiom ad\ else cliangcs i n  iiiaiket ratcs and prices We Iiavc a risk inanagciiicnt coiiunittec that includes seiuor 
e\ecuhves fiom vai IOW busincss groups The risk iiianagement committee IS responsible for adniiiiisten~ig nsk 
iiiaiiageiiient policics and moiutonng compliance with those policies by all subsidlanes Under our risk pollcy. we 
niay use a variety of iiistnumcnts. including swaps. ophons and loward contracts. to manage exposure to 
fluctuafions i n  coininodity prices and inteiest rates Sucli instnimcnts contain cizdit iisk to Llie edent that Ihe 
counterparty fails to pcrfonii under the contract Wc iii~ii~iiiize such risk by peifoniuiig crcdit and financial revicnrs 
using a coniblnation of financial anal\ sis and publiclv available ciedit rahngs of such countciparties (See Note 17) 
Both PEC and PEF also have limited counteipartlr exposure lo1 coiiiiiiodity hedges (primarily gas aiid 011 hedges) by 
spreacliiig concentration risk 01 cr a nuiiibci of counterparhes 

The following disclosuics aboui market risk contain lon\wd-looking statciiients Ihat involve estmiates. piojcctioiis. 
goals. forecasts, assumptlons risks and unceitainucs that could cause actual results or outconies to diffcr iiiaterially 
from those e\presscd i n  the 1 oi-n ard-looking statemcnts Please review Item 1 A. “Risk Factors.“ and “Safe Harbor 

__ fnr Fonv- J ‘  ‘ ‘ r n d l s c l l s s l o n n T 1 S  t bat Ilia\’ llllD2lCt ai? Such fo~ \~~d- lOo lUI~g  ___ 
statements made heiein 

Ccitain niarltct risks are iidiercnt i n  our financial instiuments. which anse lion1 liaiisactions entered into i n  tlie 
iioriiial coursc of busincss Our piiiiiaw e\posuies are changes i n  interest rates \ijitli respect to our long-tenii debt 
aiid coiniiiercial paper. fluctuations i n  the rettun on marketable seciuihes with iespcct to oiir NDT funds. changes i n  

the market value of CVOs and changes i n  encrgy-rclated coiiimodit~ prices 

These fiiianclal instniments arc licld for purposes othcr than trading The nsks discussed below do not include the 
price iislts associated w t l i  noi~iiiancial iiistniincnt transachons and positions associated with our operations. such as 
purchase and sales commitments a n d  invciitory 

PROGRESS ENERGY 

INTEREST RATE RISK 

As part of our dcbt portfolio managcment and dailv cash inanagemcnt we have variable rate long-term debt aiid 
typicalllf have coiiuneicial papei and/or loans oiitstaiidiiig under our RCA facilities. which are also cqosed to 
floahng interest rates Appro\imatelv 9 pcicent and IS peicciit of consolidated debt had variable rates at December 
3 1.2009 and 2008. icspcchvely 

Based on our variable rate long-term dcbt balances at Dcceiiiber 3 1. 2009, a 100 basis point change 111 interest rates 
would result in ai annual pre-tax interest expense change of approximately .R 10 nullion Based on oiir short-term 
debt balances at December 3 1. 2009. a 100 basis point change in  intercst rates \vould rcsult in an  insigi$icant aiuiual 
pre-tax interest expense change 

From tiiiie to time. we use interest rate derivative iiistninients to adjust the nux between fixed and floating rate debt 
in our debt portfolio. to mitigate our csposure to interest rate fluctuations associated with ceitain debt iiistruiiients 
aiid to hedge interest rates with regaid to future fixed-rate debt issuances 

Tlie notional amounts of iiitcrest ratc derivativcs are not exchanged and do not represent csposure to credit loss. 111 

tlie event of default by a counterparty. {lie exposure in tlie transaction is the cost of replacing tlie agreeiiicnts at 
current iiiarket rates 

We use a iiuiiiber of models and metliods to detcriiunc interest rate risk e\posure and fair value of denvative 
posihons For rcportriig purposes f a i l  I allies and e\posurcs of denvain c psitloiis are deternuned as of the a i d  ol  
the reporting period using the Blooiiibcrg Financial Markets systein 

In accordaiicc 1111 GAM.  interest ntc den\ a t l i  es Uia t  qualLjr as hedges are scparated into one o l  two categories 
c;ish Ilow liedges or h r  valiie licdges Cat11 flow hedges are used to reduce exposure to cliangcs in cash flow due to 
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fluctuating intercst ra ta  Fair value hedges arc used to reduce exposure to changes i n  fair value due to interest rate 
changes 

The following tables provide inforination at December 3 1.  2009 and 2008. about our interest rate risk-sensitive 
iiistruiiients The tables present principal cash flows and weighted-average interest rates by espected maturity dates 
for the fixed aiid variable rate long-tenn debt and Florida Progress-obligated mandatorily rccleemable securities of 
trust. The tables also include estimates of the fair value of our interest rate risk-sensitive instruments based on 
quoted niarltet prices for tlicsc or similar issucs For interest rate fonvard contracts. the tables present notional 
amounts and weighted-average interest rates by contractual mandatory termination dates for 20 10 to 2014 and 
thereafter and the related fair value Notional amounts are used to calculate the scttlement amounts under the interest 
rate foi-\vard contracts See Note 17 for iiiorc ii~forniation on inteiest rate derivatives 

December 31,2009 Fair Vnlae 
December 31, 

(dollars i n  millions) 2010 2011 2012 2013 2014 Thereafter Total 2009 

Rsed-rate long-tern1 debt $306 S1,OOO $950 $825 $300 $7,864 $11,245 $12,126 - I “LL‘ 
I ,? I I , 1 0 1  - - -~ -  - _ _ _ - _ ~  *,:v “ . I& /” 

Variable-rate long-term debt S l00  - - - - $861 $961 $96 1 

Debt to iiftilia ted trust‘”) - - - - - s309 s309 $31 5 

Interest rate foi~vard 

Average interest rate 0.730/” - - - - 0.45 ‘/a 0.48 ‘/a 

Interest rate - - I - - 7.10% 7.10% 

con tracts(”) $75 $150 $100 - - - $325 $19 
Average pay rate 3.48% 4.03% 4.07% - - - 3.91% 

FPC Capital I - Quarterly Income Plefcrred Securities 
Notional amount of 10-year roi-~v;iid stalling su~aps are categonred by m a i d a t o ~ ~  cash settlement date 
Rate is 3-monUi London Intel B a d  Offcred Rate (LIBOR). \vhich was 0 25% at December 3 1. 2009 

(b) 

During January 2010. Progress Energy cntered into 9; 175 inillioii notional o l  fonvard starting swaps to mitigate 
exposure to interest late risk in anticipation of hiture debt issuances. including $75 iiullioii notional at PEF. 

At December 3 1, 2009. Progress Energy had $325 niillion notioiial of open fonvard starting swaps. including $100 
inillion notional at PEC and $75 million notional at PEF 

Deceinber 3 1,2008 Fair Value 
1)ecember 3 1 

(dollars in nullions) 2009 2010 2011 2012 2013 Therealler Total 2008 

Fixed-rate long-tenn debt $- $306 $1,000 $950 $825 $6;265 $9,346 $9,909 

Average interest rote - 4 53% 696% 667% 4 96Y0 6 21?4 6 17% 
Variable-rate long-temi debt - $100 - $100 - $861 $11061 $1,061 

Debt to affiliated trus?’) - - - - - $309 $309 $290 
Average interest rate - 5 20%~ - 252% - I 90%) 2 27% 

Interest rate - - - - - 7 10% 7 10% 

contr:lcts”) $450 - - - - - $450 $(65)  
Average pay rate 4 26% - - - - - 4 26?4 

Interest rate ronvrutl 

(c j Average receive rate - - - - - Ccj 

‘”) FPC Capital I - QuateIIv Incoine Prefcrred Securities 
(bJ Notional amount of 10-J ear fonvard starting swaps are categorized by inandator\! cash settleincnt date 
(’) Rate is 3-month LIBOR. wluch was 1 4 3% at December 3 1. 200s 

114 



(':tsc' No. 2011-124 
S ~ ; I ~ ~ - ~ - ~ ) R - O ~ - O O Y  iv sttit&mr~~t 
(Progress Iimergr) 
I'agr 115ofZGY 

At Deceniber 3 1, 200S, Progress Energy had $450 million notional of open foiwird starting swaps. including $250 
million notional at PIX. At December .3 1. 2007. Piogress Energy had $200 million notional of open foiward starting 
swaps, all at PEC 

MARKETABLE SECURITIES PRICE RISK 

The IJtilities inaiiitarii trust funds. pu~suant to NRC ~cqurrc~iicnts. to hind ccrtain costs of decoiii~iiissio~i~~ig their 
nuclear plants These funds are priinaiily invested i n  stocks. bonds and cash equivalents. wh~ch are exposed to price 
fluctuafions i n  equity maikcts and to changes in intercst rates At December 3 1. 2009 and 2008. the fair \ alue of 
these funds was $1 367 billion and $ 1  089 billion. respeclivcl\i. Including $871 inillion and $672 nullion. 
respectively. for PEC aiid $496 nullion and $417 null~on. respectively. for PEF We aclrvely monitor our portfolio 
by benchmarlmg the perfoimance of 0111 investments again~t cei tam indices and by mamta~iung, and pciiodicall~~ 
reviewing. target allocation percentages for vanous asset classes The accounting for nuclear t lecom~n~ss~oi i~~ig 
recogiuzes that the Iltilihes' iegulated electnc ntes provide foi ~ccovery of tliesc costs net of any tinst fund 
earnings, and, Lherefore, fluctuations 111 tiust fund marltetablc secuiity I etnriis do not affect earnings See Note I 3 for 
further Inforniatlon 011 the h-tist fund secuiities 

CONTINGENT vT~EEFBE~EA~NSMARICET VAL- RISK 
__ - ___-- 

In comicchon with the acquisition of Floiida Piogress, the Paient issited 98 6 mdlioii CVOs Each CVO rcprescnts 
the right of Lhc holder to receive cont~ngcnt payments based on the pelror~iiance of four synthetic fuels fac 
purchased by subsidiaries of Florida Progress i n  October I999 The paynients are based on the net after-lax cash 
flows the facilities geiierate The CVOs ale derivatives and are recoiclcd at Palr value Iliuealired gains and losses 
from changes In fair value are recogiwcd i n  eariuiigs We perrorni sensihvitv analyses to estimate our c\posurc to 
the market risk of the CVOs The sensitivity aiialysis perfonnecl on the CVOs uses quoted pnces obtained from 
brolters or quote sen'ices to measurc the potentA loss in earnings from a hvpothetical 10 percent adverse change 111 

market prices over the lied 12 months At December 3 1 ,  2009 aiid 2008, the CVO liability included 111 other 
liabilities and deferred credits 011 0111 Consolidated Balance Slieets was $1 5 nullion and $34 mill~on. respectively A 
hypothetical 10 peicent increase III the Decenibei 31. 2009 market pncc would resilt 111 a $2 million increase in the 
fair value of lhe CVOs and a corresponding incrcase In the CVO liabilitv 

COMMODITY PRICE RISK 

We are exposed to the effects of inarlcet fluctiiatio~is in  the price of nat-ural gas. coal. fuel oil. electricity and oilier 
energy-related products marketed and pwchascd as a result of our ownership of eneigy-related assets. Our exposure 
to these fluctuations is significantly limited by the cost-based regulation of the Utilities. Each stale comnussion 
allows electric utilities to recover certain of tliese costs tlirough various cost-recowry clauses lo the extent die 
respective coniiiussioii deternunes that such costs are pixident Therefore. while there may be a delay in the timing 
between ~vlieii these costs are incurred and wlien these costs are recovered from the ratepayers. changes from year to 
year have no material impact on operating results. In addition, most of our long-term power sales contracts shift 
substantially all fuel price risk to the purchaser. 

Most of our physical c o n ~ i i o d ~ h  contracts aic not dcrn ah\ es or qualif? as norinal purchases or sales Therefore. 
such coiltracts are not recorded at fair I alue 

We perronn sensitivity analyses to estiinate our exposure to the mnrl<et risk of our derivative conuiiodity 
instruments that are not eligible for recoveiy from ratepayers The following discussion addresses the stand-alone 
coiiiinodity risk created by these derivative commodity instniinents. without regard to the offsetting effect of the 
underlying exposure these instniments are intended to hedge The semi tivity analysis pcrforined on these dcri\.aliYe 
conunodity instruments uses quoted prices obtained from brolccrs to ineastire (lie poteritial loss in  eaniirigs from a 
Iiypothetical 10 percent adverse change in iiiarlcet prices over the next 12 monihs. At December 31, 2009 and 2008. 
substantially all derivative commodity instrument positions were sub,ject to retail regulatory treatment 

See Note 17 for additional inforination with regard to our commodity contiacts and me of dcrivati\ c financial 
instmiients 



Derivative products. primarily natural gas and oil contracts. may be entered into from tinic to time for economic 
hedging puiposes. Wlule nianagenient believes the econonuc hedges nutigate esposurcs to fluctuations in  
commodity prices. these instnunents are not designated as hedges for accounting purposes and are monitored 
consistent with trading positions 

The IJtilities have derivative instruments related to their exyosure to price fluctuations on fuel oil and natural gas 
purchases Substantially all of these instruments receive regulatoq; accounting treatment Related unrealized gains 
and losses are recorded i n  regulatory liabilities and regulatoiy assets, respectively, on the Balance Sheets until the 
contracts are settled (See Note 7A). After settlenient of the derivatives and the fuel is consumed. iealized gains or 
losses an: passed tluough the fuel cost-recovery clause During tlie years ended December 3 1, 2009. 2008 and 2007. 
PEC recorded a net realized loss of $76 million, a net realized gain or $2 million and a net realized loss of $9 
million, respectively. During tlie years ended Deceniber 31. 2009. 2008 and 2007. PEF recorded a net realized loss 
of $583 million. a net realized gain of $172 inillion and a net realized loss of $46 nlillion. respectively 

Certain of our hedge agreements ______I m y  result in tlie receipt of. or posting of, derivative collateral with - our 
counterpartics. depending on the claily denvatwe position Fluctuations in conuiiodit~ prices tliit lead to our rcturn 
of collateral received and/or our posting of collateral with our counteiparty negatively impact ow liquiditjf We 
manage open positions \villi shict policies that liinit our e s p o s ~ ~ e  to niarltct risk and require dsilv repoi tuig to 
nianagenient of potential financial eqosures 

At Deceniber i 1 ~ 2009, the fair value of PEC‘s conunodity derivative instruments was recorded as a $2S million 
short-term derivative liability position included in derivative liabilities and a $62 nullion long-tenn derivative 
liability position included in other liabilities and dererred credits on tlie PEC Consolidated Balance Sheet At 
December .3 1, 2008> Uie fair value of PEC’s conuiiodity derivative insLrunients was recorded as  a $45 million short- 
tenii derivative liability position included in clerivative liabilities and a $54 million long-term derivative liability 
position included in other liabilities aid deferred credits on the PEC Consolidated Balance Sheet Certain 
counterparties have held cash collateral in support of these iiistrunients PEC liad a cash collateral asset included in 
prepayments and other current assets of $7 million and $IS million on the PEC Consolidated Balance Sheet at 
Deceniber 3 1. 2009 and 2008. respectively. 

At December 31 ~ 2009, the fair value of PEF’s coniniodity derivative instrunients was recorded as an $ 1  1 million 
short-terni derivative asset position included in prepayments and otlier current assets. a $9 nullion long-term 
derivative asset position included in other assets and deferred debits. a $161 million short-term clerivativc liability 
position included in current derivative liabilities, and a $174 million long-term derivative liability position included 
in derivative liabilities on the PEF Bdaiice Sheet At December 31, 2008. tlie fair value of PEF’s commodity 
derivative instruments was recorded as a $9 million short-tenn derivative asset position included in prepay inents and 
otlier current assets, a $1 million long-term derivative asset position included in other assets and deferred debits. a 
$3S0 inillion short-term derivative liability position included in current derivative liabilities. and a $209 inillion 
long-term derivative liability position included in derivative liabilities 011 the PEF Balance Sheet Certain 
counterparties have Iicld cash collateral in  support of these instruments Changes in  natural gas priccs and 
settleinents of financial hedge agreenients since December 3 1. 200S> have impacted the amount of collateral posted 
with counterparties. PEF’s cash collateral asset included in derivative collateml posted on tlic PEF Balance Sheet 
was $139 nullion at December 3 1. 2009. conipared to $335 nullion at December 3 1. 2008 

The IJllities designate a portion of commodity denvative instnlnienls as cash flou hedges Fmni time to time \I e 
hedge e\;posure to market nsk associated \wth fluctuauons i n  the price 01 power Tor our forccastcd sales Reali/ed 
gains aid losses are recorded net i n  operating revenues We also hedge exposure to inaiket iisk associated with 
fluctuations in thc price of fiicl for fleet velucles Realized gains and losses are recoided net as part of flcct vehicle 
costs At December 31, 2009 and 2008. neither we nor the Utilities had mateiial outstanding posilons in such 
contracts The ineffective poiQon of conuiiodily cash flow hedges was not niatenal to our or the Utilities results of 
openlons for 2009.200s aid 2007 
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At December 3 1. 2009 and 2008, the amount recorded in our or the Utilities. accumulaled other conipreliensive 
income related to coniniodity cash flow hedges was not inaterial 

PEC 

PEC has certain market risks inherent in its financial instruments. wliicli arise from transactions entered into in the 
norm1 course of business PEC‘s primary exposures are changes in interest rates with respect lo long-term debt and 
coniinercial paper, fluctuations in the return on inarltetable securities with respect to its NUT funds and changes i n  
energy-related coniiiioclity prices 

The infoiiiiation required by tlus item is incorporated herein by reference to Progress Energy‘s Quantitative and 
Qualitative Disclosures About Market Risk insofar as it relates to PEC 

INTEREST RATE RISK 

The following tables piovide iilfoimation at December 31. 2009 and 2008, about PEC’s interest rate risk sensitive 
111s. 

~ _ _ _ _  

Fair Value 
December 31, 

Ei\ed-rate long-term debt $6 s- $500 $400 $- $2,189 $3,095 $3,352 

Variable-rate long-term debt - - - - - $620 $620 $620 

Interest rate torward 

December 31,2009 

(dollars in millions) 2010 2011 2012 2013 2014 Tlierenfter Total 2009 

Aveiage interest rate 6.30% - 6.50% 5.13% - 5 63% 5.75% 

Average interest rate - - - - - 0.45% 0.45% 

coiitracts‘”’ - - $100 - - - $100 $8 

Average receive rate - - 

Nohonal aniount or 10-jrear fonvard startmg swaps are categorized by n m d a t o ~ ~  cadi settlement date 
Rate 1s 3-nionlh LIBOR. wlucli was 0 25% at December 3 1 .  2009 

Average p:iy rate - - -#.07% - - - 4.07% 
(b) - - w - 

“’ 
( h )  

At Deccniber 31,  2009. PEC had $100 inillion notional of open fonvard starting swaps to mitigate e\;posure to 
interest rate risk i n  anhcipahon of future debt issuaices 

December 3 1,2008 Fair Value 
December 3 1, 

(dollars ill Illllhons) 2009 2010 2011 2012 2013 Tliercalicr Total 2008 
Fixed-rate long-term debt $- $6 5- 5500 $400 $1,990 52.896 Ih ? .O7O 

Average mterest rate - 6 30%) - 650% 5 13% 5 86% 5 87% 
Variable-rate long-tenn debt - - - - - 3620 $620 $620 

Interest rate fon\w(~ coiltract?) $250 - - - - - $2511 X(35) 

Average niterest rate - - - - - 2 01% 2 01% 

Average pay rate 4 18?‘0 - - - - - 4 18% 
Average receive rate fi) - - - - (11)  - 

‘*’I Nohonal aniount of 10-year fonvard starting swaps are categorized by iiiaidatoq cash setllenient dale 
(b) R ate 1s 3-month LIBOR. whch was 1 43Yn at December 31,2008 
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At Dcceinbcr i 1 ,  200s and 2007, PEC had $250 iiullioii nolioiial and $200 million notional. respectively. of open 
fonvard starting swaps to mitigate eqiosure to interest rate r i s k  i n  anticipation of future debt issuances 

COMMODITY PRlCE RISK 

PEC is exposed to tlie eKccts of maiket fluctuations i n  the price of natural gas, coal, fuel oil, electricity and other 
energy-rclated products riiarkcted and purchased as a resull of its owiierslup of energy-related assets. PEC‘s 
esposure to these fluctuations is significantly liniited by cost-based regulation. Each state coiiuiiission allows 
electric utilities to recover certain of tliese costs Ulrougli various cost-recovery clauses to tlie estent tlie respective 
commission deteniiiries that such costs are pnident. Therefore, wlule there m y  be a delay in  Uie timing between 
when these costs are iiicurred and wlieii tliese costs are recovered from Uie ratepayers, changes from year to year 
liave no material impact on operating results PEC inay cngage in limited economic licdging activity using electricity 
financial instrtinieiits See “Commodity Price Risk’ discussion under Progress Energy above and Note 17 for 
additional infomiation with regaid to PEC’s commodity contracts and use of derivative financial instnunents. 

PEF 

PEF Iias certain market risks inherent in its financial instntments, wlucli arise from transactions entered into in the 
normal course of business PEF’s piiinary ~XIJOSUICS are changes in interest rates with respect to long-term debt and 
coiiiinercial paper, fluctuations in tlie retwii on marl~etable securities wiUi respect to its NDT funds, and changes in 
energy-related commodity prices 

Tlie inforiiiaaon required by tllis item is incorpontcd herein by reference to Progress Energy’s Quantitative and 
Qualitative Disclosures About Maikct Risk insofar as it relates to PEE 

INTEREST ium RISK 

Tlie following tables provide infomiation at December 3 1. 2009 and 2008. about PEF’s interest n t c  risk sensibvc 
i nstniments 

December 31, 2009 Fair Value 
December 31, 

(dollars in millions) 2010 2011 2012 2013 2014 Thereafter Total 2009 

Rwd-rate long-term debt $300 $300 s- $425 $- $2,925 $3,950 $4,252 
6.06% 5.85% Average inteiest rate 4.50% 6.55% - 4.80% - 

Veriable-rate long-term debt - - - - - $241 $241 5241 
Average interest r:ite - - - - - 0.47% 0.47% 

Interest rate forward 
- I - $75 S5 con tr:icts(”) $15 - - 

Average pay rate 3 48% - 
Average receive rate 0,) - - 

- - - - 3 48% 
- - - (b) 

“” 

I b r  
Noboiial amount of IO-year fonvard stafing swaps are categorized by mandatory cash settlenicnt date 
Rate is 3-month LJBOR. wluch was 0 25% at December 3 1.2009 

During January 20 10. PEF entered into a $75 inillion notional 10-year fonvard starting swap to mitigate esposure to 
interest rate risk i n  anticipation of future debt issuances. 
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At December 3 1. 2009. PEF had $75 inillion notional of open fonvard starling swaps lo niitigate cxposure to interest 
rate risk in  anticipation of future debt issuances 

December 3 1,2008 Fair Value 
December 3 1 ,  

(dollars in iilillions) 2009 2010 2011 2012 201.3 Therealler Total 2008 
Fixed-rate long-tenn debt $- $300 $300 $- $425 $2,925 $3,950 $4,305 

Variable-rate long-temi debt - - - - - $24 1 $24 1 $24 1 
Average interest rate - 4 50?6 6 65% - 4800/0 606% 585% 

Average interest rate - - - - - 163% 163% 

At December 3 1.2005 and 2007. PEF had no open fonvard starting swaps 

COMMODITY PFUCE RISK 

PEF IS exposed to the effects of inarket fluctiiations in the price of natural gas, coal, rue1 oil, electricity and other 

exposure to these fluctuations is sigiuficantly li~iutcd by its cost-based regulation The FPSC allows PEF to recover 
certain Iilel and purchased poivcr costs to the cstenl thc FPSC deterniines that such costs are pnidcnt Thererore, 
wllile here may be a delay in tlie timing betwecn when these costs are incurred and when these costs are recovered 
from the ratepayeis. changes froin year to ycar have no inaterial impact on opemting results See "Coimnodity Price 
Risk'' discussion under Progress Energy above and Note 17 for additional iilIbrniation with regard to PEF's 
commodity coiltracts and use of derivative financial Iiistrulnenls 

1- PEE'" 
-1 " 
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ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

Tie  following financial statcmciits. siipp1ement;iq data and financial statement sclicdules arc includccl herein 

Progress Energv, Inc. (Progress Energv) 

Consolidated Statements of Income for the Years Ended Dcceniber 3 1. 2009. 2008 and 2007 
Consolidated Balance Slieets a t  Deccniber 3 1. 2009 ant1 2008 
Consolidated Stateiiicnts of Cash Flows for tlic Years Ended Dcceinber 3 1. 2009. 2008 and 2007 
Consolidated Stateiiients of Changes 111 Total Eqiuty foi tlic Years Eiidcd December 3 1, 2009, 

Consolidated Statements of Comprehensive liicoiiie for the Years Ended December 3 1. 2009. 

Repoit of Independent Registeied Public Accounting Ftriii 122 
123 
124 
125 

2008 and 2007 126 

2008 and 2007 127 

_____--__--" 
Carolina Power & Light Coini)anv d/b/a Progress Energv Cai-olinas, Inc. PEC) 
Report of Iiidependeiit Registered Public Accounting Finn 
Consolidated Stateiiieiits of Income for Uic Ycars Ended December 3 1, 2009, 2008 and 2007 
Coiisolidated Balance Slieets at December 3 1, 2009 and 2008 
Consolidated Statemciits of Cash Flows Poi tlie Years Ended December 3 1. 2009, 2008 and 2007 
Consolidated Statements of Clianges in Total EquitV for tlie Ycars Ended December 3 I ,  2009, 

Consolidated Stateinelits of Coiiiprchensive Income for the Ycars Ended December 3 1, 2009. 

129 
130 
13 1 

2008 and 2007 132 

2008 and 2007 132 

Florida Power C O I - ~ O I * ~ I ~ ~ O I I  tl/b/iI PIW,~~,~CSS Energv Floritfa, Lnc. (l'EJT) 
Repoii of Independent Rcgistered Public Accounting Finn 
Statements of Income for thc Years Eiidcd Decembcr 3 1. 2009. 2008 and 2007 
Balance Sheets at Deccmber 3 1. 2009 aid 2008 
Statements of Cash Flows for tlie Years Ended December 3 1. 2009. 2008 and 2007 
Statements 01 Changes 111 Common Stock Equitv for the Years Ended December 31, 2009. 2008 

Stateiiients of Comprehensive Incomc for Lhe Years Ended Dcceinber 3 1.2009. 2008 and 2007 

133 
134 
135 
136 

and 2007 137 
137 

Conibmcd Notes to tlie Fi~iaiic~al Statements foi Progress Encrgy, Inc , Carolina Power & Light 
Company d/b/a Progress Energy Carolinas, Iiic aiicl Florida Power Corporation d/b/a Progress 
Energy Florida. Iiic 

Note 1 - Organization and Suiiiiiiaiy of Significant Accounting Policies 
Note 2 - New Accounting Standards 
Note 3 -Divestitures 
Note 4 -Property, Plant and Equipment 
Note 5 -Receivables 
Note 6 - Iwentory 
Note 7 - Regulatory Matters 
Note 8 - Goodwill 
Note 9 - Equity 
Note 10 -Preferred Stock oT Subsidiaries 
Note 11 - Debt and Credit Facilities 
Note 12 - Iweshnents 
Note 13 - Fair Value Disclosures 
Note 14 - Income Taxes 
Note 15 - Contingent Value Obligations 
Note 16 -Benefit Plans 

120 

1.38 
144 
146 
149 
153 
154 
154 
164 
164 
170 
171 
175 
176 
183 
191 
191 



Note 17 - Risk Management Activities and Derivatives Tmiisactions 
Note 18 - Related Party Transactions 
Note 19 - Financial Inforination by Business Segment 
Note 20 - Other Income and Other Expense 
Note 2 1 - Enviroiiiiiental Matters 
Note 22 - Coninlitnierits and Contingencies 
Note 23 - Condensed Consolidating Slatenients 
Note 24 - Quarterly Finaiicial Data (Unaudited) 
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203 
21 1 
212 
214 
2 14 
215 
226 
235 

Each of the preceding combined notes to the finaiicial stateiiients of the Progress 
Registrants arc applicable to Progress Energy. Iiic but not to each of PEC and PEF The 
rollowing table sets rortli wliicli notes are apphcable to each ol PEC and PEF 

Registrant Al)l)licable Notes 

PEC 1, 2.4 through 7. 9 tluougli 14. 16 llirough 18, 20 tluougli 22 

PEF 
.-.- - . 
1 .  2.4 tluougli 7. 9 tlu-ougli 14. 16 through 18, 20 tllrougli 22 
and 24 
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REPOK'I' OF INDEPENDENT REGIS1'EKE:D PUBLIC ACCOUNTING FIRM 

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY. INC 

Wc have audited tlie accompanying consohdated baliuicc sliccts of Progicss Eneigy. Inc and its subsidiarics (the 
Company) as of Decenibei 3 I .  2009 and 200s. and the related consolidated statemcnts of income, comprehensive 
incoinc. cliangcs in total equity. and cash flows foi each of tlie thi-ec years in the pciiod cndcd Deccnibci 31. 2009 
Our audits also includcd tlic consolidated financial statement schedule listed in  the Index at Iteni 1 5 These financial 
statemcnts and financial statement schedule arc the responsibility of the Conipanv's managciiient Our rcsponsibilitv 
is to express an  opinion on tlie financial statcinents and financial statement scliedule based on our audits 

We conductcd 0111 audits 111 accordance with tlie standards of the Public Company Accounting 0 x 1  sight Board 
(United States) Those standards ieqmic Uiat wc plan and perlorin the audit to obtain leasonable assumice about 
\vhether the financial statements arc free of niatcnal misstatcmcnt An audit includes examining. on a test basis, 
cwlencc supporting the amounts and disclosures i n  the fiinncial statcinents An audit also includes assessing the 
accounting principles used aid sigiuficant estmates made by maiagcmcnt. as well as evaluating the overall 
financial slateinen1 presentatioii ___I__ We believe that our audits provide a reasonable basis -___- for our opiiuoii 

In o w  opinion. such consolidated financial statements present fairly. in all niatenal respects. the financial posiuon of 
Progress Energy. Inc and its subsidiaries as of December 3 I. 2009 and 2008, and tlie results of their operations and 
their cash flows foi each of the tlme ycars i n  thc period ended December 3 1. 2009, i n  coigoniuty w U i  accounting 
principles generally acceptcd i n  the IJmted States of Anierica Also. in our opinion such consolidated financial 
statement scheclde. when considered i n  relation to the basic consolidated financial stateiiients taken as a whole. 
presents fairly. in 1111 niatenal iespects. the inforiiiation set foizh theicin 

_____---__ -- 

We havc also anditcd. in accordaiicc with tlic staiidards of the Public Company Accounting Oversight Board (United 
Stales). thc Company's intcmal control over financial reporting as of December 3 1> 2009. based on the criteria 
established i n  I!?ter/?d Corifrol - I/ifegrnfec/ Frn/l/eli,di issued by tlie Committee of Sponsoring Organizations of 
tlie Trcadw:ay Coiimiission. and our report dated Febiuaiy 26, 2010. esprcssed an unqualified opinion on tlie 
Co1iii>iliiy's internal control over financial reporting. 

/s/ Dcloittc 13 Toiichc I.,L,P 

Raleigh. North Carolina 
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PROGRESS ENERGY. INC 
CONSOLIDATED STATEMENTS of INCOME 
(in millions esccpt per sharc data) 
Yeais ended Deceinbci 3 1 2009 200s 200‘1 
Operating revenues $9,885 $9.167 $9.153 
Operating e\penses 

Fuel uscd 111 electric generation 
Purchased power 
Operation and maintenance 
Depreciation. amorl17atioii and accrctioii 
Taxes other than on iiicoiiie 

3,752 3.02 1 3.145 
911 1.299 1.184 

1994 1.820 1.842 
986 839 905 
557 508 50 I 

13 ( 3 )  -3 0 Other - _- 
Total operating eilienses 8,113 7.JS-I 7,607 

Opera t i ng income 1,772 1,6S3 1,546 
Other income (expense) 

Intcrest l1lCOlllC 14 24 34 
A1low;uicc for equity funds uscd duiing coiislruction 124 122 5 1  
U l l ~  ---6----- 

144 129 7s 

lilterest cliarges 718 679 605 

A . 1  __- 

- Total other income, iiet - 
Interest chit rges 

Allowance for borrowed funds used during construction (39) (-10) (17) 
Total interest ChilrgeS, net 679 639 588 

Income tx\ expense 397 395 334 

Discontinued opel-atioiis, net of‘ till (79) 58 (206) 

Net (income) loss attributable to noncontrolling interests, iiet of tax (4 ( 6 )  8 
Net income iittributiBbk to controlling interests $757 $830 $504 

- 
lnconie from continuing oper:itions before income tal  1,237 1,173 1.036 

lncoine froin continuing oper;itions 840 77s 702 

Net income 761 836 496 

Average conimon shares outstanding - basic 279 262 257 
Basic itnd tlilutetl eitl*nings coininon Sliitre 

hicome from continuing operations attnbutable to controlling intcrests. 
net of ta\ $2.99 $2 95 $2 70 

Discoiitiiiued operatioils attnbutable to coiitrolliiig interests, liet of tau (0.28) 0.22 (0.74) 
Net iiicoiiie attiibutable to controlling iiiterests $2.71 $3 17 $1 96 

Dividends declillrd per common sh;1re $2.480 $2465 $2 -I45 
Aniouiits attributable to controlling interests 

Iiicoiiie from continuing operations attributable to coiitroll~iig interests. 
net of t m  $836 $771 $693 

Discontinued operatioi7s attributable to controlling uitciests. iiet of lax (79) 57 (189) 
Net iiicoiiie attnbutable lo controlliiig interests $757 $830 $504 

See iVoie5 10 Pi-ogres 5 Eiieiyy, I N  Corisolitin~etl Fii inimd S1nteiiieiif.s 
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PROGRESS ENERGY. INC 
C:ON SOI,II>IU ED 1% A LAN C X  S 1 I IS 151-S 
(iii millions) 
Decelnbcl 3 I 2 0 w  2008 
ASSETS 
{Jtility plant 

Utility plant in  service S28,918 326,326 
Acciimriliited depreci:itioii (1 1,576) (1 1.298) 

litility p1;iiit in  service. i ict 17,342 15,028 
I-Icld Ibl l i l t i l l  c LlSC 47 38 
Construction work iii progress 1,790 2,745 
Nucle‘ir fiic.1. n e t  ol ,iiiioiliLatioii 5 s  482 

Total utility plmt, net 19,733 18,293 
Curt elit iissets 

Caih ‘Illd CdS11 cqul\‘llenl\ 725 I80 
Receivables. i i e i  800 867 
hl\‘elltol-)’ 1,325 1,219 
Reguldon ,i\set? 142 5 3 3  
Iki Iv‘ltl\’e colldlclnl po\ted 146 353 
Income t a x \  rcceiv,ible 145 194 
1’rep.i) metit\ .uid other ciiirciit ,icset\ 248 I54 

3.531 3.520 
1)rferrcd ilcbits nncl other .isset5 

I~eglllntol-)J .1\9eti 2,179 2,567 

hliscellncieoui ollicr properly md iiive\triicnt\ 438 446 
Good\\4l 3,655 7.655 

Nuclear dccomiiii\\ioniiig tni\t liitids 1,367 1,089 

Ollier assets and defeised dehils 333 303 
‘1ol:iI tli~ferrecl debits and other assets 7,972 8,060 
‘TOklI ossets S31.236 $23,873 

CAI’ITALIW’TION AND LI.U3ILITIES 
Coninion stock equity 

Coiimioii s~ock witliorit par \mliie. 500 inillioii slimes aiithorized. 281 

IJiicnnicd I7,SOI’ shares (1 niillioii slims) 
i\cciiiiiiil:itd o11ier compwliciisive loss 
Retained enniirigs 2,675 2.622 

Total coni~iion stork equity 9,449 8,687 
N oncuut rolliu e iu 1 rips1 s 6 6 

Totiil cquih 9,455 8,693 
I~ref‘erretf stock of‘ subsidiaries 93 93 
Long-lcrni clcbt, :illili:ite 272 212 
Long-term cIe&iiet 11,779 10,387 

Tot;iI wpitalinition 21,5!w 19,445 
Curreiit liabilities 

Ciin.~.iit poitioii 01 lorig-lenii debl 406 - 
Sholl-tellll debt 140 1,050 
.4ccoullts p;l\~Dble 835 912 
Interest acciuod 206 167 
Dividelids declared 175 I64 
Ciu;tonici deposits ,300 282 
Dei ivative liabilities 190 493 
Accnied conipeiis;ition mid other henelits 167 193 

239 225 Other cii i ici it liabilities 
2 . 6 9  3,486 

Noiiciiirwt iiicoiiie tas lizibilities 1,1% XI8 
i\cciiiniil:itetl dcreii ed iiivcstnient tas crcdits 117 127 
Regiilalo~y liiihililies 2,510 2,181 
Assel rotireiiicnl obligations 1,170 I ,47 1 

Capital lcnse obligntioiw 221 23 1 

niillioii and 264 iiiillioii s11;ues issiird and oiilsttuiding. respeclively 

- 
.- Toto1 current linbilities 

1)eferrrtl credits :intl other lial)ilities 

Accii icd pciisioii mid other beiielits 1,339 1.394 

Ikivntive I inbililiw 240 269 
Other linbilitics and deferred ci eclits 1% 25 1 

Total deferred credits and other liab 6$79 6,942 

‘Told rspitalizn tion rind lisbilities S31,236 $29.873 
C:onimitnicnts :ind contingencies (Notes 21 iiiitl 22) 

&eifiatei tof‘rogfes~ ~ f i l e f , g ’ ,  rnc ~017so/r~/ufeo’Ff~?toilcf~l/ ~ t a l e l f f e ~ l t ~  



Clse No. 2011-124 
Stiiff-DR-01-009 iv ottiirhnieiit 
(I'rogress tlncrgy) 
I'iige 125 of 269 

PROGESS E m R G Y .  INC 
CONSOLIl>..\'l-EI) S'l-A'I'ISI\lISNTS ol'Ct\\SH I;LO\\'s 
(in millions) 
Yenis ended December 3 I 

Operiitiiig iirtivities 
Net income SI61 $X36 $496 

-. 

2009 2008 2007 - 

Adjnstnicnts to I econcile net inconic to net ciisli providcd bv upcrating iictivitics 
Depreciation. mortization aiid nccretion 
Defcried income taxes and iii~es~nieiit 1:is credits. net 

Deferred fuel cost (ciedil) 
Defened income 
Allow;nice for equity Iiiiids nsed during constniclioii 
1,oss (goin) 011 siiles of :issets 

Other iidjnstnients io net inconie 
Ciish providcd (used) by changes in  upcrating ;issets and liabilities 

Receivables 
Inventory 

Incon1e taxes. net 
Accounts p:iynhle 
Other cuirent I iab i I i I i d s  

OUier assets :ind delen ed debits 
Accnicd pcnsion a i d  other benelils 
Orlicr liabilities a i d  deferred creclils (56) 24 62 
Net rasli provicled by opefiitiiig eclivities 2,211 1.218 1,252 

Iiivesthig activities 
Gross property odditions (2,295) (2.333) (1.973) 

Nuclear fiiel ndditioiis (201)) (222) (228) 
Proceeds from sales of discontiniied operations a i d  other assets. net olc:ish divested 1 72 675 
I'urchases of n\'nilahIe-roi-sale securities and other in\wtnients 
I'roceeds froiii mailnblc-rot -sale seciirities iuid other nivestnients 

(2,350) (1.590) (1.41 3 )  

2,314 1.534 1.452 
Other investing nctivitics (2) (2) 30 

Net cisli used by investin2 iirtivities (2,532) - (2,541) (1,457) 
liinancing activities 
Issuance of coninion stock 
Dividends paid on coiiinioii stock 

623 172 151 

(693) ((542) (627) 
Pnymrnts of short-terni debt with UI igini~l maturities greater t l inn  90 days (29) (176) - 
I'roceeds from issuiincc of short-temi debt with originul mnturitics greater tlinn 90 days - 29 176 
Net (decrease) inci ense i n  slioil-tei ni debt 
Proceeds rroln issuance of long-ten11 debt. net 
Retirement of long-temi debt 
Cash distributions to noiicoiitrolling interests (6 )  ( 8 5 )  (10) 

(26) -..I____. 

Other liiiancing activities 14 

Net iiirrnist (clerre;ise) in r:isli nnd c:isli rquiv;ilenIs 545 (75) (10) 

65 
Net cnsli provided b? liniiiiring srtivities 806 1.248 I95 -. 

Cash ni id  rasli rqiiivnlmts at beginning of yesir 1 XU 255 265 
Cash niid cnsli equiv:ilents al eiiil of'ye:ir. $725 51x0 5255 

Supple~iienlal disclusiiru.s 
Cash paid during the yeai 

Interest. net of miioiint capi1:iIized s701 S612 55XS 
Inconic taxes. net ol rdiindx 87 I52 I76 

Signilicant nonc:isli trans:lctions 
Capital lcnse oblig:ltioti inciirred 
.-\cciiied property additions 

- - 1 x2 
252 374 129 

(384) 14 - Asset retirenient obligation additions and cstiinate revisions - 
See  voter to Progieir I3wigy: Inc Coiirolrdureu'I;,iniricinl Stnreineut r 
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PROGRESS ENERGY. INC 
CONSOLIDATED STATEMENTS of CHANGES i n  TOTAL EQUITY 

Collmlon Stock Accumulatetl 
Olllstlndlng Ullca~lled Otlier 

FSOP Comprehensive Iiehuictl Noncontmlltlig Total 
(in nulhons except per share Jato) Shares Amouiit Shores (Loss) Income Eomuigs Interests E y i @  

Balance, December 31 ,2006 256 $5,791 S(50) $(49) 52,567 $10 $8,269 
- 406 504 (8) Net income - 

0th compreliensive uicoiiie 15 - I5 
AdJ~lStllle11t to uiltlally applp FASR 

(2) 
46 

- - - - 105 
- - - 28 

71 

- 
- - _. 

- - - - 
- - - 

Interpretation No 48 (2)  
Issuance of shares 4 46 
Stock ophons exercised 105 
Allocation o i  ESOP shares I5 1 3  

- - - - Stock-based compensation expense 71 
Diviclends (52 445 per slime) - - (631) - (631) 
Sale or subsitllary SIWS to 

iioiicontrollmg iiiteresls 37 17 
nt- l l l l P l P d ~  -____-” - - - - (10’) ( ID)  
Contribuhons front noncontrolluig 

mterests - 52 52 
OUier trailsactioils 3 3 

(34) 2,438 84 8,479 
- - 830 6 836 

Balance, December 31 ,2007 260 6,028 (37) 
Net iiicoiiie 

- - - (82) 
- - - 1 3 1  

Other comprehensive loss - (82) 
Issuance oi shares 4 131 - 

1 Stock ophons exercised 1 
Allocation of ESOP slimes 13 12 25 
Stock-based con?pensn tioii expense 7 3  - 13 
Dividends ($2 465 per share) - - - (646) - (646) 
Distributions to noncontrolluig interests - (85) (85) 

uiterests 2 2 

- 

- - - - 

- - - 
- - - - 

- 

- - - - 

- - - 

- - - 

- - - 

Contribuhons from noncontrollmg 

Other transactions - 

Balance, December 31, 2008 264 6,206 (25) (116) 2,622 6 8,693 

- 29 
- - - - 623 

21 
I 36 

- - - - 
- - - ( 1  1 ( 1 1  

Net income‘“) - - - 757 - 757 
Other comprehen\ive income - - 29 - 
Issuance of sliares 17 623 
Allocation of ESOP shares 8 13 
Stock-based compensation eipense 36 

Distributions to noiicontrolling 

- - - 
- - - 

Dividends ($2.480 per share) - - - (704) - (704) 

(1) (1) I interests - - - 
1 1 Other transactions - - - - 

Balance, December 31,2009 281 56,873 S(12) $(87) $2,675 $6 $9,355 

(a’ Consolidated net income of $76 1 million includes $4 million attributable to preferred shareholders of subsidiaries. which 
is not a component of total equity and is excluded from the table above. 

See Note.s to P Y O ~ I W S  B t e i g :  hic Corrsolitlntetl Firiaitcid Stotersrertt s 
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PROGRESS ENERGY. INC 
CONSOLIDATED STATEMENTS of COMPREHXNSIVE INCOME 
(in millions) 

2009 2008 2007 Y L ~  ended December 3 1 
Net income SI6 1 $836 $496 

-- 
Other comprclicnsivc income (loss) 

Reclassification adjustments included in net income 
Change in cash llow hedges (net of tax expeiise o l$4 ,  $2 mid $3, respectively) 
Change in u~uecog~uzed  items lor pension and other postretirement benefits (Iiet o i  tls 

expense ol' $ 3, $1 and $1 ~ respectively) 
Net unrealized gains (lasses) on cash flow hedges (net of tax (espetise) benefit ol' 

Net unrecognized items 011 pension a id  other postretirement benelits (net o i  tax 
$( 1 O), $24 and $8, respectively) 

(expense) benefit of $(l), $29 and $( IG) ,  respectively) 
1 (1) 

O tbc r  comprehensive incollie (loss) 29 (82) 15 
Comnrchensive inconie I90 754 51 1 

- Other (net of tax benefit of$-; $1 and $ 3 ;  respectively) 

s 
Co~nprel icnsive income ;ittril)iit;ible to cont~olling intei cbt) 9786 $74 8 $519 
- - Coinpd icns ive  (inconic) loss ;ittril)iitiible to noncont~ol l ing intciests, nct oft; i i  (4 ( 6 )  
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TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CAROLINA POWER & LIGHT COMPANY 
d/b/a PROGRESS ENERGY CAROLINAS, INC 

We liave audited tlic acconipaiiying consolidated balance sheets of Carolina Power & Light Company c W a  Progress 
Encrgy Caiolinas. Iiic and its subsidiaries (PEC) as of Deceinbci 3 1, 2009 and 2008. and the rclatcd consolidated 
stateinents of income. comprelicnsive income, changes 111 total equity, and cas11 flows for each of the tllree wars 111 

the penod ended December 3 1, 2000 Our audits also mcludcd the consolidated fiiiancial staleiiicnl schedule listed 
111 tlie Indc\ at Iteiii 15 Tliese financial statements and financial stateincnt schedule arc the responsibility of tlic 
Company's manageiiicnt Our responsibility IS to c~press  an  opiiuon on the finaiicial slatcments arid financial 
statement scliediile based on our audits 

We conducted our audits in accorduice with the staiiilards of tlie Public Coiiipany Accounting Oversight Board 
(United States) Those standards require Ihat we plan and perform [lie audit to oblain reasonable assumnce about 
whether the financial statemcnts ale free of inaterial misstateincnt PEC is not requircd to liave, no1 wcrc we 
engaged to perform, an  auclit of its internal co~itrol over financial reporting. Our audits iiicliided consideration of 
intcnial control ovei financial reporting as a basis Tor clcsig~u~ig audit proccdures that aic appropriate in the 
circumstances. but not foi the purpose of expressing an opinion on tlie efkctiveness of PEC's intctnal control over 
financial reportmg Accoidinglip. \\ c esprcss no such opiiuon An audit also includes euanuning. on a test basts. 
evidence supporting the ainorrnts aiid disclosires in the fir~?ncial statements. assessing the accounting principles 
used aiid sigmficanl estiniatcs made by management, as well as evaluating tlie o\~cra11 financial statciiient 
presentation We believe that our audits provicle a reasonable basis for our opinion 

--_I_ 

II_ ____ 

In our opinion. such consolidated financi;tl statements present fairly, in all material respects. tlie financial position of 
Progress Encrgy Carolinas, lnc. and its subsidiaries as of Dcceniber 31, 2009 and 2008. and the results of their 
opentioiis and their cas11 flows for each of the three years in tlie period ended December 3 1 .  2009. i n  conformity 
with accounting principles generally accepted in tlie Uiuted States of Anierica Also. in our opinion. such 
consolidated financial statement schedule. when considered iii relalion to the basic consolidated financial statcments 
taken as a whole, presents fairly i n  all material respects the infoniiation set forth therein. 

/s/ Deloitte & Touche L,LP 

Raleigh. North Carolina 

February 26,2010 

128 



C':ise No. 2011-124 
S t 11 IT-1)R-0 1-009 i\ t i  1 tncli niciit 
( P r o p s \  Eiirrgy) 
Page 129 of 263 

CAROLINA P O W R  & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS. INC 
CONSOLIDATED STATEMENTS of INCOME 
(in ~ii~llions) 
Years cndcd December 3 1 2009 200s 2007 
Operating revenoes $4,627 $4.429 $4.385 
Operating expenses 

Fuel used in electric generation 
Purchased power 
Operation and maintenance 
Depivciation. amortizatioii and accretion 
Taxes other than on income 

1,680 1.346 
229 i 46 

1,072 1,030 
470 51s 
210 198 

.381 
i o 2  

,024 
519 
192 

I ( 5 )  (2) - Other - 
Totill 0l)eritting espenses 3,661 3.433 3.416 

969 - 966 996 Operikting inconic - 
- - _ - ~ _ I _ _ _ _  

Other income (eupense) 
Interest iiicoiiii 5 12 21 
Allowance for cquity funds used during construction 33 27 10 

Total other income, net 20 43 3 7 
Otlier, net (18) 4 6 

Interest charges 
Interest charges 207 219 215 
Allowance for borrowed fwids used during construction (12) (12) (5) 

Totill interest ch;lrga, net 195 207 210 
Income befo re income t 791 8.32 796 
Income t;u esl)ense 277 29s 295 
Net income 514 5 34 501 

Net income attributable to controlling interests 516 i 34 5 0  1 

- - Net loss attributable to noncontrolling interests, net of tss 

Prefen-ed stocli tlivitlend reqnirement (3) (3 (-2 
Net income available to parent $513 $531 $49S 

2 

See Noles to Progress Eiiergv Caroliims; Iiic Coiidrdatecl Fiiiaiiciol Statermiits 
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS. INC 
CONSOLID \ I ED I3 \ I A N (  '15 S1115L 1 S 
(111 niillions) 
December 3 1 2009 2008 

ETS 
tg plant 

Utility p h i t  111 senwe $16,297 $15 698 
Accuintilated deprcci,ition (7,520) (7,352) 

IJtility plant i i i  sen'ice, net 8,777 8,346 
Ileld for fiitiire use 11 3 
Con\truction work i n  piogiesi 702 660 
Nuclctir fiicl. net 01 miiorti~~ition 396 376 

Tot.11 utility plant, net 9,886 9.385 
Current iissrts 

C.1sh 'Illd L ' d C I l  equ'\'.Ilents 35 18 
Recciv~ibler, nct 442 502 
Receivd~lcs lroiii diili,itcd comp,iiiio 33 29 
Notes I e c e ~ ~ b l c  froin .IfTtlinted co1iip~111e~ 204 55 
Iilvcllloly 677 633 

88 207 
----m----- ----%-- 

Prepayinents aid otlicr cuireiit assets 61 28 
1.570 

Regiil,iton, ,is.;ots 873 1.243 
Niicl~.,ir decoinmtssroii~iig tnist liinds 871 672 
hliscellniieous othei property   rid investments 199 197 
Otlicr nsrcts dnd defei~ed d c b i l ~  95 98 

Total tlefei red debits m t l  otlicr assets 2,038 2.210 
Total .issets $13,502 $33,165 

- ~ _ _ _ - _ - - _  

-- Total current a s r t s  ___ 1,578 
Deferred debits ;in11 otliri :wets  

CAP1 r.\LlZATI ON ..\N 1) lJlABILITIES 
C'o~wioii stock equity 

Coiiiniori stocl, \vitlio~iI pal vnlue. 200 c nil lion sIi.iies authoi Ized. 160 
ni~llion slimes r\sued mid oiitstcinding $2,108 $2.083 

Utiea ned I SOP coniiiioii stock (12) (25) 
Accumulilted other compielicn~ive lo%\ (27) (35) 

Tol:il coiitiiioii storl\ cquitj 4,657 4.30 1 
Noiicontrolliiig interests 3 -I 

2,588 2,278 .- Retained e,miiiigs 

Tohl equity 4,GGD 4.305 
Prcfe1 red storlr. 59 59 

Total r.ipitiiliriitioii 8,422 7,873 

Current portion of long-tcmi cicbt 6 - 
Short-ta 111 debt - 1 10 

I',iy,ibles to .iITili.ited coinp,iiiies 72 82 
Interest .~ccnicd 70 59 
Curtolllet deposll\ 95 82 
l>eriv.ilivc liabilities 29 82 
Accnied co~iipcns~it~oti a i d  otliei bciielits 86 99 
Other cuireiit Iiabilt~ies 50 74 

Total cuiiwit 1i.ibilitics 763 965 

Noiicunent income t.i\ Ii.ibilitres 1,258 1 . 1  1 1  
hccuini~l.~tcd defmed iii\e\tnient t,i\ credits 110 1 1 5  
Regul.itors Iiiibililics 1,293 387 
b s e t  retireniciit ohlig.itions 801 1,122 
Accnied peiision m d  other bciislits 708 856 

136 Other Iintiilities and deferred ciedits 
Tot.11 rleferied CI edits and othei liabilities 43 17 4.327 

Tot ii I cii pit al i i  ii t ioii iiiid lia bilit i cs $13,502 $13.165 

Long-tcrni debt, iirt 3,703 3.509 

Cui rriit liabilities 

Accounts p'ly'lble 355 377 

Dcfcrretl riedits ii i id other linbilities 

-- 147 

Coiii~i~if~~icnts arid roetiiicciicies (Notrs 21 .inti 22) 

See Notes to PI ogr err Er7erg~ Cmolinas Inc ConrolrdiitedFinancrnl Slntenrenlr 
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS. INC 
CONSOLIDATED STATEkIENTS of CASH FLOWS 
(I l l  illllllons) 

Years ended Deceiiiber 3 1 2009 2008 2007 

Operating activities 
Net uicoiiie $514 $534 $501 
Adlushiieiits to reconcile net iiicoiiie to net cash provided by operatmg activities 

Depreciation, amortiration and accretioii 585 61 6 608 
Defened iiicoiiie tales mid mvestiiiait ta\ credits. net 64 204 41 
L3elened fiiel cost (credit) 187 (71) 4 8 

I_ 

Allon~~i ice  for equitj fiiiids used tluring construction (33) (27) (10) 
Other ~ d J W h l ~ l l t S  to ilet ~ 1 ~ O I l l e  132 45 (37) 

Receivables 42 (61 (16) 
Receivables kom ciff~llated companies (4 1 3  (15) 
Inventory (56) (1 19) (10) 
Prepayments and other ctirreiit assets 11 4 (17) 
Income taxes, iiet 50 (116) (37) 
Accounts payable (18) 42 33 
Payables to affiliated compmies (14 1 1  (37) 
Other current liabllitles (19) 34 (29) 
Other assets and delerretl debits 17 7 (28) 
Accniml peiisioli mitl other beiielits (181) ( 3 1 )  (49) 
Other liabilities mid deferred credits 2 (24) 72 
Net cash provided by operating activities 1,283 1,001 1,018 

Cash provided (used) bv changes 111 operating assets and habihties 

_ _ _ _ _ _ _ ~ _ _ _ - _ _ _  --_______ _________- ~- 

Investing xtivities 
Gross property adtlitioiis (839) (760) (757) 
Nuclear fuel additions (122) (1 70) ( I  811) 
lhrchases o f  available-tor-sale sccunties mitl other investments (696) (682) (603) 
Proceeds from avmlable-lbr-s;lle secimties and otlier mveslments 642 626 622 
Changes ui aclvaices to affiliated c o ~ i i ~ ~ a i i e s  (149) (55) 24 
Other iiivestmg achvities 1 8 6 

Net ca\h u ~ d  by investing activitiw (1,163) (1,042) (892) 

Dividends paid on preferred stock (3) ( 3  1 (3) 
(143) Dividaids paid to piuait  (200) 

Net (decrease) uicrease i i i  short-tenii debt (110) 110 - 
Proceeds from issLk%ice 01 long-term debt. net 595 322 - 

Retirement of long-tenii debt (400) (300) (200) 

Contnbutioiis from pe i i t  15 15 21 
Other linancmg actlvltles - (16) (1) 

Net cash ~rred by financing activities ( 103) (26) - (172) 
Net increase (decrease) in cash and c:irli equivalents 17 (7) (46) 

Financing :icttvities 

- 

Cha11ges u1 advances from nllihatetl compames - (154) 154 

Cas11 and cash equivalents ;it beginning of year 18 25 71 
Cash :ind c;isIi q u i t  ;ilents :it end ofye:ir $35 $18 $25 

Suppleniental disclosures 
Cash paid tliimig the year 

Interest. net of amount c;1~)1tal17cd $171 $193 $210 
Iiiconie taxes. net ol refiiiids 144 21 1 291 

Accniml properl\, ntlditioiis 91 99 87 
Slgnlficant noncash tmn~cl lons 

Asset retirement obligation additloiis mid estuiiate revisions (386) ( 3 )  - 

See Notes to Piogirs> B i e i g l  Cui oliimr, hrc C70iirohrlcited Ftiiaiicial Stnrrineiifr 
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS. INC 
CONSOLIDATED STATEMENTS of’ CHANGES in TOTAL EQUITY 

Coininon Stock Uneruned Accumulated 
Olltstmldmg ESOP Othel 

Conuiion Comprehensive Retained Noiicontrolling Total 
Shares Amount Stock (Loss) Income fianungs interests Equity (m mllllons) 

Biliitice, Decenibet 31, 2006 160 S2.010 S(50) $(I) s1,404 $4 $3,367 
Net uicome - - - 50 1 - 50 1 
OUiei comprehensive loss - - - (9) (9) 

Interpretation No 48 - - - ( 6 )  - ( 6 )  

Stock-based coinpensahon e\pense 24 
Allocation 01 ESOP shares 20 13 - - - 33 
Preferred stock tliv~deiitls at  stated rates - - - ( 3 )  - ( 3 )  
Dividends paid to parent - - - (143) - (143) 
Tar, benefit dividelid - - - (8) - (8) 

- 

Adj~i~hiieii t  to nutially apply FASB 

- - - - 24 

Biliince, December 31,2007 160 2,054 (37) (10) 1,715 4 3,756 
Net mcome J2-t ~- - - -- ________ ~- - - - 
OUier comprehensive loss (25) - (25) - - - 

- 13 Stock-based coinpaisatloti C \ ~ C I ~ S C  13 
Allocat~oii 01 ESOP shares 10 12 - - - 28 
l’referred stock divtdentls at stated rates - - - ( 3 )  - (3) 

2 Tal  benefit dividend - 
Bil:ince, December 31, 2008 160 2,083 (25) (35) 2,278 4 4,305 
Net inconie - - - 516 (2) 514 

8 8 
- - 15 

- - - 23 

- - - 

- 2 - - 

- - Other compreherisi~~e income - - 
Stock-based compensation expense 15 
Allocation of ESOP sIiiire$ 10 13 
Diviclends piiid to parent - - - (200) - (200) 

(3) Preferred stock di\Sidends :it stated rates 
- - - (3) - (3) Tau betietit dividend 

- 1 1 Otliei transactions - 
Bal:ince, Deceinbet 31, 20W 160 S2,108 $(12) $(27) S2,588 $3 $4,660 

- - 

- ( 3 )  - - - 

- - 

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC 
CONSOLIDATED STATEMENTS of COMPREIENSNE INCOME 
(I l l  mllllons) 
Years ended Decciiiber 3 1 2009 2008 2007 
Net income S511 $534 $50 1 
Other compreiiensive iiiconie (loss) 

_. 

Reclassification ad]ushiiaits iiicludetl i n  net inroiiie 

Net unrealized gains (losses) on cash Ilow hedges (net 01 tau (expense) baicfit ol %3), 
- Change in  cash llow hedges (net 01 tax expense of $2 a i d  $1, respccbvely) 

$ 17 and $4, respectively) 5 ( 2 6 )  ( 5 )  
(4)  

Otlier coniprehensive iiicorne (loss) 8 (25) (9) 
Comprehensive income 522 509 492 
Comprehensive lo!+\ atti ibutable to nuncontrolling interests, net of tax 
Comprehensive income attributable to controlling interests s524 $509 $492 

3 1 

Other (lie1 01 tax benefit of $1) - - 

- - 2 

SW A‘orer io Piogie I I E i i l ~ p  Carohiinr, bic Coiisolitlrrre~~iiiffii~ial Smrenieiirs 
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IZEVORT OF INI)EPENI)EN'I' KEGISTEKEI) PUBLIC ACCOUNTING PI lUl  

TO THE BOARD OF DIRECTORS AND SHAREHOLDER OF FLORIDA POWER CORPORATION d/b/a 
PROGRESS E m R G Y  FLORIDA. INC 

We have audited the accoiiipaiiying balance sheets of Florida Power Corporation d/b/a Progress Energy Florida, Inc. 
(PEF) as of Dccciiiber 3 1. 2009 and 2008. and the related statements of income. comprehensive income, changes iii 
coiiiinoii stock equity. and cash flows for each of tlie tluee years ii i  the period ended December .31. 2009 Our audits 
also includcrl the financial stateiiient schedule listed in the Index at Item 1.5 Tliese financial statements and fiiiancial 
stateiiieiit schedule are tlie rcspoiisibility of the Coiiipaiiy's iiiariageiiient Our responsibility is to exyress a n  opinion 
on llie financial stateiiieiits and financial staleiiieiil schedule based on our audits 

We conducted our audits i n  accordmce with tlie standards of the Public Company Accounhng Oversight Board 
(IJiutcd States) Those standards require that we plan and perforiii the audit to obtain reasonable assumice about 
whether the finaiicial statements are flee of mateiial iiusstatement PEF is not iequired to liavc. nor were we engaged 
to perforin an audit of its lntemal coiit~nl over fiiiaiicial ieportiiig Our audits included considention of internal 
control over financial reporhiig as a basgfor-desigiuiig audit procedures that are appropriate in the circumstances. ~ 

bul not foi thc purpose of' expressing an opiiuon on the cffcchwness of PEF's iiitemal cont~ol over fi~iancial 
reporting Accordingly, we express 110 such opinion An audit also includes examining. oii a test basis, evidence 
supporhiig tlic aiiiounls and clisclosurcs 111 the fiiiancial statements. assessing tlie accountmg priiiciples uscd and 
signficant estiinates made by managciiient, as well as evaluating the ovei.all financial statement piesentation We 
believe that our audils provide a reasonable basis for our opiiiioii 

In our opinion. such IiIianclal statements present falrlv. i n  all inaterial respects. the fiiia~icial position of PEF as of 
Decciiiber i 1. 2009 aiid 2008. and the rcsulls of its operations and its cash flows for each of the three wars in the 
peiiocl ended Dccciiibcr 3 1. 2009. 111 coiIoniutv wit11 accounting pnnciples genemlly accepted ui the United Stales 
of Aincrica Also. i n  our opimoii. such financial statciiieiit schedule, wlieii coiisidered 111 relahoii to tlie basic 
financial stateiiients talteii as a whole. presents fairly i n  all iiiateiial respects the iilroriiiation set forth therein 

/s/ Deloitte &L Touche LLP 

Raleigh. Noith Caioliiia 

Februaq? 26. 20 10 
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, JNC 

(in millions) 
Years ended December 3 1 2009 2008 2007 

STATEMENTS of INCOME -_- 

Operiiting re\umues $5,251 $4:731 $4,749 
Operating expenses 

Fuel used in clcctric generation 2,072 1,675 1.764 
Purchased power (582 95.3 882 
Opention and inaintertance 839 813 831 
Depreciation. amortization and accretion 502 3 06 366 
Taxes other than on income 347 309 309 
Other 7 (5) 8 

Tot ill o p el-ill i 11 g cs p e11 ws 4,449 4,051 4,163 
Operating income 802 680 586 
Otliei- income lexi)eiise) 

Inteicst income 4 9 9 
Allowance foi equil\i funds used during constniction 91 9 i  41 
Othcr. nct 5 (10) ( 2 )  

Total other income, net 100 94 48 
Interest chiirges 

Interest charges 258 236 185 
Allowance for borrowed funds used dui ing construction (27) (28) (12) 

Total interest ch;irges, net 23 1 208 173 
lncoinr before income t i n  671 566 46 1 

209 181 144 Income t a l  e\pense _______ 
Net i iicoin e 462 385 317 
Preferretl stock (lividend requii-ement (2) (2) (2) 
Net inconie ilvilikible to parent $460 $383 $315 

- 
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FLONDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA. INC 
1)ALANCII SIlEEl s 
( i n  millions) 
IleeL'lllhCI 3 I 2009 2008 
AS SET s 
Utility pliirit 

I.itility plant in  sewice $12,438 $10.449 
,-\cctiniiilntcd dcprccintion (3,987) __ (3.885) 

Ulility plntit i n  seivice. net 8,451 6.564 
I-Ield f'or fiitui-e use 36 35 
Coiistriiclion \\wk iii piosress 1,088 2,085 

106 Nuc1e:ir fiicl. net of oiiioilizntioii -- I58 
Tot:il utility plant, n e t  9,733 8.790 

Cirr~ent nssrts 
Cash and cash eqiii~~~ileiits 17 19 
Receivnhies. net 356 362 
Reccivnhles from alTilinied conip;inies 8 I5 
in\~enloly 648 606 
Rcglllnloy assets 54 326 
L>eiiv:ilive co1l:itei ti1 posted 139 335 
L>cl;-ired inconic tnses SI5 74 

80 65 
'Jotal current iisscts 1,417 1.802 

1)efei rrtl tlebits mid h e r  assets 
Regiilator~ iissels 1,307 1,324 
Nuclciir dccoiiiiiiissioiiing triist hinds 496 417 
i\ 41sc~llaiieous '.., other propeily and iti\~cstnients 42 37 
Other assets and del>nsd debits I05 101 

'I'ofsl tlefrrrrcl debits ;ind other :issets I ,9 50 1.879 
Total assets $13,100 $ 12.47 1 

CAI'I'I'AL17,.\TION ANI) I,li\BlL1T1ES 
Coninion storli rquity 

Coininon stock williout par vdoe.  GO ~nillioi~ s1i:ires :111tIio1 ized. 
$1,744 $1.1 16 

,+.cciimulnted other coiiiprclieiisive iiiconie (loss) 3 (1 )  
Retiiiiied enmings 2,743 2.284 

Tots1 coninion stork equity 4,490 32.3 
Prrlrrretl stock 34 34 
Long-term debt, net 3,883 4.182 

Tot:,] c:ipitsliz:ition 8,407 7.6 15 

C h T e n t  poitiori of long-ionn debt 300 - 

Notes payable lo nl1ili;iled conipatiks 221 72 

C.'arrcnt lial~ililies 

Short-tertii dcht - 37 1 

i\ccoullt5 pnpilhlc 451 514 
P:iy:iblcs to al1ili:ited coiiip:iiiies 62 55 

Custonior deposits 205 200 
Derisniive liiibilities 161 380 
:\ccnied compeiisation and ollicr hc~ielils 53 65 

89 63 Other cuneot li;ihilitics I 

Total eorrcnt lisbililies 1,614 1.77 1 

Noncunwt i~icoiiie tns liabilities 767 614 
~\cc~iiiiiilated defen ed iiivcstiiieiit 1:is credits 7 12 
Ilegiilotory linhilitics 1,103 1,076 

Inteiest accrued 72 5 1  

I~cferrecl credits :inti otliri- li:ii~ilities 

Asset rctireiiimt ohligations 369 3 49 
t\ccnicd pciisioii nnci oilier henelits 395 494 
Capital Ie:iw obligntioiis 208 216 
11eriv:itive liiibilities 174 209 
Other liabilities mid tlcfcn ed credits 56 95 

Tot;il tIeIkrrc11 credils nntl otlieI1i:ibililies 3,079 3.085 

Tot:il rapil:iliz:ition :nit1 liabilities SI 3,100 $12.471 
Coniniitnients iintl  contin~encies (Notes 21 iintl 22) 

See ,\'olec. IO Piogiess Ei~eigi~Norru'n. IJIC f~ri~aiicral SlnferJreuiv 
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FLORIDA POWER CORPORATION c f i / a  PROGRESS ENERGY FLORIDA. INC 
STATEMENTS of CASH FLOWS - 
( I l l  mllllons) 
Years ended Ileceiiiber 3 1 2009 2008 2007 
Operating activities 
Net iiicoiiie $462 $385 $317 
Atllushients to reconcile net iiicoiiie to net cash povitled bv opcratmg activities 

Depreciation, aiiiortuatioii and accretion 527 320 385 
Deferred incoiiie tales mid mvestiiient tax credits iict 64 130 (44) 
Deferred T11el cost (cledlt) 103 (262) 69 
Allo\imce Tor equity Ivuitls iisetl dtmng construction (91) (95) (41) 
Other adjiistnients to net iiicoiiic 116 10 77 

Receivables (15) (26) (8) 
Receivables lioiii affiliatcd Loiiipiiiies 7 (7) 3 
Inventory (43) (122) (35) 
Derivative collateral posted 190 (323) 37  

Income ta\es. net (75) 
Accollllls payable (1 1) 48 43 
Payables to Htlillatetl companies I (32) (29) 
Other ciinait liabditics 1 (10) 35 
Other assets and  delcrred debits 4 (8) (44) 
Acciiiccl p i s i o n  and otlier bciieiits (83) (24) (20) 
Other liabilibes and defened credits (37) 52 I6 
Net cash provided by operating activities 1,137 - 51 799 

hivesting activitiec 
Gross property additioiis (1.449) (1,552) (1.214) 
Nuclear fitel additions (78) (-13) (4.1) 
Purchases of available-lor-sale secun ties and other iiivestmeiils (1,540) (782) (640) 
Proceeds Troiii available-lor-sale securities and odier mvestmeiits 1,545 784 64 0 
Changes 111 advances to alliliatctl compmiics - 149 (149) 

(6) ( 7) 5 
Net cash used by investing activities (1,528) (1,439) (1,402) 

Cash (used) provitletl by cliaiigcs in  operating assets mid liabilities 

~ A m - -  25 
3 - 

Proceeds Troiii sales 01 assets to all~liatetl coiiipaiiies - 12 - 
Other investmg activities 

_I 

I>ivitleiids paid 011 preienetl stock (2) (2)  (2) 

Retirement of long-tenii debt - (532) (89) 
Cha11ges 111 advances from c~flil~atctl c o q m e s  149 72 (47) 
Contributions froin pamit 620 
Other ikiaicmg activities (7) - 2 

Net decrease in c;ish mid cash equivalents (2) (4) 
1 19 23 23 
Cash and Ca5h equiv:ilents at end of year $17 $19 $2 ’i 

Fin:uicing activities 

Net (decrease) uicrease in short-term debt (371) 371 - 
Proceeds Iroiii isslimice ol loiig-teriii debt net - 1,475 739 

- - 

Net cash provided by fin m c i  ng :ictivi ties 389 1,384 603 
- 

Supplcmental disclosures 
Cash paid diirmg tlie yea1 

Interest. net 01 ~llllount c‘i]”tah/etl S228 $205 $149 
Income laws,  net ofieliuitls 184 52 1 84 

Capital lease obllgallon mc11rretl - - 182 
Accnied propert:, additions 156 231 238 

Sigiiiiicmt noncasli trailsaclion5 

SCi? J!/O/PY tO ~ ’ / U g / l ’ r r  i!z//?/g F/O/ /da, l / /c  Fl//o//cln/ S/n/l’n/C7/11r 
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORDA. INC 
STATEMENTS o f  CHANGES in COMMON STOCK EQUITY 

Con1mon Stock Accumlllalctl 
Outstanding Otlier I otal 

Comprcliensive Retained Comnion 
(In millions except shares outstanduig) Shares Amount (Loss) hiconie Eariungs Stock Equity 
Balance, December 31, 2006 100 $ 1,100 $ 0 )  $1,588 $2,687 
Net incoiiie - - 317 317 

(7) (7) Other comprehensive loss - 

Stock-based compensation e\pensc 9 - 9 

Prel‘eired stock d~v~dei ids  at stated rates (2) (2 ) 
(2) (2) Tax benefit dividend - - 

Balance, December 31, 2007 100 1,109 (8) 1,901 3,002 
Net income - - 385 385 

- 
- 

- - 

- Otlier coinpreliensive uicoiiie - 7 7 
Stock-based coiiipensatioii e\pciise 7 

Balance, December 31, 2008 100 l J 1 6  (1 )  2,284 3,399 

Other comprehensive income I 

Stock-based compensation expense 8 
Contributions from parent 620 - - 620 

(2) (2) Preferred stock dividends :it stated rates - - 
(1) (1) Tar benefit dividend - - 

Balance, December 31, 2009 100 $S,744 $3 $2,743 $4,490 

- 7 - 
P --+---- --- _I__- 

Net income I - 462 462 
4 
8 

I 4 
- - 

FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORDA. INC 
STATEMENTS of COMPRJ3IIENSIVE INCOME 
hn Imlllons’, 
Yems  ended December 3 1 2009 2008 2007 
Net income $262 1785 $717 
Other comprehensive income (loss) 

Net uiuealizetl gams (losses) on cash llow hedges (net 01 t a l  (e\pensc) bene13 
01 $(2), %(5) and $5, respectively) 4 7 (7) 
Otlier comprehensive income (loss) 4 7 (7) 

Comprebensive income $466 1392 $310 
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PROGRESS ENERGY. INC 
CAROLINA POWER & L,IGHT COMPANY c f i / a /  PROGRESS ENERGY CAROLINAS. INC 
FLORIDA POWER CORPORATION d/b/a/ PROGRESS ENERGY FLORIDA. INC 

COMBINED NOTES TO FINANCIAL STATEMENTS 

In tlus report. Progress Energy. which includes Piogress Energy. Inc. holding company (the Parent) and its regulated 
and noiuegulated subsidiaries on a consolidated basis, is at tiiiies referred to as *‘we.‘‘ “us“ or “our ’‘ When 
discussing Progress Energy’s Pin;uicial inforination, it necessarily includes the results of PEC and PEE (collectively. 
the IJtilities). The tenn “Progress Registnnts” refcrs to each of tlie three sepante registnnls Progress Energy. PEC 
and PEF. The illforiliation i n  these combined notes relates to each of tlie Progress Registmiits ;IS noted in tlie Index 
to tile Conibined Notes However. neither of the Utilities nialces any represenfation as to inlomiation ielaled solely 
to Progress Energy or the subsidiaiies of Progress Energy other than itself 

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

PROGRESS ENERGY, INC. 

Tlie Paient IS a holding coiiipany headquartered in Raleigh, N C As such. we are subject to rcgulation by the 
Fedeial Eneigy Regiilatory Coniiiussion (FCRC) imder the legillaton provisions of thc Publ~c IJtihty Holding 
Company Act of 2005 (PUHCA 2005) 

Our reportable segnients are PEC and PEF, both of wlucli are piiniairly engaged in  tlic generabon. transniission. 
distribution and sale of electricity The Corporate and Other segnicnt primanly includes amounts applicable to the 
acuviues o f  die Parent and Progiess Energy Senrice Company (PESC) and ollier miscellaneous nonrcg-ulated 
businesses (Corpomte and Otlier) that do not scpamtelv nieel tlic quanbtati\ c disclosure requirenients as a rcportable 
business segment See Note 19 for lilrtlier inforination about our segnients 

PEC is a regulated public utility primarily engaged in tlie generation. transnussion, distribution and sale of 
electricity in portions of North Carolina and South Carolina PEC‘s subsidiaries arc involved in insignificant 
noiuegulated business activities PEC is subject to tlie regulafory provisions of tlie Nortli Carolina Utilities 
Coiiuiussion (NCLJC): Public Sewice Coniiiussion of South Carolina (SCPSC). the 1Jiuted States Nuclear 
Regulatory Conuilission OJRC) and the FERC 

PEF 

PEF is a regulated public utility priniarilp engaged in tlie gencialion transmission, distribution and sale of electricity 
in west central Florida PEF is subject to the iegulatory provisions of the Florida Public Scnice Conuiiission 
(FPSC)> tlie NRC and the FERC. 

B. BASIS OF PRESENTATION 

Tliese financial statements have been prcparcd in accordance with accounting principles generally accepted in the 
United States of America (GAAP). including GAAP for regulated opentioils Tlie financial statements include tlie 
activities of the Parent and our majority-owned and controlled subsidiaries. Tlic Utilities are subsidiarics of Progress 
Energy. and as such tlieir financial condition and results of operations and cash flows arc also consolidated. along 
with our nonregulated subsidiaries, in our consolidated financial statenients. 

Noncontrolling interests in  subsidiaries along with tlie inconie or loss attributed to these interests are included in  
noncon&olling inkiest in both tlie Consolidated Balance Sheets and in the Consolidated Statements of Income Tlie 
results of operations Por noncontrolliiig interests are reporled on a net of tax basis if the underlying subsidiav is 
stmctured as a taxable entity 
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IJiiconsolidated investments in  companies over wliicli we do not have control. but hayc tlic ability to cscrcise 
influence o x r  operating and financial policies. arc accounted for under the equity method of accounting These 
investments are primarily in limited liability corporations and limited liability partnerships. and tlie earnings from 
these investments are rccoirled on a pie-tax basis Other inveshnents are stated piincipally a1 cost Thcsc equity and 
cost method iiivestments are included in miscellaneous other property and investments in  the Consolidated Balance 
Sheets. See Note 12 for niore iilrorniation about our investments. 

Sigilificant inteicompany balances and transactions have been eliiiuiiated i n  consolidation except as permitted by 
GAAP for regulated operahons, wluch provides tliat profits on intercompany sales to regulated aEiIiates are not 
eliiiunatcd. if the salcs price is reasonable and tlie f u t m  recovery of tlie sales p i  ice through thc 1 atemaking process 
is probable 

Our presentation of opemting, invcsting and financing cash flows conibincs tlie respcctivc cash flo\vs from ow 
conhnuing and discontinued opcrations as permitted under GAAP 

These combined notes acconipaiiy a i d  form an integral pait of Progress Enexgy's and PEC's consoliclatcd financial 
_____I_ -----_I- 

~ - _ _ . - _ _  slatenients and PEF's financial statements 

Certain amounts for 2008 aiid 2007 have becn reclassified to conforin to tlie 2009 presentation 

C. CONSOLIDATION OF VARIABLE INTEREST ENTITIES 

We consolidate all voting intercst entities in wlucli we own a majority voting intercst and all variable intercst cntities 
(VIEs) for wliicli we are tlie primary beneficiarj In general. \ve deternune wlietlier we are tlie priniaiy beneficiaiy 
of a VIE through a qualitative analysis of risk tliat identifies wluch variable interest holder absorbs tlic niajority of 
the financial risk and variability of the VIE. I n  performing tlus analysis, we consider all rclcvant facts and 
circumstances. including the design and activities of the VIE, the term of the contracts the VIE lias entered into, 
the nature of the VIE'S variable interests issued and how they were negotiated witli or iiiarltctccl to potential 
investors. and wlucl~ parties participated significantly i n  the design or rcdesign of the entity I f  tlie qualitative 
analysis is inconclusive, a specific quantitative analysis is perfoniied 

In June 2009, the Finmcial Accounting Standards Board (FASB) issued new guidance which males sigisicanl 
changes to the model for deteriiiining who sliodd consolidate a VIE aiid addresscs how often this asscssment should 
be perfoniied See Note 2 for further discussion regardiiig oie new guidance. which requires all csisting 
arrangenients with VIEs to be evaluated, and any impacts of adoption accounted for as ;I cumulative-effect 
adjustment. The guidance is effective for us on Jai~ar)i  1 .  2010 We do not expect the adoption to liavc ;i sigi$icaiit 
impact on our or tlie l.Jtilities' financial position results of operatioiis and cash flows 

PROGRESS ENERGY 

In addition to tlie following variable interests listed for PEC. Progress Encrgy, tllrougli its subsidiary Progress Fuels 
Corporation (Progress Fuels). is tlie primary beneficiary of, and consolidates, Ceredo Syi<ucl. LI,C (Ceredo). a coal,. 
based solid sy nntlietic fuels production facility tliat qualified for federal tax credits under Section 4.iK of tlie Internal 
Revenue Code (the Code). In March 2007. w e  disposed of our 100 percent ownership interest in Cereclo to a tlurd- 
party buyer Ceredo ceased operations upon expiration of the synthetic fuels tax credit progimi at tlie end of 2007. 
Our variable interests in Ceredo are comprised of ai agreement to operate tlie Ceredo facility on beliall' of tlie buyer 
through December 2007 and certain legal and tax indenuifications provided to che buyer We pcrfonned a 
qualitativc analysis to determine the primary beneficiary of Ceredo. Tlie primary factors in tlic analysis were tlie 
estimated levels of procluction of qualifying synthetic fuels in 2007. tlie final value of tlie related 2007 synthetic 
fuels tax credits, the liltelihood of a full or pa rM phaseout of the 2007 synthetic fuels tax crcclits clue to Iugli oil 
prices? our exposure to certaiii variable costs under Ihe facility operating agreement and csposurc from 
indernnilications provided to tlie buyer. There were no changes to our assessment of tlie primary beneficiay during 
2008 or 2009. No financial or other support lias been provided to Ceredo during tlie periods presented. At Deccniber 
i 1> 2009, we had no assets aiid $3 million of liab es related to tax indemnifications pro\:ided to tlie buyer included 
in other liabilities and deferred credits on the Consolidated Balance Sheets Tlie ultimate resolution of the 
indeinnificatioiis could result in adjustments to tlie gain on disposal in  future periods. Tlic creditors of Ccredo do not 
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h a w  ~ C C O L I ~ S C  to the general credit of Progress Energy See Note 22C lor a gencral discussion of guarantees See 
Note 22D for discussion of recent clevelopnients related to legal ~iirlenuirlicatioiis 

PEC 

~~~LIRI..~BI,E INTEREST ENTITIES FOR II'I-IICH PEC I S  THE PRIAL4R I' BENEFICL4X 1 

PEC IS tlie priniary beneficiary of, and consolidates, two Iinuted parhielslups that qualify foi federal affordable 
liousing and lustoric ta\ ciedits under Section 42 of the Intcnial Revenue Code (the Code) PEC's vanable ~iitci-csts 
are debt and equity iiivestnients in the two VlEs PEC performed quantitative analyses to determine the primar)l 
beneficiaiies of the two VIEs The priniaiy factors i n  the analyses were tlie estiiiiatcd econonuc lives of llie 
pai-tnerslups and their net cash flow projections, estiniates of available tax credits. and tlie I~l~el~liood of default 011 
debt and otliei conunitiiients There were no changes to PEC's assessment or the pnnia~ bcnefic~ary dinng 2007 
tluougli 2009 No finaicial or otlier support has been prov~ded to tlie VIES during tlie periods presented At 
December 3 1. 2009. PEC had assets of $39 nullion, substantially all of which was reflected in miscellaneous other 
propeity and investment, and $15 million in long term debt $3 iiiillioii in other liabilities and defcired creclits and 

~ccoulsc lo tlie general credit of PEC aid there are no other arrangeiiienls that could expose PEC lo losscs 

PEC lias an equity iiivestnient in, and consolidates, one linuted parlnclslup investment fund Uiat invests i n  17 low- 
incoine housing partnerships that qualify for federal and state tax credits. The invesl~iient fund accounts for tlie 17 
partnerslups on the equity method of accounting. PEC also has an interest in one power plant resulting from long- 
term power purchase contracts PEC's oidy significant exposure to variability from the power purchase contracts 
results fro111 fluctuations in che market price of fuel used by the entity's plants to produce the power purchased by 
PEC We are able to recover tliese fuel costs under PEC's fuel clause. Total purchases from tlus counlerparly were 
$4G nlillion. $44 nullion and $39 illillion in 2009, 2008 and 2007, respectively. The generation capacity of the 
entity's power plant is approsiinately 847 megawatts (MW). PEC Ims requested tlie necessary inforniation to 
deteniline if the investment fund's 17 partnerships and the power plant o ~ i i e r  are VEs or to iclentify the primary 
beneficiaries. all entities from wlucli tlie necessary finaucinl inforination was requested declined to provide tlie 
inforination to PEC. and. accordingly, PEC lias applied tlie information scope exception provided by GAAP to tlie 
17 partmrsllips and the power plant PEC believes tliat if it  is deteriilined to be tile primary beneficiary of these 
entities. the effect of consolidating tlie power plant and tlie investment fund consolidating the 17 pai~tneislups would 
result in increases to total assets, long-term debt and otlier liabilities, but TVOLIICI have an insignificant or 110 impact 
on PEC's co~iinion stock equity. net earnings or cash flows. However. because PEC has not received any financial 
infonriation from llic counterparties. the impact cannot be detennined at this time 

PEF 

PEE has no significant variable interests in VIEs 

D. SIGNIFICANT ACCOUNTING POLICIES 

In prcpanng consolidated financial statements that confonii to G A M ,  management niust make estinialcs and 
assuinptions that affect thc ieported ainounts of assets and Iiabilit~es. disclosuic of cont~ngent assets and Iiab~lities at 
the date of tlie consolidated financial statements. and amonnts of rei eiiucs and eqxnscs ref lectcd dunng tlic 
reporting penod Actual results could differ from those est~iiiates 

We recognize revenue when it is realized or realizable and earned when all of tlie following criteria arc iiiet 
persuasive evidence of an arnngenient exists, delivery has occumd or services llave been rendered. our price to the 
buyer is fised or deter~iunable. and collectability is reasonably assured. We recognize electric utility ~evenues as 
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service is rendered to custoiiiers. Operating revenues include unbilled electric utility base revenues earned when 
service lias been delivered but not billed by tlie end of the accounting period. Customer prepayments are recorded as 
deferred revenue and recognized as revenues as the services are provided 

FLIC~ clpense includes fuel costs and other recovenes that ale deferred though fuel clauses established by the 
1 Jtilitics’ regtilatois These clauses allonr the I Jtllities to recover hiel costs, fiiel-related costs and poitions of 
purchased power costs tlmugh surcharges on customer rates These dererred €tiel costs are recognized 111 revenues 
and fuel expenses as they are billable to custoiiiers 

The Utilities collect from cnstomers certain excise tases levied by the state or local government upon tlie custoiners 
Tlie IJtilitics account for sales and use tax on a net basis and gross receipts tax. fmncluse taxes and ollier cxcise 
t a w s  on a gross basis 

-__ __ - ‘l‘iie amount 01 gross rcceipts tax, francluse taxes ruict otiier excise  axes I ~ C I U C ~ C U  i n  7 ‘ c .  

otlier tliaii 017 inco~~ic in tlic statenients of jnco~i~e for tlie years ended Deceinbcr 3 1 were as follows 

(in inilliom) 2009 2008 2007 
Progress Energy 5333 $293 $299 
PEC 10s 102 99 
PEF 225 193 200 

As discussed i n  Note 9B, we account for stock-based compeiisation utili7ing the modikd prospective transition 
method per tlie fair value recognition provisions of GAAP 

XFLA TED P.4RT1. TI<-l N S l  CTIONS 

Our subsidiaiies provide and receive services, at cost, to aid from the Parent and its subsidiaries, in  accordance with 
PUHCA 2005 The costs of the services are billed on a direct-charge basis, whenever possible, and on allocation 
ractors for general costs that cannot be directly attributed In the subsidiaries’ financial statements, billings from 
afliliates are capitalized or e ~ i e n s e d  depending 011 the nature of the services rendered. 

Utility plant in service is stated at Iiistoncal cost less accmiiulated depreciation We capitalke all construction- 
related direct labor and inalerial costs of units of property as well as indirect construction costs. Certain costs are 
capitalixd in accordruice with regtdatoiy treatment. The cost of renewals and betterments is also capitalized. 
Maintenance and repairs of property (including planned major nxiintenance activities), and replaceinents and 
renewals of items dcleniuned to be less than units of property, are charged to maintenance expense as incurred. willi 
the exception of nuclear outages at PEF Pursuant to a regulatory order, PEF accrues for nuclear outage costs in 
advance of scheduled outages, wllich occur every two years. Tlie cost of wuts of properly replaced or retired, less 
salvage. is charged to accuniulated depreciation. Removal or disposal costs that do not represent asset retirement 
obligations (AROs) are cliarged to a regulator), liability. 

Allovmice [or f1117dS used diiring construc~on (.GFUDC) represenls the esljinaled cosls of c;lpitaf fimds necessaiy lo 
fiilance tlie construction of new regulated assets. As prescribed in tlie regulatory uniform systeiii o€ accounts. 
AFlJDC is charged to the cost or the plant Tlie equity funds portion of AFUDC is credited to other income. and the 
borrowed f h d s  portion is credited to inteizst charges. 

Nuclear. fuel is classified as a fixed asset and included in the utility plant section of the Balance Sheets Nuclear fuel 
i n  the front-end fuel processing phase is considered work in progress and not amortized until placed in seivice 



Substant~allv all clepreciatioii of utility plant other than nuclear fuel IS computed on the slraight-line method based 
on Lhe estiinated remaining useful life of the propert!'. adjusted for esuiiiatcd salvage (See Note 4A) Puisuaiil lo 
llieir late-setting aulhontv. tlie NCIJC. SCPSC and FPSC can also gmit approval lo accelerate or reduce 
depreciation and aniort~~ahon rates of uhlity assets (See Note 7) 

Amort~mt~oii of nuclear fuel costs IS coniputed pniiianly on the iiruts-of-productioii method In tlie IJhlities' retail 
~urisd~ct~oiis. provisions for nuclear decoiiiiiiissioiung costs are approved by Uie NCUC. the SCPSC and the FPSC 
aiid are based on site-specrfic estimates that include tlie costs for removal of all radioackve and otlier stnictures at 
the site hi tlic wl~olesale ~nnsd~ct~oi i s .  the provisions for nuclear dccoiimiissiomng costs are approved by Uie FERC 

The North Carolina Clean Siiiokestacks Act (Clean S~iiokestaclrs Act) \\?as enacted i n  2002 aiid fioze North Carolina 
electric utility base rates for a file-year period. wluch ended in December 2007 Subsequent to 2007. PEC's current 
North Carolina base rates ale continuing subject to traditional cost-based rate regulatioii. Duriiig the rate freeze 
period tlie legislation provided for the amortization and recoven! of 70 percent of the original estiniated coinpliance 
COSE for tlie Clem Siiiokestacks A c t a  providing sigiuficaiit flexibilitv in the amount ol  auiiial aniortizatioii 
recorded from none up to $174 iiiillioii per year In September 2008, the NCUC approved PEC's request to 
teriiiinate any further accelerated amortiation of its Clem Siiiokestaclcs coinpliaiice costs (See Nore 7B) 

AROs are legal obligations associated with tlie retirement of certain tangible long-lived assets Tlie present values of 
retirement costs for which we liave a legal obligation are recorded as liabilities with an equivalent amount added to 
the asset cost and depreciated over the userul life of the associated asset The liability is then accretcd over time by 
applying an interest method of allocation to the liability Accretioii espciise is incliided in depreciation, amortization 
and accretion hi tlie Consolidated Statements of Income 

We consider cash and cash equivalents to iiiclude unrestricted cash 011 hand, cash in banks aiid temporary 
iiivestnients purchased with ai original maturity of three months or less 

We account lor inventorp. ~ncludiiig eiiussioii allowances. using the avenge cost iiictliod We value inventoiy of Ihe 
I Jtililies at historical cost consistent with ratemaking treatiiicnt Matenals and supphcs arc charged to iiiveiitory 
when purchased aiid then e\pcnsed or capitaliml to plant. as appropnate. wheii installed Materials reserves are 
established for excess and obsolete inventory 

Tlie Utilities' operations are subJecf to GAAP for regulated operations, ~vvluch allows a regulated company to =cord 
costs tliat have been or are expected to be allowed in tlie ratemaking process in a period different from tlie period in 
~ ~ ~ l u c l i  the costs would be charged to expense by a iionrcgulated enterprise Accordingly, the Utilities record assets 
aiid liabilities that result froiii Lhe regulated rateinalting process that would not be recorded under GAAP for 
norucgulaled enti ties. These regulatory assets and liabilities represent expenses deferrcd for future recovery froiii 
custoiners or obligations to be refunded lo customers and are primarily classified in the Consolidated Balance Slieets 
as regulatov assets and iegulatoiy liabilities (See Note 7A) The regulato~y assets and liabilities are aiiiortized 
consistent witli the treatment of the related cost i n  tlie rateinaking process 

PEF accounts for costs incumd in coimeclion with tlic proposed nuclear expansion in Florida in accordance witli 
FPSC regulations. \vliich establish an alteinalive cost-recovery mechaiusm PEF is allowed to accelerate the 
recovery of piudently incurred siting. preconstruction costs. AFUDC and increniental operation and iiiaiiitenance 
expenses resulting froiii tlic siting, licensing. design and coi~truclion of a nuclear plant tllrough PEF's capacity cost- 
recoveiy clause Nuclear costs are deemed to be recovered up to the ainount of the FPSC-approved projections, and 
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tlie deferral of unrecovered nuclear costs accrues a carqing charge equal to PEF’s approved AFUDC rate 
Unrecovered nuclear costs eligible for accclerated recovery are deferred and recorded as regilatory assets i n  the 
Coiisoljdated Balance Slieets and are amortized i n  tlie period tlie costs are collected froin customers 

GOOD II’ILL, A iVD I A m  IVGIBLE .4 SSETS 

Goodwill is subject to at least a n  aimial assessment for iiiipainiient by applying a two-step. fair value-based test. 
This assessment could result in periodic iiiipainiient charges Intangible assets are amortized based on tlie economic 
benefit of their rcspecti~~c lives. 

Long-term debt premiuiiis. discounts and issuance expenses are aiiiorlizcd over the tenns of the debt issues Any 
espcnses or call premiums associated with the reacquisition o i  debt obligations by tlie IJtllities are amorti~ed ovei 
tlie applicable lives using the straight-line nietliod consistent with rateniaking trcatiiient (See Note 7A) 

- -____.-~__-  I____________.-- 
IAIcJonfE T Q W S  

~ - _ _ _ _ -  __ ̂ - 

We anti our affiliates file a consolidated iede~i l  incoiiie t a s  return The consolidated incoiiie tax of Progress Energy 
is allocated to PEC and PEF i n  accordance w i t h  the Intercoiiipany Incoiiie Ta\ Allocatioii Agreenient (Tax 
Agreement) Tlie Tax Agrcciiicnt provides an allocation that rccognues positive and negatrve corpoiate taxable 
income The Tax Agrcciiient provides for an equitable method of appoitioning tlie carrsover of uncompensated la?; 
benefits, wluch piiiiiarily relate to defcned synthetic ruels tax credits Incoiiie taxes are provided €or as if PEC and 
PEF filed separate returns 

Dcfcired incoiiie taxes have been provided for temporary differences These occur when tlie book and tar carrying 
amounts of assets and liabilities diffcr Investment tns credifs related to regulated operations have been deferred aid 
are being anioi1ized over tlie estiiiiated s e i w c  life of the related propeities Credits for the production and sale of 
syntlietic fuels are deferred credits to tlie e\tent tliev cauiot be or 1iai.e not been utllized i n  the annual consolidated 
federal incoiiie tax returns. and ale included In nicoiiie tas  expense (benefit) of discoiitlnucd operatrons in the 
Consolidated St;iteincnls of lncoine We accrue for uncertain la\ positions wlien 11 is detciiiuned tlnt it IS niore 
likely than not that tlie benefit will not be sustained on audit by the taxing autlionty. including resolutions of any 
related appeals or litigatlon processes. based solely on tlie tecluiical iiierits of the associated tax position If tlie 
recognition tluesliold is met. tlie tar benefit itcognized IS measuied at tlie largest amount of the tax benefit rhat, in 
our judgiiient. is greater tlian 50 percent likely to be realized Interest expense on tas deficiencies aiid uncertain tax 
positions IS included in  net interest clnrges. and tau penaltics are included in other. net in tlie Consolidated 
Statements of Inconic 

GAAP requires that an entity recognize all derivatives as assets or liabilities on the balance sheet and measure those 
instruments at fair value. unless tlie derivatives meet llie GAAP criteria for normal purchases or nonnal sales and are 
designated as siicli We generall~~ designate derivative instruments as noriiial purchases or iioniial sales whenever 
the criteria arc met If noriiial purchase or nonnal sale criteria are not met. we will generally designate the derivative 
instrunients as cash flow or fair value hedges if the related hedge criteria are met We have elected not to offset fair 
value amounts recognized for derivative instruments and related collateral assets and liabilities with the same 
counterparty under a master netting agreement. Certain economic derivative instninients receive regulatory 
accounting treatment. under which unrealized gains and losses ;ire recorded as regulatorj liabilities aiid assets, 
respectively. until the contracts cue settled. See Note 17 for additional inionnation regarding risk management 
activities and derivative transactions 

We accrue for loss contingencies. such as unfavorable results of litigation. when it IS probable that a loss has been 
incurred and tlie mount of the loss can be reasonably estrinated We do not accnie an estinlate of legal fees when a 
contingent loss IS iiutiallv recorded, but rather when the legal services are actuallv piovided 
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As discussed in Note 21. we x c m e  cnvimnmental remediation liabilities when the criteria for loss contingencies 
have been met We record accmals for probable and estimable costs iefated to environmental sites on a n  
uiidiscounted basis Environ111cntiil eqJenditurcs Uial relate to an existing condition caused by past operations and 
that have no future econonuc bcnefits are expensed Accruals for estiiiiated losses froiii ciiviioruiiental remediation 
obligations geiieially are recognired no later than completion of the remeclial feasibility study Such accmals are 
ad.justed as additioiml infonnation develops or circumstances cliaiige Certain enviroiiiiicnlal expenses receive 
regtilatow accounting treatment. under wluch tlie expenses are recorded as regulatory assets Recoveries of 
eiiviroiiiiiental remediation costs froiii other parties are rccogiured when tlieir rcceipt is deemed probable or on 
actual receipt of recovery Environmental expenditures that have future econoiiiic benefits are capitalized i n  
accordance with our asset capitalization policy 

We ieview the i-ecovcmbllity of long-lived tangible and intangible asscts whenever impairment indicators exist 
Examples of these inclicators include current period losses. coinbined with a history of losses or a projection of 
continuing losses. or a signlricant dccrease i n  tlie inalket pricc of a long-lived asset group K an impairnient 

carrying value to thc sum of undiscounted expected future cash flows directlv attributable to the asset group If the 
asset group IS not recoverable through undiscounted cash flows ox the asset group is to be disposed of, then an 
iiiipainiicnt loss IS rccogiiircd for the d&ference between tlie carrying value and the fax value of the asset group 

We revieit our equity investments to evaluate whether or not a decl~iie ui fair value below the carrying value IS an 
other-than-teIiiporary dechiie Wc consider various factors. such as the ~nvestee’s cash posihon, eanungs and 
ieveiiue outlook. liquidity and management‘s ability to raise capital ui detemimng whether the declme IS other- 
than-temporary If we detcniiinc that an orhcr-than-teiiiporarV decline i n  value exists. tlie iwestiiients are wiitlen 
do\vii to rair value with a new cost basis established 

2. NEW ACCOUNTING STANDARDS 

Effect11 e Jdj~ 1. 2009. changes to thc source ofauil1ontat1~e U S GAAP. the Financial Accounting Standards Board 
(FASB) Accounting Standards Codlhcabon (ASC). are coiiunurucatcd through an Accounting Standards Update 
(ASIJ) ASUs will be published for all aiitlioritative IJ S GAAP proinulgated by the FASB. regardless of the form in 
wluch such guidance may have been issued pnor to release of the FASB Codification ( e  g . FASB Statciiicnts. 
FASB Staff Positions. etc ) 

On January 1. 2009. we implemented ASC 6 10- 10-65, wluch was previously referred to as Statement of Financial 
Accounting Standards (SFAS) No. 160. “Noncontrolling Interests in Consolidated Financid Statements, an 
amendment of Accounting Research Bulletin (ARB) No 5 1 ” ASC 810-10-65 introduces significant changes in the 
accounting for noncontrolling interests in a partially owned consolidated subsidiary The adoption of ASC 810-10- 
65 resulted in a ivtrospcctivc change i n  presentation of the financial statements for all periods presented and 
additional disclosures but did not have a inaterial impact on our or the Utilities’ financial position or results of  
opent‘ L 1017s 

In .June 2005). the FASB issued SFAS No 167, “Ameiidmciits to FASB Interpretation No 46(R). Consolidation of 
Variable Inteiest Entitics -’ In  J a i i ~ i a ~  2010. the FASB issued ASU 2009- 17, “Consolidations (Topic 8 10): 
Improiwiicnts to Financial Reporting by Enteqxises Involved with Variable Interest Entities.” wllicli codified SFAS 
No 167 This guidaiice inales significant chaiges to tlie model for determining who should consolidate a VIE, 
addresses how often tlus assessinent should be perforiiied. requires all existing arrangements with VEs to be 
evaluated. and must be adopted tlwough a cwnulative-effect adjustment This guidance is effective for us on 
.January 1. 2010 See Note IC for information regarding our iiiii,leiiieiitatioii of ASIJ 2009-17 and its expected 
impact on our financial position and results of operations 
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:ISC 815- 104.7 (Sl7-lS i\iO 161, “Disclosrrres nhouf Derivntise l i istiwiieii ls nncl I-teclgiiig .-1cfivilies - 017 a~rienclriieiif 
o/’l;:1SB .Stnte/7ie//t iVo 1.33) ‘’ 

On January 1. 2009, we iinpleinented ASC 815-1045. which was prcviously refelled to as SFAS No. 161, 
“Disclosures about Derivative Instruments and Hedging Activities - an  aincridiiient of FASB Statement No. 133”” 
ASC 815-10-65 requires entities to provide eidiancecl disclosures about how and why an entity uses derivative 
instruments, how derivative instruments and related hedged i t em are accounted for and its related interpretations 
and how derivative iiistrnineiits and related hedged items affect an entity’s finailcia1 position, financial perfoimance 
and cash flows See Note 17 for information regarding our first quarter 2009 implementation of ASC 815-10-65. 
The adoption of ASC 81 5-10-65 did not have a material iiiipact 011 our or thc IJtilities’ finaiicial position or results of 
operations 

A S C  260- 10-4-5 (FSP EITF 0.3-6-1, “Deterriiiiiirig W7ielkei~ lristriiiiieiits Gi*oritecl in Slinre-Bnsetl Pnviient 
Trmisnctioris Are Pnr/icipntuig Securities) ’’ 

On January I .  2009. we iiiipleinentecl ASC 260-1045, ~vlucli was previously ieferred to as FSP EITF 03-6-1. 

ASC 260-10-45 reqmrcs that ceitain unvcsted share-based payment aivads (e g . restricted stock) that coiitain 
nonforfeitable lights to dividends or dividend equivalents be included i n  tlie computation of eaunings per share using 
the two-class method ASC 260-10-45 requires a retiospective acijusttnent for dl prior-period earnings per share 
data The adoption of ASC 260-10-45 dicl not have a inaterial impact 011 our or the Utilities’ financial position, 
results of opeiations or eanuiigs per sharc amounts 

Dc?lc.l.lnllllnv W l i k v e d  in Share-Based Pavmciit Transactions Are Participating Securities.” . .  
_ _ _ _ ~ I -  

In April 2009. the FASB issued three FSPs for guidance on accounting for Pair \ due  iiicasureinciit aiid other-tlian- 
teiiiporxy impainnents. 

ASC 820 includes the FSP previously refened to as FSP FAS 157-4, “Deternulung Fair Value When the Volume 
aid I m e l  o f  Actiyity for the Asset or Liability Have SigiuTicantIy Decreased and Identifjring Transactions Tliat Are 
Not Orderly.” and provides guidance on detenniiung fair value when inarlm activity has decreased for an asset or 
liability ASC 825-10-50. previously rekrred to as FSP FAS 107-1 and APB 28-1. “interim Disclosures About F,?ir 
Value of Financial Instiunieiits.“ increases the fiequency of fair value disclosures required froiii ailnually to 
quarterly 

ASC 320 includes tlte FSPs prcviously rcferred to as FSP FAS 11 5-2 and FAS 124-2. “Recognition and Piesentation 
of Other-Than-Temporary Impairineiits.” and revises the recognition and reporting requireinents for other-tlian- 
teiiiporai? iinpairiiients o f  debt securities and increases the frequency of disclosures for debt and equity securities. 
IJiider ASC 120, if an entity intends to sell ai impaired debt security or inore likely than not will be required to sell 
the security before recovery of its amortized cost basis less any current-period credit loss. an other-th~i-tempora~ 
impairment must be recognized currently i n  eanungs equal to the difreience between tlie im~estment’s amortized 
cost and its [air value at the balance sheet date. 

The iiew guidance i n  ASC 820. ASC 82.5 ami ASC 320 was effective for LIS during the thee months elided Julie 30, 
2009 The adoption resulted in additional disclosures but did not 1mw a inaterial iinpact on our or tlie Utilities’ 
linaiicial position or results of operations See Note 13 for the disclosures resulting froin tlic implenientatioii of tlus 
guidance i n  2009 

In  January 201 0. the FASB issued ASIJ 20 1OU6, “Fair Value Measurements and Disclosures (Topic 820). 
Improving Disclosures about Fair Value Measurements.” which amends ASC 8.20 lo clarify cerlaiii existing 
disclosnre requirements and to require a number of additional disclosures. including amounts and reasons for 
significant transfers between the tliree levels of tlie fair value hierarchy, aid presentation of certain infonnation in 
the rcconciliation of recuiriiig Levcl i iiieasurenients 011 a gross basis ASU 2010-06 is effcctivc for us on January 1, 
2010. with ceflaiii disclosures effective for periods beginning Janiaiy I t  201 I The adoption of ASU 2010-06 will 
cliange certain disclosures in the notes to tlie financial statements, but will have no impact 011 our or llie Utilities’ 
finaiicial positiori or results of operatioiis 



In Dcccmber 2008. the FASB issuccl ASC 715-20-65. previously lefcrred to as FSP FAS 1.32R-1, “Employers’ 
Disclosures about Post Retiicemen1 Benefit Plan Assets,“ which requires additional disclosures on tlie invesuiient 
allocatioii decision malung process, the fair value of eacli major categoiy of plan assets and the inputs and valuation 
tecluiiques used to remeasire the fair value of plan assets ASC 715-20-65 was effective for us on December 31> 
2009. The adoption of ASC 713-2045 resulted in additional disclosures, but did not have a inaterial impact on our 
or the Utilities‘ financial positioii or icsults of opentions See Note 16 for the informalion rcgarding our 
iniple~nentation of ASC 715-20-65. 

In  September 2009, tlic FASB issiicd AS1 I 2009-12, “Iiivesliients i n  Ceilain Entities That Calculate Net Asset 
Value per Share (or Its Equivalent).” wlich provides aclditional guidance related to measuring tlic fair value 01 
ccrtahi alternative inveshiients. such as mterests in Iiedge funds. privatc equity funds. real estate funds, venture 
capital funds. offshore fund \diicles. and fiinds of run& ASU 2009-12 allows reporhng entities to use net asset 
V:ll -e fair value of certain iiivestiiients as a Dmctical expedient and requires disclosures by 
major catcgoiv of investment about the attributes of the hivcstments ASU 2009-12 was effcctive for us on 
December 31, 2009 The adoption of ASU 2009-12 did not liavc a inaterial impact on our 01 the Utilities‘ fillancia1 
position or results 01 opeiations 

__- 

3. DIVESTITURES 

We conipletcd our business strategy of divesung nonregulatcd businesses to reduce our business risk aid focus on 
coic openhons of the LJtilities Tlic iilfoniiafion below presents the impacts of the divestitures on net incoiiie 
a tt nbu tab le to co nt ro I1 ing 1 lite r est s 

A. TERMINALS OPERATIONS AND SYNTHETIC FlJELS BUSINESSES 

On March 7. 2008. I\ c sold coal terniiiials and doclts in West Viigiiua and I<entucly (Teniunals) for $71 imllion i n  

gross cash proceeds Pioceeds from the sale nere used ror general corporate purposes Dunng the Year ended 
Deccmbcr 3 1 .  2008. we iccorded an after-ta\ gain of $42 ni11110n on thc sale of thesc asscts The accoiiipanying 
consolidated financial statcments rcllcct Ihe operahons of Terminals as discontinued operations 

Pnor to 2008. \I e hat1 substantial operahons associated witli die producfioii of coal-based solid syntliebc fuels as 
defined under Section 29 (Seclon 29) of tlic Code and as redesigiiatcd cflective 2006 as Sccbon -tX of the Code 
(Section 4 i K  and collcctn elv. Scchon 29/451<) The production and salc of these products qualified for federal 
income tax crcdits so long as certain requirements were satisfied As a result of the e\piration of Ihe tax credit 
progimi. all of our synthetic fuels businesses \\ere abandoned and all operations ceased as of December 3 1. 200‘7 

On October 21. 2009. a juiy delivered a verdict in a lawsuit against Progress Energy and a number of our 
subsidiaries and affiliates As a result. during the year ended December .3 1. 2009. we recorded an after-tas charge of 
$74 niillion to discontinued opemtions, which was net of a previously recorded indcnmification liability of S 16 
million. and $4 million related to other legal and tax contingency adjustments. The ultiiiiate resolution of these 
matteis could rcsdt in fuilhcr acljiistmcnts. See Note 22D for adclitional inforinat ion The accoiiipanying 
consolidated statements of income reflect the abandoned operations of our synthetic fuels businesses as discontinued 
o pcrati ons 
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1.17 o m 9  
Results of Tc~iiiiiials and the svnthetic fucls businesses discontinued opcmtions for tlie years ended December 3 1 
\\'en2 as fOllO\\ s 

(in nnllioiis) 2009 2008 2007 
Reventics s- $17 $1.126 

Income tax benefit. Including tax credits 47 12 6-1 
(Loss) earnings attributable to noncontrolliiig interests of Syntlietx 

Fuels - (1) 17 
Net (loss) earnings from discontinued operations attributable to 

Gain on disposal of discontinued opetations. including income tax 

(Loss) c a m  ngs fioni discon ti nued opera t ions altribut able to 

(Loss) earnings before inconie taxes and noncontiolling interest $(125) $8 $2 

controlling interests (78) 19 83 

expense of $7 - 42 - 

control1 ing interests $6 1 $83 
- _ _ _ ~ - . _ _ _ _ _  

B. COAL MINING BUSINESSES 

On March 7. 2005. we sold llie remaining operations of Progrcss Fuels Corporation. formerly Electric Fuels 
Corporation (Progress F L I ~ ~ s )  subsidialies engaged i n  tlie coal niiiung business (Coal Mining) for gross cash 
proceeds of $25 inillion Proceeds from the sale were used for general corporate pulposes As a result of tlie sale, 
during the year ended December 3 1.  2005, we recorded a11 after-tax gain or $7 inillion on the sale of these assets 
During 2009. we recognized a $1 million loss as a result of post-closing adjustments and pre-divestiture 
contingencies 

The accompanying consolidated fiiiaricial statements reflect [lie Coal Mining as discontinued operations Results of 
discontinued operations for the coal mining businesses for tlie years ended December 3 1 were as follows 

(in nlillions) 2009 200s 2007 
Revenues s- $2 $2 8 
Loss before inconie lases $(2) $(13) $( 17) 
Inconie tax beneiit 1 4 6 
Net loss from discontinued operations (1) (9) (11) 
Gain OH disposal of discontinued operations. including income tax 

Loss fro in  discon t inued operat ions at I ri buta blc to coritrolling 
- expense of $2 - 7 

interests W) $(I 1) 

C. CCO - GEORGIA OPERATIONS 

On March 9. 2007. our subsidiaty. Progress Energy Ventuies. Inc (PVI). entered into a series of transactions to sell 
or assign substantially all of its Competitive Coinniercial Operations (CCO) physical and coniniercial assets and 

es. The salc of Ihc generation assets closed on June 1 1. 2007. for a net sales price of $61 5 million. Based on 
the t e rm of the final agreement and post-closing adjustments. during the years ended December 3 1 ~ 2008 and 2007, 
we incurred a n  additioiial $2 million aftcr-tax 111 losscs and rc\;ersed $18 iiiillion after-tax of a previously recorded 
impainnent. rcspec[ively 

Additionally. on .JLII~C 1. 2007. PVI closed the transaction involving the assignment of a contract portfolio consisting 
of full-requircmc~its contracts ivitli 16 Georgia electric nieniberslup cooperatives (tlie Georgia Contracts), fonvard 
gas and power contracts. gas transportation structured power aid other contracts to a third party. This represented 
~ ~ i b ~ t t ~ ~ i t i i t l l y  a l l  of our notiregulated encigy iiiarketing and trading operations As a result of the assigiuiients, PVI 
nmde a net cash payment of $347 inillion. which iepiesented the net cost to assign the Georgia Contracts and other 
related contracts In the year ended December ? I .  2007. we recorded a charge associated with the costs to exit the 
Georgia Contracts. and otlier related contracts, of $349 niillion after-tax (clmige included in the net loss from 
discontinued operations in the table below). We used the net proceeds from the divestiture of CCO and the Georgia 
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Contracts for general corporate purposes During 2008 and 2009, we recognized a $5 million loss and a $1 million 
gain. respectively. as a result of post-closing ad.justmciits and pre-divestiture contingencies. 

The accompanying consolidated fiiiaiicial statenients reflect the operations of CCO as discontinued opentions. 
Interest expense was allocated to disconlinued operations based on their respective net assels. assmiling a uniform 
debt-to-equity ratio across our operations. Pre-tas interest espense allocated for the year ended December 3 1, 2007, 
was $1 1 million Results of discontinued operations for CCO for the years ended December 7 1 were as follows. 

(in millions) 2009 2008 2007 
Revenues $- $- $407 
Loss before incoine tases $(1) $(.5) $(449) 
Iiicoiiie tax benefit 2 2 166 
Net earnings (loss) from discontinued operations 1 ( 3 )  (283) 
(Loss) gain oii disposal of' cliscontinuetl operations. 

including inconie tris (cspense) benefit of $(2) and $7, 
iespcctively - (2) 18 ~- 

Earnings (loss) Prom discontinued operabons attributable 
to controlling interests $1 $(5) $(265) 

D. OTHER DIVERSIFIED BUSINESSES 

Also inclucled in discontinued operations are amounts related to adjushnents of' our pi101 silles of otliei diversified 
businesses. pninarily Progress Rail Senrices Corporation We coinpleted tlie sale of' Progiess Rail Services 
Coiporauon duiing the year ended December 71. 2005 As a result of' certain legal. ta\ and en\~imunental 
indeinnlfications provided bv Progress Fuels and Progress Energy, we continue to record adjustments to the loss on 
sale Dunng the year ended Deceniber 7 1. 2009. we recorded an aftcr-ta\ loss on disposal or$ l  inillioii arid after-tau 
gans of 9; 3 niillioii and $4 nullion for tlie \'ears ended December 3 1. 2006 and 2007. respectively The ulhiiiate 
resoluhon of these matters could iesult in additional adlushiients to the loss oii sale in futuie periods See geneial 
discusston of guaiantees at Note 22C 

E. CERED0 SYNTHETIC FUELS INTERESTS 

On Malch 70. 2007. OUI Progress FWIS subsidmy disposed of its 100 peicent ownerslup inteiest in Ceredo, a 
subsi&ar$i that produced and sold qualifwig coal-based solid synthehc fuels to a tlurd-part) buyer I n  addition. we 
eiilered into an agreement to operate the Ccredo Tacility on behalf of tlie buyer At closing. we received cash 
proceeds oT$10 ni111ion and a iionieeourse note receivable of $54 million Payments on the note were received as we 
produced and sold qualify nig coal-based solid syntlieltc fuels on behalf of the buyer In accordance with tlie tenns of 
tlie agreement. we received pawients on the note ielaled to 2007 production of $49 inillion during the year ended 
December ? l ,  2007. and a final payiiient of $5 nullion diiriiig the ycar ended December 3 1. 2008 The note lmd ai 
interest late equal to the thee-month London Inter Baiik OIfercd Rate (LIBOR) rate plus 1% The estimated f a r  
value of the note at the inception of the transaction was $48 inillion Ihider tlie teinis of the agreement the pudiase 
pnce .was reduced by $7 nullion duiing the \ear ended December 31. 2008. based on the final \slue of tlie 2007 
Section 29/45IC t a l  credits 

Dunng the y e a  ended Deceinbcr 3 1 2008 we iecogmxd previousl) dcfericd gains 011 disposal of $5 mlllioii based 
on the final value of the 2007 Section 29/-iX tax credits The operations of Ccredo ceased as of December 3 1, 2007. 
and are recorded as disconbiiued operations for all pciiods presented See discussion of  the abandoiuncnt of our 
syntheuc fuels operations at Note i A  

On the date of the transaction. the carrying value of tlie disposed ownerslup inteiest totaled Si7 million. wlucli 
consisted piiinarily of the fair value of crude oil call options purchased in January 2007 Subsequent to the disposal. 
we reniain the primary beneficiary of Ceredo and continue to consolidate Ceredo in accordance with GAAP for 
variable interest entities. but record a 100 percent noncontrolling interest. 



4. PROPERTY, PLANT AND EQUIPMENT 

A. IJTILITY PLANT 

The balances of electric utility plant in scrvice at Decenibei 3 1 are lisled below. with a iange of deprcciable lives (in 
years) for cach 

Depreciable Progress Energv - PEC PEF 
(in inillions) LlVCS 2009 200s 2009 2008 2009 2008 
Production plant 7-43 $16,042 $14.117 $9,579 $9.249 6,280 $4.6S9 
Transinission plant 17-75 3,273 2.970 1,535 1.457 1,738 1.513 
Distxibution plait 13-55 5,376 S.028 4,499 4.3 30 3,877 3.698 
General plant a i d  other 5-3 5 1,227 1.21 1 684 662 543 549 

Uulity plant 111 service $25,918 $26.326 $16,297 $15.698 $12,438 $10.449 

Generally, electnc utility plant at PEC and PEF. olhier than nuclear fuel. IS pledged as collateral lor the fils1 
mortgage bonds o f R C  and Pb 'F. respechvely (Scc Note I I )  

AFUDC represents the estimated costs of capital fluids necessan' to financc tlic constnetion of new regulated assets 
As prescribed in lhe Iegiilatory uniform systems of accounts. AFUDC is charged to the cost of tlie plant foi ccilain 
projects in accordance witli thc rcgiilatoq provisions for each jnnsdiction The equity Tunds poi tion of AFUDC is 
credited to othcr income. and the bon-owcd funds portion is credited to inteiest charges Regulatory authorities 
consider AFIJDC an appropriate charge lo1 iiiclusioii in tlie ratcs charged to custoiiiers bv the Utilities over the 
service life of the property. The composite AFlJDC late for PEC's electric utility plant was 9 2%. 7 2% and S 8% in 
2009, 2008 aiid 2007. iespeehvclv The composite M U D C  Eale for PEF's elcclnc utility plant was 8 8% i n  2009. 
2008 aiid 2007 

--___- 

Our depreciation provisions 011 utility plant. as a percent of aveiage depreciable pmperty other than nuclear fuel. 
were 2.4%, 2 3% and 2.4% in 2009, 2008 and 2007. respectively The depreciation provisions related to utility plant 
were $626 iiullion. $578 million and $560 milliori in 2009, 2008 arid 2007. respectively. In addition to ulility plant 
depreciation provisions, depreciation. aiiiortization and accretion espense also includes decoiiunissioning cost 
provisions, ARO accretion. cost of removal provisions (See Note 4C). rep la toy  approved expenses (See Notes 7 
and 2 1 )  and Clean Smokestacks Act amortization (See Note 7B) 

PEC's depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel. 
were 2.1% foI 2009, 2008 and 2007. The depreciation provisions related to utility plant were $328 inillion. $310 
million aiid $303 iiullioii in 2009. 200s and 2007. respectively I n  addition to utility plant depreciation provisioiis. 
depreciation, amortization and accretion espeiise also includes decoimnissioning cost provisions. ARO accretion. 
cost of removal provisions (Sce Note 4C), regtilalory approved cspciises (See Note 7B) and Clean Smoltestaclts Act 
amortiation (See Note 7B). 

PEF's depreciation provisions on utility plant. as a percent of average depreciable property other than nuclear fuel, 
were 2.7% in 2009, 2008 and 2007 The depreciation provisions related to utility plant were $299 IiWon, $268 
million and $2.57 million in 2009. 2008 and 2007. respectively I n  addition to utility plant depreciation provisions. 
depreciation, miortitation and accretion expense also includes decoiiunissioning cost provisions. ARO accretion. 
cost of removal provisions (See Note -IC) and regulatory approved expenses (See Note 7C) 

Nuclear fuel, net of amortization at December 3 I. 2007 and 2008. was $554 inillion and $482 million. respectively. 
for Progress Energy, $396 million and $376 iiullion. respectively. Tor PEC and SI.% million aiid $ IO6 million. 
respectively. for PEF. TIE amount not yet in sewicc at December 3 I ,  2009 and 2008. was $308 inillion and $243 
nullion, respectively, for Progress Energ. $175 million and $182 million, respectively. for PEC and $13.3 nullion 
and $G 1 inillioii. respectively. for PEF. Aiiioilizatioii of iiuclear fuel costs, iiicludiiig disposal costs associated with 
obligations to the U S Department of Encrgy (DOE) and costs associated with obligations to the DOE for the 
decoimnissioning aid decontamination of enrichment facilities, was $1 57 inillion, $145 million and $139 nullion for 
the years elided December 3 1. 2009. 2008 and 2007. respectively Tlus amortization expense is induded in  fuel used 
for electric generation in die Consolidated Statements of Income Amortization of nuclear fuel costs for the yeais 
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ended December 3 1, 2009. 2008 and 2007 \vas $134 million. $1 15 million aiid $1 10 niillion, respectively, for PEC 
and $25 nullion. $30 nullion and $29 million. respectively. for PE,F. 

PEF's constiwtion \toil< in progress related to certain nucleai projects has iecen cd regulatoq treatment At 
December 31. 2009, PkF reflected $296 nullion of construcho~i work i n  progiess. of wlucli $274 inilhoii was 
reflected as a nuclear cost-rccovery clause regulatory asset (See Note 7C) and $22 nullion v a s  reflected as a 
deferred fuel regulatory asset At December 3 1, 2008, PEF reflected $174 ni1ll1on of conshuction woik i n  piogress 
as a iegulatory asset pursuant to accelerated ~egulatory iecovery of nuclear costs (See Note 7C) 

B. JOINT OWNERSHIP OF GENERATING FACILATIES 

PEC and PEF hold ownership interests in certain jointly owned generating facilities Each IS entitled to shares of the 
generahng capability and output of each uiut equal to their rcspective ownership interests Each also pays 11s 
ownerslup share of additional constn~ction costs, fuel inventory purchases and operating e\pcises. except 111 certain 
instances where agreeinents have been executed to h u t  certain joint owners' nia\;imuni exposure lo the additional 
costs (See Note 21B) Each of the [Jtilities' share of operating costs of the jointlv owned generating facilities is 
included within the corresponding line in ttie Statements or Income. The CO-OJF ne1 of Intercession City Unit PI  I has 
exclusive riglits to tlie output o f  llic unit during llie niontlis of June through Scptenibcr PEF lias that right for tlie 
remainder of tlie year PEC's and PEF's ownerslup interests 111 the jointly o\\ ncd generating facilities are listed 
below with related info~niat~on at December 3 1 

PEC 
PEC 
PEC 
PEC 
PEF 
PEF 

2009 Company 
(in millions) Ownership 
Subsidiarv Facility Interest 

Mayo 83.83% 
Harris 83.83% 
Bruns\vicli 81.67% 
Rosboro Unit 4 87.06% 
Crystal River Unit 3 91.78% 
Intercession Citv Unit P11 66.67% 

Plant 
Investment 

$785 
3,207 
1,681 

(is6 
900 

23 

Accumulated 
Depreciution 

$282 
1,651 

981 
449 
472 

10 

Construction 
Work in 
Progress 

$S 
2s  
74 
15 

510 

2008 Con1pany Constrnction 
(in millions) Ow ne rship Plant Accunidatcd WOI k in 
Subsidiary Facility lntcrest Investment Dcpreciation Progress 
PEC May o 83 83% $519 $278 $228 
PEC Harm 83 83% 3.187 1,603 21 
PEC B nuiswick 81 67%) 1.667 970 42 
PEC Roxboro IJnit 4 87 06% 674 446 I2 
PEF Crystal River LJnit 3 91 78% 84 3 46 1 252 
PEF Intercession City Uilit P11 66 67% 23 9 - 

In the tables above, plant invest~iient and w.miiulated depreciation are not reduced by the regulatory disallowances 
related to rlie Shearon Harris Nuclear Plant (Harris), which are not applicable to Llie,joint ou'ner's ownership interest 
i n  Harris. 

C. ASSET RJCTIREMENT OBLIGATIONS 

Primarily due to the impact of updated cost estimates. as discussed below, at December 3 1. 2009. PEC had no asset 
retirement costs included in utility plant related to nuclear deconuiiissioiung of' inadiatcd plant At December 3 1, 
2008, PEC's asset retirement costs included in utility plant related to nuclear deconuiussioning of irradiated plant. 
net of accumulated depreciation totaled $28 inillion At December 31, 2009 and 2008, PEF's asset retirement costs 
included in utility plant related to iiuclear decommissioning of irradiated plant. net of accumulated depreciation. 
totaled $18 million and $19 nullion. respectively At Deceniber 3 I .  2009 and 2008. additional PEF-related asset 
retirement costs. net of accumulated depreciation. of $1 14 iiullion and $1 16 million. respectively. were recorded at 
Progress Energy as purchase accountiiig adjushiients recognized when we purcliased Florida Progress Corporation 
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(Florida Progress) in  2000. The fair value of funds set aside i n  the Utilities' NDT hinds for tlie nuclear 
deconiiiussioiiing liability totalecl $87 1 nullion and $672 nullion at December 3 1. 2009 and 2008. respectively. for 
PEC and $496 million aiid $417 nullion? respectively. for PEF (See Notes 12 and 13)  Net NDT unrealized gains arc 
included in  regulatoiy liabilities (See Note 7A) 

PEC's nuclear deconuiiissioning cost provisions, which are included in  depreciation and amortization expense. nwe 
$31 million each in 2009. 2008 and 2007. As discussed below. PEF has suspended its accnial for nuclear 
deconuiiissioning Management believes that nuclear deconuiiissioiung costs tliat have bcen and will be recovered 
through rates by PEC and PEF will be sufficient to provide for tlie costs of clecom~iiissioning Expenses recognized 
for tlie disposal or removal of utility assets that do not mcet the definition of AROs. which are included in 
depreciation, amortization aiid accretion expense, were $106 nullion, $100 niillion and $96 million i n  2009. 2008 
and 2007. respectively, for PEC and $35 nlillion, $33 million and $30 million in 2009. 2008 and 2007. respectively. 
for PEF. 

During 2009, PEF submitted a depreciation study as required by the FPSC no less tlian every row years 
Implementation of tlie depreciation study is expected to have an insigiuricant inipact on cost or removal expense in  

The IJlihties recogiuzc removal, nonirradiated dccommiss~orung aiid disiiiantleincnt of fossil generat~on plant costs 
in regulatoiy liabililes on llie Consolidated Balance Sheets (See Note 7A) At December 3 1. such costs consisted of 

Progress Encrgv 

Removal costs $1,532 $1,478 $944 $S64 $588 $614 
(in iiillions) 2009 200s 2009 2008 2009 2008 

Nonimadialed deconuiussioning costs 211 146 150 81 61 62 
Disniantlenieiit costs 123 121 - - 123 12-1 

Non-ARO cost of removal $1.866 $1.748 $1.094 $918 $772 $800 

The NCIJC requires tllat PEC update its cost estimate for nuclear decominissioning eveqr five years. PEC received a 
new site-specific estimate of decoiiinussioning cosls for Robinson Nuclear. Plant (Robinson) Unit No 2. Bninswick 
Nuclear Plant (Brunswick) Uiuts No 1 and No 2, and Hams Nuclear Plant (Harris) Unit No 1, in Deceniber 2009. 
wllicli will be filed with the NCUC in tlie first quarter of 2010 PEC's estimate is based on proiiipt disiiiantlenient 
deconuilissioiung, wluch reflects the cost o l  reiiioval of all radioactive and other structures currently at the site. with 
such removal occurring after operating license ekyiratioii. Tliese decoiiunissioiung cost estimates also include 
interim spent fuel storage costs associated with maintaining spent nuclear fuel on site until such time that i t  can be 
tnnsferred to a DOE racility (See Note 22D). These estimates. in 2009 dollars, were $687 million for Unit No. 2 at 
Robinson, $591 nullion for Bmiiswick Unit No. 1, $585 niillion for Bninswiclc IJnit No 2 and $ 1  126 billion Tor 
Hairis The estimates are sub.ject to c lmge based on a variety of factors including. but not limited to. cost escalation. 
changes i n  tecluiology applicable to nuclear deconuiussioiuiig and changes in federal. state or local regulations The 
cost estinmtes exclude the portion attributable to North Carolina E,astem Municipal Power Agency (Power Agcncy), 
wlucli holds a n  undivided ownelship interest in  Bmns~vicl< and Harris. See Note 7D for information about the NRC 
operating licenses held by PEC. Based on updated cost estimates. in 2009 PEC reduced its asset retireiiicnt cost net 
of accumulated depreciatioii and its ARO liability by approxiiiiately $27 million and $390 million. respectively. 
resulting in no asset retirenient costs included in utility plant related to nuclear deconiniissio~ung of irradiated plant 
at  December .31. 2009. 

The FPSC requires that PEF update its cost estimate for nuclear deconuiussioning every five years PEF received a 
new sile-speciric estimate of deconuiussioning costs for the Crystal River Unit No 3 (CR.3) i n  October 2008. \vlucli 
PEF filed with the FPSC in 2009 as pari of PEF's base rate filing (See Note 7C) However. the FPSC deferred 
review of PEF's nuclear deconunissioning study from tlie rate case to be addiessed in 2010 in order for FPSC staff 
to assess PEF's study in combination with other utilities anticipated to submit nuclear decoiiimissioiung studies in 
2010. PEF will not be required to prepare a new site-specific nuclear decomniissionhig study in 20 10. however. PEF 
will be required to update tlie 2008 study with the most currently available escalation ratcs in 2010 PEF's cstiniate 
is based on pronipt disiiiantlenient deconuiussioiung and includes interim spent rue1 storage costs associated with 
niaintaiiung spent nuclear fuel on site until such tinie that it can be transfened to a DOE facility (See Note 22D) 
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The estimate, in 2008 dollars, is $75 1 million and is subject to change based on a variety of factors including. but 
not limited io. cost escalation. changes in technology applicable to nuclear decommissioiu~~g and changes in federal. 
state or local reg~ilations The cost esliinate excludes the portion attributable to other co-owiers of CR.3 See Note 
7D for inlormation about the NRC operating license held by PEF for CR3 Based on the 2008 estimate and assuined 
operating license rene~val, PEF increased its asset retiieinent cost and its ARO liability by approsinialely $19 
million in 2008 Retail accnials on PEF’s reserves for nuclear decoimiussioning were previously suspended under 
the teiins of previous base rate settleinent agreeinents PEF espccts to continue tlus suspension based on its planned 
20 10 nuclear decoinnussioning filing In addition, the wholesale accnial on PEF’s reserves for nuclear 
decoinnussioring was suspended retroactive to January 2006. following a FERC accounting order issued i n  
November 2006. 

The FPSC requires that PEF update its cost estrmate for fossll plant dismantlenient every four years PEF received 
an updated fossil disinantleincnt study estimate in 200S, which PEF filed with the FPSC in 2009 as part of PEF’s 
base rate filing PEF’s reseive for fossil plant disin;uitlemcnt was approsiinately $143 nullion and $14i nu11ioii at 
Deceinbei 3 1, 2009 and 2008, including amounts in the ARO liability for asbestos abatement. discussed below 
Retail accruals on PEF’s reseives foi fossil plant disniantleinent were previously suspendcd under the terms ol 
Vf------ ~ -l_l_____-I___-______ 

PEC and PEF have recognized ARO liabilities related to asbestos abatement costs The ARO liabilities related to 
asbestos abatement costs were $27 nullion and $21 inillion at December 31, 2009 and 2008. respectively. at PEC 
and $27 million and $24 iiiillion at  December 3 1. 2009 and 2008, respectively, at PEF 

Additionally, PEC and PEF have recognized ARO liabilities related to lanclfill capping costs. The ARO liabilities 
related to landfill capping costs were $1 nullion at December 31. 2009 and 2008, at PEC and $6 inillion at 
Deceinber 3 1, 2009 and 2008. at PEF For PEC, closurc work related to the landfill coinmeiiced in 2009 and should 
be completed in 2010 

We have identified but not recognized AROs related to electric transnussion and distribution and 
telecommunications assets as tlie result of easements over property not owned by us These easenients ai= generally 
perpetual and require retireinen1 action only upon abandoiunent or cessation of use of the property for llie specified 
purpose. The ARO is not estimable for such easements, as we intend to utilize these properties indefinitely In the 
event we decide to abandon or cease the use of a particular easement, an ARO would be recorded at that time 

The followjng table presents the changes to the AROs during the years ended December 31, 2009 and 200s 
Revisions to prior estiinates of Lhe PEC and PEF regulated ARO are related to the updated cost estimates for nuclear 
dcconunissio~ung aid asbestos described above 

Progress 
(111 millions) Energy PEC PEF 
Asset retirement obligaaons at Januaiy 1, 200s 61,378 $1,063 $315 
Additions 7 1 6 
Accretion exqmse 79 62 17 
Revisions to prior estiinates 7 (4) 11 
Asset retirement obligahons at December 3 1. 2008 1.471 1,122 339 
Accretion expense 83 65 18 
Revisions to prior estiinates (384  (386) 2 
Asset retirement obligations iIt December 31.2009 $1,170 $801 $369 

D. ENSIJRANCE 

The Utilities ale niembers of Nuclear Electric Insunnce Limited (NEIL), wluch provides p ~ i r n ~ q  and excess 
insurance coverage against property damage 10 memnbers‘ nuclear generating facilities. Under the priinay progi-ani. 
each company is insured for $500 ~iullioii at each of its respective nuclear plants In addition to primary covcrage. 
NEIL also provides decontaniination, premature deconiinissioiung and excess property insurance with limits of 
$1 750 billion 011 each nuclear plant 
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Insurance coverage against iiicizniental costs of icplacement power icsulting from prolongcd accidcntal outages at 
iiiiclear generating uiiits is also providcd tllrougli niembersl~p i n  NEIL Both PEC aiid PEF are iiiswed wider this 
progmm. followng a 12-week deduchble period. for 52 weelts 111 the amount of $i 5 nullion per week at Bninswick. 
Haiiis and Robinson, and $4 5 nullion per week at CR? An add~honal 1 I O  weeks of coveragc IS piovidcd at 80 
percent of the above weeltlv ainounts For the cuncnt policy peiiod, tlie conipaiues aie s u b p t  to iztrospective 
prenuum assessinents of up to appro\nnatelv $28 inilhoii with respcct to the priinary covengc. $40 million with 
irtspect to tlie decontaiiunahon. deconiiiiissioruiig and excess propcity coverage, and $25 iiullioii for the increinental 
~eplacemcnl power costs coverage, in the event C O V ~ I  ed losses at insured facilities exeed piennunis, reserves. 
reiiisuraiice ;ind other W I L  resources Pursuant to regulations of the N R C ,  each company’s property clamage 
Insurance policws piovide that all procecds from such ins~iniice be applied, first. to place the plant in a saPe atid 
stable cond~tion aftei an accident dnd, second. to decontaminate Ihe plant befox any proceeds Cali be used for 
decoimiussioiung, plant repair or iestoiahon Each coiiipaiijr IS responsible to tlie extent losses may exceecl liinits of 
the coverage described above 

Bolh of the Uhlities are insured against public Iiabilitj for a nucleai incident up to $12 595 bill1011 per occurrencc 
IJnder tlie current provisions of the Piice Anderson Act. wluch liiiuts liability for acciclents at nuclear power plants. 

fioni an accident at any conunercial nuclear power plant in  the United States In tlie eveiit that public liability claiins 
110m each inswed nuclear incident exceed the piiinaiy le\ el of coverage provided by Ainerican Nuclear Insurers. 
cach coinpaiiy would be subject to pro rata assessinents of up to $1 17 1s inillion for each ieactor owned for each 
incident Payment of such assessnients wodd be made over tiiiie as necessary to h u t  the payment In any one year 
to no inoie than $17 5 niillion pel ieactor owned per incident Both the inawnum assessiiieiit per reactoi and the 
1nax11nu111 yearly assessment ale adlusted for ~nflnt~oii at least every five years Tlie next scheduled adjustinent is 
due on or befoie August 29 2013 

Under the NEIL pol~cies. if there were inultiple terronsni losses w~tluii one year. NEIL would nialte available one 
industiy aggregate Iinut of $3 210 biIlion for noncerhfied acts. along with any amounts 11 recovers from iemsurance, 
govciiiinent ~ndemn~t)r 01 othci SoLirces up to the I~inits foi each claimant If terroiism losses occurred beyond the 
one-year period. a new set of limits and resources would apply 

The Utilities self-liisurc the~r tmnsniission and distribuhoii liiics against loss due to storin dainage and other natuial 
disasters PEF maintains a storin damage ieserve pursuant to a regulatory order and may defer losses in e x e s s  of the 
reserve (See Note 7C) 

LLIL 

5.  RECEIVABLES 

Income tares receivable and interest income receivables are not included in receivables These m o u n t s  arc included 
i n  prepayments and other current assets or shown separately on the Consolidated Balance Sheets At December 3 1 
receivables were coiiipiised of 

Progress Enerm - PEF 
(111 nulllons) 2009 2008 2009 2008 2009 2008 
Trade accounts receivable $581 $648 $291 $350 $288 $298 
Unbilled accouiits reccivable 193 182 125 120 68 62 
Notes receivable - - - - - 2 
Den\ ativcs accounts receivable 2 
Other receivables 42 53 34 i s  8 13 
Allowance for doubtful rccewables (18) (18) (8) (6) (10) (11) 

Total receivables, net $800 $867 $442 $502 $356 $362 

- 2 - - - 



6.  MVEN'I'OKY 

At Deccniber 3 1 mmto iy  was comprised of 

Progress Enerw - PEF 
(in imllions) 2009 2008 2009 2008 2009 2008 
Fuel Tor production $667 $614 $301 $287 $363 $327 
Materials and supplies 639 i 8 8  366 i 78 273 2 50 
Eiiussion allowances 18 37 6 8 12 29 
Other 1 

Total inventow $1,325 $1.239 S677 $633 $648 $606 
- - - 1 - 

Matcr~als and supplies amounts above exclude long-tcrni coiiibusbon turbine inventoiy amounts uicluded 111 other 
assets and deferred debits on tlic Coiisolichtcd Balance Sliccts for Progress Energy of $24 million and $23 inillion at 
December 3 I .  2009 and 2008. respectively 

tlic Consolidated Balance Sheets for Progress Energy. PEC and PEF of $39 niillioi~ $8 iiiillioii and $3 1 million, 
respecbvely. at Dcceniber 3 1. 2009 Long-tenii ciiussion allowances lor Progiess Energy, PEC and PEF were $61 
inillion. $14 irullion and $17 million, respectively. a t  Decenibei 31, 2008 

7. REGULATORY MATTERS 

A. IZEGULA'TOKY ASSETS AND LIABILITIES 

As regulated entities, the IJtilities are subjcct to tlie provisions of GAAP for regulalcd operations. Accordingly, the 
IJtilities record certain assets and liabilities resulting from the eirects of the rateniaking process that wodd not be 
recorded under GAAP for iioiuegulated entities. The 1Jtilities' ability to continue to iiieet the criteria for application 
of GAAP for regulated opentions could be affected in the future bv competitive forces and restmchiring in the 
electric utilily industry. I n  tlie event that GAAP for regulated operations no longer applies to a sepamble portion of 
o w  a p e d o n s ,  related regulatory assets and liabilities would be eliminated uilless an appropriate regulatory 
recovery mechanism was provided. Additionally, such an event would require the IJtilities to determine if m y  
impainiient to other assets, including utility plant. exists and write down impaired assets to their fair values. 

Except for poiiions of deferred fuel costs and loss on reacquired debt. all regillatov assets earn a return or the cash 
has not yet been expended? in which case Ihe assets are ofrset by liabilities that do not iiicur a carrying cost. We 
expect to fully recover our regxilatory assets and refilnd our regulatoIy liabilities tluougli ciistoiner ntes under 
current regulatory practice 
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At December 3 1 the balances of legtilaton assets (Iiabilittes) were as follows 

Progress EiierLy 
(In Illllllons) 2009 200s 
Deferred Iiiel cost - ciirreiit (Notes 7B and 7C) $105 $335 
Nuclear deferral (Note 7C) 37 190 

8 E~iviromiiental - 

Total current regulatory assets 142 5 3 3  
Dererred fuel cost - long-tenii (Note 7B)'"' 62 130 

Deferred mipact of ARO (Note 4C)'"' 99 348 
Income taxes recoverable tluougli future rates'") 264 193 

Nuclear deferral (Note 7C) '"' 239 - 

Loss on reacquired debt'"' 35 37 
Storm ddcrral (Note 7C)'d' 10 I6 
Poslre~rement benefits (Note 16)'"' 945 1,042 

Accrued vacation'"' 10 32 
DSM / Energ~~-cfficienc~~ deferral (Note 7B)"" 19 9 

Envi~on~nental (Note 7C) (24) - 

Denvativc mark-to-market ~ l C ~ J ~ l S ~ l i l ~ 1 1 ~  (Note 17A)'" 436 697 
~nv~ron~iiei i t i i~  (Notes /L  an  --------- 

Otlier 36 32 
Total long-tenii regulatory assets 2,179 2.567 

Defeircd energy conservation cost and other curient 

Non-ARO cost of removal (Nnte 4C)'b' (1,866) (1,748) 
Deferred impact 01 ARO (Note -IC)@' (1 50) (198) 
Net nuclear decoiwnissioning tnist uniealized gains (Note 4C)'" (295) (28) 
Derivative marl<-to-iiiarltel adjustment (Note 17A)"' (20) (26) 
Storm reserve (Note 7C)'s' (1 36) (129) 

( 2 3  10) (2.181) 
Net iegulato~y (liabilities) assets S(216) $913 

PEC 
(Ill IlllllIoI~s) 2009 200s 
Dclerred fuel cost - current (Note 7B) 588 $207 
Dererred fuel cost - long-term (Note 7B)'"' 62 110 
Deren-ed impact of ARO mote K)("' 92 34 3 

Loss on reacquired debt'"' 15 16 
Postretirement benefits (Note 16)'e) 483 522 

DSM / Eiieigy-efficiency deferral"" 19 9 

Income laws recoverable tluough fmtre r a d ' )  76 62 

Derivative mark-to-marlte t adj ustnicnt (Not e 17A)' 88 96 
Accrued vacatioii'a' 10 32 

I 

Other 28 3 3  

Noli-ARO cost of removal (Note 4C)'b' 
Total long-term regulatory assets 873 1.243 

Net mrclear decoiiuiiissioring trust unrealized gains (Note 4C)"' 
Other 

Total long-term regulatoq liabilities (1,293) (987) 
Net regulatory (liabilities) assets $(332) $463 
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PEF 
(iii nullions) 2009 2008 

Nuclear defenal (Note 7C) 37 190 

Nucleai deferral (Note 7C)'"' 239 - 

Income taxes rccovera[>Ie tlvougli future iates"" 188 131 
Loss on reacquired debt"' 20 21 
Storm defernl (Note 7C)'"' 10 14 
Postretrrcment benefits (Note 16)'"' 462 520 

Enviroruiiental (Notes 7C and 21Af6) 19 21 

Deferred fuel cost - curient (Note 7C) S17 $128 

8 Enviromiicntal 
Total current regulatory assets 54 326 

- - 

Derivative mark-to-marlcct arlptment (Note 17A)'" 348 60 1 

Other 21 16 
Total lone-term remilatow assets 1,307 1,324 

- Eiiviroiuiiental (Note 7C) (24) 
Deferred cneigv conservation cost and otlier current 

regulatory liabilities (3) (6) 
I Total current regulatory liabilities (271 (6) 

Non-ARO cost of removal (Note (772) (SOW 
Delemcd impact of ARO (Note 40"' (30) (76) 
Net nuclear decoiiiiiiissioiiing trust unrealized gams (Note -IC)(" ( 1 1 4  (7) 
Derivative iiiaik-to-market adjustment (Note 17A)'" (20) (26) 
Stonn resciw (No~c 7C)'-$' (136) (1 29) 
Other (31) (38) 

Total long-tenii regulatory liabilities (1,103) (1.076) 
Net regulatory asscts $231 $568 

The recoveiy and ;imortimtion periods for these regulatoiy itssets and (liabilities) at 2009 are as follows "' 

"' 
Rccordcd and recovered or aiilortizcd as approved by the appropriate state utilitv coiiuiussion over a 
period not exceeding five years 
Asset retireiiient and removal liabilities are recorded and income taws recoverable through future ntes are 
recovered over the related pmperty lives, wluch may range up to 65 years Asset retirement and removal 

Recoveicd over either the remaining life or the original issue or. i l  refinanced, over the life of tlie new 
issue. wliich may range up to 30 years. 
Recorded and recovered or amortized as approved by tlie FERC over a period not exceeding five years 
Recoiwed and amortized over tlie itmailling service period of emplovees. 111 accordance with a 2009 
FPSC order. PEF's 2009 deferred pension expense of $31 million will be aiiiorlized to the extent that 
airniial pension expense is less Ilia11 llie $27 iiullioii allowuice provided for in base rates (See Note 7C) 
Related to derivative unrealized gains and losses that are recorded as a regulatory liability or asset. 
iespectiwly. until the contracts air: settled After settleineiit of the derivatives and the fuel is consumed, 
the rcalized gains or losses are passed through the fuel cost-recovery clause. 
Recovered as eiiviro~inicntal remediation or stonii restoration expenses are incurred 
Recorded and rccovered or amordzed as approved by tlie appropriate state utility conuiussion over a 
period not exceeding 10 years. 
Related to unrealired gains and losses or1 nuclear decomnussioning tnist funds that are recorded ;IS a 
regulatory asset or liability. respectively, until tlie funds are used to decoiiuiGssioii a nuclear plant. 

es will be settled and adjusted following completion o f  the related activities. 
IC' 

( d l  

(" 

( r '  

( I l l  
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PEC's base rates are subject to tlic regulatoiy jurisdiction of tlie NCUC and SCPSC In  PEC's most recent rate cases 
in 1988. the NCUC and the SCPSC each authorized a return 011 equity of 12 7.5 percent. In June 2002, the Clem 
Smokestacks Act was enacted i n  North Carolina requiring the state's elechic utilities to reduce tlic cnussions of 
iutrogcn oxide (Nos)  and sulfur dioxide (SO:) froin their North Carolina coal-fired power plants in phases by 2013 
l'he Clean Smokestacks Act froze North Carolina electric utility base rates for a five-year period. which ended 
December 3 1. 2007. unless there were estraorclinary events beyond tlie control of the utilities or unless the utilities 
persistently earned a return substantially in excess of the rate of return established and found reasonable by tlie 
NCUC i n  tlie respcctivc utility's last general rate case There were no adjushients to PEC's base rates during the 
five-year period ended December 3 1. 200'7. Subsequent to 2007. PEC's current Norlh Carolina base rates are 
continuing subject to traditional cost-based rate rcgulation. During tlie late freczc period. the legislation provided for 
a ~iunimuni amorti~ation and recovery of 70 percent of the original estiinated compliance costs of $8 1.3 nlillion (or 
$2569 ~iullion) wliilc proyiding llesibility in the amount of annual amortization recorded from none up to $174 

For the years ended Dcceiiiber 31. 2008 and 2007, PEC recognized Clean Smokestacks Act amortization of $15 
million and $34 million. respectively. and recognized $584 inillion in cuniulatjve aiiiortizalion tlu-ough December 
3 1. 2008" The NCUC ordered tliat PEC shall be allowed to include in rate base all reasonable and prudently incurred 
enviroiunental compliance costs in excess of $584 nullion as Uie projects are closcd to plant in service As a i-esult of 
this order. PEC did not amortize $229 nullion of the original cstiinated conipliance costs for the Clean Smoltestacks 
Act during 2008 and 2009. but will record depreciation over tlic useful lives of the assets. 

Sce Note 21B for additional infonnatioii about the Clean Sinolteslaclts Act 

On Mav 7. 2009. PFC filcd nit11 thc SCPSC for a dccrcarc in the fucl iatc cliaiged to its South Caiolina ratepayers 
011 May 28. 2009. PEC joiiitly filed a scttlemenl agreement with tile South Carolma Office of Regulators Staff and 
Nucor Stccl LJndci Ilic tcrins of tlic scttleinenl agreement. thc paitics agreed to PEC's proposed rate reduction of 
appro\;iniateIv '$1 3 n i ~ l l ~ o n  On June 19, 2009. tlie SCPSC approved tlie settlenient agreeineiit The decrease was 
effcctive Juh 1 ,  2009. and decreased residcntial clectric bills bv $2 08 per 1.000 k i lo~~~~t t -hours  (kWIi). or 2 0 
percent. for fiicl cost recowry At December i 1. 2009. PEC's South Carolina under-recovercd deferred fuel balance 
was $2 nullloll 

On June 4. 2009, and as updated 011 August 17. 2009. PEC rded w ~ t h  the NCIJC for a $14 1ml1101i decrease in tlie 
fLlel rate charged to its North Carolina ratepayers. driven by declining fuel pnces On No\ieniber 16, 2009, the 
NCUC approved PEC's requcst Effective December 1. 2009. resiclential electric bills decrcased by $0 45 per 1,000 
ItWli. 01 0 4 pcrccnt. for fucl cost iecoveq At Deceiiibei 31. 2009. PEC's North Carolina under recoveied deferred 
fL1el balancc 11 as '$ I48 million. of 15 hich $62 nullion I S  c\pected to be collected alter 2010 and has been classified as 
a long-tcim regulatow asset 

Comprcliensive energy legislation cnacted by North Carolina i n  2007 allows PEC to recover the costs of demand- 
side iiianagement (DSM) ;ind cnergy-efficiency programs tlirough an aiuiual DSM clause The laiv allows PEC to 
capitalize those costs intended to produce future benefits and autliorizcs tlie NCUC to approve olher fomis of 
financial inccntives to tlic utility for DSM and energy-efficiency programs DSM programs include, but air: not 
limited to. m y  program or initiative that sllirts tlie timing of electricity use from peak to nonpeak periods and 
includes load nianagement electricity system and operating controls. direct load control: interruptible load and 
electric system cquipineiit and operating controls PEC has impleniented a series of DSM and energyefficiency 
progi;iiiis and will continue to pursuc additional programs. These programs must be approved by the NCIJC, and we 
cannot predict the outcome of the DSM alid energy-efficiency filings currently pending approval by the NCIJC or 
whether the inrpleinenkd progniiis will produce the expected operational and ecorioiiiic results At December 3 1 ~ 

2009. PEC's deferred North Carolina DSM and energy-efficiency costs totaled $15 nullion. 
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On June 6. 2008. and as subsequently amended. PEC filed an application nith thc NCUC for approval of a DSM and 
energy -efficiency rider to recover all program costs. including the recovery of appropriate incentives for investing in 
such progiams On No\wiiber 14; 2008, the NCUC issued a n  order allowing PEC to implement the rates requested 
in  PEC‘s Nowmbei 15. 2008 Icvisiort to its initial application The new rates. subject to true-up to the final order. 
were implemented on December 1 .  200S, increasing residential electrical bills by $0 74 per 1,000 ItWh. or 0.8 
pcrccnt As a result of scttlenient agreements entered into in 2007 and resulting regulatory proceediiigs. tlie NCUC 
ordered PEC to recalculate rates and submit to tlie NCIJC for approval. The 2009 impact of Uiese revised rates was 
i niniaterial 

On June 4. 2009. and as updated on August 17. 2009. PEC icqucsted tlie NCIJC approle a $1 million increase 111 Ihc 
DSM and energy-effmencv rate cliargecl to its North Caiolma iatepayeis Duc to clianges in how thc costs ale 
allocated among customel classes. tlie request results in a decrease to the residential ratc, wlule increasing rates for 
other custoincr classes The rate change nras approved on an mteniii basis effcclive December 1 ,  2009, and 
dccreased residenhal electric bills bv $0 19 pcr 1,000 kWh. or 0 2 percent 

On J U I ~ C  27. 2008. PEC filed an  application w~tli  the SCPSC to establish procedures that encourage investment 111 

aiinual iider to allow rccovery for all costs associated w ~ t h  such piograiiis. as well as the recoveiy of appropnate 
~ncenti\~es foi IIIX est1ng 111 such piogiains On J a ~ i u a ~ ~  23, 2009. PEC filed a Stipulation Agreement between PEC 
and sonic of the otlicr partics to the proceeding On May 6. 200‘3. the SCPSC approved the St~pulation Agreeinelit 
and Issued a diiecbvc icqulrmg PEC to file Tor approval of all proposed DSM and eneigy-efficlency p~og~ams  On 
May 11. 2009. 111 accorclmce with the SCPSC directive. PEC filed 11s progiams for approval and an application for a 
cost-iecoven’ rider for PEC‘s DSM and eiiergy-cfficieiicy programs On JLW 10. 2009. SCPSC approved the 
proposed DSM and energy-efficiency piogranis and the cost-recovery rider apphcat~on. on a prov~s~onal basls 
pending a re\ leur of the cost-recovery iider bv Uic South Carolina Office of Regulator\! Staff The rate increase was 
eCfectwe J d \  I .  2009. and increased residential electnc bills by $0 79 per 1.000 ItWIi, or 0 8 percent, for DSM and. 
cnerg)i-eff1clcncy cost iccol’ery We cannot predict tlie outcome of this matter At December 3 1, 2009. PEC’s 
defeired South Carolina DSM and eneigy-efficicncv costs totaled $4 ~iullion 

U UlPC 211 nve the 

Beginning in 2009, PEC is required to file ai annual No~lh  Carolina Renen~able Energy and Energy Efficiency 
Portpolio Standard (NC REPS) compliance ~eport with the NCUC demonstrating the actions it has taken to comply 
with tile NC REPS requirerneiit The niles ineasurc compliance with the NC REPS requirement via renenable 
energy certificates (REC) earned after January 1. 2008. The NCUC has selected A P X ,  Inc. as the vendor for 
iinplementation of a statewide REC tracldng system North Carolina electric power suppliers with a reneivable 
energy compliance obligation. including PEC. will pailicipate in the registry Rates for the NC FEPS clause are set 
based on prqjected costs with mie-up provisions. On June 4. 2009 and as updated A ~ g u ~ t  17. 2009. PEC filed with 
the NCLJC for a $7 million increase in the NC E P S  rate charged to its North Carolina ntepayers On Novcniber 12, 
2009. the NCUC approved PEC‘s request effective December 1. 2009. PEC’s residential electric bills increased by 
$0 29 per month. or 0.3 percent. Tor renewable energy portfolio standard (REPS) cost recovery. 

kWL!IROM iF!VTX COA ll’LI.4 ACE COST XECO I,’-ER I’ 

On Febniary 11. 2009. the SCPSC issued an  order allowing PEC to begin deferring as a regulatory asset the 
depreciation expense that PEC incurs on its enviIniuncntl1 conipliaiice control facilities as well as tlie incremental 
operation and maintenance expenses that PEC incurs i n  coiuiection with its environiiiental compliance control 
facilities At December i I .  2009, PEC‘s South Carolina cnviromnental compliance cost-recovery balance was $5 
million 

The NCUC and the SCPSC approved proposals to accelerate cost recovery of PEC‘s nuclear generating assets 
beginning January 1. 2000. and continuing tlmugli 2009 The North Carolina aggregate minimum and niasimum 
amounts of cost recovery were $41.5 inillion and $5S5 million. respectively. with flexibility in the amount of aiuiual 
depreciation rccoidcd from none to $150 million per year Accelerated cost recovery of these assets resulted in 
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additional clepreciation expense of $52 riiillion and $37 million for the veais ended Decembei 3 1, 2008 and 2007. 
respcctivcly PEC reached the niiiuniiini amount of $4 15 nullion of cost recoven’ by December 3 1 ,  2008. and no 
additional depreciation c\pense from acceleiated cost recovery was recoidcd in 2009 The South Carolina aggregate 
nuiwiiuni and ina,uniim amounts of cost recovers were $ 1  15 million and $165 million respecflvelv Pnoi to the 
SCPSC‘s 2008 approval to terminate PEC‘s remaining obligation to accelerate the cost recovery of PEC‘s nuclear 
geiieralhng assets. PEC had recoidcd cuniulative accelerated depreciation of $77 niillion for the South Carolina 
~ur~sd~ct ion  As a iesult of the SCPSC’s 2008 approval. PEC ndl not be required to recoglute the remarrung $38 
inillion of acceleiatcd depreciation iequired to reach the iniiuinuin amount of cost recovery for the South Carolina 
junsrliction, but will record depreciation over the useful lives of the assets No additional tleprecialhon expense from 
accelerated cost recovciy for tlie South Carohna luiisdiction was iecorded i n  2009. 2008 or 2007 

On April -30, 2008. PEC submitted a ievtsed Open Access rransinission Tanff (OAI’T) filing, including a settlement 
agreement. \vitIi the FERC requesting an increase III triiii~n~i~sion rates The puuposc of the filing was to inipleiiient 
fonnula-based iates for the PEC OATT i n  order to mole accurately reflect tlie costs that PEC incurs 111 providing 
transirussion senme In the filing. PEC proposed to move from a fixed revenue requiiement to a foimula-based rate. 
wlucli allows for trmmission ratcs to be updated each year based on the pnor war’s actual costs The scttlenient 

update to the formula-based OATT rates The new mtes were effective June 1. 2009, aiid increased 2009 reveiiues 
by $4 nullion 

On October 13. 2008. the NCIIC issued a Certificate of Public Convenience aid Necessity allowing PEC to proceed 
with plans to construct an approxiinately 600-MW combined cycle dual fuel-capable generating facility at its 
Richmond County generation site to provide additional geiierating aid transmission capacity to m e t  the growing 
energy demands of southern and eastern North Carolina PEC expects that the new generating and transiiussioii 
capacity will be online by tlie second quaiier of 201 1 

North Carolina enacted a law in J d y  2009 that abbreviates the certirication process for a public utility to construct a 
new natiinl gas plaiit as long as the public utility peniianently retires the existing coal units at that specific site. On 
August 18, 2009. PEC filed with the NCIJC an application for a Certificate of Public Convenience and Necessity to 
construct a 950-MW combined cycle natural gas-fueled electric genemting facility at a site i n  Wayne County, N.C. 
PEC projects that the generating facility would be i n  service by Januaq 201 3 PEC proposed that upon conipletion 
of the generating Facility, i t  mill pernianenlly cease operation of the tlme coal-fired generating units, with a 
combined generating capacity of approxiniately 400 MW. that are currently in  operation at the site Thus will result 
in approximately 550 MW of increniental capacity On September 2 1. 2009. tlie Public Stal7 reconiniended that tlie 
NCUC issue the certificate subject to additional conditions as follows Ilie facility be conslnicted a id  operated in 
accordance with all applicable laws and regulations, PEC file with the NCUC a piogress report and any revisions in 
the cost estimates on an aiuiual basis, PEC permanently cease operation of tlie tllree coal-fired units immediately 
upon completion and placement into service of the facility and that the NCIJC clarify that tlie issuance of the 
certificate does not constitute approval of tlie final costs associated with construction of tlie facility On October 1, 
2009. tlie NCIJC issued a notice of decision stating it found good cause to issue an order granting PEC tlie certificate 
subject to the four conditions proposed by tlie Ptiblic Staff as well as adding a condition that PEC subinit for NCUC 
approval a plan to retire additional coal-fired capacity reasonably proportionate to tlie 5.50 MW of incremental 
capacity On October 22. 2009. the NCUC issued i ts  order granting PEC the certificate to constnict the 950-MW 
facility 

On December 1, 2009. PEC filed with rlie NCUC a plan to retire no later than December 3 1. 2017, all of its coal- 
fired gcnerating facilities in  North Carolina that do not liavc scnibbers These facilities total approxiinately 1.500 
MW at  four sites PEC intends to continue to depreciate these units using the current depreciation rates as on file 
with the NCUC and the SCPSC until PEC completes and files a new depreciation study 

On Deceinber 18. 2009. PEC filed with the NCUC a n  application for a Certificate of Public Conveiuence aiid 
Necessity to construct a 620-MW coiiibined cycle natural gas-fueled electric generating hcility at a site in New 
Hanover County. N C .  PEC projects tliat the generating facility would be i n  service by late 2013 or early 2014 PEC 
proposed that Lipon completion of the generating facility. it will pennanentlg cease operation of tlie tllree coal-fired 
generating units currently in operation at tlie site that do not have scrubbers These units liave a combined generating 
capacity of approsimately 600 MW 
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As a iesult of a base ratc procceding 111 2005 PEF \\as paity to a base Iiltc scttlcmcnt agreement that was errechve 
with the fmt billing cycle of Januai-~ 2006 and reiiiarncd 111 cffcct through tlie last billing cycle of Deceniber 2009 

On March 20, 2009. in anticipation of the expiration of its current base rate settlement agicement, PEF filed ~ v i t h  the 
FPSC a proposal foi an inciease i i i  base iates effcctixe January 1. 2010 In its filing. PEF requested the FPSC to 
approve calendar ycar 2010 as the projected test period foi setting new basc iates and approvc aiuiual rate relief for 
PEF of $499 million, which nicludcd PEF's petition foi a combined $76 iiiilhon of new base iates 111 2009 as 
discussed below The request for increased base rates vas based. in part. on investinents PEF is mal~ing 111 Its 
geneiahiig fleet and m Its ti'ilnsinission aiid dislnbution system 

Iiicludcd ivitlun tlie base late proposal was a rcquest for an ~ntcnni base ratc Increase o l  $1 3 iiullion Additionally. 
on Maich 20, 2009, PEF petihoned tlie FPSC for a limited proceeding to include 111 base iatcs reiwine requireiiients 
of $63 inillion for tlie repoweled Bartow Plant. wlucli bcgan co~innercial opciations 111 J U I ~ C  2009 On May 19, 2009. 
tile FPSC approved both the annual17ecl intellin base rate iiicrease and the cost recovery for the repowered Barlo~v 
Plant subject to refund with interest cffcchve Julv I .  2009 Based 011 actual energy sales, the intenin and liiniled 
base rate relicf increased icvenucs by $79 imllioii during the year cncled Deccinbci 3 1. 2009 The c1i;uigcs increased 
residenhal bills by approsnnately $4 52 per 1.000 kWh. or 3 7 percent On July 2. 2009, Florida's Office of Pubhc 
Couilsel (OPC), tlie Florida Indusinal Pon.cr Users Group. the attorney general. thc Floiida Rctal Fedcration and 
PCS Phosphate filccl a petition proteshiig port~ons of the FPSC approval On August 3 1. 2009. the FPSC issued an 
order to consolidate the Interim and liinited base rate rcllcf iiicrease and the base rate proposal PEF's iemaliung 
base rate request as filed by PEF wonld liavc iiicrcased residential bills by approsiniatelv $9 66 per 1,000 kWh. or 
7 6 percent, effechve Januarv 1. 2010 A lieanng was held on this niattcr Septeiiibcr 21. 2009 - October 1 .  2009 On 
October 27, 2009. the FPSC held a lieaniig to clcleriiune if the votiiig of' pending late c a m  should be dclayed until 
new FPSC appointees took office i n  Januaiy 2010 During tlic healing. the FPSC \,oted to dclay tlie nilings on thc 
appropriate level of revenue ieqiiireincnts unhl J ~ i l i t i i ~ i ~  1 1 ,  2010 

On January 11, 2010. the FPSC appIoved a base rate incrcase of $ 1  12 imllion cffeclive January 1. 2010, wlucli 
represents Uic aiuiualized inipact of the rate iiicicase Uiat was appro\wl and effectn e July 2009 for the repowered 
Bartow Plant Addihoiially, the FPSC did not rcquirc PEF to refund the 2009 iiitcnm base rate increase previously 
discussed The dirrercnce betwecn PEF's iequcsted $499 million Inciemental rcveiiues and the $ 132 million granted 
by tlie FPSC is a f~niction of scvcial factois. ~~icliid~ng. among other things 1 )  P I 3  had proposed iates based on a 
return on equity of 12 54 percent and tlie FPSC granted rates based on a return on equity of 10 5 percent. 2) the 
FPSC gianted iates bascd on projected annual dcpreciahon expense that 1s nppro\;imately $ 1 19 nullion lower tlian 
tlie amount rcquestcd by PEF. aiid 3 )  Ilie FPSC's ruling Incorporates projected aiuiiial operahiig and iiiaintenance 
(O&M) costs Uiat are apprownately $77 niillioii lower than tlie O&M cost requested by PEF and the elinunatioii of 
$15 million of annual storm leser-vc accrual. \vIi~cli represented a $9 million incrcase over tlie accrual previously in 
efkct We aic cuirently revic\ving our rcgulatoe options In Floiida 

_______-_-_ __-__- 

FUEL COST IGCOVERI 

On March 17. 2009, PEF rccci\ cd approval fmni thc FPSC to reduce its 2009 fuel cost-rccol en' factors bs an  
amount suflicicnl lo aclueve a $206 million icduction in fucl charges lo rctail customci s as a result of crfcctive fuel 
purchasing slratcgies and lo\\ er fucl prices The approval icduccd resident~al custonici s hiel charges bv $6 90 per 
1 .000 kWh. or 5 0 percent starting with thc first billing c\ clc of April 2009. 11 it11 similar rcduchons for commercial 
and industrial customcrs 

On August 10:  2006, Florida's OPC filed a petition wilh the FPSC asking lhal the FPSC require PEF to refund to 
ntepayers allegecl excessive past fnel-recovery charges and SO2 allo\vaicc costs during tlie period 1996 to 2005 
During tlie period specified in the petition, PEF's costs recovered through fuel-recovery clauses were aiuiually 
reviewed lor prudence and approval by tlie FPSC. On October IO. 2007. the FPSC issued its order rejecting most or 
the OPC's contentions However. tlie FPSC found that PEF had not been prudenl in purchasing a portion of its coal 
requirements during tlie period from 2003 to 2005. Accorclirigly. the FPSC ordered PEF to refund its ratepayen 
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approxiiiiately $14 million. iiiclusiw of inkiest. o x r  a 12-niontli period beginning J ; U ~ L E I ~  1, 2008. For the year 
endcd Deceniber 3 1. 2007. PE.F recorded a pre-tau other operating expense of $12 inillion. interest expense of $2 
inillion and an associated $14 inillioii regulatoq liability The refund was returned to ratepayers in 2008 through a 
Icdiiction of prior year under-movered fuel costs The FPSC also ordered PEF to addiess wlielher it \vas pnident in 
its 2006 and 200’7 coal purchases for Crystal River Units No 4 and 5 coal-filed steam tufiines (CR4 and CR5) On 
February 2. 2009. the OPC filed diiect testimony alleging that during 2006 and 2007. PEF collected excessive fuel 
costs aiid SOz allowance costs of $6 1 million before interest The OPC claimed tlmt these excessive costs were 
attributed to PEF’s ongoing practice of not blending the most econoiiiical sources of coal at its CR-I and CR5 Plants 
During the hearing on tlie matter, the OPC reduced the alleged excessive fuel costs to $33 niillioii before hiterest. On 
June 30, 2009. the FPSC approved a refund of $8 illillion to PEF’s ratepayers to be paid over a 12-month period 
beginning January 1 ,  2010. and ordered PEF to file a report by September 2009 regarding the prospective 
application of PEF’s coal procurement plan aiid the prudence of PEF’s coal procurciiieiit actions In  compliance with 
the FPSC order. PEF filed the coal procurement status report 011 Septenilxr 14. 2009 For the year ended Deceniber 
3 1, 2009, PEF recorded a pre-tax other operating expense of $8 nullion. an ininiaterial amount of interest and an 
associated regulaloqi liability included within PEF’s deferred fuel cost at Deceniber 3 1. 2009 PEF chose not to 
appeal the FPSC’s order. 

On September 14, 2009. PEF filed a request with the FPSC to seek approval of a cost acljustment to reduce hie1 costs 
by $105 nullion. thereby decreasing residential electric bills by $3“34 per 1.000 kW1i. or 2 6 pcrcent, effective 
Jaii~i:q 1 ,  2010. Tlus decrease is due to a decrease of $9 89 per  1.000 ItWh for the pio,jectcd recovery of file1 costs. 
partially offset by an increase of $6.55 per 1.000 ItWh for the projected recoveiy through tlie capacity cosl-recovery 
clause (CCRC) The decrease in projected fuel costs is due piimarily to a decrease in the piice of natural gas and a 
change in the expected average fuel costs. An extended biennial nuclear outage at CR3 for an uprate project in 2009 
contributed to lugher projected fuel costs for 2009. ho~vcver. anticipated changes in tlic generation iiiix for 20 10 are 
exyected to result iii loner average fuel costs and contributed to tlie projected decrease in 2010 fucl costs The 
increase in the CCRC is primarily the result of projectcd costs to be incurred in 2010 under the nuclear cos:-recovery 
rule discussed below for the proposed nuclear plant in Levy County, Fla (Levy) and a11 under-recoveiy of purchased 
power costs in 2009. On October 2.3, 2009. as a result of the October 16, 2009 FPSC vote i n  the nuclear cost- 
recovery matter discnssed more fully below. PE,F filed a $3 million cost arljustment with the FPSC. wluch reduced 
the CCRC rate by $0.08 per 1.000 ItWh from the original September 14, 2009 cost-adjustment filing The FPSC 
approved PEF’s fuel and capacity clause filings on November 2. 2009. to bc crfcctiw January 1. 2010 

On August 28, 2009, PEF filed a request to increase the Emironmental Cost Reco \ tn  Clause (ECRC) residential 
mte aiid the filing was updated 011 October 27. 2009 PEF is asking the FPSC to increase residential rates by $2 25 
per 1,000 kWh, or 1 8 percent This \vould increase pojectccl revenues by $33  inillion This increase is pIiInarily 
due to the return 011 assets expected to be placed in service at the end of 2009 On September 14. 2009. PEF filed a 
request to increase the Energy Conservation Cost Recovew Clause (ECCR) residential ntc by $0,47 per 1.000 k W k  
or 0.4 percent Tllis would increase projected revenues by $4 million Tlus increase is due mainly to an increase in  

conservation program costs. The FPSC approved PEF’s ECRC aiid ECCR clause filings on November 2. 2009, to be 
effective January 1, 2010. 

NlJCL,E4R COST RECOT ERJ- 

L e w  Nitclem. 

On March 11, 2008, PEF filed a petition for an affiriiiati\.e Deterniinatiori of Need for its proposed Levy Units I and 
2 nuclear power plants. togetliei, with the associated facilities. including trarisinission lines and substation fac 
Levy Units 1 and 2 are needed to maintain electric svstem reliabilit? iNid integrity. fuel and generating diversity and 
to continue to provide adequate elcctricity to PEF’s customcrs at  a reasoimblc cost Levy tlnits 1 and 2 will be 
advanced passive light water nuclear reactors. each n4li a geneiating capacity of approximately 1 .I 00 MW The 
petition included projections that Lcvy IJilit 1 would be placed i n  senice by J U I ~ C  2016 and Levy Unit 2 by lune 
2017 The filed. nonbinding pmject cost estimate for L x v y  Units 1 and 2 was approximately $14 billioii for 
generating facilities and approximately $3 billion for associated tralismission facilities The FPSC issued the filial 
order granting the petition for the Detennination of Need for the proposed nuclear units on August 12. 2008 
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On Maicli 1 1, 2008, PEF also filed a petition \\ 1111 thc FPSC to open a discoveiy docltct rcgar&ng the actual and 
projccted costs of L e w  PEF fded llie petition to assist thc FPSC 111 the tiiiiclv and adequatc icview of llic proposed 
projcct’s costs iecoverable uncler tlic nuclcai cost-recovery nile On May 1. 2008. PEF filed a petition for rccovcry 
of both pieconstruction and carrying cllargcs on construction costs ~ncuircd or anticipaicd to bc m i m e d  dunng 
2008 and 2009 under tlie nuclear cost-recovery rule Based on tlie dfiiniativc vote by thc FPSC on the 
Deteniniiation of Need for Levy. PEF filed a pctihon on July 18. 2008. to rccowi all prudently incurred costs under 
the nuclear cost-recovery nile 011 November 12. 2008, the FPSC issued an order to appro\e tlie inclusion of 
preconstruction and carnjiiig charges of $357 inillion its .v\ell as site selection costs of $33 niillion i n  cstablislung 
PEF‘s 2009 capacity cost-recovery clause factor 

On March 17, 2009. PEF rcceived approval from the FPSC to defer until 2010 tlie recovcgi of $198 iiullion of 
nuclear preconstnlchon costs foi Levy. wlucli the FPSC 1lad authorircd to bc collectcd 111 2003 1 he approval 
reduced residential custoiiiers’ riuclear cost-recovery charge by $7 80 per 1,000 kWh, or i 7 perccrit. starting with 
the first billing cycle of April 2009, with  siimlar reduchons Poi coiniiieicial and iiidustiial custoincis 

On May 1, 2009, pursuant to the FPSC nuclcai cost-recovery ixilc. PEF filed a petition to recow $416 nullion 

iiicurred dtmng 2009 and the projected 2010 costs associated w i t h  tlie Levy and CR? upiate projects In an effort to 
help initigate the iiuhal price impact on its customcis, as part of its filing, PEF proposed collecting certain costs ovci 
a five-ycar period, with associated cairying costs on the unrecovcrccl balance This alternate proposal icduced the 
2010 rcveiiue requiienient to $236 niilhon On Septeinbei 14, 2009. consistent witli FPSC iulcs. PEF iiicluded both 
proposed revenue reqummeiits 111 its CCRC filing. which would result in a nuclear cost-recovei~~ charge of either 
$7 98 per 1,000 kWh for resiclentd customers under PEF’s alternate proposal. 01 $15 07 per 1.000 1tWh If tlie FPSC 
did not approve PEF’s alternate proposal At a special agenda heanng by tlic FPSC 011 October 16. 2009. the FPSC 
approved the alternate proposal allowing PEF to recover $207 iiullion of rcvciiue requireincnts associated mth  Uie 
nuclear cost-recovew clause through the CCRC beginmng with  the first billing cycle of January 20 1 0  The 
remainder, with iiunor adjusbneiits, will also be recovered through thc CCRC This revcnuc lcvcl results in a nuclear 
cost-iecovery charge of $6 99 per 1.000 kWh. ivlilch rcpreseiits a $2 68 uiciease per 1 000 kW1i for residential 
customer bills In adoptnig PEF’s proposed rate nianagemeiit plan for 20 10. tlie FPSC perinitted PEF IO aiiiiually 
reconsider chaiigcs to the recovery of deferred amounts to afford grcatcr fleublhty to iiiaiiage future rate impacts 

-- --- I ,111 g w t o b e  

On October 16. 2009. the FPSC clarfied certam ~mplementation policies relatcd to tlic recognition of deferrals and 
tlie applicauoi~ of carryuig charges under the nuclear cost-iecovew rule Specificalls. the FPSC clardied that ( 1 )  
nuclcai costs are dccincd to be recowed up to the amount of FPSC-appiovcd projections and (2) tlie defeinl of 
unrecovered nuclear costs would accrue a carwing charge at PEF’s approved AFUDC late consistent with the 
requirements of FPSC’s nuclear cost-recoverv nile, which IS fixed at the pie-tax AFIIDC mte 111 effect as of J~ine 12, 
2007 Accordingly, PEF retrospectively assigncd capacity revenues to inatcli the FPSC-approved projected level of 
nuclear cost recovery as of September 30. 2009 Nuclear costs incurred i n  excess or original prolections cam a 
carrying charge cqual to the AFIJDC n t e  Prior to ttie FPSC cl‘dicatioi~ PEF assigned capicit) ievenues to iiuclear 
cost recovery based 011 actiial costs incurred, a i y  over- or under-recovenes of actual costs were dererrcd and earned 
a cawing charge equal to a coniiiierciai paper ratc 

On No\ ember 19, 2009. the FPSC issued a final order approving tlic rccovery of prudcntlv incurred nuclcar costs as 
a part of PEF’s proposed n t c  nianageincnt plan The rate inanagcineiit plan iiicludcs the rcclassificatton to the 
nuclear cost-rccovery clausc rcgulatory assct of the 1) 9; 198 iiiillion of capacitv rc\miiies and 2) the accelerated 
amortization of $76 iiullion or preconstructioii costs The ciiniulativc aiiiount of $271 inillion was recorded as a 
nuclear cost-recowv regulatoiy assct at Decenibcr 31. 2009. and IS projected to be icco\ cred bv 2014 

The FPSC llas aiiiliorized altcinative cost-recovery iiiccl~aiu~iii~ foi prcconstniction and const~uct~on canyuig costs 
of nuclear power plaits Accordingly. at Deceiiiber 31. 2009 and 2008. PEF ieflected $276 rnillion and $190 
iiullion. respectively. of nuclear-related costs as a rcgulatow asset of nlucli $274 million and $1 74 million. 
respectively. represents co~istmction work 111 progiess (Sce Note 4A) Of the total $276 inillion of nuclcar-related 
costs at Deceiiiber 31. 2009, $275 mill~on rclated lo Levy I h e  total $190 iiidlioii of nuclear-related costs at 
Deceniber 3 1, 2008, was compnsed of $ 1  8 1 niillion related to Le\? and $9 nullion related to tlie CR 3 uprate 
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On August 28. 2009. PEF filed a petition wtli  tlie FPSC to approvc a $17 million base rate incrcasc for tlie phase I1 
costs associatcd with tlie uprate of CR3 PEF’s 2009 revenue requireinents for recovery of the phase 11 costs were 
included in the CCRC As pernutted undei the nuclear cost-recovery rule, PEF‘s phase 111 costs associatcd with the 
CR3 uprate are currently being recovered through the CCRC discussed above On October 29. 2009. the FPSC Staff 
recoinniended that Uie FPSC approve PEF’s request with nun01 niodificahons and that the new rates be 
~mplcmented at the same hnie as PEF implements new base rates fioni 11s rate case proceeding On Octobcr 30. 
2009. PEF flied an amended petition requesting tlus rate cliaiigc be implenientcd effccuve Januai-s 1,  2010 On 
Deceiiiber I .  2009. tlie FPSC approved an incrcase in base rates for residential customers by $0 57 pcr 1 .000 ItWh. 
or 0 J percent 

In 2005, tlie FPSC issued an order aulliorizing PEF to recover $232 million over a two-liear period. including 
intercst of the costs it incuricd and pieviously deferred relatcd to PEF’s restoration of powel associated with four 
humcanes in 2004. Tlie net impact was included in customer bills beginning J a i i ~ i a ~  1, 2006. I n  2007, PEF recorded -- 
the rcniaiiung aniortization of $75 nullion associated with the rccoveiy of these stoini costs 

-- 

Dunrig 2006. the FPSC approved a settlement agiecnient between PEF and ccitain intervenors 111 its stoiin cost- 
recovery docltet that \vould allow PEF to extend 11s then-current two-ycar storm surcli,uge. wlucli cquals 
appioiiniately $ 3  61 on tlie avcrage residenhal inontllly customer bill of 1.000 kWli for an addihonal 12-montli 
penod that began August 2007 to ieplemsh its stonn reserve Additionally, the sctlleinent agreement piovided that 111 

the event future s torm depletc Ihe reserve. PEF would be able to petihon tlie FPSC for nnplementahon of an mteriin 
surcliarge or at least 80 percent and up to 100 percent of the clanied deficiency of its stomi reserve Tlie intervenors 
agreed not to oppose the intenni recovery of 80 percent of the future clainicd deficiency but resenTed tlie right to 
challenge die interim surcharge recovery of the remainnig 20 percent The FPSC has the right to review PEF’s stoini 
costs for pnidcnce I n  2008, PEF recorded net addihonal storin reserve of $66 nullion fioni 11ie cxtcnsion of tlie 
storiii surcliaige Tlie surcliarge agreement elpired in August 2008 At December 3 1 2009 and 2008 PEF‘s stoiin 
reserve totaled $1 36 million and $129 nullion. respechvcly 

On October 29, 2007. PEF subiiutted a revised OATf filing, including a settlemcnt agreement. ~ v i t l i  tlie FERC 
requesting an  increase in  transniission rates The purpose of the filing was to ~mplenient foniiula-bascd ratcs for tlie 
PEF OATT 111 order to inore accumtely reflect tlie costs that PEE incurs in providing transniission service In tlie 
filing. PEF proposed to move from a fixed rate to a forniula-based ratc, wlucli allows for tTansni~ssion iates to be 
updated each year based on the pnor year’s actual costs The settlement was approved by FERC and new iates were 
inipleniented on January 1. 2008 On May 15. 2009. PEF filed its annual update lo tlic fomula-based OA?T rates 
The new rates wcre effechve June 1 ,  2009. and increased 2009 revennes by $2 niillion I n  addition. onc of PEF’s 
large wholesale customers becanic subjcct to the new rate structure on Septenibcr I .  2009. incicasing PEF‘s 2009 
revenues by an additional $4 iiullion 

On March 20. 2009. PEF filed a petition with tlie FPSC for expedited approval of tlic deferral of $53 million in 2009 
pension expense and tlie aullioriz~tion to charge $3.3 niillion in estimated 2009 storm hardening expenses to its 
storni daniage reserve. PEF requested that tlie defernl of pension expense continue unljl tlie recovery of these costs 
is provided for in FPSC-approved base rates. On June 16, 2009, tlie FPSC denied PEF’s request related to the stonii 
liarcle~ung expenses. but approved the deferral of the retail portion of actual 2009 pension expense As a result of the 
order, PEF deferred pensioii expense of $34 inillion for Uie year ended December 3 1, 2009 PEF will not earn a 
carrying cliarge on the deferred pension regulatory asset. The defewl 01 pension expense will not result in a change 
in PEF‘s 2009 retail rates or prices. In accordance wilh the order, subsequent to 2009 PEF will aiiiortiz,e Llie deferred 
pension regulatory asset to tlie extent that annual pension expense is less tlian tlie $27 inillion allowaiicc provided 
Tor in tlie base rates established in the 2010 base rate proceeding. In tlie event such amortization is insufficient to 
fully aiiioilize the regulatoy asset, PEF can seek recovery of the remaining unaniorhz,ed amount in a base rate 
proceeding no earlier than 20 15. 

163 



Case No. 2011-124 
Staff-DR-01-009 iv attarlimeat 
(1'1pplpss Energy) 
k i g e  164 or 269 

1). NUCLEAK LICENSE RENEWALS 

PEC's nuclear units are currently operating under licenses that expire between 2010 and 2026. The NRC has granted 
PEC 20,-year renewals of tlie licenses for its nuclear units, wluch extend the operating licenses to expire bet\\ieen 
2030 and 2046 The NRC operating license held by PEF for CR3 currently expires in  December 2016 On December 
18> 2008, PE,F filed an application for a 20-year renewal Froni the NRC on the operating license For CR.3, wlucli 
would extend the operating license tluougli 2036, if approved. PEF anticipates a decision from the NRC i n  201 1 

8. GOODWILL 

Goodwill is requiied to be tested for impairment at least annually and inore frcquenlly when indicators of 
inipainnent exist All of our goodwill IS allocated to our utility segments and our goodwill inipainiient tests are 
performed at tlie utility segment level At December 3 1, 2009 and 2008, our carrjing amount of goodwill was 
$ 3  655 billion. with $1 922 billion assigned to PEC and $1 733 billion assigned to PEF The amounts assigned to 
PEC and PEF are recorded in our Coqionte and Other business segnieni We perform our annual iinpajiment test as 
of April 1 of each vear. During the second ouarter in 2009. we coinnlcted the 2009 annual tests. which indicated the 
goodwill was not impaired 

9. EQUITY 

A. COMMON STOCK 

PROGRESS ENERGY 

At December 3 1. 2009 and 2008. we liad 500 niillion sli,ues of conmon stock autlionzed under our cliaitei. of 
wlucli 2S1 iiullion shares and 264 ni~l l~on sllares. respectively. were outstanding For tlie years ended December 3 1, 
2009. 2008 and 2007. we issued shales of  coninion stock. primarily under a public ofkring and to nieet tlie 
requirements of the Progress Energy 40l(k) Savings & Stock Ownership Plan (40l(k)) and the Piogiess Energy 
Investor Plus Plan (IPP) In addition. we peiiodically issue shares for our other benefit plans 

The following table presents inforination for our conunon stock issuances" 

(in millions) Shares Proceeds Shares Proceeds Shares Proceeds 
Total issuances 17.5 $623 1 7  $132 3 7  $151 

- - - - Issuances under a public offering 14.4 523 
Issuances to meet requirenients of 
401(k) and IPP 2.5 100 3.1 131 1 .0 46 

The shares issued under a public ofrering were issued on Jarnay 12, 2009, at a public offering price of $37.50. We 
used $100 million of the proceeds to reduce tlic Parent's revolving credit agreement (RCA) borrowings and the 
reminder was used for general coiporate purposes 

Subsequent to December 3 1 ~ 2009, the Parent issued approxiniately 3.6 inillion shares of conunon stock resulting i n  
approximately 931.36 nullion in proceeds tluougli tlie P P  There are various provisions limiting tlie use of retained 
earnings for the pay men1 of dividends under certain circumstances. At December 3 1. 2009, there were no significant 
restrictions on the use of retained earnings (See Note 11B). 

At December 3 1. 2009 and 2008, PEC ivas authorized to issue up to 200 inillion shares of common stock All sliarcs 
issued and outstanding are held by Progress Energy. There are vcarious provisions limiting tlie use of retained 
earnings for the payinelit of dividends under certain circumstances At December 3 1. 2009, there were no significant 
restrictions on tlie use of retained earnings. See Note 11B for additional dividend restrictions relaled to PEC. 
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At December 3 1. 2009 and 2008. PEF was authorized to issue up to 60 million sliares of coiniiion stock All PEF 
coiiiinon sharcs issued and outstanding are indireclly held by Progress Energy. There are various provisions limiting 
the use of retained earnings for Uie payment of dividends under certain circuinstances At December 3 1, 2009, tliere 
were 110 significant restrictions on the use of retained earnings. See Note l1B for additional dividend restrictions 
related to PEF 

B. STOCK-BASED COMPENSA'I'ION 

We sponsor the 40 l(k) for wluch substanhally all full-time nonbaigaining unit employees and certain part-time 
no~iba~gaining u~ut eiiiployees witllin participating subsidiruies are eligible At December 3 1, 2009 and 2008, 
participating subsidiaries wclc PEC. PEF. PVI. Progrcss Fuels (corporate employces) and PESC Tlie 40 l(k). which 
has a matclung feature, encourages systematic savings by eiiiployees and provides a method of acquiring Progrcss 
Energy coiniiion stock and otlicr diverse Iweslnients Tlie 401(k). as aniciided in 1989. is an Employee Stock 
Ownerslup Plan (ESOP) that can enter into acquisihon loans to acquire Progress Energy coiiunon stock to sahsly 
401(k) coninion share nceds Q ~ i : i l l f i ~ a t ~ ~ ~ i  as an ESOP did not change the level or benefits received by employees 
undei tlie 401(k) Common stock acquired wit11 the proceeds of an ESOP loan IS held by the 40l(k) Tiustee in a 
suspense account Tlie coiiiiiion stock IS released from the suspense account and made available for allocation to 
participants as tlie ESOP loan IS repaid Such allocations ale used to partially m e t  coninion stock needs related to 
inatclung and uicentive contiibutions andor rciiivested dividends All or a portion of tlie dwidends p a d  on ESOP 
suspense shares and on ESOP shares allocated to participants niav be used to repay ESOP acquisition loans 
Dividends that are uscd to rcpay such loans. paid directly to participants or rcinvested by participants, are deductible 
for iiicoine tax purposcs 

There were 0 5 iiullioii and 1 1 million ESOP suspense shares at December 31. 2009 and 2008. rcspechvely, with a 
fair value of $22 mill1on and $J i  ~mlhon, iespectlvely. ESOP shares allocated to plan participants totaled 13 0 
nullion and 12 G iiullion at December .3 1, 2009 and 200S, respectively Oui matchmg compensation cost under the 
40 I(k) IS deternwied bascd on matching percentages as defined i n  the plan Such corupensation cost is allocated to 
participants' accounts ui tlie forin ol Piogress Energy co~iuiion stock, with Uie number of shares detemiined by 
dividing compcnsation cost by the common stock market value at the time of allocation We currently ineet co~innon 
stock sharc necds with open iiiarket purchases. with shares released from the ESOP suspense account and witli 
newly issued shares Costs for the matching component are typically met with shares in the saiiie year incurred 
Matching costs. wlucli wcie met and iwll be met with shares released rroni tlie suspense account, totaled 
approximately $13 ~mllion, $8 iiullioii and $23 inillion for tlic ycars ended December 31, 2009, 2008 and 2007, 
respectively. We have a long-term note rcceivable from the 401 (k) Trustee related to the purchase of coiiiinon stock 
froni us in I989 Tlie balance of the note receivable from the 40l(k) Trustee is included 111 tlie dcteruiination of 
unearned ESOP coininon stock. which reduces cominon stock equity ESOP shares that have not bcen comnuutted to 
be releascd to participants' accounts are not considercd outstanding for the determination of eanlings per coninion 
share Interest income on Ilie note rccelvable and dividends on unallocated ESOP shares are not recogiuzed for 
financial statement purposes 

We also sponsor the Savmgs Plan for Employees of Florida Progress Coiporauon wlucli covcrs bargaining iuut 
employces oP PEF 

Total matching cost for both plans \vas appro\imately $41 million, $38 inillion and $34 nullion for the years ended 
December 3 1 ,  2009. 2008 aid 2007. rcspcctivel\J 

~~ 

PEC 

PEC's inatclung costs. which were met and will be met with shares released from the suspense account. totaled 
approximately $8 million. $5 million and $14 nullion for the years ended December 31, 2009. 2008 and 2007, 
respectivelv. Total matching cost was approximately $22 Inillion, $21 nullion and $1 8 illillion for the years ended 
December 3 1 2009, 2008 and 2007. respectively 



PEF 

PEF‘s matclung costs. which were met and will be iiiet with shares released lrom the suspense account. totaled 
appro\niiatcly $ 3  million, $ 1  nullioii and $4 iiullion for Ihe years ended December 31. 2009, 2008 and 2007, 
respectively Total matclung cost for both plans was appro\iniately $12 million. $11 ~iidlion and $10 iiidhoii for Uie 
years ended December 3 1. 2009. 2008 and 2007, respechvely 

srom OPTIONS 

Pursuant to ow 1997 Equity Incentive Plan (EIP) and 2002 EIP. aineiidcd and restated as of July 10. 2002, we niay 
grant options to purchase shales of Progress Energy coiiuiioii stock to directors. officers and eligible employees for 
up to 5 million and 15 million shares. respectively Genemlly, options granted to officers aiid employees vest one- 
tlurd per year with 100 peicent vesting at the end of year tlmc. while oplons gmnted to directors vest 100 percent at 
the end of one year The options expin: 10 years from tlie date of grant All option grants have an exercise price 
equal to tlie fair market value of our coiiuiion stock on the grant date We curtailed our stock option piograni in 2004 
aiid replaced tlmt compensation program willi other programs No stock options have been granted since 2004 We 
issue new shares of coinmoii stock to satisfy tlie exercise of previously issued stock options. -- 

PROGRESS ENERGY 

A summary 01 the status of our stock options at December 3 1. 2009. and changes during the year then endcd, is 
presented below 

Weighted- Average 
(option quantihes in iiu111ons) Number of Ophons Exercise Pnce 

Canceled (0 1 )  43 76 
E\ercised - - 

Options outstanding, January 1 1 6  $43 99 

Ophons outstanding. December 3 1 1 5  44 00 
Opboiis exercisable. December 3 1 1 5  44 00 

Tlie options outstanding and exercisable at Decemnber 3 1, 2009. liad a weighted-avemge reinailling contmctual life 
of 3.03 years Aggregate intrinsic value as of December 3 1 .  2009, was 1101 significant The total intrinsic value of 
optioils exercised during the years ended December 31. 2009 and 2008, \vas not s ig i~ icant  Total intrinsic value of 
options exercised during the year ended December $1.2007. was $17 illillion. 

Compensation cost for expense purposes is measured at the grad date based on the fair value of the award and is 
recognized over the vesting period All options are fully vested; thererore. no conipensation expense was recognized 
in 2009, 2003 or 2007 

Cash received from the exercise of stock options totaled $105 nullion during the year ended December 31, 2007. 
The actual tax benefit for tax deductions from stock option exercises for the year ended Decenrber . 3 1 ,  2007. was $6 
million. Cash received froni the exercise of stock options for the years ended December 3 1 ,  2009 and 2008, was not 
significant I 

PEC 

All options are fully vested. therefore. no compensation expense was recognized in 2009. 2008 or 2007 

PEF 

All options are fully vested, therefore. no collipensation expense was recognized i n  2009, 2008 or 2007 
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We have additional coiiipensauon plans for our officcrs and ltev cmplowes tliat are stock-bascd i n  whole or ui par1 
Our long-tcnn compensation piogiain currently includes two types of cquitv-based incentives perfonnaiice sliares 
under the Perfoniiancc Share Sub Plan (PSSP) and iestncted stock programs The compcnsahon program was 
estlbhshed pursuant to our 1997 EIP and was continued under our 2002 and 2007 EIPs. as amended and restated 
fl0lll tinie to tlllle 

We granted cash-setlied PSSP awaids pnor to 2005 Since 2005. we have been granhng stock-settled PSSP awards 
Uiicier tlie teniis of the PSSP, our officers and kc\r eniplovees are gmited a target nuinber of perfonnaiice sliares on 
an aniiuual basis that vest over a tllree-year consecutive penod Each perfonnaiicc share 1x1s a value that is equal to. 
and changes with, the value of a sharc of Progtess Energy coinmon stock, and dividend equivalents are acciiied on, 
aiid reinvested in,  aclrhtional pciforniance sliaies Pi ior to 2007, shares issued under the PSSP (both cash-settled and 
stock-settled) had two equally weighted peifoniiance measures. both bascd on our resdts as compared to a peer 
group o l  utilities I n  2007, the PSSP was iedesigned, aiid shares issued uiidei the revised plan use one perfonnance 
iiieasiiie In  2009. tlie PSSP was rcdcsigned again. and sllares issued under tlie re\.ised plan use total shareholder 

measures can result iii an iiicrcase or dccicase from the target number of performiice shares granted For cash- 
settled awaids. compensation clpense IS rccogiured ovcr the vcshng period based on tlie estunated fair value of tlie 
award, wluch IS periodically updated to reflect factors such as changes in stock pnce and the status of perfonnaiice 
iiieasurcs The stock-setlied PSSP is sniiilar to the cash-settled PSSP, except that we distribute coiixiion stock sliares 
to parhapants equivalent to tlie nuinber of perfonnance shares that ultimately vest We issue new sliares of coiiiiiioii 
stock to sahsfy the requirements of the PSSP progiam Also. the fail value of the stock-settled awml  is genemlly 
established at tlie grant date based on tlie fall value of coiluiloii stock on that date. wlth subsequent adJllStllleIltS 

made to reflect the status of liie perfoniiance measure Coinpensahon e\;pensc for all awards IS reduced by estiniated 
forfeitures PSSP cash-settled liabilities paid i n  tlie vears ended Deceniber -3 1. 2009. 2005 and 2007, were not 
signdicant 

A suiiiiiiary of Uie status of the taiget perforiiiancc sliares under tlie stock-settled PSSP plan at Dccenibcr 3 1 ,  2009. 
and changes during tho year then ended IS  presented below 

m c +kW- 

Number of Stock-Settled We~ghted- AVCEI~C 
Performance Slmies'") Gmnt Date Fair Value 

Beginrung b, '1 I ance 1.1 1 5.604 $46 46 
Granted 328.369 33 80 
Vested (4 19.366) 44 23 
p a d'"' (2 32.793) i 0  5 5  
Forfeited ( 16.484) 44 27 
Eliding balance 775,330 45 49 

(''I Amounts reflect target shares to be issued The final nuiiiber of slimes 
issued will be dependent upon the outcome of the perfoniiance iiieasures 
discussed above 
Shares paid iiiclude onlv target s h a m  as oiiginally granted '1,) 

For the years cnded Decciidcr 3 1. 2008 and 2007. the weighted-average grant date fair value of stock-setlied 
perforinasice sliares granted was $42 41 and $ i o  70. rcspectivcly 

The Rcstncted Stock Award prograiii al lo~~is us io grant shares of restncted coiiuiioii stock to our officers and ltey 
eiiiplovees The restncted shares generall~~ vcst on a gnded vcsting schedule over a iiumniuiii of three years 
Compensation expense. whch IS based on liie f a i r  I alue of coiiunoii stock at  the graiil date. IS iecogiiitcd over the 
applicable veshng period. with corresponding increases in coituiion stock equitv Rcstnctcd sliares are included as 
shares outstawling 111 tlie basic earnings per share calculatioii 
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A suiiiniary of the status of the nonvested restricted stock sliares at Deceiiiber 3 1. 2009. and changcs during the year 
then ended. follows. 

Number of Weightcd-Average 
Grant Date Fair Value Restricted Shares 

Begiimng balance I92.lOl $43 93 

Forfeited (6.700) 12 79 
Ending balance 13-5.304 43 94 

- - Granted 
Vested (50.297) 1 4  06 

For tlie year ended December i 1. 2007, the weighted-avenge grant date fair value of restricted stock granted \vas 
$49 54 There were no iestnctcd stock shares graiitcd 111 2008 

Tlie total fair value of reslrictecl stock awards vested durjng the years ended December 3 1. 2009. 2008 and 2007. 
was $2 million. $3 iiullioii and $1 i nullion. respectively No cash was expended to purchase shares for 2009, and 
cash expended to purchase shares dumig 2008 and ZOU'/ was  not sigiulicant clue to tlle curtailment 01 tlie KeStncteCl 
Stock Aivarcl program upon tlie rollout of the restricted stock iiml (RSU) program 111 2007 

Beginning in 2007. we began issuing RS'IJs ratlier than restricted stock awards for oui officers, vice presidents, 
iiianagers and ley cmployees RSIJs awarded to eligible einployces are generally subject to either tlwee- or five-war 
clifr vesting or five-year graded vestiiig We issue new sliares of coimnoii stock to satisfy die requirements of the 
RSU progiam Compensation expense. based on the fair value of coiiiiiioii stock at Uie grant date, is recognized over 
the applicable veshng period, w ~ t h  coiresponding increases in cosrunoii stock equity RSUs ale included its sliares 
outstanding in the basic eariungs per sharc calculation Units are convertcd to shares upon vesting 

______- 

A suliunaw of the status of nonxsted RSUs at Decciiiber 31. 2009. and changes during tlie year then endcd. 
fOUO\VS 

Number or Weighted-Average 
Grant Date Fair Value 

Beginrung balance 1,076.536 $46 86 
Granted 644.2 i 1 3.3.91 
Vested (342.723) 47 18 
Forfeited (39.759) 41.54 

Restricted Units 

Ending balance 1.338.285 43 46 

Tlie total fair value of RSLJs vested during tlie year ended December .3l. 2009; was $16 inillioii No cash was 
expended to purchase stock to satisfy RSU plan obligations i n  2009. 2008 and 2007. 

Our Consolidated Statements of Incoiiie included total recogiuzed expense for other stock-based compensation plans 
or $39 inillion for the year endcd December 3 1. 2009. with a recognized tax benefit ol  $15 iiullioii. The total 
expwse recognized 011 our Consolidated Statemcnts or Iiicoiiie for otlier stock-based coinpensation plans was $3 1 
million with a rccognired tax bciiefit of $12 inillion and $64 iiullion. with a recogiuzed tas benefit of $24 million. 
for tlic years ended Deceiiiber 3 1. ZOOS aid 2007. respectively No compensation cost relatcd to otlier stock-based 
compensation plans w a s  capitalizcd 

At December 3 1. 2009. thcre was $3 1 nullion of total uimcogiiized compensation cos! related to noiivested other 
stock-based coinpensation plan aivards. wlucli is expected to be recogiuzed over a weighted-avenge period of 1.56 
years. 
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PEC's Consolidated Statements of Income included total recognized espense for other stock-based conipeiisatioii 
plans of $24 million for the year ended December ? l ,  2009. with a recognized tax benefit of $9 million. Tlie tot71 
expense recognized on PEC's Consolidated Stalements of Income for oUier stock-based compensation plans was 
$18 nullion with a recognized tax benefit of $7 inillion and $38 nullion, witli a recognized tax benefit of $ l S  
nillion. for the years ended December 3 1. 2008 and 2007, respectively No coinpensation cost related to otlier stock- 
based compensation plans was capitalized 

PEF 

PEF's Stateiiients of Income included total recognized expense for other stock-based conipensation plans of $1 S 
iiljllion for tlie year ended December 31. 2009. with a recognized tax benefit of $6 nullion. The total expense 
recognized on PEF's Statements of Income for other stock-based compensation plans was $1.3 iiullion with a 
recognized tax benefit of $5 nljllion and $2 1 nullioiL with a recognized tax benefit of $8 nullion, for the years ended 
Deceiiibei 3 1, 2008 and 2007: respectively No coinpensation cost related to other stock-based coiiipensation plans 

C. EARNINGS PER COMMON SHARE 

Basic eainings per coiiuiion share %e based 011 the \vcigIited-avemge nunibcr of coniiiion shares outstanding. wluch 
includes tlie effects of unvested share-based payment awards that contain nonforfeitable rights lo dividends or 
dividend eqiiivaleiits Diluted eaiiungs per share iiiclude tlie efrects of tlie nonvcstcd portion of perforiiiance sliare 
awards and tlie effect of stock options outstanding 

A reconciliation of tlie weiglited-average number of coni~iio~i s h a m  outstaiding for the yeais ended December 3 1 
for basic and &lutive purposes follows 

(in iii~llions) 2 0 0  2008 2007 
Weighted-average conuiion shares - basic 279.4 261 6 257 3 

Weiglited-average shares - fully tlilutcd 279.5 261 7 257 5 
Net effect of dilutn e stock-based compensauon plans 0.1 0 1  0 2  

There were no adjustments to net income or to income from continuing operations attributable to controlling 
interests between the calculations of basic and fully diluted eanungs per coiiuiion sliare ESOP shares that Iiave not 
been conintilted to be released to pailicipants' accoiiiits are not considered oi~tstanding for [lie determination of 
earnings per coiniiion sharee. The iveiglited-average ESOP shares totaled 0 7 nullion. 1.2 nullion and 1 8 iiullion for 
the years ended December 31. 2009, 2008 and 2007. respectively. There were 1.5 nullion, 1 6  million and 0.1 
million stock options outstanding at Deceiiiber 3 1 .  2009. 2008 and 2007. respectively, which were not included in 
the weighted-average number of shares for computing tlie fully diluted earnings per shan: because they were 
antidilutive. 

D. ACCUMULATED OTEIER COMPREHENSIVE (LOSS) INCOME 

Coniponcnts of accumulated other comprehensive (loss) income. net of tax. at December 3 1 were as follows 

(Loss) gain on cadi flow hedges li(35) $(57) %(27) $(35) $3 $(I)  
Pension and other postretirement benefits (52) (58) - - - - 

- - - - - (1) Other 
Total accuniul;ited other comprehensive 

(loss) income $(87) $(116) $(27) $( .3 i )  $3 $(I) 
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10. YREPEKKEU STOCK OF SUBSIDIARIES 

All of our prcfcricd stock \\as issucd by the l-Jtilities The preferred stock is considcred tcmporars cquity due to 
certain piovisions that could iequire us to icdeein tlie picferred stock foi cas11 In tlie event dividends payable on 
PEC oi PEF piefened stock are i n  default an aiiiount equivalent to or exeeding foui qnarterlv dividend payments, 
the holders of the preferred stock are entitled to elect a niajonty of PEC or PEF's respecbve board of directors until 
all accrued and unpaid dividends are paid All classes of preferred stock are enhtled to cumulative dividends with 
prefcicncc to tlie cominon stock c l n  idends aie iedeemable by vote of the Uhlifies' respcctive board of diiectois at 
any ume. and do not have any preemptive iiglits All classes of prcfcired stock have a Iiqmdahon preference equal to 
$100 per sliare plus m y  accumulated unpaid dividends except foi PEF's 4 75%. $100 par value class. \vhich does 
not have a liquidation preference Each holder of PEC's preferred stock is entilled to one vote The holders of PEF's 
preferred stock have 110 nglit to vote except for certain c~lcuiiistaiices ~nvolviiig dividends payable on preferred 
stock that arc i n  defadt or certain iiiatters alfechng the nglits and preferences or the preferred stock 

AI Decenibci 3 1. 2009 and 2008, piefened stock outstanding consisted of the following 

Redemption 
(dollars in millions, except sliare and per share data) Authorized Outstanding Price Total 

PEC 
Cuinula~ve, no par valuc $5 Picfened Stock 

$5 Prefei recl 216,997 $11000 $24 
Cuniula~~ve, 110 par value Serial Piefencd Stock 

$4 20 Senal Picfencd 100.000 102 00 1 0 
$5  44 Seiial Preferred 249.850 10 1 00 25 

Ciimulatn c, no par \slue Preferled Stock A 5.000.000 - - - 
No par value Preference Stock 10.000.0(30 - - - 

300.000 

20.000.000 

Total PEC 59 

PEF 
Cumulative. $100 par value Preferred Stock 4.000 .000 

4 00% $100 pal value Preferred 39.980 104 25 4 
4 40% pi, 100 par value Preferred 75,000 102 00 S 
4 58% $ 100 par value Preferred 99,990 101 00 10 
4 60% pi, 100 par value Prekrrcd 39.997 103 25 4 
4 75% $ I00 pa1 value Preferred 80,000 102 00 8 

Cumulative. 110 par value Preferred Stock 5.000.000 - - - 
$100 par value Preference Stock 1 .000.000 - - - 

Toinl PEF 34 . .~ ___. - ___ 
Total preferred stock of subsidiarics $93 
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11.  DEBT AND CREDIT FACILITIES 

A. DEBT AND CREDIT FACILITIES 

At Dccenibci 3 1 our long-term dcbt coiisistcd of the followi~ig (matuiit~es and weighted-aveiage iiitcrest rates at 
Deceiiiber 3 I ,  2009) 

(in millions) 2009 2008 
P[irent 
Senior unsecured notes, iiiaturing 20 10-20?9 6 50% $4,300 $2,600 
Draivs on revol~wig credit agreement. e\piring 201 2 
Unamortizcd preiiuuiii and discount. net 

- C~iireiit port~on of long-term debt (100) 
Long-teim debt. net 4,193 2.696 

PEC 

Pollution control obligations. matiiring 20 17-2024 0 S0%1 669 669 
Senior u~isecurecl notes, matuiing 2012 6 50% 500 io0 
Miscellaneous notes 6 01% 21 22 

(7) LJiiaiiiorti~ed preiiuum and discount. net 
Cuiieiit portion of long-tern1 debt 

Long-term debt. net 3,703 Xi09 

9 1?< 
-.1-_. 

_ _ -  - -  i: c y  ____ -i -9.. 
d .  \ 

___ 

- 
(6)  
(6)  

PEF 
First mortgage bonds. maturing 20 10-2038 
Pollution control obligations. iiiatiiring 20 18-2027 
Medium-term iiotcs. iiiaturing 2028 
Uiiaiiiortized preiiiium and discount, net 

5 81% 3,800 3.800 
0 47% 211 24 1 
6 75% 150 150 

(8)  (9) 
- Current Dortion of loii~-tenii debt (3001 

Long-term debt. net 3,883 4.182 

Florih Progress Fiiniliiig Corpi~r~~tion (See Note 23) 
Debt to affiliated tmst. matiuing 2039 710% 309 309 
Uiianiomzed preiiuum and discount, net (37) (37) 

Long-tenii debt, net 272 272 
Progress Energy coilsolidated long-tenii debt, net $12,051 $10.659 

011 January 15. 2010. the Parent paid at maturity $100 nullion of its Scrics A Floating Rate Notes with proceeds 
fiom the $950 million of Senior Notcs issued in November 2009 

On l a ~ i u a ~  12. 2009, the Parent issued 14 4 million shales of coiiiinoii stock at a pubhc offenng price of $37 50 per 
share Nct proceeds froiii thus of'fcring vere $323 iiiillion We uscd $100 niilhon of' the proceeds to reduce the 
Pa~cnt's RCA borronmgs and the rcinaiiider 11 as uscd for gcncial coipoiate puiposes 

On January 15. 2009. PEC ~ssucd $600 million of First Mortgage Bonds, 5 30% Scries due 2019 A porhon of tlie 
proceeds \vas used to iepay tlie niatunty of PEC's $400 nullion 5 9.5% Senior Notes. due March 1. 2009 The 
ieniaiiung proceeds werc used to repav PEC's outstanding short-term debt a i d  for general co~po~iite purposcs 

On March 19, 2009, the Parent issucd an aggTegate $750 nullton of Senior Notes consisting of $300 million of 
6 05% Seruor Notes due 2014 and $450 million of 7 05% Semor Notcs due 2019 A porl10ii of tlie proceeds was 
used to fund PEF's capital c\penditures through an equitv contnbiitioii w i t 1 1  tlie remaining proceeds used €or general 
corporate purposes 

011 June 18. 2009, PEC entered into a Se\~cnty-seventh Supplcnienlal Indenture to its Mortgage and Deed of Trust, 
dated Ma) I 1940, as supp~eiiienlcd JJI connection wit11 cei lain aincndinents lo the mortgage The aiiiendiiicnts are 

171 



Chse No. 2011-124 
Stsfl-DR-01-009 i v  attiieliiiient 
(Progress Energy) 
I ’ q y  172 of 261) 

set forth i n  tlie Seventy-seventh Supplemental Indentiiic ancl include an amendment lo extcnd Uie malurity date of 
tlie niortgagc by 100 years The maturit~~ date of the moilgage I S  now May 1. 2 1-10 

On November 19. 2009. the Parcnt issued a n  aggregate $950 nnllion of Senior Notes consisting of $350 nullion of 
4 875% Sciuor Notes due 2019 a id  $600 m~lhori o f 6  00% Senior Notes due 2039 The proceeds weie wed to rebre 
at maturity the $100 nullion outstandmg Series A Floating Rate Notes due Januaq 15. 2010, to repay outstanding 
cotiunercial papei balances, to prefuncl a porlion of the $700 ~iullton aggtzgate piinctpal amount due upon tnatuitty 
of otti 7 10%) Sentot Notcs due March 1 201 1. and for geneial coipoiate purposes 

At December 31. 2009 and 200s. we had coimiiitted lines of credit used to support our commercial paper 
borrouwigs At December 3 1, 2009. we had no outstanding borrowings under our credit facilities At December 3 1. 
2008. we had $600 iiullioii of outstanding borrowings under our crcdit facilttrcs as shown 111 the following table, of  
wlucli $100 ri~~llion was classified as long-tcnn debt We are requi~cd IO pay iiuniinal annual coniiiuttnent fees to 
ina~ntain our credit f~tcilities 

The following tables suiiiinarize our RCAs ancl available c ~ p a c i t ~  at  December 3 1 

(in millions) Descrintion Total Outs t iiii din e“’) Resei7red‘b’ Available 
P are11 1 
PEC 
PEP 

Five-genr (expiring 5/3/12) $1,130 $- $1 77 5953 
Five-year (expiring 6/28/11) 450 - - 450 
Five-veiir {esnii-in~ 3/28/11) 450 - - 450 

Tot:iI credit facilities $2,030 % -  $1 77 51,853 

(in millions) Dcscriution Total Outstandinr“” Available 
Parent Five-year (expiring 5/-3/12) $ 1  . I 3 0 $600 $99 $43 I 
PEC Five-year (expiring G/28/11) -150 - I10 340 
PEF Five-year (expiring .3/28/11) 450 - ,371 79 

Total credit facilities $2.030 9; 600 $580 $850 

(‘) The RCA borrowings outstanding at December 3 1, 2008. were rcpaid during 2009. 
To the extent ariiouiits are reserved for co~ntiiercial paper or lctlers of credit outstanding. they are not ayailable 
for additional bormwiugs At December 31; 2009 and 2008. llie Parent had $37 nullion and $30 million, 
respectively, of letters of credil issued. wiliich werc supported bv the RCA Subsequent to December 3 1. 2009. 
tlie Parent repaid all of its outstanding coininercial paper balance with proceeds from the $950 nullion 
November 2009 issuance of Senior Notes. 

The RCAs provide liquidity support for issuances of commcrcial paper and other short-term obligations Fees and 
interest rates ~nider Progress Energy’s RCA are based i i p i i  the credit rating of Progress Energy’s long-term 
unsecured senior noncredit-enhanced debt, currently rated as Baa2/WatcIi Negative by Moody’s Investors Service, 
Iiic. (Moody’s) and BBBNatch Negative by Standard & Poor‘s Rating Scrvice (S&P). Fees and biterest mles under 
PEC‘s RCA are based upon the credit rating of PEC’s long-tenn unsecured senior noncredit-enllanced debt. 
currently rated as A3 by Moody‘s and BBB+/Walcli Negativc bs S&P Fees and interest rates under PEF‘s RCA are 
based npoii the credit rating of PEF‘s long-tcmi unsccured senior mncredit-enhanced debt. currently rated as 
A3/Watcli Negative by Moody’s and BBB+/Watch Negative by S&P. 
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The following table summarizes short-tenii debt coinprised of the short-term portion of outstanding RCA 
borrowings and our outstanding conunercial paper. and related \~,eiglited-;lver~lge interest rates at December 3 1 

(in millions) 2009 2008 
Palent 0.49%) $1.10 2 81%) $569 
PEC - - 4 36% 110 
PEF - - 4 41% 37 1 

Total O.J9?4 $140 3 i4%, $1 .O.iO 

The following table presents the aggregate maturities of long-tcnii debt at December i 1 .  2009 

Progrcss Energy 
(in millions) Collsolldatcd PEC PEF 
2010 $406 $6 $100 

B. COVENANTS AND DEFAULT PROVISIONS 

The Parent's. PEC's aiid PEF's crcdit lines contain VB~IOLIS  ternis and conditions that could dfcct the ability to 
borrow under thcse facihties All of the credit facilities Include a defined 1iia1\1iiiuiii total debt to total capital ratio 
(leverage) At December 3 1, 2009. tlie iiiauinuni aid calculatcd iatios Poi the Piogrcss Registrants, pursuant to the 
teniis of the agreements, were as follows 

ComnRnv Masimuni Ratio Act~id Ratio'" 
Parent 
PEC 
PEF 

68% 
65% 
65% 

5 SY" 
44% 
5 1% 

("' Indebtedness as defined by tlie balk agreements includes ccrlain letters of credit 
and guarantees not recorded on tlie Consolidated Balance Sheets 

Each of these credit agreements contains cross-default provisions for defaults of indebtedness in excess of tlie 
following tlucsliolds $SO inillion for tlie Parent and $35 million each for PEC and PEF Under these provisions, if 
the applicable borrower or certain subsidiaries of the borrower fail to pay various debt obligatiolis in excess of their 
respective cross-default tllreshold, the lenders of that credit facility could accelcratc payment of any outstanding 
borrowing aiid terininate their coiiiiiutnients to the credit facilily The Parent's cross-defaull provision can be 
triggered by the Parent and its significant subsidiaries, as defined in tlie credit agieemeiit PEC's and PEF's cross- 
default provisions can be triggered only by defanlls of indebtedness by PEC and its subsidiaries and PEF. 
respectively, not each other or other ariliates of PEC and PEF 

Additionally, certain of the Parent's long-tenii debt indentures contain cross-default proiJisions for defaults of 
indebtedness in excess of amounts ranging from $2.5 lidlion to $,5O million these provisions apply only to other 
obligations of tlie Parent, primarily coiiuiiercial paper issued by the Parent. not its subsidiaries I n  the event that 
tliese indenture cross-default provisions are triggered. the debt holders could aecclerate payment of approsiiiiately 
$4.1 billion in long-term debt Certain agreements underlying our indebtedness also limit our ability to incur 
additional liens or engage in certain types of sale aiid leaseback transactions 
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Neither the Paient’s Articles of Incorporation nor any of its debt obligations contain an)’ rcstrlctions on tlic paviiienl 
of dividends. so long as no shares of prefeired stock are outstanding At Dcccniber 31. 2009. the Parent liad no 
shares of preferred stock outstanding 

Certain dociinients restnct the payment of dividends by the Parent‘s subsidlanes as outlinccl below 

PEC 

PEC’s mortgage indenture provides that, as long as aiiy first mortgage bonds are outstancling, cash dividends and 
distributions on its conuiion stoclc and purcliases of its co~miion stock are restricted to aggregate net incoine 
available for PEC since December 31, 1948, plus $3 million. less the anount of all preferred stock dividends and 
distributions, and all c01i1111011 stock purchases, since December 31, 19-18 At Deceiiiber 3 I. 2009. 110ne of PEC’s 
cash dividends or distribntions on conuiion stock was restricted. 

In addition. PEC’s Articles of Inco~poration provide that so long as any shares of prefemd stock are outstandrng. 

amount then proposed to be expended. sliall be liiiuted to 75 percent of tlie aggregate net inconie available for 
coiiunon stock if coninion stock equity falls below 25 percent of total capitdualion. and 10 50 percent if coninion 
stock equity falls below 20 percent PEC’s Articles of Incoiporation also provide that cash dividends on coninion 
stock shall be linuted to 75 percent of tlie current year’s net incoinc available for dividends f coninion stock equity 
falls below 25 percent of total capitalizahon, and to 50 percent if coninion stock equity falls below 20 peicent At 
December 3 1 .  2009, PEC’s coinnion stock equity was approviiiiately 55 3 percent of total capitalization At 
December 31, 2009. none of PEC’s cash dividends or distributions on coninion stock was restricted 

- .  tlie aggregate amount 01 cas11 uiviuenus or uistntxiuoiis on coiiuiioii si- .. 3 .  i i v  

PEF 

PEF’s mortgage indenture provides tliat as long as any first mortgage bonds are outstanding. it will not pay any cash 
dividends upon its coninion stock, or make any other distribution to the stockholders, except a payment or 
distribution out of net income of PEF subsequent to December 3 1, 194.3 At December .3 1 ~ 2009, none of PEF‘s cash 
dividends or distributions 011 conuiion stock was restricted 

In addition PEF’s Articles of Incorporation provide that so long as any shares of preferred stock are outstanding. no 
cash dividends or distributions on conuiion stock sliall be paid, if tlie aggregate amount thereol‘since Apfil 30. 1944. 
including the amomit then proposed to be expended, plus all other charges to retained eanungs since April 30. 1944. 
exceeds all credits to retained eanungs since April iol 1944, plus all amounts credited to capital surplus arter April 
30, 1944, arising from the donation to PEF of cash or secwities or transfers of amounts fioni ietained eanungs to 
capital surplus. PEF’s Articles of  Incorporation also provide that cash dividends on coininon stock shall be limited 
to 75 percent of the current year’s net incoiiie available for dividends if coiiuiion stock equity fiills below 25 pcrcent 
of total capitalization, aid to 50 percent if co~~unoii stock equity falls below 20 percent On December 3 1. 2009. 
PEF’s co~ii~iioii stock equity was approsimately 53.4 percent of total capitalizilion At Deceniber 3 1. 2009. none of 
PEF’s cash dividends or distributions on coninion stock was restricted 

C. COLL,ATERALIZED OBLIGATIONS 

PEC’s and PEF’s first mortgage bonds ale collatemhzcd by their respective mortgage indentures Each inoitgage 
constitutes a first lien on substantially all of the fixed pioperties of the respective coiiipany, subject to cerliain 
pcniutted cncwiibranccs and exceptions Each inortgage also constitutes a lien on subscqucntly acquired propcrty 
At December 3 1. 2009. PEC and PEF liad a total of $ 3  194 billion and $4 041 billion, respectixly. of first inoilgage 
bonds outstanding, including those related to pollution control obligations Each niortgage allo~vs tlie issuance ol 
adltional iiiortgage bonds upon the sahsfaction of certain conditions 

D. GUARANTEES OF SUBSIDIARY DEBT 

See Note 18 on related party transactions for a discussion of obligations guaranteed or secured by affiliates 
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E. kIEDGING ACTIVITIES 

We use interest rate denvatives to acljust tlie fixed and variable rate components of our dcbt poitfolio aid to hedge 
cash flow nsk related to coniniercial papei and fixed-iatc dcbt to be issued ui the futuic See Note 17 foi a 
discussion of nsk management activities and derivative b ansacl~ons 

12. INVESTMENTS 

A. LNVESTMEN'XS 

At Dcceinber 3 1. 2009 and 2008. we had investments iii various debt and equity securities. cost invcslnients. 
company-owned life insurance and investments held in tiust f~nids as follows: 

Progress Energy PEC PEF 
(in millions) 2009 2008 2009 200s 2009 2008 
Nuclear d~conunissioning trust (See Notes 1C 

$117 __--___ _ _ _ _ ~ _ _ _ _  and 13) ~ ~ _ _ _  $1,367 $1,089 $871 $672 $496 
Equity method investments'a' 18 22 5 9 2 2 
cost in~estnients~~)  5 7 4 3 
Conipany -owned tifc insi~raice'~) 45 49 35 34 
Bene fi t 1 nvest me nt trustsc") 191 184 90 85 35 30 
Marketable debt seciiritics - - - 1 1 

Total $1,626 $1,352 $1,005 $804 $533 $449 

- - 
- - 

- 

Investments in unconsolidated conipaiues are accounted for using the equity inetliod of accounting (See Note 1) 
and are inciuded in nliscellaneous other properly and iwestn~ents in the Consolidated Balance Sheets. These 
investnients are priinarily in linuted liability corporations and linuted paruierslups, and tlie earnings from these 
investments are recorded 011 a pre-tax basis 
Inveshiients stated principally at cost are included in nuscellaneous other property and investnients in the 
Consolidated Balance Sheets. 
Inveshiients in company-owned life insurance approximate fair value due to Ihe nature of tlie iiivestnient and 
are included in miscellaneous other property and invest~nents in tlie Consolidated Balance Slieets 
Benefit investment trusts are included in nliscellaneous other property and investments in the Consolidated 
Balance Sheets. At Deceniber 2009 and 2008, $1.52 iiullion and $142 nullion. respectively, of investments in  
company-owned lire insurance were held in Progress Energy's tnists Substantially all of PEC's and PEF's 
benefit investment tnisls are invested in company-owned lire insurance. 

IMPAIRMENT OF INVESTMENTS 

We evaluate declines in value of investments under the criteria of G A M .  Declines in fair value lo below the cost 
basis judged to be other than tenipora~y on available-for-sale securities are included in long-tenn regulatory 
liabilities 011 thc Consolidated Balance Sheets for securities held in our nuclear deconuiussioiung tnist funds and in 
operation and maintenance espense and other. net on the Consolidated Statements of Income for securities i n  our 
benefit investinent mists: other available-for-sale securities and equity a id  cost inetliod investnients. See Note 1 i for 
additional inforination. There were no inaterial other-tlian-temporarN impainiients in 2009, 2008 or 2007 
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13. PAlH VALUE DISCLOSURES 

A. DEBT AND INVESTMENTS 

PROGRESS ENERGY 

DEBT 

The canying minount of our long-term debt. including currcnt niaturitm, was $12 457 billion and $10 659 billion at 
Deceiiibei 3 1. 2009 and 2008, respecbvelv The estiiiiated fair value of tlus debt. as obtmned from quoted niaiket 
pnces for the same or sinular issues, was '$13 4 bilhon and '$11 3 billion at December 31, 2009 and 2008, 
respectively 

Certain investments in  debt and equity securihes that lime readily deterininable iiiarket values are accounted for as 
available-for-sale securities at fair value Our available-ror-sale securities Include investnieiits in  stocl<s, bonds and 

IJtilities' nuclear plants (See Note 1C) NDT funds are presented on the Consolidated Balance Sheets at fair value 
I n  addition to the NDT funds. we hold otlier debt investnients classified as available-for-sale, wl&Ai are included in  
miscellaneous otlier property and investnienls on the Consolidated Balance Sheets at fair value 

-- 

The following table sunuiiarizes our available-for-sale securities at Deceinber 3 I ,  2009 and 2008 

2009 
Unrealized IJnrealized Estirnilted 

(in millions) Losses Gains Fair Value 
Equity securities $(22) $306 $855 
Corporate debt securities (1) 5 7s 
U.S. state arid inunicipal debt securities (2) 3 118 
U.S. and foreign govei-nment debt secui-ities (1 ) 8 197 
Money market funds and other securities - - 161 

2008 
Unrealized Uiuealized Estimated 

( i n  nullions) Losses Gains Fair Value 
Equity securities S(93) $134 $559 

U S state and municipal debt sccurities (19) 4 233 
U S and foreign govemnient debt securities (2 1 11 171 

Total $322 $1,402 

Corporate debt securities ( 5 )  - i3 

Money iiiaiket funds and other securjties (1) - 123 
Total $(120) $149 $1,139 

The NDT hinds and otlier available-for-sale debt investments held in certain benefit tnists are managed by tlurd- 
paily invesuiieiit managers who have a riglit to sell securities without our authorization Net unrealized gains and 
losses of tlie ND7' funds tliat would be recorded in eanlings or other comprehensive inconie by a iioimgulated entity 
are recorded as regulatory assets and liabilities (See Note 7A) pursuant to rateinalting treatment. Therefore, the 
preceding tables include the unrealized gains and losses for the NDT €unds based on the original cost of tlie tnist 
investments. all o l  the unrealized losses and unrealized gains for 2009, and $1 18 nullion of tlie unrealized losses and 
$148 nullion of the unrealized gains for 2008, relate to the NDT funds. There were no material unrealized losses for 
the other available-for-sale debt securities held in benefit trusts at Deceniber 3 1. 2009 mid 2008. 

Tlie aggirgate rair value of investments tliat ielated to tlie 2009 a id  2008 unrealized losses was $209 iiiillion and 
$174 Iiullioii respectively 
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At December 3 1. 2009, the fair value of available-lor-sale debt sccui'il~cs b j  contractual iiiaturitv was 

(Ill null1ons) 
Due i n  one year or less 

Due alter five tllrough 10 years 

$12 
180 
122 

Due alter one tluough five yeais 

Due after 10 yeaIs 84 
Total $398 

The following table presents selected mfoimation about our sales of available-for-sale securities during Lhe years 
ended Dcceniber 3 1 Realired gains and losses mere dctertnined 011 a specific identification basis 

(in millions) 2009 2008 2007 
Proceeds $1,275 $1.092 $1,335 
Realized gains 26 29 3 5  
Realized losses 87 86 23 

Previously, we invested available cash balances in various financial instnmients, such as tax-exempt debt securities. 
For llie year elided December 3 1. 2007, our proceeds from the sale of tliese securities were $399 illillion. For the 
years ended December 3 1. 2009 and 2008, our proceeds were primarily related to nuclear cieconunissioning trusts. 
Some of our benefit investment tnists are managed by third-party iiiveslmeiit managers who have llie riglit to sell 
securities without our authorization Losses at Deceinber 31. 2009, 2008 a i d  2007 for iiivestinents in these benefit 
investment trusts were not inaterial Other securities are evaluated on an individual basis to detennine if a decline in 
fair value below the carrying value is otlier-~lia~i-teiiipora~~ (Scc Note 1D). At Decembcr 31, 2009 aid 2008, our 
other securities had no investments in a continuous loss position lor greater than 12 months 

PEC 

DEBT 

Tlie carrying amount of PEC's long-tenu debt. including current maturities. was $3 709 billion and $3 509 billion at 
December 3 1, 2009 and 2008. respectively The estmated fair value of tlus debt. as obtaned from quoted market 
pnces for tlic saiiie 01 suiiilar issues. was $5 0 billion and $3 7 bilhon at Decenibei 3 1, 2009 a i d  2008, respectively 

Cei-iain iiivcstiiients i n  debt and equity securities that have reachly determinable nialtct values are accounted for as 
available-ror-sale securities at fair value PEC's available-for-sale securities include investments in stocks, boiids 
and cash equivalents held 111 tiust hnds.  pursuant to NRC requiicments, to fknd certain costs of deconuiussioiung 
PEC's nuclear plants (See Note JC) NDT funds are presented on tlie Consolidated Balance Sheets at fair value 
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The following table suniniaii7es PEC‘s available-for-sale securities at Deceniber 3 1, 2009 and 2008 

2009 
Unr-e:ilizerl lliirealized Estimated 

(in millions) L’osses Gains Fair Value 
Equity securities $(1% $189 $555 
Corporate debt securities 
U S .  state ilntl xnui~icipi~l debt seciirities 
U.S. and foreign governnient debt securities 
Money niarltet funds ant1 other securities - - 35 

Total S(21) $202 $871 
2008 

Unrealized Unrealized Estimated 
(111 nulhons) L.osses Gains Fair Value 
Equity secuntics X(55) $7 5 $334 
Corporate debt securities (2) - 37 

~~ 

IJ S state and municipal debt securities (6) 1 61 
U S and foreign governinent debt secumties ( 1 )  10 146 - -  
Money iiiailtet funds and otlier securities ( 1 )  - I l l  

Total .R(65) $86 $689 

The NDT funds are nianaged b ~ l  third-party investnient nia~mgers who have a right to sell sccui~ tm wlthout OW 

authonzation Net unrealized gains and losses of the NDT funds that would be recorded in earixngs or otlier 
compreliensive income by a noimgulated entity are recorded as regtilators assets arid liabilities (See Note 7A) 
pursuaiit to iateniakuig trcatrnelit Therefore. the preceding tables Include Uie uimalized gains and losses for the 
NDT funds based on the ongnial cost or the trust investinents All of tlie unrealized losses and gains for 2009 and 
2008 relate to the NDT funds 

The aggregate fair value ol  invcsttnents that related to the 2009 and 200s unrealized losses was $121 nullion and 
$ 19 1 null~on. respechvely 

At December 3 1, 2009. the fair value of available-for-sale debt secunties by contnchlal matunty was 

( I n  inllllons) 
Due i n  one year or less $S 
Due after one tluough Tive years 142 
Due after five through 10 years 93 
Due after 10 vears 41 

Total $287 

The following table presents selected iiforniation about PEC’s sales o l  available-for-sale securities during Uic year; 
ended December 3 1 Realized gains and losses were detennined on a speciric identification basis 

(in iiullions) 2009 200s 2007 
Proceeds $602 $579 $609 
Realized gains 9 12 12 
Realized losses 36 48 1 3  

PEC’s proceeds were primarily related to NDT funds Other securities are evaluated on an individual basis to 
deteriiuiie if a decline 111 fair value below the carrying value is olher-Ui~i-tempora~ (See Note ID) At December 
3 1. 2009 and 2008. PEC did not have any other securities 
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DFBT 

Tlie canying aiiount of PEF's long-teiiii debt. incl~iding cuirent matiirities. n ~ i s  $4 183 billion and $4 182 bilhon at 
Deceinber 3 1, 2009 and 2008, respectively The esuniated fair value or llus debt. as obtained from quoted niarlcet 
prices for the same or siiiular ISSLICS. was $4 5 billion at December 3 1. 2009 and 2008 

Certain investments i n  debt and equity securities that have readily deternunable market values arc accoiinted Tor as 
available-lor-sale securities at fair value PEF's available-for-sale securities iiicliide investments in stoclts, bonds 
and cash equivalents held 111 trust fxinds, pursuant to NRC requimnents, to f i n d  certain costs of decoinniissioiung 
PEF's nuclear plant (See Note 4C) Tlie NDT fxuids are presented on the Balance Sheets at lair value 

Tlie following table suniinarizes PEF's available-lor-sale securities at December 3 1. 2009 and 2008 

Unrealized Uni-ealized Estimated 
(in inillions) Losses Gains Fair Value 
Equity seen rities V3) $117 $300 
Corporate debt securities - 1 4 
U.S. state and n~unicipi~l debt securities (2) 2 80 
U.S. and foreign go\wnment debt securities 
Money mitrltet funds and other securities - - 99 

- 13 

Total W) $120 $496 

IJiuealized Unrealized Estiinated 

- 

2008 

(in millions) Losses Gains Fair Value 
Equity securities X(38) $59 $225 
Corporate debt securities 
IJ S state aid niuiucipal debt securities 

1 
- 10 

1J S and foleign government dcbt securities - - 

Money market funds and other securities - 

Total $(53) $62 $411 

Tlie NDT funds are managed bv tlurtl-party investiiieiit managers who have a nght to sell secunhcs without our 
authonzat~on Net uniealized gains and losses of the NDT funds that would be recorded 111 earlungs or other 
comp~-eliens~ve inconie by a noiu-egulated entity ale recoided as rcgulatow assets and liabilities (See Note 7A) 
puisuant to ratenialung tieatiiient Therefore. the preceding tables Include uiuealiLed g m s  and losses for the NDT 
fiinds based on the original cost of the trust investments A11 of the uiucalized losses and gams for 2009 and 2008 
relate to ilie NDT funds 

Tlie aggregate fair value of investments that related to the 2009 and 2008 uiuealized losses \\'as $56 nullion and 
9; 165 niillion respectively 

At December 3 1 .  2009. the fair value of available-for-sale debt securities by coiitnctual maturity was 

Due in one year or less 
Due after one tluougli five years 
Due aAer five tluough 10 years 

$4 
3 5  
27 

Due after 10 \'ears 33 
Total $99 
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Tlie following table presents selected information about PEF's sales of a\lailable-for-sale secuiities for tlie years 
ended Deccmber 3 1 Realized gains and losses wcre deterniined on ii specific identification basis. 

Rcdized gains 
Realized losses 

14 16 22 
SO 36 9 

Previously, PEF invested available cash balances 111 var~ous fuiaiicial instruments, such as ta\-e\enipt debt 
secunbcs For the year ended Decciiibci 3 1. 2007. PEF's proceeds fioiii tlie sale of these secunhes were $329 
m~llion For the years enclecl December 31, 2009 and 2008, all of PEF's proceeds were related to NDT Other 
secuiities are evaluated on an uidwidual basis to deternune if a decliiie 111 fair ~ ~ l u e  bclow Uie carrying valuc IS 

otlier-tlian-tc~nporar\i (Sce Note ID) At December 3 1 2009 and 2008. PEF did not havc any otlier S C C I I ~ ~ I C S  

B. FAIR VALUE MEASUREMENTS 

GAAP defines lai r  value as the price that would be received to sell an asset or paid to traisfcr a liability in an 
orderly transaction between market participants at  the ineasureinent date (Le . an exit price) Fair value 
iiieasurements require the use of market (lata or assumptions that market participants would use in pricing the asset 
or liability, including assumptions about risk and tlie risks inherent in the inputs to the valuation tecluuque. These 
inputs can be readily obse~vable, corroborated by market data. or generally unobsenuble Valuation tecliiliques a e  
required to iiiasiiilize the use of obsenfable inputs aid minimize the use of unobsenTable inputs A inidmarket 
pricing convention (the midpoint price between bid and ask prices) is pernutted for iise as a practical expedient 

GAAP also establishes a fair value hierarcliy that prioritizes Ilie inputs used to ineasuie fail. value. and requires fair 
value tneasurements to be categorized based 011 the obseniability of those inputs The hierarchy gives the lughest 
priority to unadjusted quoted prices in active markets for identical assets or liabilities (Le\d 1 inputs) and tlie lowest 
priority to unobservable inputs (Le\;el -3 inputs). Tlie tliree levels of the fair value liierarcliy are as follows 

Level 1 - The pricing inputs are unacliusted quoted prices in actiw marl<ets for identical assets or liabilities 
as of thc reporting date Active marltets ale those in which transactions for tlie asset or liability occur in 
sufficient frequency and volwiie to provide priciiig infoniiation on an  ongoing basis Level 1 priiiiarily 
consists of financial instiumcnts such as exchange-tmded derivatives and listed equitics 

Level 2 - The piking inputs are inputs other than quoted piices included within Level 1 that are observable 
for tlie asset or liability. eithcr directly or indirectly. Level 2 includes financial instruments that are valued 
using models or other valuation methodologies These iiiodels are primarily indusw-standard models that 
consider ~ w i o u s  assumptions. including quoted fonvard prices lor conuiiodities, time value, volatility 
factors. and current marltet and contractual prices for the underlying instrunienls. as well as other relevant 
economic nieasures Substantially all ol these assumptions are observable in tlie marltetplace throughout 
the hill tern1 o l  Uie instniment. can be derived from observable data or are supported by observable levels at 
mlucli transactions arc executed in the niarkctplace Instrunients in  tlus category include non-exchaige- 
traded derivatives. such as over-the-counter fonvards, swaps and options: certain marketable debt 
securities: and fiiiancial instnimcnts traded in  less tlian active markets 

Level 3 - The pricing inputs include significant inputs gcneially less observable from objective sources 
Tliese inputs niay be used with internally developed methodologies that result in  management's best 
cstimate of fair valuc Levcl i instninients may include longer-tenii instninients that extend inlo periods 
wliere quoted prices 01' other observable inputs are not available 
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The following tables set forh. by level witlliii the fair value luerarcliy. our aiid the Utilities' financial assets and 
liabilities that were accounted for at fair value on a recurring basis as of December 3 1. 2009. Financial assets and 
liabilities are classified in their entirety based on the lowest level of input tliat is significant to the fair value 
measiireinent Our assessment of the significance o l  is particular iiiput to the fair value measureiiient requires 
,judgment aiid iiiap affect the valuation of fair value assets aid liabilities and their placeinelit witllin the faair value 
luerarcliy levels 

Progre~s Energy 

Assets 
(in millions) Lmel 1 Level 2 Level 3 Totill 

Nuclear decoiiiiiiissioiuiig trust liliids 
Equity 
Corporate debt 
IJ S state and iiiuiucipal debt 
IJ S a ~ i d  foreign go\~crnmcnt debt 

$855 
- 
- 

62 

$- $- $855 
71 - 71 

117 - 117 
128 - 190 

Moiiey iiiarltet hiids and other 1 133 - 133 
i orai iiuciear ilecoiniiussioiiiiig iiusi runcis -7J'/---- 
Coimnodity and intcrest rate denvahves 
Other inarketable securities 

U S state and iiiunicipal debt 
U S and foieign go\enunent debt 

- 39 - .3 9 

1 
- 7 - 7 

__ 1 - 

Money market and othei 16 27 - 13 
Total assets $934 $523 $- $1,457 

Liabilities 
Coiiiiiiodity aiid interest rate derivatives Z- $(386) $(39) $(425) 
CVO derivatives - (15) - (15) 

Total liabilities $- $(40l) $(39) $(440) 

PEC 

Assets 
(in millions) Level 1 Level 2 Lmel 3 Totill 

Nuclear decoiiiiiiissioiuiig trust funds 
E,quity 
Corporate debt 
1J.S. state and municipal debt 
LJ.S. and loreign government debt 

$555 R- 
- 67 
- 37 

52 125 

9;- $555  
- 67 
- .7 7 
- 177 

Moiiey iiiarltet and other 1 33 - 35 
Total iiuclear decommissioning tnist funds 608 263 - 87 1 

8 Commodity aiid interest rate dcrivah\u - 8 - 

1 - - Other marketable securities 1 
Total assets $609 $27 1 9;- $880 

Liabilities 
Coiiuiiodity aiid interest rate derivatives $- $(63) W 7 )  $(90) 
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PEF 
(in millions\ Level 1 lxvcl 2 Lmcl 3 Total 
Asscts 

Nuclear clecomiiussioning trust fwicls 
Equity 
Corporate debt 
1J.S. state aiid municipal debt 
IJ S aiid foreign govcrmiient debt 

$300 $- x- $300 
4 - J - 

- SO - SO 
1’3 - 10 3 

Money iiiarket funds aiid other - 99 - 99 
Total nuclear decoiiiinissioning tiiist funds 310 186 - 496 
Commodity and interest rate derivatives - 25 - 25 

1 
Total assets $311 $21 1 $- $522 

- - Other marketable sccurities 1 

Liabilities 

_____I____ 

$- $(323)  $(l2) $ ( 3 3 5 )  

The deternunation of the fair values above incorporates various factors, including risks of nonperforiiiance by us or 
our counteipartics. Such risks consider not only the credit standing of the counterparties involved mcl the impact of 
credit enlia~icements (sucli as cash deposits 01 letters of credit). but also llie impact of our and tlie Utilities’ credit 
risk on our liabilities 

Coiiviiodity and interest mte derivatives reflect positions held by us and tlie IJtilities. Most over-the-counter 
commodity a i d  interest rate dciivatives are valued using financial models wliich utilize observable inputs for siiiular 
instnlinents and are classified wiilun Level 2 Other derivatives are valued utilizing inputs that are not observable for 
substantially tlie full term of the contract. or for which the impact of Uie unobservable period is significant to tlie fair 
value of the derivative Such derivatives arc classified witllin Level 3 See Note 17 for discussion of risk 
inaiiageiiient activities and derivative transactions 

NDT fuiids reflect the assets of Ihc IJtilitics’ nuclcar dccomnussioiuiig trusts Tlic assets of the tnists are invested 
pnmauly 111 exchange-traded equitv securities (classified wtlun Level 1) m d  inarltetable debt securihes. most of 
wluch are \ alued using Level I inputs for similar iiistnuiiciits and are classified \vitIun Level 2 

Other marketable securities priiiiarily represcnt a\iailable-for-sale debt securitics used to fund certain ciiiployee 
benefit costs 

We issued Confingent Value Obligahons (CVOs) in coimcchon with the acquisition of Florida Progress, as 
d~scussed 111 Note 1 5  Tlic CVOs arc deiivatrvcs recorded at fair value based 011 quotcd piices from a less-than-achve 
inarket and are classified as Level 2 

The followmg tables set foilli a reconciliation of changes in tlic f a r  value of oui and the U W m ’  commodity 
denvati\ es classificd as Level 3 111 the farr value lucrarchv for the 12 iiioiitlis ended December 31 2009 

(in millions) 
Derivatives. iict at  Januan 1 .  2009 
Total gains (losses), realired and unrealmd 

$(J 1) 

Included i n  earllings - 

Included in  othcr comprehcisn e incoinc 
Deferrcd as regulator\ assets aiid liabilities. net (13) 

15 

- 

Purchases. issuances and settlements. net 
Transfers in (out) of Lcwl 3. net 
Derivatives. net at Deccnibei 3 1. 2009 

- 

$( 39) 
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PEC 
(in millions) 

Total gains (losses). realizecl and unrealized 
Derivatives. net at lanuary 1. 2009 9;(22) 

Included in earnings 
Included in other comprehensive income 
Deferred as regulatoiy assets and liabilities. net 

- 

(7) 
Purchases. issuances and settlements. net - 

Transfers in (out) of Level 3. net 
Derivatives. net at December 3 1. 2009 

2 
$(27) 

(in millions) 
Denvatives, net at J ~ I ~ L E U ~  1 .  2009 
Total gains (losses). realizcd and unrealiz.cd 

$( 19) 

___I__ ~~ 

- - ___ Iiicluded in eariuiigs _- ____.___-_- 

Iiicluded in  oUier coinprcliensive incoiiie 
Deferred as regulatory assets and liabilities. net 

- 

( 6 )  
- 

13 
$ ( l a  

Purchases. issuances and settlements. net 
Transfers in (out) of Level 3, net 
Derivatives, net at Decenibei 3 I .  2009 

Substantially all unrealir_cd gains and losses on derivatives are deferred as regulatory liabilities or assets consistent 
with nteiiiaking treatment 

Transfers in (out) of Lmel 3 represent existing assets or liabilities tlnt were previously categorized as a Iugher level 
for wluch the inputs to the iiiodel became unobsendle 0 1  assets and liabilities that were previously classified as 
Level 3 for wluch the lowest signilicant input became observable during tlie period Transfers into Level j are 
measured at the beginning ol tlie period. and transfers out 01- Level 3 are measured at Uie end of‘ the period. 

14. INCOME TAXES 

We provide deferred income taxes foI teiiiporary dirferences between book and tas carqing aiiiounts of assets and 
es. Investment tax credits related to regiilated operations have been defen-ed and are being amortized over the 

estiimted service life of the related properties. To the e\?ent that the establislunent of deferred income lases is 
different from the recoveiy of taxes by tlie 1Jtilities through the ratemaking process. tlie differences are deferred 
pursuant to G A M  for regulated operations. A regulatory asset or liability has been recognized for tlie impact of tax 
espenses or benefits tliat are recovered or refunded i n  different peiiods by the Iltilities pursuant to rate orders We 
accnie for uncertain tax positions when it is determined that it is more likely than not that tlie benefit will not be 
sustained on audit by the taxing authority based solely on tlie tcclmical iiieiits of the associated tax position. If the 
recognition tlireshold is nict. the tax benefit rccogiuzcd is rneasured at tlie largest amount that. i n  our judgment. is 
greater tlian 50 percent liltely io be realized. 
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PROGhTSS ENERGY 

Accuinulated dcrerred iiicoiiic la\ asscts (liabilities) at Dccciiiber 3 1 erc 

(111 IlUlllOllS) 2000 200s 
Deferred incoiiie tax assets 

ARO liability 
Derivative instruments 
Incoiiie taxes refundable tluough future rates 
Pension and otlier postretirenieiit benefits 
Other 
Fedeml incoiiie tax credit carry f o n w d  
State net operating loss carry fonvard (net o f  federal expense) 
Valuation allo~~~aiice 

Total deferred incoiiie tax assets 

$127 
159 
225 
508 
374 
712 
66 

2.116 
(55) 

$264 
298 
111 
i-14 
3 -10 
802 

6 4 
( 5 5 )  

2.368 
Defeired income tax liabilities 

Accumulated depreciatiolrand properly cost dillcrences (1,889) ( 1  ,bb>) 
Deferred fuel recovery (74) (186) 
Income taxes recoverable through future ixtes 
Other 

(782) (9.59) 
(264) (14.1) 

Total deferred income tax liabilities (3,009) (2,951) 
Total net deferrcd incoiiic tax liabilities X(893) 9;( 587) 

The above amounts were classified on tlie Consolidated Balance Sheets as follows 

(in ~nillions) 2009 2008 
Current defemd incorne tax assets, included in prepayments and other cunent assets $168 $36 
Noncurrent defemd income tax assets, included in other assets and deferred debits 37 3 2 

( 1 )  Current deferred income tas liabilities, included in other current liabilities 
Noncurrent deEerred income tax liabilities. included in noncunent income tax 

liabilities (1,098) (710) 

- 

Total net deferred income tas liabililies S(893) S(583) 

At Dcceiiiber 31, 2009, Uie federal incoiiie tax credit carry fonvard includes $7 12 iiullioii of alternative nuninium 
tax credits that do not expire 

At Deceiiiber 3 1. 2009. we had gross state net operatiiig loss c m y  fonvards of $1 .6 billion that will expire during 
the period 2010 through 2029 

Valuation alloivances have been established due to the uncertaiiity of realizing certain future state tas benefits We 
had a net increase of less tllan $1 Iiullion i n  our valuation allowaiices during 2009 

We believe it is more likely tliaii not that the Iesults of future operations will generate sufficient taxable incoliic to 
allow for tlie ntilizatioii of the remaining deferred tax assets. 
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Reconciliations of our effectwe income la\ rake to llie statutov fcderal inconie tau iatc for the years ciided 
December 3 1 follow 

2009 2008 2007 
Effective inconic tau late 32.1% 13 7%) 12 3 %  
State income taxes. net of federal benefit (3.7) (3 8) (2 8) 
Investnient tax credit amortization 0.8 1 0  1 1  
Employee stock owncrslup plan dividends 1.0 1 0 1 1  
Doiiiestic manufacturing deduction 0.8 0 3 I 0 
AFUDC equity 2.2 2 5  0 7  
Other differences, net 1.8 0 3  1 6  
Statidorv federal income tax rate 35.0?40 35 0% 35 0% 

Income tax expense applicable to continuing opcntions for the years ended December 3 1 ivas comprised of 

_______- - (in nullions) 2009 2008 2007 
Current - federal $227 $38 $285 

- state 41 12 36 
Deferred - federal 114 305 13 

- state 25 49 11 
Investment tau credit (10) (12) (12) 
State net operating loss ca iy  forward - ((1) 1 

- Bcgiiuung-oP-the-year valuation allowance change - 9 
Total incoiiie tax expense $397 $395 $334 

We previously recorded a deferred income tax asset for a state net opemting loss carry fonvard upon tlie sale of 
PVI’s nonregulated generation facilities and energy marketing and trading opemtions. During 2008, we recorded an 
additional dercrred income tax asset of $6 million related to the state net operating loss carq! fonvard due to a 
change in estimate based on 2007 tax return filings. During 2008 we also evaluated tliis state net operating loss caiiy 
fonvard and recorded a partial valuation allowance of $9 million 

Total income tax expense applicable to continuing operations excluded the follo\ving 

* Taxes related to discontinued operations recorded net of tax for 2009. 2008 and 2007. wluch arc prescnted 
separately in Notes 3A through 3E 

Taxes related to other comprehensive income recorded net of tax for 2009, 2008 and 2007, which are 
presented separately in the Consolidated Statements of Comprehensive Income. 

Current t a s  benefit of 9;6 nullion, wlucli was recorded in conunon stock during 2007. relater1 to excess tax 
deductions icsulting from vesting of restricted stock awards, vesting of RSUs. vesting of stock-settled PSSP 
awards and exercises of nonqualified stock options pursuant to tlie terms of our EIP No iict cuncnt tax 
benefit was recorded in conuiioii stock during 2009 and 2008. 

Taxes of $2 nullion and $4 nullion that rcduccd retained earnings and iiicrcascd rcgulaton assets. 
rcspecbvely. due to the cuinulativc effect of adopting new grudance for uncertain ta\ positions on Januav 1 ,  
2007 
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At Deceinber 3 1. 2009, 2008 and 2007. our liability for unrecognized tax benefits was $160 million, $104 niillioii 
and $9.3 iiullion. respectively The amount of uiirecognizcd tax benefits that, if recognized, would affect the effective 
tax rate for income ironi continuing operations was $9 million. $8 nullion and $10 inillion. respectively. at 
Deceuibei, 3 I ,  2009. 2008 and 2007 The following table presents the chiuiges to iiiirccogniz,ed tax benefits during 
tlle years ended Deceinber 3 1 ,  2009. 2008 and 2007. 

(in millions) 2009 2008 2007 
Uiuecognired tax benefits at  beginrung of period $104 $93 $126 
Gross amounts of incieases as a result of tax posihoiis taken 111 a piior peiiod 11 17 32 
Gross aiiiouiits of decreases as a result or tax posihons talcen $11 a prior period (3) ( 1 1 )  (41) 
Gross amounts of mieases as a result of tax posihoiis talcen 111 the current period 52 8 22 
Gross aniount~ of decreases as a result of tau posihoiis taken 111 the current peiiod (4) (2) (32) 
Amounts of net increases (decreases) relating to settleinelits witli taxing autlionhes - 1 (14) 
Reducuons as a icsult of a lapse o i  the applicable statute of liiiutatioiis 
Unrecognized tax benefits at end of period $160 $104 $93 

- - (2) 

------ -.-___- - _ _ _ _ ~  
We and our subsidiaries f k  income tax returns in the 1J S federal jurisdiction and \~a~ious  state ju~~sd~ct ions  Our 
open fedeml tax years are iron1 2004 fomwd, aiid our open state tax years i n  our inajor junsdiclions are generally 
from 2001 fonvard The IRS is currently examining our federal tax returns for years 2004 tluough 2005 We callnot 
predict wlieii Uie review will be conipleted Although the tiiiung for coiiiplehon of Uie IRS' review IS uiiccrla~n. 11 IS 

rcasonably possible that uniecognized tax benefits will deci-ease by up to applouiiiiately $60 iiulhon during the 12- 
month period ending December i 1, 20 10, due to expected settleinelits Any potential decrease will not have a 
inaterial impact on our results of opent' ' 1011s 

We include iiiterest expense related to uruecogiuzed tau benefits ui interest charges and we include penalties i n  

other, net 011 the Consolidated Statements o€ Income During 2009. 2008 and 2007, tlie net interest expense related 
to unrecogiured tax benefits was $9 nullion. $4 million and $1 million. respectively. of which a respective $5 
million. $1 million and $15 nullion expense component 'ilias deleerred as a iegulatory asset by PEF, wlucli IS 

aiiiortmd as a charge to interest expense over a three-year penod or less Dunng 2008. PEF charged the 
unamortized balance of tlie regulatory asset lo interest expense During 2009 aid 2007, then were no penalties 
related to unrecogiuzed tax benefits During 2008. less than $1 iiiilhoii was recorded for penalties related to 
uruecogiiized tau benefits At December 31. 2009 and 200S, we had accrued $36 million and $27 ~ixillioii. 
respechvely. for interest aiid peiialhcs, wluch are included in interest accrued and other iiabil~tres and deferTed 
credits on the Consolidated Balance Sheets 
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Accumulated deferred income tax assets (liabilities) at December 3 1 weie 

(in millions) 2009 200s 

ARO liability $111 $244 
Derivative instmnents 37 64 
Income taxes refundable tllrough future rates SO6 10 
Pension and otlier postretirement benefits 254 262 
Oiher 1J9 108 

Total deferred iiicoinc tau assets 657 668 

Deferred income tax assets 

Deferred inconie tax liabilities 
Accmnulated depreciation and property cost differences (1,307) ( I .  162) 
Deferred rue1 recoveiy (60) (132) 

(377) (451) 
- o - - m -  ---_I- ---___I 

Incoine taxes recoverable Illrough future mtes 
I west men1 s 
Otlier (8) (12) 

-___ 

Total deferred income tax liabilities ( 1 W 3 )  (l ,76i)  
Total net deferred income tas liabilities $(1,166) $( 1,077) 

The above amounts v u e  classified on the Consolidated Balance Sheets as follows 

(in nii!l ions) 2009 2008 
Current defen-ed income tax assets. included in  prepayments and otlier 

current assets 
Current deferred income tas liabilities, included in other current liabilities 

$42 
- 

Noncumnt deferred income tax liabilities. included in  noiicurrent incoine 
tas liabilities (1?W ( 1 .072) 
Total net deferred income tax liabilities $(1,166) $( 1.077) 

Reconciliations of PEC's effechve income tau rate to tlie statutory federal iiicoine tau rate for tlie years ended 
December 3 1 follow 

- 
2009 2008 2007 

Erfectiw income tax rate 35.0% 35 8% 37 1% 
State income taxes, net of federal benefit (2.8) (2 7) (2 3) 
Investment tau credit amofization 0.7 0 7  0 7  
Domestic maiiufactiintig deduction 0.9 0 5  1 1  
Other dilferences. ne[ 1.2 0 7  ( 1  6) 

~ 

Statutory federal inco1ne tax rate 35.0% 35 0% 35 0% 

Income tau expense for tlie years ended December 3 1 \vas comprised of: 

(in ~ ~ u l l ~ o n s )  2009 2008 2007 
Current - federal $192 $87 $235 

- state 21 7 19 
Deferred -federal 57 181 3 1  

- state 13 29 13 
Investment tau credit (6)  ( 6 )  (6 )  

'Total income tax expense $277 $238 $295 
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Total inconie tax expense excluded Uie following 

e Taxes related to other comprehensive income recorded net of tax for 2009; 2008 and 2007, wlucli are 
presented separately in tlie Consolidated Statements of Comprehensive Income. 

Current tax benefit of $3 nullion. which was recorded 111 conunon slock dumg 2007. related to excess tau 
deductions resulung from vcsung of iestricted stock awards, veshng of RSUs, vesting of stock-settled PSSP 
awards and exercises of nonqualfied stock ophons pursuant to tlie terms of our EIP No net current tau 
benefit was recorded i n  conunoii stock dunng 2009 aid 2008 

Taxes of $6 million that rediiced retained earnings. due to the cumulative effect of adopting new &.pidance for 
uncertain tax positions on January 1. 2007 

PEC and each of its ~vholly owned subsidiaries liavc entered ~n to  tlie Tax Agreement with the Parent (See Note 1D) 
PEC’s intercompany tax receivable was approximately $38 million and $74 million at  December 3 1. 2009 and 2008, 
respect ivcly 

At December 31. 2009. 200s and 2007, PEC‘s liability for uiuecognized tau benefits was $59 inillion, $38 nullion 
and $4 1 million, respectively The amount of unrecogiuzed tax benefits that, if recognized, woulcl affect tlie 
effective tax rate was $5 million, $5 million and $9 nullion, rcspectively, at December 31, 2009. 2008 and 2007 The 
following table presents tlie clianges to uiwecognkd tax benefits during tlic years ended December j 1, 2009, 2008 
and 2007 

~ _ I _  ~ - ~ _ _ _ _  

(in millions) 2009 2008 2007 
IJnrccognized tax benefits at beginning of period $38 $41 $43 
Gross amounts of increases as a result of tax positions talcen in a prior period 6 5 3 

Gross amounts of decreases as a result of tax positions talten i n  a prior period (2) (10) ( 1 3  
Gross amounts of illcreases ;is a result of tax positions taken in tlie current period 17 4 22 
Gross aniouiits or decreases as a result oftas positions talten in the current period - ( 1 )  (5) 

1 (7) Amounts of net increases (decreases) relating to settlements with taxing authorities 

- (2 
Unrecognized tax benefits at end of period $59 $38 $41 

- 
- 

We rile consolidated federal and state income tas retunis that include PEC hi addition, PEC files stand-alone tas 
returns in \wious state jurisdictions PEC’s open federal tax years arc froin 2004 fonvard, and PEC’s open state tax 
years in our niajor jurisdictions are generally from 2003 fonvard The IRS is currently examnilling our federal tax 
returns for years 2004 tlmugli 2005 PEC cannot predict when tlie review will be conipleted. Although tlie tinling 
for completion of the IRS‘ review is uncertain, it is reasonably possible that PEC’s unrecognized tax benefits will 
decrease by up to approximately $10 million during the 12-nionth period ending December 31. 2010, due to 
expected settlenients Any potential deciease will not have a material impact 011 PEC’s results of operations. 

PEC includes interest expense related to iinrecogiuz,ed tax benefits i n  interest charges and includes penalties in  other, 
net on the Consolidated Statements of Income During 2009 the interest eqxnse recorded related to unrecognized 
tax benefits was $3 million. During 2008 and 2007, tlie interest benefit recorded related to unrecognized tax benefits 
was $1 nullion and $4 nullion, respectively During 2009. 2008 and 2007, there were no penalties recorded related 
to unrecognized tax benefits. At Deccrnber 31. 2009 and 2008. PEC liar1 accniecl $10 million and $7 ndlion. 
i-espectively. for interest and penalties, which are included in interest accnied and otlier liabilities and deferred 
credits on the Consolidated Balance Sheets 
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PEF 

Accuinulated deferTed iiicomc tax assets (liabilities) at December 3 1 were: 

(in millions) 2009 200s 
Deferred inconic tax assets 

Denvabve instruments $125 $222 
Incoine taxes refundable tluough fiitlture rates 73 54 
Pension and other postrelrcment benefits 163 192 
Reserve Tor stonii daiiiagc 52 54 
IJiibilled revenue 48 43 
Other 89 101 

Total defcrred income tax assets 550 666 

Accuniulatcd dcpieciation and propel ty cost diffeiences (568) (490) 
Deferred fuel rccoveiy (14) (54) 
Uelerred iiuclcar cost recovery 
Incoiae taxes rccoverable through future rates (406) (508) 
Iiivestments (44) (3 )  
Other (26) (36) 
Total deferred income tax liab (1,165) (1.164) 
Total net derelicd inconic tax liabilities $(G15) $(498) 

Deferred inconic tax liabihtics 

_________ 

The abovc amounts were classified on ihe Balance Sheets as follows 

(in inillions) 2009 200s 
Current deferred income tax assets, included in defcrred income taxes $115 $74 
Noncunent defericd income tax liabilities. included i n  noncurrent 

incoiiie tax liabilities (730) (572) 
Total net defericd income tas liabilities $(G15) $(49S) 

Reconciliations of PEF’s effective income tax rate to tlic statutory fedenl incoiiie tax rate for the years ended 
Deceiiibcr 3 1 follow 

2009 200s 2007 
Effective incoiiic tax rate 31.1yo 32 0% 31 2% 
State incoine taxes. net of federal benefit (3.0) (3 1) (3 3 )  
Invcstnient tax credit amortizahon 0.7 1 1  1 3  
Domestic iiianufacturing deduction 0.8 0 2  0 8 
AFUDC equity 3.4 5 4  2 6  
Otlier differences. iiet 2.0 (0.6) 2 4  
Statutoiv federal inconic tax rate 35.00/0 35 0% 35.0% 

Income tax expcnse for the years ciided Deceiiibcr 3 1 was comprised of 

(in millions) 2009 200s 2007 
Currcnt - fedenl 

Dcfened - federal 
- state 

-state 

$125 $39 
20 12 
57 121 
11 15 

Iiivestnient tax ciedit (4 (6) (6) 
Total incoine tax expense $209 $181 $144 
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Total iiicoine tas espeiise escludcd thc following 

e Tases related to other compreliensive income iecorded net of tas for 2009. 2008 and 2007. u~lucli are 
presented separately in the Stateiiients of Comprehensive Inconie 

Less tliaii $1 million of current (as benefit, which was recorded in conuno~i stock during 2007, related to 
excess tas deductions rcsulting froin vesting of restricted stock awards and esercises of nonqualfied stock 
options pursuant to the tcniis of our EIP. No net current tas benefit was recorded in conunoii stock during 
2009 and 2008 

0 

T a x s  of less tlian $I million and $4 nillion that reduced retained eaiiuiigs and iiicreased regulatoiy assets, 
rcspectively . due to the cumulative cfrect of adopting new guidance Tor uncertain tas positions on January 1. 
2007 

PEF has entered into tlie Tau Agreement wit11 tlie Parent (See Note 1D) PEF’s intercompany tax receivable was 
approsimatcly $122 nullion and $47 1iull1ori at December 3 1. 2009 and 2008. respectively 

At December 3 1, 2009. 2008 and 2007, PEF’s liability I’or niirecognized tau benefits was $98 ~mllion, $62 nullion 
and $55 million. respectively TIic amount of unrecogiund tax benefits tliat, if recogni/ed, would affect the 
eflective tas late was $3 ~iullion. $2 ~iullion and $3 ~iullion, respectively, at December 31, 2009, 2008 aid 2007 The 
following table piesents the changcs to unrecogniied tax bcnefits during the years encled Deccmnber 3 1, 2009, 2008 
and 2007 

___ 

(in millions) 2009 2008 2007 
IJnrecognized tas benefits at beginning of period $62 $55 $72 

3 6 23 
(1) (4) 

> 2 
(1) 
35 
( 3 )  ( 1 )  (25) 

Amounts of decreases relating to setllements with tasiiig authorities - - (1.3) 

Gross amounts of increases as a result of (as positions taken in a piior period 
Gross aiiiowits of decreases as a result of tax positions taken in a prior period 
Gross amounts of increases as a result of tax positions talteii in  the current period 
Gross amounts of decreases as a result of tax positions talten in the current period 

Reductions as a result of a lapse of Ihe applicablc statute of linlitations 
Unrecognized tas benefits at end of peiiod $98 $62 $55 

We file consolidated federal and state income tax returns that include PEF PEF’s open federal tax years are from 
2004 forward and PEF’s open state tas  years arc generally from 2003 fonvard. The IRS is currently esaiiuiiing our 
fedenl tax returns for years 2004 tluougli 2005 PEF cannot predict wlien tlie review will be completed. Although 
the tinling for completion of the IRS’ review is uncerlain, it is reasonably possible that PEF’s unrecognized tas 
benefits will clecrease by up to approsimately $50 million during the 12-month period ending December 3 1 ~ 2010, 
due to espected settlements. Any potential decrease will 1101 Rave a niaterial iinpact on PEF’s results of operations. 

Pursuant to a 1eg11latory order. PEF records interest expense related to unrecognized tax benefit5 a5 a iegulatorq. 
asset. which is amortized over a tluce-year period or less. with the amollizatian included in interest charges on the 
Statements of Income During 2008. PEF chnrgcd the unamoi.tized balance of the regulatory asset to interest expense 
on tlie Stateinent of Inconic Penalties air. included in other. net on the Statements of Income During 2009. 2008 
and 2007. interest espense recorded as a regulatory asset was $5 nlillion. $ 1 nuUion and $1 5 nullion, respectively, 
and there were no penalties recorded related to uilrccognizcd tas benefits. At December 3 1, 2009 and 2008. PEF had 
accnied $24 inillion aid $19 million. respectively. for interest and penalties: which are included in interest accrued 
and other assets and deferred debits on the Balance Sheets 

- - - 
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15. CONTINGENT VALUE OBLIGA‘I’IONS 

In connection with the acquisition 01 Floiida Progress dunng 2000. tlie Parent issued 98 6 million CVOs Each CVO 
i-eprcscnts tlie nglit of the holder to receive coiltingent payments based 011 the perforinance of four coal-based solid 
splhebc fuels liniited l iab i l i t~  companies. of wliicli tluee mere wliolly owned (Ear tlico). purchased by subsidiaiies 
of Florida Progress in October 1999 All of our synthetic fuels businesses were abaiidoned and all operatioils ceased 
as of December 31, 2007 (See Note i A )  Tlie payments are based on Lhe net after-tax cash flows the racilities 
generate We wi l l  make deposits into a CVO trust for cshiiiatcd contingent pa\mients due to CVO holders based on 
the results of operations and tlic ubjlmtioii of tax credits Moiues held 111 the mist are generally not payable to tlie 
CVO holders until tlie coinpletioii of iiiconie tau audits The CVOs are derivatives and are recorded at fair value 
Tlie unrealizecl loss/gaiii recognized due to changes in fair value is recorded in other, net on the Consolidated 
Statements of Iiicoiiie (See Note 20) At December 31, 2009 and 2008, tlie CVO liability included i n  other liabilities 
and deferred credits on our Consolidated Balance Sheets was $15 milIioii and $34 iiullion, respecbvely 

During tlie year ended Deceiiiber 3 1. 2008. a $6 million deposit was iiiade into tlie CVO tnist for the CVO holders’ 
sliaie or tlie disposition proceeds from tlic sale of oiie of the Eaitlico syntliehe fuels facihhes (See Note 3E) 

obligahons uiider tlie pureliasc and sale agreeiiieiit related to tlie disposihon Future pay nients will include principal 
and interest earned dunng tlie investment period net of expenses deducted The interest earned on the payments held 
111 tiust for 2009 and 2008 was iiisigi~icaiit Tlie m e t  IS included in other assets and deferred debits on the 
Consolidated Balance Sheet at Deceiiiber 3 1, 2009 a id  2008 

~ _ _ I _ _  

16. BENEFIT PLANS 

A. POSTRETIREMENT BENEFITS 

We have iioiicoiit~ibutorv defined benefit retireinenl plans that provide pension benefits ror substantially all full-time 
employees We also have suppleiiieiitaiy defined bciiefit pension plans that provide benefits to luglicr-level 
emplovecs In addition to pension benefits, we provide contnbutory other postret~ren~ent benefits (OPEB), including 
certam health care and lire insurance benefits, foi rctiied eiiiployees who meet specified ciiteria We use a 
iiieasuiciiient date of December 3 1 for our pension and OPEB plans 

Prior s c i w x  costs and benefits are aiiiortized on a straight-line basis over the avemge remaiiung service period of 
active participants Actuarial gains and losses 111 ewess of 10 percent of tlie greater of the projected beiiefit 
obligation or the inarlct-related value of assets are ainortIzed over the avemge reiiiaiung sewice penod of active 
participants 

To deteniiine tlie iiialket-related value of assets, we use a five-year averaging iiietliod for a portion of the pension 
assels and fail valrie for the remaiiung portIo11 We have lustoncally used tlie five-war averaging method When we 
acquired Flonda Progress 111 2000. we retained tlie Flonda Progress lustoncal use of fair value to deteniiine market- 
related value for Floiida Progress pensioii assets 
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The tables below provide the components of tlie iiet periodic beiiefit cost for 2009. 2008 and 2007. A portion of net 
periodic benefit cost is capitillized as part of construction work in progress 

Progress En e r n  

Pension Benefits Other Postretirement Benefits 
(in miilioIis) 2009 2008 2007 2009 2008 2007 
Service cost $42 $46 $46 $7 $8 $7 
Interest cost 138 128 123 31 34 32 
Expected return on plan assets 
Amortirat~oii of actuarial loss‘”) 
Other amorti7ation n e P  

(133) (170) (155) (4) (6) (6) 
54 8 15 1 1 2 
6 2 2 5 5 5 

Net periodic cost berorc deferral@’ 5307 $14 $31 $40 $42 $40 

‘ ” )  Adjusted 10 reflect PEF’s rate treatment (See Note 16B) 
111 June 2009. PIT received pcniussion froiii the FPSC to defei the retail portio~i of cerlaiii pcilsion expense in 

be recoi-crecl 111 future periods During 2009. PEF deferred $31 million of net penodic pension cost as a 
regulatory asset (see Note 7C) 

(bJ 

-an L.” 

PEC 
Pension Beiierils Other Postretiremciit Benefits 

2009 2008 2007 2009 2008 2007 
Service cost 
Interest cost 
Expected ieturii oii plan assets 
Aiiioiiization of actuarial loss 
Other amorti/atioir iiet 6 2 2 1 1 1 

Net Deiiodic cost $32 $23 $33 $20 $19 $17 

PEF 
Pension Benefits Other Postretirciiieiit Benefits 

2009 2008 2007 2009 2008 2007 (I11 11llll1011s) 

Senuce cost $19 $17 ’$16 $2 $2 $2 
Inlercst cost 56 53 52 13 14 14 
Expected return on plan assets (56) (90) (84) (1) ( 1 )  (1 )  
Amort~zation of acluanal loss 38 1 1 1 2 
Other amod~zat~oir  net - ( 1 )  (1) 3 3 3 

Net peiiodic cost (bend 11) before $57 R(20) $(16) $17 $19 $20 

- 

( ”  111 JLII~C 2009. PEF received periiussion froiii the FPSC to defer the retail portion of certain pension expense In 

2009 The FPSC order did not change the total iiet pcriolc pension cost. but defers a portion of these costs to 
be recw ered 111 futuie periods Dunng 2009. PEE deferred ’$31 nullion of net periodic pension cost as a 
iegnlaton~ asset (sec Note 7C) 
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Tlie tables bclow provide a sununary of amounts recognized i n  otlier comprehensive income and otlier 
comprehensive income reclassification adjjustments for amounts included in  net income, for 2009. 2008 and 2007 
Tlie tables also include comparable itenis that affected regulatory assets of PEC and PEF For PEC and PEF, 
amounts tliat would otliciivise be rccorded i n  other comprehensive income arc recorded as acljushnents to regulatory 
assets consistcnt with tlie recoveq of tlie related costs through the ra~emaking process 

Progress Eiicrgy 
Pension Benefits Other Postretirement Benefits 

(in millions) 2009 2008 2007 2009 2008 2007 
Other comprehensive incoiiie (loss) 

Recognized for the year 
Net actuarial (loss) gain $(1) 9;(64) $24 $4 $16 

- - - Other. net - (6) (1) 

Net actwirial loss 5 1 2 1 
Reclassification ad~ustmcnts 

- - 

Regulatoiy asset (inciease) clccrease 

Net actuarial gain (loss) 
Recognized for the year 

10 (735)  66 64 (7.3) 52 
- - - Other. net (3) (36)  (8) 

Net actuarial loss 49 7 13 - 1 2 
Other. iiet 6 1 1 4 5 1 

Aino~l i~ed  to inconic'"' 

") Tlicsc amounts nere amorhmd as a component of net periodic cost. as reflected in tlie previous net periodic 
cost table Refer to tliat table [or infonnabon regarciing tlie deferral of a portion of net penodic pension cost 

PEC 
Pension Benefits Other Postretirement Benefits 

(in millions) 2009 2008 2007 2009 2008 2007 
Regulatory asset (increase) decreasc 

Recognized for tlie ycsr 
Nct actuarial (loss) gain S(l4) $(308) $26 $38 $(66) $82 

- - - Other. net (2) (31) (6) 

Net actuanal loss 11 6 12 - - 
Other. net 6 2 2 1 1 1 

Amortized to net income 
__ 

PEF 
Pcnsion Benefits Other Postretirement Benefits 

( I l l  Ilulllolls) 2009 2008 2007 2009 2008 2007 
Regulator) asset (increase) dccrease 

Recogruied for tlic year 
Net actuarial gain (loss) $24 $(427) $40 $26 S(6) 9;- 
Otlicr. net (1 )  (5 )  (1) 

Net actuanal loss 38 I 1 - 1 2 
Otlicr. net - ( 1 )  ( 1 )  3 3 3 

- - - 

Aniortmd to net nico~ne(~~l 

' " I  rliese amounts nerc amortized as a component of net penodic cost. as reflected 111 tlie previous net penochc 
cost table Rcfcr to that table for idonnabon regarding the dercrral of a portion of iiet penodic pension cost 
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The following tvcighted-avcrage actuarial assumptions ivcrc used by Progress Energy in the calculation of its net 
periodic cost 

Pcnsion Benefits Otlier Postretmiiient Beneflts 
2009 2008 2007 2009 2008 2007 

Discount rate 6.30% 620% 595% 6.20% 620% 595% 
Rate of iiicrcase 111 future compensation 

-1.25% 1 2 5 %  4 2340 - - - Barganung 
Supplemeiitani plans 5.25% 525% i 2 5 %  - - - 

Expected long-tcnn rate of return on plan 
assets 8.75% 900% 900% 6.80% S 10% 770% 

The \veightecl-average actuarial assumptions uscd by PEC and PEF wcrc not inatcnally dlffeicnt from the 
assumpuons abovc, as applicable. except thal the expcctcd long-tenii rate of rctuni on OPEB plan assets was 5 00% 
lor PEF for all yeais picscnted and foi PEC was 8 75%. 9 00% and 9 00(%1 for 2009.2008 and 2007. respectively 

The expected long-term rates of return on plan assets werc clcteimined by considering long-term projected returns 
based 011 the plans’ target assel alloca~ons SpeciTically. return rates were developed for each iiiqjor asset class and 
weighted based on the targct assct allocations The projccted returns were benclunarked against historical returns Tor 
icasonableness. We decrcased our expected long-term rate of return 011 peiision assets by 0.25% in 2009, piiiiiarily 
due to the uncertaintics resulting from the severe capital market deterioration in 2008. See the “Assets of Benefit 
Plans“ section below for additional information regardhig o w  investiiient policies and strategies. 

GAAP reqiiircs us to rccognizc in  our stateiiieiit of financial condition tlie funded status of our pension and other 
postretJreiiieiit bcnefit plans measured as tlie d~frcrc~ice bctxvcen the value of thc plan assets and llie benefit 
obligation as of the end of the fiscal \’ear 

Recolicillations of the changes in  the Progress Rcgistniits’ benefit obligations and Uie funded status as of December 
3 1 2009 and 2008 are picseiitcd in h e  tablcs bclow 11 i t h  each table follo\ved by iclated suppleineiitaq infoimation 

Progress Etiergy 
Pension Bcnerils Otlier Postretireiiieiit Benefits 

(in millions) 2009 2008 2009 2008 
Projected benclit obligation at J a i i ~ i a ~  1 $2,234 $2.112 $608 $541 
Service cost -12 46 7 8 
Interest cost 138 12s 31 34 
Seltleiiieiits (9) 

(-10) ( 3 5 )  Benefit pay inents ( 12-11 (127) 
Plan amendment 3 42 
Actuarial loss (gain) 138 3 (63) 60 

Obligation at December 31 2,422 2.2.34 543 608 
Fair value of plan assets at December 3 1 1,673 I .285 55 52 

Funded status $(749) $(949) S(4SS) $( 556) 

- - - 

- - 

All defined benefit pension plans had accumulatcd benefit obligations in excess of plan assets. with projected benefit 
obligations totaling $2 422 billioii aid $2.234 billion at Deceinber 3 1. 2009 and 2008. rcspcctively Thosc plans had 
accumulated benefit obligatioils totaling $2.378 billion and $2. I96 billion at December 3 1. 2009 and 2008, 
icspectively. and plan assets of $1 673 billion and $1 285 billion at Deceniber 3 1. 2009 and 2008. respectively. 
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Tlie accrued beiielit costs reflected 111 the Consolidated Balance Sheets at December 3 1 were as follo~vs 

Pension Bcnefi is Other Postretirement Benefits 
(in millions) 2009 200s 2009 200s 
Current liabililies (9) (10) $- $ ( I )  
Noncurrent liabililies (740) (939) (488) (555) 

Funded status E(749) $(949) $(488) $(556) 

The table below provides a summary of anounts not yet recognized as a component of net peiiodic cost. as of 
December 3 1 

Pension Benefits Otlic~ Postietiieinent Benefits 
(in millions) 2009 2008 2009 200s 
Recognired in accumulated other 

comprehensive loss 
I\ I) 

* -- - - - - - 
Other, net 10 11 

__-______ 
__ - 

Recognized in  regulatory assets. net 
Net actuarial loss 806 865 32 97 
Other. net 59 62 14 1s 

net periodic $958 $1.025 $41 $1 15 
Total not yet iccognized as a component of 

(') All coiiiponents arc adjusted to icflect PEF's rate treatment (SCC Note IGB) 

The following table presents the amounts we expect to recogili;~ as components of net periodic cost in 2010 

Pension Benefits Other Postretirement Benefits 

Amorhzation or olher, net'"' 6 5 

(in millions) --- 
Amortization of actuarial loss (''I $50 $1 

(a) Adjusted to reflect PEF's rate trcatinent (See Note 16B) 

PEC 
Pension Benefits Other Postretirement Benefits 

(in nullions) 2009 2008 2009 2008 
Projected benefit obligation at  .January 1 $1,025 $9SO E312 $257 
Service cost 18 23 5 5 
Interest cost 64 58 16 17 
Plan amendment 2 3 1 - - 
Benefit payments (50) (55) (17) (15) 
Actuarial loss (gain) 61 (12) (34,. 4s 

Obligation at December 3 1 1,120 1.025 282 312 
Fair value of plan assets at Decciiiber 3 1 7-19 521 21 22 

-_ 

- 
Funded status %(371) $(50J) S(261) $(290) 

All defined benefit pension plans had accumulated benefit obligatioiis in excess of plan assets. with projected benefit 
obligations totaling $1,120 billion and $1.025 billion at December .? 1. 2009 and 2008. respectively Those plans had 
accmnulated benefit obligations totaling $1.1 16 billion and $1.02 1 billion at December 3 1. 2009 and 2008. 
respectively. and plan assets of $749 inillion and $52 1 inillion at Deceinbei 3 1. 2009 and 2008. respectively 
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The accruccl benefit costs reflected i n  the Consoliclatcd Balance Sliccts at Dcccliiber 3 1 were as follows 

Pcnsion Bcncfits Otlicr Poslrelircnient Benefits 
(in millions) 2009 200s 2009 200s 
Current liabilities $(2) $(2) $ -  9;- 
Noncurrent liabilities (369) (502) (26 1) (290) 

Funded status $(371) $(504) $(261) $(290) 

The table below provides a suiiuiiary of aiiioiiiits not yet recognired as a coniponcnt of net peiiodic cost, as of 
Deceniber 3 1 

Pcnsion Bencfits Otliei Postretirenient Benefits 
(in n~illions) 2009 200s 2009 200s 
Recognized i n  regulatory assets 

$410 $407 $16 $54 
57 - - " - - 3 - - ~ - -  

~ _ _ _ _ _ _ _  Net actuarial loss 
Other, net 54 
Total not yet recognized as a component or net 

periodic cost $464 $464 $1 9 $58 

The following table presents the amounts PEC ex-pects to recogniLe as components of nct pciiodic cost in 20 10 

(in nullions) Pension Bendits Otlicr Postretirenient Benefits 
~ 

Aniofi zat IO 11 of actuaria 1 loss 
Aniortization of other. net 

$16 
6 

$- 
1 

PEF 
Pension Bciierits 0 t h  Postretirenicnt Bencfits 

(in niillions) 2009 200s 2009 200s 
Projected benefit obligation at Januar)i 1 $914 $ 8 S  1 $248 $245 
Service cost 19 17 2 2 
Interest cost 56 53 13 14 
Plan aiiiendment - - - 5 
Benefit payments (58) (5s) (20) (1s) 
Actuarial loss (gain) 61 16 (2-1) 5 

Obligation at Decenibcr 31 992 914 21 9 218 
Fair value of plan asscts at December 3 1 794 650 32 27 

Funded status $(198) $(264) %(187) $(221) 
- 

All defined benefit pension plans had accumulated benefit obligations in excess of plan assets. with projected benefit 
obligations totaling $992 iiljllion and $914 million at December 3 I ,  2009 and 2008, respectively Thosc plans had 
accumulated benefit obligations totaling $957 iiiillion and RS84 nullion at Dcceniber .3 1. 2009 and 2008, 
respectively, and plan assets of $791 million and $G50 inillion at December 3 1. 2009 air1 2005. respectively. 

Tlie accrucd benefit costs reflected 111 the Consolidated Balance Sliccts a t  December i l  were as follov s 

(in nullions'l 
Pension Bcncfits Other Postretirenient Benefits 

2009 200s 2009 200s 
Current liabilities $(3) $ ( 3 )  s- $- 
Noncurrent liabilities (195) (261) (187) (221) 

Funded status $(198) s(26-I) $(187) $(221) 
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The table below providcs a sumiiiaiy or amounts not yet recognized as a component of net periodic cost. as of 
December 3 1 

Pcnsion Benefits Otlier Postieti~ciiiciit Bencfits 
(I11 IlllllIons) 2009 200s 2009 2008 

Net actxianal loss $396 $458 $16 $4 3 
Otlicr. net 5 5 11 14 
Total not yet recognized as a conipoiient or 

net penodic cost $401 $463 $27 $57 

Recognized in regulatoiy assets. net 

The following tablc prcsents the amounts PEF expects to recognize as components of net periodic cost i n  20 10 

(in iiullions) Pension Benefits Other Postrctiremcnt Benefits 
Aiiiorhzation of actuanal loss $30 $ 1  

+-------- -~ ------__________- AinorUzatIon or OtIiCr. net - 

The following weighted-average actuarial assumptions were used in  the calculation of ow year-end obligations 

Other Postrctireinent 
Pension Benefits Bclicrits 

2009 200s 2009 2008 
Discount mte 6.00% 6 30% 6.05% 6.20% 
Rate of increase in future coinpensation 

Bargaining 4.50?40 4 25% - 

Supplenientary plans 5.25% 5 25%) - - 
Initial inedical cost trend rate for pre-Medicare Act benefits - - %SO'% 9 00% 
Initial inedical cost trend rate for post-Medicare Act benefits - - 8.50'%) 9 00% 
Ultiinate medical cost trend rate - - 5.00% 5 00% 
Year ultllnate medical cost trend rate is aclueved - - 2016 2016 

Tlie weighted-average actxianal assuinptions for PEC and PEF were the same or were riot significantly difrerent 
fro111 those iiidicated above, as applicable. Tlie rates of increase in fiiture coiiipeiisation include the effects of cost of 
living adjustnicnts and pi-oiiiotions 

Our primary defined benefit retireinent plan for nonbargaiiung employees is a "cash balance" pension plan 
Tlierefore, we use Uie tmditional uiut credit method for purposes of measuring Uie benefit obligation of this plan 
Under the traditional unit credit method, no assumptions are included about fiiture changes in compensation, and the 
accumulated benefit obligation and projected benefit obligation are the same 

- 

i\4EDIClil I, COST TREND R4 TE SENXITI li177' 

Tlie iiiedical cost bend rates were assumed to decrease gradually from the imtial ratcs to the ultiinate ratcs The 
effects of a 1 percent cliaige in the inedical cost trend rate are slio~vii bclow 

Progress 
(in iiu1110ns) Energy PEC PEE 
1 percent increase in medical cost trend rate 

Errect on total of service and iiiteiest cost $2 $1 $1 
Effect on postJetircinent bencfit obligation 26 14 11 

Effect on total of service and interest cost ( 1 )  (1) 
Effect on postretirement benefit obligation (21) (1 1 )  ( 9 )  

1 percent decrease in medical cost trend W e  
- 
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In the plan asset reconciliation t7blcs that follow, our. PEC’s and PEF’s eniployer contributions for 2009 includc 
contributions directly to pension plan assets of $222 million, $ 163 nullion and $58 nullion. respectively. and for 
2008 include contributions directly to pension plan assets o f  $33 nullion, $24 illillion and less than $1 nullion, 
respectively Substantially all of the remaining employer contributions represent benefit payments made directly 
from the Progress Registrants’ assets The OPEB benefit payinents presented in  the plan asset reconciliation tables 
that follow represent the cost after participant contiibutions Participant contributions repnsent approxiinately 20 
percent of gross benefit payments for Progress Energy, 25 percent for PEC and 15 percent for PEF. The OPEB 
benefit payments arc also reduced by prescription dnig-related federal subsidies received In 2009. the subsidies 
totaled $3 nullion for us. $ 1  million for PEC and $ 1  nullion for PEF. In 200s. the subsidies totaled $.3 nullion for us. 
$1 nullion for PEC and $2 nullion for PEF. 

Reconciliations of the fair value of plan assets at  December .3 1 follow 

(in millions) 2009 200s 2009 2008 
Fair value of plan assets at January 1 $1,285 $1.996 $52 $15 
Actual return on plan assets 279 (627) 9 (16) 
Benefit payments. including settlements (133) (127) (40) (35) 
Employer conlntbutions 242 43 3-1 2s 

Fair value of plan assets at December 3 1 $1,673 $1,2S5 $55 $52 

PEC 
Pension Benefits Other Postretilenient Benefits 

(in millions) 2009 2008 2009 200s 
Fair value of plan assets at J>iii~iaiy 1 93521 $805 $22 $44 
Actual return on plan assets 
Benefit pay nient s 
Employe1 conlntbutions 165 26 11 7 

Fair value of plan assets at Dccembcr 3 1 $749 $521 $2 1 $22 

PEF 
Pension Benefits Other Postretirement Benefits 

Fair value of plan assets at Januay 1 $650 $ 1,026 1627 $26 
(in millions) 2009 200s 2009 200s 

Actual return on plan assets 
Benefit paynients 
Eniployer contributions 61 3 22 19 

Fair value of plan assets at Decenibcr 3 1 $794 $650 $32 $21 

The Progress Registrants’ primary objectives when setting investiiient policies and strategies are to manage the 
assets of the pension plan to ensure that sifficient funds are available at  all times to finance promised benefits and to 
invest the funds such tllat contributions are minimized, within acceptable r i sk  h u t s  We periodically perfomi 
studies to analyze various aspects of our pension plans including asset allocations. expected portfolio return. pension 
contributions and net fiuided status One of our ley investment objectives is to aclueve a rolling IO-year annual 
return of 6 percent over the rate of inflation. The target pension asset allocations are 40 percent doniestic equity. 20 
percent international equity, 10 percent domestic fixed income. 15 percent global fixed income. 10 percent private 
equity aiid timber and 5 percent hedge funds. Tactical shifts (plus or ilkitis 5 percent) in asset allocation from the 
target allocations are made based 011 the near-term view of tlie risk and return tndeofk of the asset classes 
Domestic equity includes investmenls across large, medium and sinall capitalized ctoniestic stocks. using investment 
nianagers w ih  value, gro\vth and core-based investment strategies. International equity includes investiiienls in 
foreign stocks in botli developed and emerging market countries, using a inis of value and growth based investment 
strategies Doniestic fixed income primarily includes doniestic investnient grade fixed income investments Global 
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fixed iiicoine inclodes doiiiestic and loreign fixed income iii\~stinents. A substantial portion of OPEB plan assets 
are nianaged with pension assets The reniaining OPEB plan assets. representing all PEF‘s OPE,B plan assets. are 
invested in doiiiestic goveiiuiiental securities 

PROGRESS ENERGY 

The following table sets forth by level witlun the fair value hierarchy of our pension and other poshetirement plan 
assets as of December 3 1.2009 See Note 1 i for detailed infor~nation iegarding the fair value liemrcly 

Pension Benefit Plan Assets 
(in millions) Level 1 Level 2 Level 3 Total 
Assets 

Cash and cash equivalents $1 $96 9;- $97 
Domestic equity securities 263 1 - 264 
Private equity sccuntles - - 122 122 
Corporate bonds - 67 - 67 
u 3  - -- 7 

U S and loreign govenuiient debt 25 95 - 120 
Mortgage backed secnri ties - 22 - 22 
Coniiniiigled funds - 888 - 888 
Hedge funds - 47 2 49 
Timber investiiients - - 14 14 
Credit default s\\iaps - 20 - 2 0 

36 Interest rate swaps and other iiivesliients - 36 
Total assets $289 $1.276 $138 $1.703 

n t ~ _ _ _ _ - ~ _ _ ~ - _ _ _ _ ^  

- 

Liabilities 
Foreign currency contracts 
Credit deradt swaps 
Interest rate sivaps and otlier iiiveshnents 

(30) 
Fair valne of plan assets $284 $1,251 $138 $1,673 

(25)  - Total liabilities ( 5 )  

Assets 
Cash and cash equivalents 
Dornestic equity securities 
Corporate bonds 
U S state and niuiucipal debt 
U S and foreign goveninicnt debt 
Coii~iiingled funds 
Hedge funds 

1 
Fair valne of ~ l a n  assets $4 $5 1 $- $55 

- 1 Interest rate swaps and other investments - 
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The following table sets foizh a recoilciliation 01 changes in the fair value of our pension plan assets classilied as 
Level ,3 in the lair value hienrchy for the year endcrl December 3 1. 2009. 

Piivate Equity Hedge Timber 
(in millions) Securities Funds Investn~ents Totill 

Balance at January 1 
Net realizcd and unicalized (losses)'" 
Purchases. sales and distributions, net 21 - - 21 
Balance at December 3 1 $122 $2 $14 $138 

(" Substantially all aiiiouiits ielate to investments lield at December 3 1, 2009 

PEC 

The followhig table sets forth by level within the fair value Iuerarcliy of PEC's peiision aid other postretirciiient 
plan assets as 01 December 3 I ,  2009 S ee Note 1'3 lor detailed inlornialion regarding the lair vaJuc lueral-clly 

Assets 
Cash and cash equivalents 
Domestic cquifi secunbes 
Pnvate equity sccnnties 
Corporate bo lids 
U S state and inunicipal debt 
U S aiid foreign go\eriuncnt debt 
Mortgage backed secni ities 
Coiiinuiigled rullds 
Hedge funds 
Timber iiivestments 
Ciedit default swaps 

9;- 
118 

$43 
- 
- 

30 
2 

43 
10 

3 98 
21 

9 
- 

- 

1 
6 

$43 
118 

55 
30 
2 
54 
10 

3 98 
22 
6 
9 

Interest rate swaps and 0 t h  investments - 15 - 15 
Total asscls $129 $571 $62 $762 

Liabilities 
(2) 
(9) 
(2) 

(13) 
Fair value of plan assets $127 $560 $62 $749 

- - Foreign curieiicy contracts ( 2 )  
Credit default swaps - 

Interest rate swaps and other investments 
- 
- 

(9) 
(2) 

Total liabilities (2) (11) 

- 
- 

Other Postretireinelit Benefit Plan Assets 
(in inillions) Level 1 Level 2 Level 3 Total 
Assets 

Cash and cash equivalents 
L3onicslic equity securities 
Corporatc boiids 
U S aiid foreign goveriuneiit debt 
Coiiuningled fiiiids 

1 - 1 Hedge funds - 

Fair value of plan assets $-I $17 $- $2 1 
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Tlie following table sets forlh a reconciliation of changes in the fair value or PEC's pension plan assets classified as 
L,evel 3 in the fail- value liiemrchy for llie year encterl December 3 1. 2009. 

(in millions) 
Piivate Equity Eedge Timber 

Securities Funds Investments Total 

Balaice at January 1 
Net realized aiid unl-ealizcd (losses)'"' 
Purchases. sales and distributions. net 
Balance at December 3 1 $ i s  $1 $6 $62 

('I Substantially all amounts relate to iwestiiients held at December 3 1, 2009 

PEF 

The following table sets forth by level within the rair value luerarcliy or PEF's pension plan assets as of December 
3 1. 2009. See Note 13 Tor detailed 111Poniiat1on regarding the fair value luerarcliy -__ l__l__ 

Pension Benefit Plan Assets 
(in millions) Level 1 Le \d  2 Level 3 Total 
Assets 

Cash and cash equivalents 9;- $46 $- $46 
- 125 

Corporate bonds 32 3 2 
2 

Domestic equity securities 125 - 

Private equity secuiities - - 5s 5s 

U S state and inunicipal debt 
U S and foreign goverrunent debt 12 45 - 57 
Mortgage backed securities - 10 - 10 
Conliningled funds - 42 1 - 42 1 
Hedge funds - 22 1 23 

- 7 7 Timber inveshiients - 

9 9 Credit default swaps - 

Interest rate swaps and other investments - 17 - 17 
Total assets $1.37 $604 $66 $807 

(2 )  
(9) 
(2) 

(13) 
Fair value of plan assets $1.35 $593 $66 $794 

- __ 
- 2 - 

- 

Liabilities 
- - Foreign currency contracts (2) 

Credit defairlt swaps - 

Interest rate swaps aiid other inveslnients 
- (9) 

(2) 
Total liabilities (2) (11) 

- - 
- 

PEF's other postretireinent bencfit plan assets had a fair value of $32 Iiullion which consisted o f  U S state and 
inunicipal assets classified as Level 2 in the fair value Iuerarcliy as of December 11. 2009 
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Tlic following table sets forth a icconciliation of changes i n  the fair value of PEF’s pension plan assets classified as 
Lcvcl 3 in  [lie fair value liicnrcliy for thc year entlcci Dcccmbcr 3 I .  2009 

Piivate Equity Eedge Timber 
(in millions) Secii rities Funds Investments Totill 

Balance at January 1 
Net realized and unrealized 
Purchascs. sales and distributions, net 10 - - 10 
Balance at Dcceniber 3 1 $58 $1 $7 $66 

Substantially all amounts relate to investments held at December 3 1, 2009 

For Progress Energy. PEC and PEF, the dctcniunation of thc fair values of pcnsion and postretiiement plan assets 
incorporates various factors requircd undcr G A M  The assets of thc plan include cxchangc traded securities 

inputs for similar instnmcnts. and are classified within Levcl 2 investments 
(classXicd within L,evcl 1) and otliei mailtetable debt and equity secuiities. niost of wlucli are valued using Lcvel 1 - 

Most over-the-counter uiveslmnls are valucd using obscn.able inputs lor sinular instninients or prices from siiiular 
transactions and are classified as Levcl 2 Ovcr-the-couiitcr investments nhxe significant unobservable inputs are 
used. such as financial pricing models. arc classified as Levcl 3 investnients 

Investments in  private cquity are valucd using observable inputs, when available, and also iiiclude coinparable 
niarlcct bansactiom, income and cost basis valuation techniqnes The niarlcet approach includes using coinparable 
niarltet transactions or values. The income approach generally consists of the net present value of estimated future 
cash flows; adjusted as appropriate for liquidity. credit. market andor other risk factors Private equity investments 
are classified as Level -3 investments 

Investments i n  conuiungled Tunds are not publically tradecl. but tlie underlying assets held in thcse funds are tmded 
i n  actwe niarltcts and thc pnccs for these assets arc readily obscrvablc Holdings in coiiuninglcd funds are classrficd 
as Lcvcl 2 ~nvcst~iie~its 

Investments in tiinber are valued pnmanly on valualions piepared by independent property appraisers These 
appiaisals are based on cash flow analysis. cuirent iiiarlcet capita1iia;thon rates. rcceiit comparable sales tmnsactions, 
actual sales negotmtions and bona fide purchasc offers Inputs include tlie species, age, voluiiie and condition of 
tinibei stands growing on thc land, the locat~on. pioductwitjr, capacitv and accessibility of the timber tracts. cuireiit 
and eyected log prices, and cuirent local prices foi comparable iiivestmeiits Timber InvestInents are classrfied as 
Levcl 3 investments 

Hedge funds arc based primarily on tlie net asset values and other financial information provided by nianageinent of 
the private investment fiuids. Hedge Tunds are classified as Level 2 if the plan is able to redeem the investiiient with 
the investce at net asset value as of the nieasureinent date. or at a later date within a reasonable period of time. 
Hedge funds are classified as L.evel 3 if tlie iiivestrnent cannot be redeemed at net asset value or it cannot be 
detemiined when the Tund will be redeemcd 

In 2010. wc cspect to make $120 nullion of contributions directly to pension plan assets and $1 million of 
discrctionav contributions directly to the OPEB plan assets The expected benefit payinelits for the pension benefit 
plan for 2010 though 2014 and in total for 2015 through 2019. in  millions. are approximately $158, $161. $167. 
$170. $178 and $961. respectively The expected benefit payments for the OPEB plan Tor 2010 tlunugli 2014 and in 
total for 2015 through 2019. in iiullions. an: approsiniafely $ i 7 >  $40, $42. $45, $4G and $251. respectively. The 
expected benefit payments include benefit payments dircctly froin plan assets and benefit pay inents directly from 
our assets The benefit payiiicnt amounts reflect our net cost after any participant contributions and do not reflect 
reductions for expected prescription drug-dated federal subsidies The expected federal subsidies for 2010 tllrough 
2014 and in total for 2015 through 2019. in  millions, are approsiiiiatelp $4, $4. $5. $5. $6 and $40. respectively 
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I n  2010. PEC expects to make $85 inillion in contributions directly lo pension plan assets The expected benefit 
payments for tlie pension benefit plan for 2010 tluougli 2014 and in total for 2015 tluough 2019, in ndlions. are 
approsiinately $SO. $SI, $84. $S4. $90 ;md $462. respectively. The expected benefit payinents for the OPEB plan 
for 2010 Illrough 2014 and i n  total for 2015 tlu-ough 2019, 111 millions. are approximately $17, $18. $20. $22. $23 
and $13.3, respectively. The expected benefit payments include benefit payments directly from plan assets and 
benefit payments directly froin PEC assets Tlie benefit paynient amounts reflect the net cost to PEC after any 
participant contributions and do not reflect reductions for expected prescription drug-related federal subsidies. The 
expected federal subsidies for 2010 tlwough 2014 and ill total for 2015 through 2019. in millions, are approximately 
$2, $2. $2, $3. $3 and $21. respectively 

In 2010, PEE expects to makc $?5 nullion in contributions directly to peiisioii plaii assets and esyecls to mal<e $1 
iiullion of &scietionary contribuhons to OPEB plan assets Tlie expected benefit payments for tlie pension benefit 
plan for 2010 tlmugh 2014 and in total for 2015 through 2019. in millions. are approviinately $59. $60. $62, $64. 
$66 and $376, ~ c s p e c l ~ ~ ~ e l y  The expecterl beneht payiiients for the OPEB plan for 2010 through 2014 and 111 total 
for 2015 tlirongli 2019, 111 nulllons. are approviinately $18. $19, $19. $19, $20 and $98. respectively Tlic expected 
benefit payinenls include benefit p:t)~nicIits directly from plan assets and benefit pay lnents directly from PEF's 

reductions for expected presciiptioii dnig-related federal subsidies The expected federal subsidies for 2010 tllrough 
2014 and in total 101 2015 through 2019. i n  millions. are appioximately $2. $2, $2. $2, $3 and $15, respectively 

_ _ _ . ~  - +  . ,  . .  - m r  ~ U L I  any<u,i 

B. FLORIDA PROGRESS ACQUISITION 

During 2000, we completed our acquisition of Florida Progress Florida Progress' pension and OPEB liabilities, 
assets and net periodic costs are reflected in the above inforinatioii as appropriate. Certain of Florida Progress' 
noiibargaiiung iinit benefit plans were inerged with our benefit plans effective Januav 1 ~ 2002 

PEF continues to recover qualified plan pension costs and OPEB costs in  rates as if the acquisition had not occumd 
The infolmation presented in Note 16A is adjusted as appropriate to reflect PEF's rate treatment. 

17. RISK MANAGEMENT ACTIVITIES AND DERIVATIVES TRANSACTIONS 

We are exposed to various risks related to changes in niarket conditions. We have a r isk manageinent committee that 
iiicludes senior executives from various business groups The ris!< management conunittee is responsible for 
administering risk management policies and monitoring compliaiice with those policies by all subsidiaries Under 
our risk policy. we may LISC a variety of instniments. including swaps, options and forward contracts, to inanage 
esposurc to fluctuations in commodity prices and interest rates. Such instruments contain credit risk i€ the 
counterparty fails IO perfonn under tlic contract. We nuiunuze such risk by performing credit and financial reviews 
using a coinbination of financial analysis and publicly available credit ratings of such counterparties Potential 
nonpcrfonnance by counterpartics is not expected to have a material effect on our financial position or results of 
operations. 

A. COMMODITY DERIVATIVES 

Most of our physical commodit) contracts are not denvatives or qualifv as iionnal purchascs or sales Therefore. 
sucli contracts arc not recorded at fair value 

As discussed 111 Note 3C. in 2007 our subsidiarv PVI sold or assigned substantially all of its CCO pliysical and 
coininercial assets and liabilities repiesenting substaiitiall~~ all of our noruegulated energ?' Inarltetmg and tndiilg 
operations For tlie ycar ended December 3 1.2007. $8S million of after-tax gains froin derivative uistiunients related 
to our rtonregulatcd energ)' iriarltetuig and tnding operations was included ui disconhnued operations on the 
Consolidated Statements of Income 
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In 2007. we eiilercd into derivative contracts to hedge cconoiiucally a poilion of our synthetic fuels cash flow 
exposure to the risk of iising oil prices The contracts were marked-to-marlcet witli changes i n  fair value recorded 
tlirougl, earnings These contracts ended on Deceinber 31. 2007. and were settled Tor cash in Jaiiuaip 200s. with no 
inaterial iiiipact to 2008 earnings Approximately 34 percent of the notional quantity of these contracts was entered 
into by Cereclo Syilfuel LLC (Ceredo). As discussed in  Note 3E. we disposed of our 100 percent ownerslup interest 
i n  Ceiedo in March 2007 Progress Energy is the priniary beneficiary of. and continues to consolidate. Ceredo in 
accordance with GAAP for variable interest entities. but we have recorded a 100 percent noncontrolling interest 
Consequentlv. subsequent to the disposal there is no net eanliiigs impact for the portion of the contracts entered into 
by Ceredo. Because we liave abandoned our majority-owned facilities and our otlier synthetic fuels operations 
ceased as of Deceiiiber 3 1. 2007. gains and losses on these contmcts were included in discontinued operations, net of 
tax on tlie Coiisolidatcd Statemcnt o l  Income in 2007 Dining the year ended December 3 1, 2007, we recorded net 
pre-tax gains of $168 million related to these contncts Of tliis aiiount. $57 nullion was attributable to Ceredo. of 
which $42 millioii was attributed to noncontrolling intei-est for the portion or tlie gain subsequent to tlie disposal of 
Cei-edo 

ECOiWi\ NC DERIf 1.1 TlT#ZC; 

Dernsatiw pioducts. piiiiiarily natural gas and oil contracts, may be eiitercd into frorii trine to tune for ecoiioinic 
hedging puiposes While management believes tlie economic licdges mitigate e.iposures to fluctuations in 
coiiiinoditv prices. tlicse nistnuncnts are not designated as liedgcs foi accounting purposes aiid are monitored 
coiisistcnt n itli tiadmg positions 

The Utilihcs have derivative iiistnlments tlirougli 20 I5 related to tlieir e\posure to price fluctuahons on fuel oil aiid 
natural gas purchases Tlic majority of our Einancial hedge agreements ~ v i l l  settle 111 2010 aid 201 1 Substantially all 
of tliesc instiuiiients receivc regulatorj accounting trcatment Related uiuealized gains and losses are recorded 111 

es and ~egnla tory  assets, ~espectli~ely, on [lie Balaiicc Sheets un~il  tlic contracts xe sctlled (See 
Note 7A) Aftel  scttlcinent of tlic derivatives and the fuel is consumed. any realizcd gains or losses are passed 
through tlic file1 cost-recovery clause 

Ceimn hedge agreements niay rcsult 111 the receipt of, 01 posting of. derivative collateral with our counterparties. 
depending 011 tlie daily dcrivalvc posihon Fluctuations 111 coimiiodity prices that lead to our rctom of collatenl 
ieccived andor our posting o l  collateral with our counterparues negatively iinpact our liquidity Wc inanage open 
positions n r i t h  stnct policies tliat 1111111 our e-iposurc to niailtet nsk and require daily reporting to inanagenient o l  
potential fiiiancial exposures 

.__ -- ~- - 

Certain countelparlies have held cash collateral from PEC in support of these instrmiients PEC had a $7 nullion aiid 
an $18 nullion cash collatela1 asset included in  prepayments and otlier current assets on the PEC Consolidated 
Balance Sheet at December 31. 2009 and 2008, respectively. At Decernber 31, 2009, PEC had 50.3 million MMBhi 
notional of natural gas related to outstanding commociity derivative swaps tliat were entered into to hedge forecasted 
natural gas purchases Changes in natural gas prices and settlements of financial hedge agreements since December 
3 1, 2008. liavc impacted PEF's cash collateral asset included in derivative collateral posted on the PEF Balance 
Sheet. ~vlucli was $1 39 iiullion at Deceiiiber 31: 2009. compared to $335 ~nillioii at December 31. 2008 At 
December 3 1. 2009, PEF had 182.4 nullion MMBtu notional of natural gas and 56 .3 inillion gallons notional of oil 
related to outstanding coiiiinodity derivative swaps that wcrc enlercd into to hcdgc forecasted oil and natural gas 
purchases 
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cs rlcsignate a portion of commodity derivative instniiiients as cash flow hedges From time to time we 
hedge esposure to marlset r isk associated with fluctuations i n  tlie price of power for our forecasted sales Realized 
gains and losses are recorded net 111 operating revenues We also hedge esposure to inarltet risk associated with 
fluctuations i n  the price of fLiel for fleet vehicles. At December 3 1, 2009. we liad 0.4 ~iullion gallons notional of 
gasoline aid 0 5 nullion gallons notional of heiiti11g oil related to outstanding coiiiiiiodity derivative swaps at each of 
PEC aiid PEF that .rvcre entered into to liedge forecasted gasoline and diesel purchases Realized gains aid losses are 
recorded net as part of fleet vehicle fiiel costs At December 3 1. 2009 aiid 2008. neither we nor the Utilities had 
material outstanding positions in such contiacts Tlie ineffective portion of coiimiorlity cash flow hedges was not 
material to our or the 1Jtilities' results of operations for 2009. 2008 and 2007 

At December 3 1. 2009 and 2008. tlie amount recorded in our or the Utilities' accumulated other comprehensive 
income related to coiiiinoclity cash flow hedges was not material. 

B. INTEREST RGTE DEFUVATIVES - FAIR VALUE OR CASH FLOW HEDGES 
- - 

We use cash flow hedging strategies to reduce exposure to changes in cash flow due to fluctuating interest rates We 
use fair value heclging strategies to reduce exposure to changes ti1 fail value due to interest rate changes Our cash 
flow hedging strategics are priiiiaril) accomplishcd tllrough tlie use of fonvaid starhng swaps and our fail valuc 
liedgirig slmtegics are primarilv accoInplisIicc1 tlirough the use of fixed-to-floating sn~aps Tlie notional amounts o l  
interest rate derivatives ale not exchanged and do not represent exposuie to credit loss I n  tlie event of default by thc 
couiiterpirty, tlie esposuie i n  these transactions IS the cost of replacing the agreements at current marlset iates 

At December 3 1. 2009, all open fon\wd starting swaps will reach their mandatory teriiunation dates within tliree 
yeais At December 3 1 .  2009, including amounts related to terminated hedges. we had $35 inillion of alter-tax 
losses. including $27 nullion of after-tax losses at PEC and $3 million of after-tas gains at PEF, recorded in 
accumulated other coinpreliensive income related to interest cash flow hedges It is expected tliat in the next 12 
niontlis losses of $7 million a id  $4 million. net of tax. will be reclassiried to interest eqense at Progress EiiergV and 
PEC. rcspectively The actual amounts tliat will bc reclassified to earnings may vary froiii the eqected amounts as a 
result of the timing of debt issuances at tlie Parent aid the Utilities and changes in inarlset value of currently open 
forward starting s\vaps 

At December 3 1. 2008. including amounts related to terminated hedges. we had $56 million of after-tax losses. 
including $35 nullion of alier-tas losses a t  PEC recorded in accumulated otlier coinpreliensive income related to 
fonvard starting swaps 

At Decembci i 1 2007. ~ncluding amonnls ielaled lo teiiniilated hedges. we liad $24 nullion of after-tax losses. 
including $12 million of after-tax losses a t  PEC and $8 nullion of alter-la\ losses at PEF. recorded 111 accumulated 
other comprehensn e income related to Ton\ ard staItmg swaps 

At December 3 1. 2009 Piogress Eneigy had $325 nullion notional of open fonvard starting swaps. tiicludiiig $100 
nullion at  PEC and $75 nullion at PEF At Dcceiiibei 31. 2008. Progtess Eneigv liad $450 iiullion notional of open 
f o n w d  slartmg swaps. including $250 iiullion iit PEC At December 31. 20118. PEF had no open fonvard starting 
swaps Dunng January 2010, Progress Encrgi entered itito $175 nullion notional of fonvard starling swaps to 
iiutigatc exposure to iiiteiest rate nslt i n  aiitiapation of futriic debt issuances. including $75 nullion notional at PEF 

20.5 



For interest rate lair value liedgcs. the change i n  the fair valuc of Ute liedging derivative is recorded i i i  net interest 
charges aid is offset by tlie change i n  tlic fail value of the licdgcd itein At Decciiiber 3 1, 2009 and 2008. iieillier we 
iior the Utilities had any outstandiiig positions in such contracts 

C. CONTINGENT FEATURES 

Ceitrvii of our dcnvative iiistniiiicnts contain provisions dcfiiung fail value tluesholds rcqiiiring die posting of 
collatcial for licdgcs i i i  a liability positioii gieater than such threshold amounts Tlie tllresliolds are hered and based 
on the individual coiiipaiiy 's ciedit rating with each of tlic inajor credit ratiiig agencies I Iigliei credit ratings have a 
luglier tliresl~old requiring a lowei amount of tlie outstanding liability positmi to be covered by posted collatenl 
Coiiveisely, lower credit ratings iequiie a higher amount of the outstanding liability positioii to be covered by posted 
collateral If our credit iahiigs were to be do\viigraded, we ma)' have to post additional collateral on certain hedges i n  

liability positions 

In adchhoii, certain of our derivative iiistiiiinents contain provisions that requiie our debt to inaintain an iiiveshiieiit 
grade creclit rating froin each of the i i iapr credit rating agencies If our debt were to fall below iiivestiiiciit grade, we 
would be i i i  wolatioii of tliesc provisioi~s. and [lie countelparlies ta the denvalve inslniiiieiils could request 
iinniediate payment oi deinand iiiiiiiediate and ongoing fiill overiuglit collateidizatioii on cleiivative instruments in 
net liability positions 

Tlie aggregate fair valuc of all derivative instiuiiieiits at Piogress Energy ivitli credit risk-related coiitingent featuies 
tlxit wcre i n  a liability positton at December -3 1, 2009. was $405 million for wli~cli Progress Energy liad posted 
collatcial of $146 iiiillion iii the noriiial course of busiiiess If tlic crcdit risk-ielated contingent features underlying 
tliese agreeiiieiits liad beeii tnggeicd at December 3 1  ?009. Progress Eneig)i nould have beeii requiied to post ai 
addiuonal $260 million of collatenl with its couiitcpaihes 

Tlie aggregate fail value of all denvative mstiwncnts at PEC with credit nsk-related contiiigciit features that were i n  

a liability position at December 3 1. 2009. was $90 million for wliich PFC liad posted collateral of $7 iiiillion i n  the 
iiomial course of business If tlie ciedit iisk-related contingent feattires uiidcrl~~ing these agreeiiieiits liad been 
triggered at December 31. 2009. PEC would ha1 e bcen icquircd to post an additional $S3 nullion oFcollatera1 wtli 
its counterparlies 

The aggiegate fair valtie of all derivahve instruments at PEF with credit risk-related contmgent features llial were 111 

a liability position at Deceinber 3 1. 2009. w a s  $31 5 million. for hicli PEF liad posted collateral of $139 iiullioii i i i  
the iioiiiial course of business I f  tlie credit risk-related contingent featuies underlying these agreements had been 
triggered on December 31, 2009. PEF i t  ould have beeii requiicd to post an additional $177 iiiillioii of collateral with 
its counterparties 

- -- 
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I). DERIVATIVE UVSTKUMENT AND HEDGING A c m m Y  INPOKMATION 

Progress Energy 

The following table presents the rair value of derivative instnimcnts at December 3 I ,  2009 and 200s 

December 31,2009 Dcceiiiber 3 1.2008 lnstruiiient / Balance sheet locabon 
(in millions) Asset Liability Asset Liability 
Derivatives clesignated its hedging instriiiiients 
Commodity cash flow derivahves 

Interest nte derivatives 
Derivahvc liabilities. currenl %- .Y;m 

Prepayments and other current assets $5 $- 
Other assets and cleferred debits 
Derivative liabilities, current ( 6 3  

(67) 

- 14 

19 - - Total deiivativcs designated as hedging instruments 
-~ ~ _ _ _ _  

Derivatives riot designated as hedging itistivnients 
Commodity derivatives'"' 

Prepayinents and otlier current assets 11 9 

Derivativc liabilities, long-term (236) (263) 

Otlier liabilities and defcrred credils (15) (34) 

Otlier assets and deferred dcbits 9 1 
Deiivabve liabilitics. currcnt (189) (425) 

CVOS'"' 

Fair value of denvabvcs not designated as hedging 
lllstlulnents 2 0 (440) 1 0 (722) 

Fair value loss transition adjusbiient'c' 
Derivahve liabilities, current (1) ( 1 )  
Derivative Iiabilitcs. long-term (4) (6) 
0 instninients 2 0 (445) 10 (729) 

Total derivatives $39 S(J45) $10 $(796) 

(a) Substantially aIl of Uicse contncts receive regulatoiy treatment 
'b)Tlie Parent issued 98 6 1iIillio11 CVOs in connection with tlie acquisition of Florida Progress cluiing 2000 (See 

Note 15) 
In 2003. PEC recorded a $3 niillion pre-tax ($23 million after-tax) rair value loss transition adjustment pursuant 
lo tlic adoption of iiew accounhiig guidance Tor derivatives The related liability IS being amorlmd lo eaniings 
over tlie term of the related contract (See Note 20) 
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Tlle following tables present the effect of denvatwe instniments on the Consolidatecl Statements or Coniprchensn c 
Income and the Consolidated Statements of Income for the years ended Dcccinbcr i 1. 2009 and 2008 

Deti \d \ fes  Designated ils Hedging lnstivments 
Location of Amount of Gain 

A~iio~iiit of Gain Gain or (Loss) or (Loss). Net of Ainount of Pre- 

Recogmzed 111 froin from Gain or (Loss) (Loss) 
or (Loss) Reclassifiecl Tax Reclassified Locabon of tax Gain 01 

OCI, Nct of Tax Accumulated Accumulated Recogiuzed 111 Rccoglurxtd 111 

I nstnr me nt Derivatives'"' ~ n c o  ' 111c0111c'" Den\ a t n d b '  Dcrn~ati\es'bl 

Conunodity cash 

Interest mtc 

on OCI into oc1 Into Income on Income on 

(in nullions) 2009 200s 2009 200s 2009 2008 

flow derivauves $1 $(2) s- $- $- 6- 

denvahves'c) 15 (35) Interest charges (6) (3) Intcrest charges (3) 1 

'b)Related to ineffective portion and amount excluded from effectiveness testing. 
"' Amounts in accmnulated other coniprelieilsive income related to tcminated hcdgcs are reclassified to carnings as 

the interest expense is recorded. The effective portion of tlie hedges will be amortized to interest espense over the 
term or the related debt 

Derivatives Not Designated as Hed6ng Instivments 
Tnstruinent Realized Gain or (Loss)") Unrealized Gain or (1,oss)'"' 

Coiimodity derivatives $(659) $171 $(387) $4653) 

'n) After settlement of ttie derivatives and the hiel is consunied, gains or losses ale passed througli the fuel cost- 

' b ' A n i ~ ~ u i t ~  are recorded in regulatory liabilities and assets, respectively, on tlie Balance Sheets until derivatives are 

(in millions) 2009 200s 2009 2008 

recovery clause and are reflected iii fuel used in electric generation on thc Consolidated Statements of Income 

settled 

Location of Gain or 
(I.,oss) Recognized in 

Amount of Gain or 
(Loss) Recognized in 

Instrunient Income on Derivatives Incorne on Derivatives 
(in millions) 2009 2008 
Coinmoditv derivatives OtlICI. nct $1 S(3) 
Fair value loss transition adjustment Other. nct 2 > 
CVOS Other. net 19 

Total $22 $- 

- 
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PEC 

Tlie rollowing table presents tlie fair value of deiivative itistniments at Deceiiiber 3 1 2009 and 2008 

I~istruiiieiit / Balance sheet location 
(in millions) 
Deiivatives desipited its liedgiiig iristrumerils 
Coiiiiiiodity cash flow derivatives 

Interest late derivatives 

December 31,2003 December 3 1. 2008 
Asset Liability Asset Liability 

Derivative liabilities, current $- $(I)  

Other assets and deferred debits $8 $- 
Derivative liabilities, current - ( 3  5) 

(36 )  - - Total derivatives designated as liedgiiig iiistniineiits 8 

Derivatives not designated ;is liedging iiistivnients 
Coiiuiiodity derivatives’”’ 

(28)  r ~ I _ _  Denvabve liabilities, current 
Other liabilities aiid deferred credits (62) (54) 

instruments (90) (99) 

Derivative liabilities. curieiit (1) (1) 
Otlier liabilities and deferied credits (4 ( 6 )  

Total derivatives $8 $(35) $- $(142) 

Fair value of dcriva W e s  not designated as liedging 

Fair value loss transition adjustineidb) 

Total derivatives iiot designated as liedgiiig instnitiients (95) (106) 

( ”  SubstaiitiaIIy a11 of these contracts receive regulatory treatment 
‘b’ In 2003, PEC iccorcled a $38 nullion pre-tax ($23 illillion after-tax) fair value loss transition adlustmiit pursuant 

to the adoptroii or new accountrng guidance for denvatives ‘The related liability is being aiiiorllzcd to earnings 
over tlie tenn of the related contract (See Note 20) 

The following tables present the effect of derrvatrve instniiiients on tlie Consolidated Stateiiients o f  Comprehensive 
Incoiiie aiid the Consoldated Stateliients of Iiicoine for tlie years elided December 3 1. 2009 and 200s 

Derivatives Designated as Hedging Instiuments 
Ainount of Gain 

Amourit of or (Loss), Net 
Gam or of Tau Amount of Pre- 
(Loss) Locatroii of Gain Reclassfied Location of la\ Gain 01 

i n  OCI. Net Reclass~fied from Accumulated Recogmed I I ~  Recogruzed in 
of Ta\ on Accum~ilated OCI OCI tllt0 Income on Income on 

Recognmd or (Loss) fro111 Gain or (Loss) (loss) 

Instrument Derivatives”) into liico~iie(~’ Income‘a Derivativ&) Derivatives‘” 
(in iidlions) 2009 200s 2009 200s 2009 200s 
Collllllodlty cash 

flow denvativcs $- $(1) $- $- !&- R- 

dcnvabxs‘c’ 5 (25) Interest charges (3) (1) Interest charges (2) 
Interest mte 

- 

“’Effective portion 
‘b’Relatcd to ineffecbve portion and amount excluded rroiii effechvencss testing 
“) Amounts i n  accmnulated other comprehensive iiicoiiie related to teniiinated hedges are reclassified to earnings as 

tlie interest expense is recorded Tlie effective portion of tlie hedges will be ainortired to interest c\pctise over tlie 
term of the related debt 
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Derivatives Not Designated iIS Hedging Instruments 
Instrument RealiLcd Gain or (Loss)‘”’ UiucaliLcd Gain 01 (Loss)‘” 
(in millions) 2009 200s 2009 200s 
Coiiuiiodity derivatives $(76) $2 $(68) $( 1 10) 

‘“’After settlement of the dcrivahves and thc hiel IS consumed, gains or losses are passed tluough thc hiel cost- 
recoveiy clause and are reflected in fiicl uscd in electric gcncration on tlic Consolidatcd Stateiiiciits of Incoiiie 
Amounts are rccordcd i n  regtilatow liabilities and assets, rcspcctively. on the Balance Sheets uiitd derivatives are 
settled 

(b’  

Locam11 or Gam or 
(Loss) Recogiuzed in 

Amount of Gain or 
(Loss) Recogiuzed in  

I nsh uiiie nt Income on Derivatives Incoiiic on Deiivahvcs 
(in millions) 2009 2008 

Other. nct $1 W) Commodity derivatives 

Total $3 $- 
--- __-______ 

PEF 

The following table prcsents the rail value of derivativc insiniiiients at Deceiiiber 3 1, 2009 and 2008 

Instrument / Balancc shcct location December 31,2009 Deceinber 3 1.2008 
(in iiullions) Asset Liability Asset Liability 
Dei-ivatives designated as hedging instruments 
lntcrest rate derivatives 

Prepayments and othcr cui-rciit assets $5 $- 
- Total derivatives designated as hedging instruments 5 

Derivatives riot designated iis hedging instiumerits 
Coiiuiiodily derivatives‘” 

Prepayincnts and othcr current assets 11 9 
Otlier assets and deferred debits 9 1 
Derivative liabilities, curreiit $(161) $(380) 
Derivative liabilities. long-terin (174) (209) 

Total derivatives not designated as hedging 
instruments 20 (335) 10 (589) 

Total derivatives $25 S(335) $10 $(589) 

Substantially all of these contracts receive regulatory treatiiient 
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Tlie fo110111ng tables present the effect of derivative instixunents on tlie Statemcnts of Coiiiprehcnsive Incoine and 
tlle Statements of Income for thc ycars ended December 3 1. 2009 and 200s 

Derivatives Designated :is Hedging Instruments 
c - \ m o ~ t  or G ~ U I  

Aniount of or (Loss). Net 
Gam or of Tas Amount of Pre- 
(Loss) Locahon of Gain Reclasslfied Locabon of tas Gain or 

Recogiuzcd or (Loss) from Gain or (Loss) (Loss) 
i n  OCI. Net Reclassified from Accumulated Recognized in Recogn17cd in 
o l  Tax on Accumulated OCI OCI Inlo Income on Income 011 

Instrument Derivati\res'") into Iiiconie(a) I nconie(a) Derivatives" Derivatives"' 
(in millions) 2009 200s 2009 200s 2009 200s 
Conunocllly cash 

flow derivatives $1 $ ( I )  $- $- $- $- 

S Intcrest char es - - Interest charges - derivatwes'c' 3 g 
Iiiteiest rate 

1 

'J) Effective portion 
'"Related to incffecbve portion and amount escluded froni effectiveness testing 
(') Amounts in accumulatcd other coniprelrensive income related to tenrunated hedges are reclassified to eanungs as 

the interest cxpense IS rccordcd The effcclive port1on of the hedges \si11 be ainorhzed to interest espense over the 
tenn of the related debt 

Derivatives Not Designated iis Iletlging lnstruinents 
111stl.ll111c11t Realized Gain or &oss)'"' Uilrealized Gain or ('Loss)'') 
(in iiullions) 2009 200s 2009 200s 
Conmodity derivatives $(583) $172 S(319) $(543L 

( a )  Alter settlement of the den1 ah\ cs and the hiel IS consumed, gains or losses are passed tllrough the hiel cost- 

")Amounts are recoided i n  rcgulatoiy Iiabilibes and assets. respecbvely. on tlie Balance Sheets unbl derivabves are 
recovely clause arid are rcflectcd in fncl used in electnc generaQori on the Statcincnts o l  Income 

settled 

18. RELATED PARTY TRANSACTIONS 

As a part of norinal business, we enter into various agreements providing financial or perfoniiance assumices to 
tlurd parties These agreements are entered into priniarily to support or eidiance the creditworthiness otherwise 
attributed to a subsidiary on a stand-alone basis. illereby facilitating tlie extension of sufficient credit to accomplish 
the subsidiaries' intended conimcrcial purposes. Our guarantees may include perfornraice obligations under power 
supply agreements. transniission agreements. gas agreements, fuel procurement agreements? hading operations and 
cash manageinent. Our guarantees also include standby letlers of credit aid surety bonds At December 3 1, 2009, the 
Paient had issued $391 million of guarantees for future financial or perfoiinance assuraiice on belulf of its 
subsidiaiies Tlus includes $300 million of gnarantees of certain payments of two wholly owned indirect subsidiaries 
(See Note 23) Subsequent to Dccember 31. 2009, the Parent issued a $76 million guarantee for perfonnaiice 
assurance of a wholly owned indirect subsidiaq. We do not believe conditions are likely for significant perforinance 
under tlie guarantees of pcrforinaice issued by or on behalf of affiliates. To the extent liab es are incurred as a 
result 01 the activities covercd by tlie bwarantees. such liab 

Our subsidiaries provide and receive services. at cost, to and from the Parent and its subsidiaries, in accordance with 
agrcenients approved by the SEC pusuant to Section 13(b) of tlie Public IJtility Holding Conipaily Act of 1935. The 
repeal of the Public Utility Holding Company Act of 19.35 effective Febniary S, 2006, and subsequent regulation by 
the FEKC did not change our current intercompany services Services include purchasing, limnan resources, 
accounting. legal. transiiussion and delivery support, engineering materials, contract support. loaied employees 
payroll costs. construction nianageinent and other centralized adiiuiistrative, management aid support services. Tlie 
costs or the services are billed on a direct-charge basis. whenever possible, and on allocation factors for general 

21 1 

es are included in the Consolidated Balance Sheet. 
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costs that cannot be directly attributed Billings from affiliates are capitalized or expensed depending on the nature 
of the seniices rendered Amounts receivable froin and/or payable to affiliated companies for these services are 
included in receivables from afiliated coinpallies and payables to affiliated compaiucs on the Balance Sheets 

PESC provides the inajority of the affiliated services under the approved agreeinents. Services provided by PESC 
during 2009, 2008 and 2007 to PEC amounted to $170 million, $194 million and $182 niillion, respecti\ely. and 
senkes  provided to PEF were $147 inillion. S 160 inillion and $171 nullion. respectively. 

PEC and PEF also provide and receive services at  cost Services provided by PEC to PEF during 2009. 200s and 
2007 ainountcd to $36 nullioii. $44 inillion and $54 million, respectively Services provided by PEF to PEC dunng 
2009. 2008 and 2007 amounted to '$1 2 million. $1 2 m1lhon and $10 nullion, respectively 

PEC and PEF participate 111 :in internal money pool, operated by Progress Energy, to more effectively utilize cash 
resources and to reduce outside short-term borrowings The money pool is also used to settle intercompany balances 
The weighted-average interest rate for the iiioney pool was 0 73%. 3 29% and 5 49% for the years ended December 
31. 2009, 200s and 2007, iespectively Amounts payable to the money pool are included in notes payable to 

PFC' -d PFF r l  the 
money pool for all the years presentcd 

. . . .  

PEC and its w h o l l ~  owned subsidiaries and PEF have entered into the Tax Agiecinent with the Parent (See Note 14) 

19. FINANCIAL INFORMATION BY BUSINESS SEGMENT 

Our reportable segments are PEC and PEF. both of wlucli :lie pniiiaiily engaged in the generabon, transiiussion, 
distribution and sale of electricity in portmiis of North Carolina and South Carolina and 111 portions of  Flonda, 
respectively These clectiic operations also distnbute and sell electricity to other uhlitres, priiiianly on the east coast 
of tlie IJiiited States 

I n  addition to the reportable operating segments, the Corporate and Other segment includes tlie operations of the 
Parent and PESC and other iniscellaneous nonregulated businesses that do not separately meet the qumlitahve 
tlxesholds for disclosure as separate reportable business segments 

Products and seniices are sold beh\~een tlie various reportable segments. All iriteisegmeiit Iransactions are at cost 

I n  the followi~ig tables. capital and investincnt expenditures include property additions, acquisitions of nuclear fuel 
and other capital investments Operational results and assets to be divested are not included in the table presented 
below 

Co1po rate 
(in millions) PEC PEF and Other Eliminations Totals 
At and for the year ended December 31,2009 
Revenues 

Unaffiliated $4,627 $5349 $9 X- 38,885 

Total revenues 4,627 5351 243 (236) 9,885 

accretion 470 502 14 - 986 
Interest income 5 4 38 (33) 14 
Total interest charges, net 195 23 1 286 (33) 679 

Intersepent - 2 234 (236) - 

Depreciation, amortization and 

Income tas espense (benefit)'"' 294 209 (87) - 416 
Ongoing Earnings [loss) 540 460 (154) - 846 
Total ilssets 13,502 13,100 20,538 (15,904) 31,236 
Ciipitiil and investment espentlitures 962 1,532 21 (12) 2,503 
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Corporate 
(Ill InIlllOiiS) PEC PEF and Othci Elini~nat~ons Totals 
At and for tlie year ended Decciiiber 3 1, 2008 
Revenues 

Unaffiliated $4.429 $4,730 $8 $ -  $9 167 

Total ievenues 4.429 4.73 1 369 (362) 9,167 

Iiiteiest incoiiie 12 9 38 (35)  24 
Total interest charges, net 207 208 259 (35)  639 
Income la\ cvpense (benefit) 298 181 (84) - 395 
Ongoing Emiings (loss) 53 1 383 ( 1  -38) - 776 
Total assets 13.165 12,471 17,483 (1 3.246) 29.873 
Capital and investment e\penditures 939 1.60 1 3 3  ( 1  3) 2,560 

Intersegiiient - 1 361 (362) - 

Depreciation. amorti/at~on and accretion 518 306 15 - 839 

Corponte 
(in ~nillions) PEC PEF and Other Eliiiunations Totals 
At and for tlie year ended December 3 1. 2007 
Revenues 

Unaffiliated $4.385 $4,748 $ 20 $ -  $9,153 
Intersegnicnt - 1 393 (394) - 
Total revenues 4,385 4.749 413 (394) 9.1 53 

Depreciation, aniorlizat1on aid accretion 519 366 20 - 90 5 

Total interest chaiges. net 210 173 258 ( 5  3) 588 

Ongoing E m n g s  (loss) 498 315 (118) - 695 
Total assets 11.955 10,06 3 16.356 (1  2.088) 26,286 

Interest iiiconic 21 9 55 (51) 34 

Iiiconic tav expense (benefit) 295 144 (105) - 334 

Capital and investmiit c\pciiditures 94 1 1.262 > (2) 2.204 

G’ Income tax expense (benefit) for 2009 excludcs tax impact of $17 million benefit at PEC aiid $1 niillion benefit at 
Corporate and Other for Ongoing Earnings adjusuiients 

Maimgemelit uses the non-GAAP financial measure “Ongoing Earnings” as a perforniance iiieasure to evaluate the 
results of our segineiits and operations A reconciliation of consolidated Ongoing E,arnings to net incoine attributable 
to controllllig interests for the years ended 2009. 2008 and 2007, respectively. is as follows: 

(in iiullions) 2009 2008 2007 
Ongoing E,arnings $846 $776 $695 

(2) CVO mark-to-market 19 - 

Inipairinent. net of tax bencfit of $1 
Plant retiremiit charge. net of tax benefit of $1 1 

Valuation allo\vance and related net opeiatiiig loss carry fonvard 
Continuing iiicoine attributable to  ionc controlling interests. net of tas -1 5 9 
Incoiiie froln continuing operations 8-10 77s 702 
Discontinued operations. net or tax (79) 58 (206) 
Net iiicome attributable to noncontrolling interests, net of tax ($1 ( 6 )  8 

- - (2) 
(17) 

(10) 

- - 

Cumulative prior peiiod adjustment related to certain eiiiployee life 
- - 

- 
insurance benefits, net of tax benefit of $6 (See Note 24) 

(3 - 

Net Income attributable to controlling interests $757 $830 $504 
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20. OTHER INCOME AND OTHER EXPENSE 

Otlier incomc aiid cspeiise includes iiitercst i1icoiiie. AFUDC equity. which represents the cstimated equity costs of 
capitaJ funds iieccssanr to finance tlie const~uchon of new regulated assets. and other. net The coiiipoiients of other. 
net as slio\\ 11 on the accoiiipniiyiiig Statements of Income ale presented below Nonregulated energ and delivery 
senwes Include power protection services and mass market programs such as surge protection. appliance services 
and area light sales. and delivery, trnnsiiusston and substation work foi other utilities 

Progress En crgy 
(in millions) 2009 200s 2007 
Nonregulated energy aiid clelivcw seniccs incollie. net $17 $17 $12 
Fair value loss transitioii a?justnieiit ainoiliraboii (Note 17D) 
CVO uiuealiml gain (loss). net (Note 15) 
Donations 
Other, iiet (12) __ (12) 1 

Otlier. net $6 $( 17) $(7) 

PEC 
(in millions) 2009 200s 2007 
Noiiregulated energy and delivery sen'ices incoiiie, net $6 $1 1 $6 
Fair value loss &ansition acljustniciit ainortizabon (Note 17D) 2 > 4 
Donations (10) (14) (9) 
Other, net (16) 4 5 

Otlier. net %1S1 $1 $6 

PEF 
(in millions) 2009 200s 2007 
Nonregulated energy and delivery scn+xs income, net $11 $8 9;s 
Donations (10) (1 1) (8) 
Other. net 4 (7) (2) 

Other. net $5 $(lo) X(2) 

21. ENVIRONMENTAL MATTERS 

We are subject to regulation by various federal, state aiid local authorities in  the areas of air quality. water quality, 
control of toxic substances aid hazardous and solid wastesi and other enviroiuiieiital inatters We believe tlmt we are 
in substantial compliance with those eliviromiiental regulations currently applicable to ow business and operations 
aiid believe we have all necessary pennits to conduct such operations. Enviroruiieiital la\vs and regulations 
freqiiently change and Ihe ultimate costs of coinpliailce ccmiot always be piecisely estimated 

A. U Z A R D O U S  AND SOLID WASTE 

The provisions ol  tlie Comprehensive Eii\;iroii~iiental Response. Coinpensation and Liability Act of 1980. as 
amended (CERCLA), authorize tlie United States Enviroimieiital Protection Agency (EPA) to require tlie cleanup of 
hararrlous waste sites This statute imposes retroactive joint and several liabilities Some states. including North 
Carolina. South Carolina and Florida. have similar types of statutes We are periodically notilied by reg~ilators, 
including the EPA and various state agencies, of' our iiivolveiiieiit or potential iiivolveiiient in sites that may require 
investigation and/or remediation Tliere are presently several sites with respect to wliich we have been notified of 
our potential liability by the EPA. the state of North Carolina. the state of Floricla. or potentially responsible party 
(PRP) groups as described below in greater detail. Various organic ntaterials associated with the procluction of 
lnamfactured gas. generally referred to as coal tar? are regulated under federal and state laws. PEC and PEF are each 
P W s  a t  several iiiamrfactured gas plant (MGP) sites We are also currently in the process of assessing potential costs 
and exposures at other sites These costs are eligible for regulatoq recovery through either base rates or cost- 
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recovery clauses Both PEC and PEF evaluate potential claims against other PRPs and insurance carriers and plan to 
submit claims for cost rcco\cg; where appropriate The oiitcome of potential aid pending claims cannot be 
preclicled A discussion of sites by legal entity lollows 

We record accruals for probable and estimable costs related to enviroiiniental sites 011 an uncliscounted basis. We 
measure ow liability for these sites based on available evidence including our e?;perience in iiivestigating and 
remediating environ~nentally impaired sites The process often involves assessing and developing cost-sharing 
anaiigcments with other PRPs For all sites. as assessments are developed and analyzed, we will accrue costs Tor the 
sites to tlie extent our liability is probable and the costs can be reasonably estiniatecl. Because the extent of 
enviroiuncntal impact. allocation ;uiiong PRPs for all sites, reniediation alternatives (wl~cl i  could involve eitlier 
~iuiii~iial or significant efforts), and concurrence of the regulatory authorities liave not yet reached tlie stage where a 
reasonable estiniatc of the remediation costs can be made, we cannot determine the total costs that m y  be incurred 
in connection wilh tlie remediation of all sites at this time It is probable Uiat current estiinates will change and 
additional losses. which could be material. may be incuned in the future. 

The following table contains inforination about accruals for environmental renicdiaflon expenses described below 

current liabilities and other liabilities and clcfeired credits on tlie Balance Sheets. at Dcceniber i 1 were 

(in mnill~ons) 2009 2008 
PEC 

A 
\r p-- 

MGP and other site$“ $13 $16 
PEF 
Remediation of distribution and substation transforniers 20 22 
MGP and othei sites 9 15 

Total PEF environmental reincdiatmn a~cmals ’~’  29 37 
Total Progress Energy env~roniiiental renicdiation accnials $42 $53 

In) Eqxcted to be paid out over one to five years 
Expected to be paid out o i w  one to 15 years Ih) 

PROGRESS ENERGY 

Including PEC’s Ward Transforiner site located in Raleigh, N C. (Ward), PEF’s distribution and substatioii 
transformers sites. and the Utilities‘ MGP sites discussed be low^ for the year ended December 3 1 .  2000. we accrued 
approximately $16 ndlion and spent approximately $27 million. For the year ended Deceiiiber 3 I ~ 2008. we. accrued 
approximately $25 million and spent approximately $36 million For tlie year ended December 3 1. 2007. we accrued 
approximately $8 million and spent approximately $27 nullion. 

I n  addition to these sites. we incurred indemnity obligations related to certain preclosing liabilities of divested 
subsidiaries. including certain enviromiicntal matters (See discussion under Guanntees in Note 22C) 

PEC has molded a iiiiiuniiiiii estimated total remediation cost for all of its ieinaining MGP sites based upon its 
liistorical experience with remediation o l  several of its MGP sites The accruals for PEF‘s MGP and otlie~ sites 
relate to two former MGP sites and other sites associated with PEF that have required. or are anticipated to iequire. 
investigation and/or remediation The masiiiiuni amount of tlie range for all the sites c;innot be deteniiined at this 
time. Actual experience may differ rrom current estimates. and it is probable that estimates will continue to change 
in the future 

I n  200-1.: the EPA advised PEC that it had been identified as a PRP at ihe Ward site The EPA offered PEC and a 
nuniber of other PRPs tlie opportunity to negotiate tlic removal action for the Ward site and reiniburscnient to the 
EPA for the EPA‘s past expenditures in addressing conditions at Ihe Ward site Subsequently. PEC and other PRPs 
signed a settlement ;igreement. \\hich requires the participating PRPs to reniediate the Ward site. At December 3 1 
2009 and 2008. PEC‘s recorded liability for the site was approximately $4 million aid $7 iidlion. respectively. 
Actual expelience may differ from current estimates, and it is probable that estiniates will continue to change in the 
future On September 12. 2008. PEC filed a n  initial civil action against i1 nuniber of PRPs seeking contribution Tor 
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and recoven’ of costs tncuried i n  reincdiating the Ward site, as well as a declaratoiy judgineiit that defendants are 
jointly and sc\ erall) liable for response costs at the site On March 13. 2009, a subsequent action was filed against 
additional P W s  and on April 70. 2009. suit was filed against the reiii;umng approumately 160 PRPs PEC has 
settled with a number of the PRPs and IS i n  a c h e  settlement negotiations with olhiers With respect to the defendants 
that do not settle. the federal disu ict coui’l i n  wluch this matter IS pending requires that alternative dispute resolution 
be pursued early i n  civil litigation but i t  is unclear what process the court wi l l  requiie The outcoiiie of these niatters 
can1101 be precbctecl 

On September 70. 2008. tlie EPA issued a Record of Decision for the operable unit for stream segments downstream 
fioni the Ward site (Ward OIJI) and achiscd 61 parties, including PEC. of their ideiitlrication as PRPs lor Ward 
OIJl and foi the operable urut for rurlrther imiestigation at the Waid facility and certain adjacent aieas (Ward 0U2) 
The EPA’s estimate for the selected remedy for Ward OU1 IS approslniately $6 nullion The EPA offered PEC and 
the otlier PRPs the opportuiuty to liegotiate implenientation of a response xZion for Ward OIJI and a reiiiedial 
iiivestigahon and Peaslbillty studv for Ward OU2. as well as reiniburscnient to the EPA of appro\;ll1ii~tely $1 mill~on 
foi the EPA’s past eqendituies 111 addressing conclihons at the site On Januaiy 19, 2009, PEC and several of the 
otlier paiticipating PRPs at tlie Waid site siibiiutted a letter containing a good faith ivspoiise to the EPA’s special 

used to negotiate implenientation of the iequircd actions The other PRPs’ good Bit11 response was subsequently 
withdrawn Discussions aiiiong representatives 01 cei lain PRPs. including PEC, md the EPA are ongoing Although 
a loss IS considered probable. an agreciiient among tlie PRPs for these iiiatters lias not been reached, consequently. it 
is not possible at this tiiiie to leasonably estmiate the total ainount of PEC‘s obligahon, if any. for Ward OIJl and 
Ward OU2 

~ _ _ _ _ - _ _ _ _  noiice ieiiei A n o i i i e r r  . < <  . L L ,  

PEF lias received approval from {lie FPSC for recowiy tluough the ECR.C of the Iiiajority of costs associated with 
tlie remediation of distribution and substation Iransforniers. Under agreeinents with tlie Florida Department of 
Emironmental Piotection (FDEP). PEF lias reviewed all distribution transfoniier sites and all substation sites for 
nuneral oil-impncted soil caused by equipment integrity issues Should further distribution transloliner sites be 
identified outside of Lhis population tlie distribution O&M costs will not be recoverable tllrough tlie ECRC For the 
year ended December i 1. 2009. PEF accixied approxiiiiately $1 3 ndlioii due to the identification of additional 
trnsformer sites aiicl ai increase i n  estimated remediation costs. and spent approxlmately $15 million related to the 
remediation of transforiiicrs For tlie yeax ended December .3 1. 2008. PEF accnied approximately $17 million. due to 
the identification of additional tnnsforiiier sites and an increase in estimated reiiiediation costs. and spent 
approximately $26 million related to the remediation of transfomiers For tlie year ended December 3 1. 2007. PEF 
accnied approximately $10 million due to an inciease in estiiiiated remediation costs aiid spent approximately $22 
million related to tlie remediation o l  tiansfornicrs At December 31. 2009 and 2008. PE,F lias recorded a regulatory 
asset for tlie probable recoveni of these costs tl~ougli the ECRC (See Note 7A). 

PEC 

Including Ward. and MGP sites previously discussed in  “Progress Energv.” for tlie year ended Deceniber 3 1. 2009. 
PEC accnied approximately s.3 inillioii aiid spent approximately $6 nullion. For the year ended Deceniber 3 I .  2008, 
PEC accrued and spent approximately $8 million. For the year ended December 3 1. 2007. PEC’s accruals and 
exlxnditrires were not material TIiesc amounts priinarily relate to the Ward site. which is discussed under “Progress 
Energy’‘ above 

PEF 

Including the distribution and substation transformer sites and MGP and other sites previously discussed in 
“Progress Energy.“ for the year ended December -31. 2009. PEF accnieci approxiiiiately $1 i nullion and spent 
approximately $2 1 nullion, including $6 million of expenditures related to MGP and other sites. For the year ended 
December -3 1. 2008. PEF accrued approximately $17 nullion and spent approxiinately $28 iiullion which pnnmrily 
related to distribution and substation transfornier sites. For the year ended Deceniber 3 1, 2007. PEF accnied 
approximately $ I O  million and spent approsiiiiatelv $22 millioii. wliich primarily related to distribution and 
substatioii tnnsforiiier sites. For the years ended Deceniber 3 1. 2008 and 2007. PEF‘s accruals and expenditures for 
MGP aiid other sites were not material 
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At December 3 1. 2009 and 2006. we ivcre sub"ject to various currccnt federal. slate and local cnvironmentiil 
compliance laws and regulations gowming air and water quality. resulting in capital espenditures a id  increased 
08rM expenses Thcsc coinpliance laws and regulations included the Clem h r  Interstate Rule (CAR), the Clean 
Air Visibility Rule (CAVR). the Clean Smokestacks Act, enacted in  June 2002 and mercury regulation. PEC's and 
PEE'S enviroruiiental conipliance capital expenclitxires related to these regulatioiis began in 2002 and 2005, 
respectively At December 3 1 . 2009. cumulative cn\komnental coinpliance capital expenditures to date with regard 
to these envirorunental lava and reg~ilations were $2 1 19 billion. including $1 054 billion at  PEC. wliicli primarily 
ielates to Clem Sniokestaclts Act pmjects. and $1 065 billion at PEF. which related entirely to in-process CAIR 
projects At December 3 I .  2008. cumulative enviromnental conipliaiice capital expenditures to date with regard to 
these enviroiime~ital laws and regulations were $1 859 billion. including 9; 1 .O 12 billion at PEC, wluch priniarily 
relates to Clean Sniokestacl<s Act prqjects. arid $847 niillion at PEF, ~vlucli related entirely to in-process CAIR 
projects 

On July 1 1, 2003. the 11 S Court of Appcals lor thc District of Colunibia (D C Court of Appcals) issucd 11s decision 

petihons for rehearing filecl by a iiutnber of parties. the D C Court of Appeals remanded the CAIR without vacaung 
the Iule foi the EPA to conduct fuither procccclings coiisistcnt with the D C Court of Appeals' prior opiruon The 
outcome of tlie EPA's furthe1 procccdings cannot be pi-cdictcd Because the D C Cow7 of Appeals Deceniber 23, 
2008 decision reiiiandcd the CAIR. the current iniplenientahoii of the CAJR coiitiniics to fuK11l best available retrofit 
teclinolog~ (BART) for SO2 aiid NO\; for BART-affected units under the CAVR Should this detenninauon change 
as the CAIR IS revised. CAVR conipl~ancc e\7cnhialhr may ieqiiire coiisidcration of NOu and SO7 ~ I ~ I S S I O ~ S  i n  

addition to particulate matter cniissioris or BART-cliglblc iriiits 

011 February S, 2008. the D C Couit of Appeals vacated the delisting determination and the Clean Air Merciu~~ Rule 
(CAMR) The U S Suprcnic Court declincd lo hear an  appeal of the D C Court of Appeals' decision i n  Jaiiualy 
2009 As a iesult. the EPA subsequently amio~inced that 11 will develop a n i a ~ ~ n i t i ~ i i  achievable control teclmology 
(MACT) standard consistent I\ it11 tlie agency s original listing deternunahoii The tlircc states in whicli tlie lJtilities 
operate adopted mercury rcgulations miplenicntnig CAMR and submitted their state implementation rules to the 
EPA It  is uncertain how Ihe decis~on that vacated the fcdcral CAh4R w11 affect the state iulcs, Iiowe\w. slate- 
specific provisioiis arc Illtelv to ~cniaiii ni effect The North Carolina I ~ C I C I I I V  nile contains a rcqu~~ement that all 
coal-fired units in the state install nicrcuiy controls by Deceinbcr 3 1, 2017. and rcquircs coinplia~ice plan 
applications to be subiiutted i n  201 i We arc c u r ~ c n t l ~  e~aluatmg tlie impact of tliese decisions The outcome of 
these iiiatteis cannot be predictcd 

u 

To date, expenditures at PEF for CAJR regulation primarily ielate to environmental conipliaiicc projects at CR.5 and 
CR4. The CR5 project was placed in  service 011 December 2. 2009. aiid the CR4 project is expected to be placed in 
service in 2010 Under an agreement with the FDEP. PEF will retire CR1 and CR2 as coal-fired units and opente 
eiiussioii control equipinent at CR4 and CRi. CRI and CR2 will be retired after the second proposed nuclear unit at 
Levy conipletes its rirst fuel cycle, which \viis anticipated to be around 2020. As discussed under "Other Matters - 
Nuclear," PEF expects tlie schedule for the couunercial operation of Levy 10 shift later than tlie 2016 to 2018 
tiincfniiie by a miniinurn of 20 inontlis PEF is iequircd to advise the FDEP of any developments that will delay the 
retirement of CRI and CRZ beyond the originally anticipated completion date of the first rue1 cycle for Levy Unit 2 
PEF has adviscd the FDEP of a Lcw schcdulc sliift We are currently evaluating the impacts of tlie Levy schedule. 
We caiuiot predict the outcoine of this niatter 

We account for emission allo~vaiices as inventon using the average cost me~hocl We value inventoiy of the 1.11 
at lustorical cost consistent with rateiimI&ig treatment The EPA is continuing to record allo\vance allocations under 
the CAIR NOS trading program. i n  soine cases foi,years beyond the estimated two-year period for proniulgation of a 
replaccineiit nile The EPA's continucd Iecording of CAIR NOs allo~vance allocations does not guarantee tllat 
allowances will continue to be usable for compliance after a ieplaceinent rule is finalized or that they will continue 
to have value in the future SOr: enlission allowances will be utilizd to comply \villi existing Clean Air Act 
requirements PEF's CAIR expenses. bicludiiig NOx allowance inventoq eupense, are recovenble tluougli the 
ECRC. At Deceiiilxr 3 1. 2009 and 2008. PEC had approximately $1 i million and $22 million. respectively. in SO2 
enlission allowances and an iniiiiaterial amount of NOx ciiussioii allowaices At Deceinber 3 1. 2009 and 2008. PEF 
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had approximately $7 million and $1 1 million. i-cspectively. in SO2 emission allowances and approxiniately $36 
nullion and $65 million. iespectively. in NOs emission allo\vances 

In June 2002, the Clean Siiiolteslaclts Act \vas enacted i n  North Carolina requimig the state's electric utilities to 
reduce the enussions of NO\ and SO1 from their Norlli Carolina coal-fired power plants in phases by 201 3 Two of 
PEC's largest coal-fired generating units (the Ro\boro No 4 aid Mayo IJmts) inipacted by the Clean Smokestacks 
Act are jointly owned Pursuant to joint owneislup agieements. Uie jomt owners arc required to pay a poruon of tlie 
costs or owning and operating these plants PFC has deterniincd that the most cost-effecflve Clean Smokestacks Act 
conipliance strategy IS to iiia\mim tlic SO? removal from Its larger coal-fired uiuts. ~ncludmg Roxboro No 4 and 
Mayo. so as to avoid Ihe Il-Lstallation of expeiisi\e eiiiissioii controls on Its sriiallci coal-fired umts I n  order to 
address tlie Joint owner's concerns that such a conipliaiice strategv would result 111 a disproportionate share of the 
cost of compliance for the joiiitly owned units, i n  2005 PEC entered into an agreement wth the joint owner to linut 
its aggregate costs associated wilh capital expenditures io comply w t l i  the Cleaii Smokestacks Act to appro\niiately 
$38 nullion PEC recordcd a relaled liability for the 1ouit owner's shale of estimated costs i n  excess of tlie contract 
amount All of PEC's environmcntal compliance piolects under the rxst phase of Clean Sniokestaclts Act eiiussion 
reductions, tncluding projects at the Mayo and Ro\boro Plants. have been placed i n  senwe and PEC estimates its 

IOI iiiriiicr uiscussion 01 mm-*- c .  

PEC has talten a system-wide compliance approach. its North Caiolina retail latepayers ha\ e sigillficantly benefited 
froin tlie strategy or focusing eIiiIssIon reduction efforls on tlic jointly oviied units. and. tlicrcfoie. PEC believes that 
any costs 111 excess of the joint owncr's share should be recovered froni Noit11 Carolna retail ratepayeis, consistent 
wiUi other capital expenditures associated w i t h  PEC s compliance with the Clean Smoltestacks Acl On Septembei 
5, 2008, the NCLJC ordered that PEC shall be allo\ved to include i n  rate base all reasonable and prudently incurred 
environmental conipliance costs 111 e\cess of $584 mrll~on, including eligible conipliancc costs in excess of tlie joint 
owner's sllare. as the projects arc closed to plant 111 SCIVICC 

~ . .  , .  
,< 

22. COMMITMENTS AND CONTINGENCIES 

A. PURCHASE OBLIGATIONS 

In most cases, our purchase obligation contracts contain plovisions for price adjusbiients, minimum purchase levels 
and other financial coniiiiitnients The coninutiiient amounts presented below are estimates and thererore will likely 
differ rrom actual purchase anioiints. At December 3 1. 2009. the following table reflects contractual cash obligations 
and other conunercial conunitments in llic respective pcriods i n  wiiicli they arc due: 

Progress Energy 
(in nliliions) 20 10 2011 20 12 2013 20 14 Thereafter 
Fuel $2.647 $2.335 % 1.953 $1.706 $1,405 $8.2 17 
Purchased power 445 467 447 4 4 i  367 3.636 
Construction obligahons 1.820 1725 1,453 1.524 1.313 1,543 
Oilier purchase obligations 52 7-1 36 27 19 163 

Total $4.064 $4 601 $3.889 $3,702 $3.104 $13.559 

(in millions) 2010 201 1 20 12 20 1 i 20 14 Thcieafter 
Fuel $1.354 $1 192 $ 1.004 $1.003 $802 $3.i.i? 
Purchased power 91 98 8 0 73 68 505 

Other purchase obligations 16 11 5 5 6 6 
Total $1.826 $1.485 $ 1 . 1  02 $ 1.096 $880 $4.064 

- Construction obligations -365 1 84 13 IS 4 
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PEF 
(in millions) 2010 201 I 2012 2013 2 0 H  Therealter 
Fuel $1.293 $1,143 $949 $703 $603 $4.664 
Purchased power 354 369 367 372 299 3,131 
Construction obligations 1,455 1,541 1.440 1.509 1,309 1 .543 

Total $3.125 $3,089 $2.785 $2.605 $2.225 $9,495 
Other purchase obligations 23 36 29 21 14 157 

Tllrougli our subsidiaries, we have entered into various long-tenii contracts for coal. oil. gas and nuclear fuel as well 
as transportation agreements for the related fuel Our payments uiidei tliese coirunitments weic $2 921 billion. 
$1.078 billion and $2.360 billion for 2009, 2008 and 2007. iespcctively PEC's total payments iinder these 
coininitnients for its genenbng plants were $1 527 billion $1 446 billion and $1 049 billion in 2009. 2008 aiid 
2007. respectively PEF's payiiieiits totaled $I  394 billion, $1 632 billion and $1 11 1 billion in  2009, 2008 and 
2007. respectively Essenhally all he1 and certain puicliascd power costs uicuned by PEC aiid PEF are rccovercd 

-- -. 

In December 2008. PEF entered into a nuclear fuel fabricailon contract for the planned L e t ~  nuclear units (See 
discussion under Coiislrucbon Obligations below ) This $3 34 nullio~i contract (liiel plus related cole componcnts) IS 

for the period from 2014 tluough 2027 and contains eut piowions niitli teininiation fees that van' based on tlie 
crcuiiis t a nce 

Both PEC and PEF have ongoing purcliased power contracts with certain co-generators (primarily QFs) with 
expiration dates ranging from 2010 to 2029 These purchased power contracts generally provide for capacity and 
eiie rgy pay nieiits. 

PEC executed two long-term tolling agreements for the purchase of all of tlie power generatcd from Broad River 
LLC's Broad River fiicility~ One agreement provides for the purcliase of  approsiiiiately 500 MW of capicily through 
May 2021 with average minimum annual payments of agproxiniately $24 million, primarily representing capilal- 
d a t e d  capacity costs. The second agreement provides for the additional purcliase of approxiniately 3 35 MW of 
capacity tlu-ough Febniaiy 2022 with average annual paynients of approximately $24 inillion repicsentiiig capital- 
related capacity costs Total purchases for both capacity and energy under the Bioad R.iver LLC's Broad River 
facility agreements amounted to $46 million. $44 iiullion and $39 nullion in 2009. 2008 and 2007, respectively 

In 2007, PEC executed long-term agreements for Uie purchase of power from Southern Power Company. The 
agreements provide for capacity purchases of 305 MW (6s percent of net output) for 2010. 3 10 MW ( 3 0  percent of 
net output) for 201 1 and I50 MW (33 percent of net output) annually theredlei, through 2019. Estimated payments 
for capacity under the agreeiiients are $23 iiullioii for 20 10, $24 million for 20 11 aiid $12 million annually thereafter 
tluough 2019" 

PEC has various pay-for-perforiiiaiice contracts with QFs. including rene~vable energv. for approsimatelv 200 MW 
of firm capacity expiring at various times tluough 2029 In iiiost cases. tliese contracts accoiint for 100 percent of the 
net generating capacity of each of the facilities. Payments for both capacity and energy are contingent upon the QFs' 
ability to generate Payments made under these contracts w r c  $24 iilillion. $55 million and $95 million in 2009. 
2008 and 2007, respectively 

PEF has finii contracts for approxiiiiately 489 MW o f  puicliascd power with other utilities. including a contract wilh 
Southern Company for approximately 414 MW (12 peicent of net output) of purchased power that ends in 2010 
Additional coiitracts with Southern Company for approxiinatelv -124 MW (25 percent of net output) of purchased 
power annually start in 2010 mid extend tllrough 2016 Total purchases, for both energy and capacity. under these 
agreeiiieiils amounted lo $149 ndlio~i. $1 78 million and $16 1 million for 2009, 2008 and 2007. respectively 
Minimum purchases under tliese contracts, representing capital-related capacity costs. are approsiiiiately $60 
million, $56 million? $44 inillion, $52 inillion and $52 million for 2010 tluough 2014. respectively. and $74 inillion 
payable thereafter. 
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PEF has ongoing puicliased power contracts with certain QFs for 682 MW of firin capmty 11 it11 e\piration dates 
raiigiiig fiom 2010 to 2025 Energy paviiieiits are basecl on the actual poiver talten under these contracts Capacitl 
payments arc sublect to the QFs iiiceting certain contract perfonnance obligations I n  iiiost cases. these contracts 
account for 100 percent of the net genci-atiiig capacity of each or tlie facilities All ongoing coiiunitinents ha\ e been 
approved by the FPSC Total capacity and energy pay inents made under these contracts amounted to $435 million. 
$440 iiullion aid $447 inillioii for 2009, 2008 and 2007. respectively Minimum e~pcctcd future capacity payments 
under these contracts arc $286 million. $301 million, $3 13 iiulhon. $3 10 1111111011 and $2 37 ni~llion for 2010 through 
2014. respechvelv. aiid $3 042 blllioii payable tliereafter The FPSC allows the capacity payments to be recovered 
tlirough a capacity cost-recovev clause, WhiCh I S  siiiular to, aid works i n  coiijuncboii wt l i .  energv payments 
iecovered tllrougli the fuel cost-recoveiy clause 

In 2009, PEC executed a long-term coal transportaL~on agreeinelit by combining. amending and restating piwious 
agreenicnts with Norfolk Southern Railroad. This agrecincnt will suppofl PEC’s coal suppl\i needs through June 
2020 Expected futiire tnnsporlal~on payments undei lliis a p e m e n t  are $254 iiullioii $264 mmllion. $260 million, 
$254 million and $277 inillion for 20 10 through 20 14. respechvely. with approximately $ 1  679 billion payable 
tliere,after Coal tmisportatioii expenses iuicler these agreements were approxnnately $28 3 iiullion 111 2009 PEC‘s 
state ublity coninussions allow luel-related costs to be recovered h o u g n  i u e ~  cosr-recovery ciauses _____.__ --- 

PEC has entered into conditional agreements for Tinn pipeline transportation capacity to support PEC’s gas supply 
needs for the period from Apiil 201 1 through August 2032 The estimated total cost lo PEC associated with these 
agreements is appiosiiiiatcly 9; 1 598 billion: of which approximately $404 million will be classified as a capital 
lease. Due lo the conditions of the capital lease agreement, tlie capital lease will not be recorded on PEC‘s balance 
sheet until approxiinately 20 12. The transactions arc subject to several conditions precedent. including wrious state 
regilatoiy approvals, the conipletion and coiiunencenient or operation of necessary related iiiterstate and intrastate 
iiatiiral gas pipeliiie system expansions and other contractual provisiorts Due to the conditions of these agreements. 
the estimated costs associated with these agreeinents are not currently included in PEC’s fuel conimitiiients 

In April 2008 (and as amended in Febniaiy 2009). PEF entered into conditional contracts and extensions of existing 
contracts with Florida Gas Tnnsiiussioii Coiiipaiiy, L,LC (FGT) for firni pipeline trmispoitatioii capacity to support 
PEF‘s gas supply needs for die period from April 201 1 tluough M a d 1  2036 The total cost to PEF associated with 
these agieenients is estiinated to be approsimately $1.065 billion. In addition to tlie FGT contracts, PEF has entered 
into additional gas supply and transportation arrangements for the period from 20 10 through 2036 The total current 
notional cost of these additional agreements is estiinated to be approshiiately 9; 1 04 3 billion. The FCT contracts 
along with the additional gas supply and transportation arrangements are subject to several conditions piecedent. 
including various federal regulatory approvals, the completion aid coninienceinent of operation of necessay related 
interstate natural gas pipeline system expansions aiid other contractual provisions. Due to the conditions of these 
agreemiits, the estiinated costs associated witli these agrceineiits are not currently included in PEF‘s he1 
commitments. 

CONSTRIJCTION OBLIGA TIONS 

We have purchase obligations related to various capital construction projects Our total payments under these 
contracts were $818 iiullion, $1 01s billion and $698 iiiillioii for 2009. 2008 awl 2007. respectively The ma,jority of 
our conslniclion obligations relate to PEF as discussed below 

PEC has purchase obligations related to various capilal projects including new genemtion mid twnsiiussion 
obligations Total piyincnts under PE,C’s construction-related contracts wie R 199 million. $140 million and $208 
million for 2009. 2008 and 2007. respectively. 

The iiiajority of PEF‘s construction obligations relate to an engineering. procurement and constniction (EPC) 
agieernent that PEF entered into in December 2.008 with Westinghouse Electric Company LLC and Stone 8r 
Webster. Inc lor two approximately 1.100-MW Westinghouse APl000 nuclear units plaimed for consfiuctjoii at 
Levy E,stiiiiated payments and associated escalation totaling $8 608 billion are included for the niulti-year coiltract 
and do not assuine aiy joint ownership. The contrachid obligations presented are in accordance with the existing 
tenns of the EPC agreement Actual payments under Uie EPC agreeinelit are dependent upon. and may vary 
sigililricaiitly based upon die decision to build, regulatoqJ approval schedules. timing and escalation of project costs. 
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and the percentages. if any. of joint ownership. I n  2009, the NRC indicated it would process PEF's linutcd work 
authorization request following COL issuance resid ting in a nuiumum 20-month in-scrvice schedule shift for the 
Levy units from the original 20 16 to 201 8 timeframe. Additioncil schedule shifis are liltely given. among other 
things, the pernutting and liccnsing process. state of Florida and macro-economic conditions and recent FPSC DSM 
and energyefficiency goals and other decisions tJnceilainty regarding access to capital on reasonable terms could 
be another factor to affect the Levy schedule. I n  light of the regulatory schedule sllift and other factors. our 
anticipated capital expenditures for Levy will be significantly less in the near tenii than previously planned. Because 
or anticipated schedule slufts. we are negotiating an amendment lo the Levy EPC agreernent We cannol currently 
predict the impact such ainendinent nught have on the ainount and timing of PEF's contractual obligations For 
termination without cause, the EPC agreement contains exit provisions with terninti tion fees. which may be 
significant. that vary based on the termination circunistance The magilitude of these contract suspension. 
termination and exit costs cannot be determined at tlus time and. accordingly, are not reflected in construction 
obligations See Note 7C for additional information about the Levy project. PEF made paynients or $243 illillion 
aiid $ I  17 inillion in 2009 and 2008, respectively, toward long-lead equipment and engineering related to Ute EPC 
agreement. Additionally, PEF has otlier construction obligations related to various capital prqjects including new 
generation. transiiussion and environniental compliance. Total payments under PEF's other coiistmction-related 
contracts weie $376 nullion. $761 million and $490 nullion for 2009, 2008 and 2007, respectively 

-__ 

We have entercd into various other contractual obligations priniarily related to scrvice contiacts for operational 
services cntercd into by PESC. parts and services contracts, and PEF service agrecnicnts related to rhc Hines Eneigy 
Complex and the Bartow Plant Our payments under thesc agreements were $56 million, $ 1  I O  million and $75 
nullion for 2009. 2008 and 2007, respectively 

PEC has various purchase obligations including obligations for liniestone supply and fleet vehicles Total purchases 
under tliese contracts wcre $14 million. $18 nullion and $6 inillion for 2009. 2008 and 2007. respectively. 

Among PEF's other purchase obligations, PEF has long-term service agrecinents for the Hines Energy Complex and 
the Bartow Plant, eiiussion obligatiolis and fleet velucles. Total payments under these contracts were $22 million, 
$58 illillion aid $24 nullion for 2009. 2008 and 2007. respectively Future obligations are primalily comprised of 
the long-term service agreements 

B. LEASES 

We lease office buildings, computer equipment, vehicles, railcars and other property and equipment with various 
tenns and espiration dates Some rental payments for transportation equipment include niiiiiinum rentals plus 
contingent rentals based on mileage Tliese contingent rentals are not significant Our rent expense under operating 
leases totaled $37 million. $38 nlillion aiid $40 nullion for 2009. 2008 and 2007, respectively. Our purchased power 
expense iuider agreements classified as operating leases was approximately $11 nullion. $152 inillion and $69 
nullion i n  2097.2008 and 2007. rcspectively 

PEC's rcnt expense under operating leases totaled $26 million, $26 million and $2,3 nullion during 2009. 2008 and 
2007. respectively These mounts include rent eqxnse allocated from PESC to PEC of $5 inillion. S.5 nullion and 
$6 million for 2009. 2008 and 2007. respectively. Purchased power cspcnse wider agrccnients classilicd as 
operating leases was approsinialely $1 I million, $9 million and $ 10 million in 2009. 2003 atid 2007. respectively 

PEF's rent espense under operating leases totaled $1 1 million, $1 1 million and $15 nullion during 2009. 2008 and 
2007. respectively. These amounts include rent expense allocated Prom PESC to PEF of $3 million. $3 nullion and 
$6 nullion for 2009, 2008 and 2007, respectively. Purchased power expense under agreements classified as 
operating leases was approximately $142 million and $59 iiullion in 2008 and 2007, respectively PEF had no 
purcliased power expense under operating lease agreements for 2009 
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Assets recorded under capital leases, including plant related to purchased power agreements, at December 3 I 
consisted of. 

Progress Energv 
(in iiullions) 2009 2008 2009 2008 2009 2008 
B d I dings $267 $267 $30 $30 $237 $237 
Less. Accumulated ainortization (37) (28) (15) (13) (22) (14) 

Total $230 $239 $15 $16 $215 $223 

Consistent with the mteiiialting treatment for capital leases. capital lease expenses are charged to the sanie accounts 
that would bc used if the leases were operating leases Thus, our and the Utilities' capital lease expense is generally 
included in O&M or purchased power expense. Our capital lease expense totaled $26 nullion each for 2009 and 
2008 and $22 million Tor 2007. wluch was primarily comprised of PEF's capital lease expense or $24 million each 
for 2009 and 2008 and $20 inillion for 2007 

At December 3 1 .  2009. iiuiumuin annual payments, evcludiiig executoiy costs such as property taxes, insurance and 
maintenance. under long-term noncancelable opemung and capital leases were' 

Piogress Energy PEF 
(in millions) Capital Operating Capital Operating Capital Opentjiig 
2010 $28 $35 $2 $25 $26 $6 
201 1 
2012 
2013 
2014 

28 29 2 21 26 6 
28 48 2 20 26 26 
36 78 10 -12 26 34 
26 77 - 32 26 33 

Tliereafcer 246 94 1 - 558 246 382 
Miiumu in aiinual payments 392 $1.208 16 $708 3 76 $487 
Lxss amount represenliiig imputed interest ( 162) (2) (160) 

payments under capital leases $230 $14 $216 
Presciit value of net nunimum lease 

In 200 3 .  we entered into an operatiiig lease for a brrilding for wlucli iiuni~iiurn arumal rental payments are 
appro.iimately $7 million The lease term e?;pires J ~ l y  2035 and provides for no rental payments during the last 15 
years or Ihe lease, during .vvluch period $53 million of rental expense will be recorded in the Consolidated 
State nieiits of 1 nco me 

In 2008. PEC entered into a i36-MW (100 percent of net output) tolling purchased power agixement: which is 
classified as an operating lease. The agreement calls for an initial ~i~iuii iuni payment of approximately $18 niillion 
in 201 3. with inininiuiii annual paynients escalating at a rate of 2.5 percent tluougli 20.32, for a total of 
approsinlately $460 inillion. 

In 2009. PEC entered into a 240-MW (100 percent of net output) tolling purchased power ag~xement, which is 
classified as an operating lease. The agreenient calls for nuiunium ailnual payments of approsiinately $10 million 
from JUIY 20 12 tluougli September 20 17, for a total of approsinlately $52 million. 

In 2007. PEF entered into a 632-MW (100 percent of net output) tolling purchased power agreement, wluch is 
classified as an operating lease. The agreement calls for minimum ailnual payinents of approximately $28 niillion 
from June 20 12 through May 2027: for a total of approximately $420 million. 

In 2005. PEF entered into ai agreement for a capital lease for a building completed during 2006. The lease tenn 
expires March 2047 and provides for nunimum annual payments of approximately $5 ii~illion from 2007 tl~o~ig11 
2026. for a total of approxiniately $103 million The lease tenn provides for no payments during the last 20 yeais of 
the lease, during which period approsinlately $51 nullion or rental expense will be recorded in the Statenients of 
Income 
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In 2006, PEF extended the lernis of a 5 17-MW (100 percent of net output) tolling agreement for purchased power, 
~vlucli is classified as a capital lease of the related plant, Tor a n  additional 1 0  years The agreement calls for 
niininium aimual pa!;uients of approxiriiately $2 1 niillion from April 2007 tluougli April 2021, for a total of 
approximately $348 million 

The Utilities are lessors of electric poles, streetlights and other facilities. PE,C’s nuiumuni rentals receivable under 
noncancelable leases are $1 1 inillion for 2010 and none thereafter. PEC’s rents rcceived are contingent upon usage 
and totaled $34 million for 2007 and $3 3 n~illion each for 2008 and 2007 PEF’s ~ents received are based on a fixed 
~ninimum rental where price varies by t>ye of equipment or contingent usage and totaled $84 nullion, $81 million 
and $78 million for 2009. 2008 and 2007, respectively. PEF’s mininiuni rentals receivable under noncancelable 
leases are not niaterial for 2010 and thereafter. 

C. GUARANTEES 

As a pait of normal business. we enter into vaiious agreements providing future financial or perfoiniance assuIances 
to tllird parties Such agreenients include guaiantecs. standby letters of credit and surety bonds At Deceinbei 31, 

ider t liese gu aranlees. To tlie extent 
liabilities arc Incurred as a rcsult of the activities covered by the guarantees, such liabilities arc included in the 
acconipanying Consolidated Balance Sheets 

. .  7()f)() rln lint 1-11, for 

At December .3 1. 2009. we have issued guamntees and indenuiifications of and for certain asset perfonnaice, legal, 
tax and enviroiunental niatters to tliird parties. including indenu$cations made in  connection with sales ol 
businesses. At December 3 1, 2007. our estimated niaxiniuni exyosure for guarantees and indeinnifications for wluch 
a niaxiniiini esposure is determinable was $458 million: including $32 nullion at PEF. Related to the sales of 
businesses. the latest specified notice period extends until 2013 for tlie majority of legal, tax and environniental 
matters provided for in ttie indenmification provisions. IndenuiGcations for tlie perfoniiance of assets extend to 
2016. For certiin matters for wluch we receive timely notice. our i n c l e ~ n ~ ~ t y  obligations may esteiid beyond the 
notice period Certain indemnifications have no linutations as to time or niasiinuni potential future payments. At 
December 3 1; 2009 and 2008. we had recorded liabilities related to guarantees and indenuulications to third parties 
of approxiniately $31 million and $61 million, respectively These mounts included $10 illillion for PEC at 
December i 1. 2008, and $7 million and $8 million, respectively. for PEF at December 3 1, 2009 and 2008 During 
tlie year ended December 3 1. 2007, our indenuufication liability for certain legal matters made in connection with 
the sale or businesses decreased by approximately $16 inillion as a resid1 of a legal verdict discussed under 
“Synthetic Fuels Matters” in Note 22D In 2005, PEC entered into an agreement with the joint owner of certain 
facilities at tlie Mayo and Roxboro Plants to limit their aggregate costs associated with capilal expenditures to 
co~iiply with tlie Clean Smolcestacks Act and recognized a liability related to this indemnification At December 3 1, 
2007, all of PEC‘s enviroiunental compliance projects under the first phase of Clean Snioltestacks Act enussion 
reductions. including projects at tlie Mayo and Roxboro Plants. had been placed in service. PEC estimates its 
reniaining exposure under tlie indenulificaiion is not niaterial (See Note 21B). Dnring the year ended December 3 1, 
2007, PEC accrued approximately $2 nullion and spent approximately $12 million Uiat exceeded Uie joint owner 
limit During tlie vear ended December 3 1: 2008, PEC made no additiorlal accruals and spent approximately $20 
inillion that exceeded tlie joint owner limit. As cu~renl estimates change, it is possible that additional losses related 
to guarantees and indenmifications to tlurd parties. \vhich could be material, may be recorded in tlie future. 

In addition. tlie Parent has issued $300  nullion of guarantees of certain payments of two wholly owned indirect 
subsidiaries (See Note 23). 
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I). OTHER COMMITMEN1'S AND CONTINGENCIES 

Pursuant to the Nuclcai Waste Policy Act oP 1982. the IJt~litics entered into conbacts wit11 tlie DOE undcr wlucli the 
DOE agreed to begin taking spent nuclear fiicl by no later ~han  Januaiy 3 1. 1998 All siniilaily situated uUlibes were 
required to sign Uie same standard contract 

The DOE failed to begin tdmg spcnt nuclear fuel bv Jaiuaiy 3 I ,  1998 In January 2004. thc Utilities filed a 
complaint i n  tlic 1Jnited States Court oP Federal Clams against the DOE. clainiing that tlie DOE breached the 
Standard Contract for Disposal of Spent Nuclear Fuel by failing to acccpt spent nuclear fuel from our vafious 
facilities on or before Januarv 3 1, 1998 Approwiiately 60 cases ~iivol\mg the govenuiient's actions in connection 
wtli spent nuclear fuel aic currently pending in the Court 01 Fcdcral Clams ?he Uhlihes havc asserted nearly $91 
nullion 111 damages Incurrcd between January 3 1, 1998. and December 31, 2005. the tiiiic period set by the court for 
damages in this case The 1Jtilihes will be frec to file subsequent daniagc claim as they incur additional costs 

cr 2007, and closing arguments were presented on April 4, 2008. On May 19. 2008, tlie 
in tlie 1 Jiuted Statcs Court of Federal Claims awardmg $87 million in the clam against 

the DOE for failure to abide by a contract for federal disposition of spent nuclear fuel The LJnited States 
Departnient of Justice Icqucsted that the TIMI Court reconsider 11s ruling The Tnal Court did reconsider Its ruling 
and icduccd the dainage award by an inmaterial amount On August 15. 2008. tlie Dcpartinent of Justice appealed 
tlic IJiuted States Court of Fcdcral Claims ruling to thc D C Court of Appeals Oral argiments were held on May 4. 
2009 On July 21. 2009. the D C Court of Appeals vacated and reiiiaiided the calcdabon of damages back to tlie 
Trial Couit but ;Iffinned tlie portion of dainages awarded tliat were directed to oyerhead costs and other indirect 
expenses The Department of Justice requested a rclieanng en banc but the D C Court of Appeals denied tlic motion 
on Novenibei 3, 2009 In the cvent that the Utilities recover damages 111 tliis matter, such recovery is not eqxcted to 
have a matenal impact o ie 'IJtilities' results of operahons given the anticip;itcd replatory and accounting 
treatment Howcvcr, the 1 J es cannot predict tlie outcome of llus miller 

On October 21. 2009. a jury delivered a verdict in ;I lawsuit against Progress Energy and a number of our 
subsicliaries and affiliates arising out of an Asset Purchase Agreement dated as of October 19, 1999, and amended as 
of August 23. 2000. (the Asset Purchase Agreement) by and among U S Global, LLC (Global), Earthco: certain 
affiliates of Earthco: EFC Synfuel L,L,C (wIuc11 was owned indirectly by Progress Energy. Inc ) aiid certain of its 
affiliates. including Solid Energy LLC; Solid Fuel LLC. Ceredo Synfuel LLC: Gulf' Coast Syilfuel LLC (currently 
named Sandy River Syniitel LLC) (collectively. the Progrcss Afliiliates), as amended by an ainendinent to the Asset 
Purchase Agreement I n  a case filed i n  the Circuit Court for Broward County, Fla ~ in March 2003 (the Florida 
Global Case). Global had requested an unspecified amount of compensatory damages. as well as dec1arator)l relief. 
Global asserted ( 1 )  that pursuant to the Asset Purcliasc Agreement. it was  entitled to an interest in two synthetic 
fuels facilities prcviously owned by the Progress Mfiliatcs and an option to purchase additional interests in the two 
synthetic fuels Pacilities, (2) that it was entitled to damages because the Progress Affiliates prohibited it froin 
procuring purchasers for the synthetic fxiels facilities As a result of the expiration of the Section 29 tax credit 
program on December 3 1. 2007, all of our synthetic fuels businesses were abandoned and we reclassified our 
synthetic fuels businesses as discontinued opemtions (See Note 3A) 

The Jury awarded Global $78 million. On October 23. 2009. Global filed a motion lo assess prejudgment interest on 
the award On November 20, 2009: thc court granted the motion aid assessed $55 million in prejudgment interest 
and entered judgment in Pavor of' Global in a total amount of $133 million. During tlie year ended December 3 1, 
2009. we recorded an after-tax charge of $74 nullion to discontinucd operations (Sce Notc 3A), wluch was net of a 
previously recorded indeinnification liability of $ 16 nullion. I n  December 2009: we made a $1 54 million payment, 
wlucli represents payment of the total judgnicnt aid a required premiuni equivalent to two years of interest. to the 
Broward County Clerk of Court bond account. On December 16. 2009. we filed notice of appeal. We cannot predict 
the outcome of tlus matter 
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111 a sccoiid silil filed 111 the Supeiior Courl for Walte Count\!. N C . P~.ogre.'.e.c.'.e.c "377ficel lfoldc17gs, I / K  et nl v I/ S 
Global, I LC  (tlic North Carolina Global Case). thc Progress Affihatcs seek declarato~y relief coiisistciit with our 
inteipielaboii of tlie Asset Purchase Agreement Global was served witli tlic North Carolina Global Case on Apiil 
17. 2001 

On May 15, 2003. Global inoved to dismiss the North Caroliiia Global Casc for lack of persoiial jtuisdiction over 
Global In tlie alternative. Global requested that the court decline to exercise its discretion to hear the Progress 
Affiliates' declaiatow judgment action On August 7, 2003. the Wake County Supciior Court denied Global's 
iiiotion to dismiss. but stayed the North Caroliiia Global Case. pending the outcoine oP tile Florida Global Casc The 
Progrcss Affiliates appealed the superioi court's order staying the case By order dated Scpteiiiber 7, 2004. the Noith 
Carolina Court of Appeals dismissed the Progrcss Affiliates' appeal Based iipoii the resolution of the Florida Global 
Case. we anticipate disiiussal of the North Carolina Global Case 

In Deceiiibcr 2006. we ieaclied agreeiiient witli Global to settle an  additional claiin in the Floiida Global Case 
related to amounts due to Global that were placed in escrow pursuant to a clefiiied tax event Upon tlie successful 
resolubon of Uie IRS audit of the Eartlico syiitlictic fiiels facihhes in 2006, and pursuant to a settlcnient agreement. 

__ 

On Apnl 29. 2009. the EPA issued a nobce of violaboii aid opportuiuty to show cause with respect to a 16.000- 
gallon oil spill at oiie of PEC's substahons 111 2007 The nobce of violation did not include spcclfied sanctions 
sought Subscqueiitlv, the EPA iiobfied PEC that the ageiicii is seeking inonet,uy sanctions that are de I I I I I U I R L I S  to 
our and PEC's results of operahoiis or financial condihon Discussions between PEC and the EPA a r t  oiigomg We 
cannot predict tlie outcome oP tlus inatter 

On February S, 2010. a lawsuit was filed against PEF i n  state circuit court in Suniter Couiity, Fla . allegiiig that the 
Flonda nuclear cost-rccovei>r statute (Secboii 366 93, Floiida Statutes) violates thc Flonda Consfitution and seel<ing 
a refund of all iiioiues collected by PEF pursuant to that statute with mtciest The coniplaint also requests that the 
coui~  grant class action status to the plaiiitiffs PEF bclieves the lawsuit is nithout iiierit and will defend agaiiist it 
We caiuiot predict tlie outcoiiie of tlus inatter 

OTHER LlTlG.4 TION A L-l TTERS 

We and our subsidiaries are involved in various litigation iiiattets in the ordinary course of business, sonic of wluch 
iiivolve substantial amounts. Where appropriate. we h a w  iiiade accnials aiid disclosures to provide for such matters 
In the opinion of iiianagemeiit. tlie final disposition of peiicling litigation woulrl not have a material aclverse effect oii 
our consolidated results of operations or financial position 
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23. CONDENSED CONSOLIDATlNG STATEMEN1I'S 

Prcscntcd beloti are tlie Condcnscd C'onsolidating Statements ol Inconic. Balancc Sheets and Cash Flows as 
reqniied bv Rule 3-10 of Regulation S-X In September 2005. we issued our guarantee of certain paymcnts of two 
11 liollv owned indirect subsidiaIies. FPC Capital I (the Tiust) and Floiidii Progress Funding Corpoiation (Funding 
Corp ) Our guarantees are i n  addihon to the previously issued guarantees of our \\diolly owned subsidiary, Flonda 
Progress 

The Inist. a finance subsidiaiy. was establishecl i n  1999 for the sole pui-pose of Issuing $300 inillion of 7 10Yo 
Cuniulatn e Quarterly Iiicoiiic Preferred Secunbes due 2039. Senes A (Preferred Secunties) a i d  using the proceeds 
thereof to purchase froin Fund~ng Corp $ 300 nullion of 7 10% Junior Subordinated Delerrable Interest Notes due 
2039 (Subordinated Notes) Tlie Trust lias no otlier opeiafions and its sole assets aic llic Subordinated Notes and 
Notes Guarantcc (as discussed below) Funding Corp IS a ~vlioll~r owned subsidiary of Florida Piogress and was 
foinied for the sole pm-pose of providing lmancnig to Florida Progress and 11s subsidiaries Funding Corp docs not 
engage i n  business ;ictivitics other than sucli financing and lias no indepenclent operauons Since 1999, Flonda 
Progress has fullv anti unconditionallv gttarantced the obligations of Funding Corp under the Subordinated Notes 

nullion Prefciied Securities iequired to be made by tlie Trust, but o i i l~~  to the extent that the Tiwit has funds 
available for such distributions (the Preferred Secunties Guarantee) The Picfemd Secunties Guarantee, considered 
together wit11 tlie Notes Guaiantee. consbtutes a full and unconditional guarantee by Floiida Progress of tlie Trust's 
obligahons tinder the Prcrencd Secuiities The Preferled Secunhes and Picfeired Sccuiitics Guarantee are listed on 
the New Yoik Stoclc E\change 

The Suborchnated Notes may be redeemed a t  the option of Fund~ng Corp at par value plus acciued inkiest tllrougli 
tlie redemphon date The proceeds of any redenipuon of the Suboidinatcd Notes will be tiscd by the Tnist to redeein 
propoihonal mounts of h e  Prererred Secunties and conunon seciiritics 111 accoidance with their terns I Jpon 
Iiquiclation or dissolution of Funclmg Corp . holders of the Preferred Secunties would be entitled to (lie liquidation 
prefeience of $25 per share plus all accrued and unpaid dividends thereon to the date of payment Tlie amiual 
intcicst e\pensc IS $21 nullion and IS reflected i n  the Consolidated Statements of Inconic 

- 

We have guarantcccl the payment of dl distributions related to the Trust's Preferred Securities At December 31. 
2009. the Tnist had outstanding 12 million shares of the Preferred Secuiities with a liquidation value of $300 
inillion. Our guarantees are joint and seveml, full and unconditional and are in addi Lion to llie ,joint and several, Pull 
and unconditional guarantees previously issued to the Trust and Funding Corp. by Florida Progress. Our subsidiaries 
Iiave provisions restricting tlic payment of dividends to the Parent in certain linlited circumstances and. as disclosed 
in  Note 11R. there \vcre no restrictions on PEC's or PEF's retained earnings 

The Tnist is a variable-interest entity of wlucli we are not the primary beneficiary. Separate financial statements and 
other disclosures concerning the Tnist have not been presented because nie believe that such infonnation is not 
inaterial to investors 

I n  these condensed consolidating statements. the Parent colmiin incliides the financial results of the parent holding 
company only Tlie Subsidiary Guarantor coluiiin includes Uie consolidated financial results of Florida Progress 
only. wliicli is primarily comp~ised of its wholly owned subsidiaiy PEF Tlie Non-guarantor Subsidiaiies coluinn 
includes the consolidated financial results of all non-guaiantor subsidiaries. which is priinarily comprised of our 
wholly owned snbsidiary PEC Tlie Other coluinn includes elimination entries for all interconipany transactions and 
other consolidation ac!jjlistnients Fimncial statemiits for PEC and PEF are separately presented elsewliere in tlus 
Form 10-I<. All applicable corporate expenses have been allocated appropriately among the guarantor and non- 
guarantor subsidiaries The financial infomiation may not necessarily be indicatiw of results of opentions or 
financial position k id  tlie Subsidiarp Guarantor or other non-gtiarantor subsidiaries operated as independent entities. 
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Condensed Consolidating Statement of Iiicoiiie 
Year Ended December i 1. 2009 

Non- Progress 

(in millions) Patwit Guarantor Subsidiilries Other hc. 
Subsidiai? Guarantor Energy, 

Operating revenues 
Ope1 ating revenues $- $5.259 $4,626 $- $9,885 
AKlllate revennes 

Opersting e\penses 

- - 23 5 (235) - 

Total operating rewnues - 5.259 4,861 (235) 9,885 

Fuel used in clcctnc generation - 2,072 1.680 - 3,752 
Purchased power - 682 2 29 - 91 1 

Depreciation. amortization and accretion - 502 484 - 986 
Taxes other tliaii on iiicoiiie - 547 216 (6 )  5 57 
Otliei - 13 - 13 

(8) 804 983 (7) 1,772 

Operation and iiiaintciiaiicc 8 839 1,269 (222) 1,894 

- 

Total operating eapenses 8 4,455 1.878 (228) 8,111 

I_ 

Operating (loss) income 
Other income (eapense) 

Interest iiicoiiie 10 5 9 (10) 14 
Allowance for equity funds used during 

constiuctioii - 91 33 - 124 
0th. net 18 6 (22) 4 6 

Total other income (e\pense), net 28- 102 20 ( 6 )  144 
Interest cliarges 

Interest cliarges 233 2 so 2 15 (10) 718 
Allowmx for borroncd funds used during 

(39) constnictioii - (27) (12) 
Total interest charges, net 233 253 20.3 (10) 679 

- 

(Loss) income from continuing operations before 
income tits and equitj in earnings of 
consoliclated subsidiaries (213) 653 800 ( 3 )  1,237 

Income tas (benefit) eapense (9;) 200 286 4 3 97 
Equity in earnings of consolidiWd subsidiaries 87 5 - - (87 5) __ 

Income (loss) from coiitinuiiig operations 755 453 5 14 (882) 840 
(7% Discontinued ope1oiItions, net of till 2 (43) (38) 

___ 

- 

Net income (loss) 757 410 476 (882) 76 1 
Net (income) loss ilttributilble to rioncontrolling 

Net income (loss) atti-ibulable to coiltrolling 
interests, Ilet of til\ - ( 3 )  2 (3 )  (4) 

in tcrests $757 $407 $478 $(S85) $757 
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Co ndenscd Consolidat ing Stateiiic nt of Incoiiie 
Year Endcd Decenilm 3 1. 2008 

Non- Progress 
Subsidiiuly Glt ilrilntor- Energy, 

(in millions) Parent Guarantor Subsidii1ries Other In c. 
Operating revenues 

Operating revenues $- $4.738 $4.429 9;- $9,167 
Affiliate re\wiucs - - 361 (361) - 

Totill operating revenues - 4.738 4.790 (361) 9,167 

Fuel used in electric genciation - 1.675 1,346 - 3,02 1 
Purchased power - 95 3 346 - 1,299 
Operatio 11 and ilia i nt ena nce 3 813 1.346 (342) 1320 
Depreciation. ainort~~ition and accretion - 3 06 5 3 3  - 839 
Taxes otlier than on iiicoiiie - 309 207 ( 8 )  508 

( 3 )  Other 
Totill operating expenses 3 4,057 3,774 (350) 7,484 

01) crating (loss) in  coin e ( 3 )  681 1.016 (11) 1,683 
Other income (expense) 

Interest income 11 9 16 (12) 24 
Allowance for equity funds usecl during 

Operittiilg e\l)enses 

- (4) 1 - 

constluctlon - 95 27 - 122 

Total otlier income (eapcnsc), net 11 86 39 (7) 129 
- Other. net - (18) (4) 5 (17) 

Interest chaiges 20 1 263 227 (12) 679 

(40) 

In Wrest chit rges 

Allowance Tor bolronjcd funds used during 
- coilst nictlon - (2s) (12) 

Total interest cliarges, net 20 1 235 215 (12) 639 
(Loss) income from continuing operiltions before 

income tax and equity in earnings of consolidated 
subsidiaiies (193) i 3 2  840 (6) 1,173 

Income tax (benefit) eipense ( 8 3  172 306 2 395 
Equity in earnings of consolidated subsidiaries 94 1 - - (941) - 

Discontinued operations, net of tits 
Income (loss) front continuing operations S33 3 60 534 (949) 778 

- 58 
Net income (loss) 830 42 1 534 (949) 836 
Net income ilttributilble to noneontrolling interests, 

Net income (loss) ilttt4)utilble to controlling 

61 - (3) - 

(6) - - (6) - net of taa 

interests $830 $ 4 l i  $534 $(949) $8 30 
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Condensed Consolidating Slaleiiient of Income 
Year Ended December .3 1, 2007 

Non- P ro greuu- 
Snbsidiaiy Guarantor Energy, 

(in nullions) Pitrent Guitri1ntor Subsidiilries Otliel- LnC. 

Oper:iting revenues 

Affiliate revenues 
Operating revenues $- $1.768 $4,38.5 $- $9,153 

- - 391 (391) - 

Tot ill ope rating revenu es - 4,768 4,776 (391) 9,153 
Operilting expenses 

Fuel used in electric gencratjon 
Pwcliased powi  
Operation and niaintenancc 

- 

10 

1.764 1.181 - 3,145 
882 302 - 1,184 
834 1,369 (371) 1,842 

Depreciation anior tirat ion and accretion - 369 536 - 905 
Taxes otliei than on income - 309 202 (10) 50 1 
Other - 20 98 (88) 30 

Totill operating expenses 10 4.178 3.888 (469) 7,607 
Operiiting (loss) income (10) 590 888 78 1,546 
Otlier inconic (expense) 

Interest income 27 8 24 (25) 34 

construction - 41 1 0 - 51 
Allowance for equity funds used during 

Other, net - (2) (9) 4 (7) 
Totill otlier income (espelise), net 27 47 25 (21) 78 

Interest charges 203 210 219 (27) 605 
Allowance for borrowed funds used during 

(17) 
Total interest cliarges, net 2 0 3 19s 214 (27) 588 

colisolidilted subsidiaries (186) 139 699 84 1,036 
Income tas  (benefit) espense (79) 117 297 (1) 3 34 

Interest ehilrges 

- (5) - (12) constniction 

(L,oss) income from continuing operations before 
income tna and equity in earnings of 

- - (596) - Equity in earnings of ~ ~ n ~ ~ l i t l i ~ t e t l  subsidiaries 596 
Income (loss) from continuing ol)erations 489 322 402 (511) 702 

C .  

Discontinlied ol)eribtiot>s, net of tils 15 13 (137) (97) (206) 
Net income (loss) 504 > 7 3  265 (608) 496 7 7  - 
Net loss i1ttributiIble to noncontrolling interests, 

Net income (loss) itttributilble to coiitrollirig 
8 net of tax 

interests $504 $343 $265 $(60S) $504 

- - 8 - 
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Condcnscd Consolidating Balance Sheet 
Dccenibcr 3 1. 2009 

Non- P rog1-ess 
SubsidiiuT Guarantor Energy, 

(in iiullions) Parent Guarantor Subsitliaiies Other Inc. 
ASSETS 

$9.733 $9,886 $114 $19,733 

Cash aiid cash equivalents 606 72 47 - 72 5 

". s- 
I 

Utility plant, net 
Current assets 

Notes receivable fiom afrdiated coinpallies i 0 46 303 (379) - 
Regulatory asscts - 54 88 - 142 
Derivative collateral posted - 139 7 - 146 
Income taxes receivable 5 97 5 0 (7) 145 
Prepayments and other current asscts 14 1.158 1.377 (176) 2.373 

Totill current 65 5 1.566 (562) J,33 1 

Iiivestmeiit i n  consolidalcd siibsidiaries 1 3.348 - - (13.348) - 

- 1.872 .- 
__-- 

Regulatory assets - 1.307 873 (1) 2.179 
Goodwill - - 3.655 3,655 
Nuclear deconm7issioning tr~ist funds - 496 87 1 - 1,367 
Other assets and deferred debits 166 202 92 3 (520) 771 

Total del'erred debits i tnd other assets 13.514 2.005 2.667 (10.214) 7.972 
Totill assets $14,169 $13.304 $14.425 $( 10.662) $31,236 

CAPITALIZATION AND LIABILITIES 
Eqnity 

Coininoii stock equity $9.449 $4. 590 $5.085 $(9.675) $9,449 

Total eciuitv 9,449 4. 

- 309 115 ( 1  52) 272 Long-temi debt. affiliaw 
Long-tenn debt. net 4.193 3.883 3.70 3 - 11.779 

Total capitalization 13.642 8.819 8.965 (9,827) 21,599 - 
Current liabilities 

Curreiit portion ol long-terin debt 100 3 0 0  6 - 406 
Short-term debt 140 - - - 140 
Notes payable to affiliated coiiipamcs - 376 (379) 
Denvahve 1 iabil ities - 161 29 - 190 
Other ciirreiit liabilities 26 1 94 1 902 (182) 1322 

Totill current liabilities 50 1 1.778 940 (561) 2,658 

Noncurrent incoine tax liabilities - 320 1.258 (382) 1.196 
Remlatonr liabilities - 1.103 1.293 114 2,5 10 

> - 

Deferred credits and other liabilities 

Y 

Otlier liabilities and deferred credits 26 1.284 1.969 (6) 3.273 
Total deferred credits and other liabilities 26 2.707 4.520 (274) 6,979 
Tot ill capitalization an tl liabilities $14.169 $ 1  3.304 $14.425 $(10.662) $31.216 

- 
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Condensed Consolidating Balance Sheet 
Deceiiibei 3 1. 2008 

Non- Progress 
Subs itli $113 Gu a t or Energy, 

(Il l  lllllllons) Parent Guilral1tor Subsidiaries Other Inc. 
ASSETS 
Utility pliW, net $- $8.790 $9,385 $118 $18,293 
Current assets 

Cash and cash equivalents 88 7 i  19 - 180 

Regulatory assets - 326 207 - 533 
34 44 131 (209) - Notes receivable froiii affiliated companies 

Denvatwe collateial posted - 335 18 - 3 53 
Income lases ieceivable 34 56 104 - 194 
Prepayments and otlicr cunent asscts 14 1 .O82 1.336 (172) 2.260 

1.815 (381) 3,520 - Tot ill cu rrent assets 170 1.916 

11.924 - (11.924) - Iwestiiieiit in consolidated subsidiai ies 
Regulatory assets - 1.324 1.247 - 2,567 
Goodwill - - - 3.655 i.655 
Nuclear decolimiissiomng trust funds - 417 672 - 1 089 

2.868 (8.824) 8.060 Totid d e f e r ~ ~ d  debits and other itssets 12,079 1.937 
Totill itssets $12,249 $12.643 $14.068 X(9.087) $29.873 

- 

Othcr assets and defemd debits 155 196 953 (555) 749 
__.. 

- -- 

CAPITAL,IZ,ATION AND LIABILITIES 
Equity 

Coiil~iioii stock equity $8.687 $7,519 $4.729 X(8.248) $8.687 
Noiicontrolhng interests - 3 4 (1) 6 

Totill equity 8.687 3.522 4.733 (8.249) 8.693 
Preferred stock of subsidlanes - 34 59 - 93 
Long-tenn debt, afflllale - i o 9  115 (152) 272 

Total capitalization 11,383 8.047 8.416 (81401) 19.445 

Short-lenn dcbl 569 37 1 110 - 1 .050 
- 206 3 (209) - Notes payable to affiliated conip<mes 

Derrvaave liabilities 31 3 80 84 (2) 49 3 
Other current liabilities 220 964 930 (171) 1.943 

Long-tenn debt. net 2.696 4.182 3.509 - 10.387 - 

Current liabilities 

Total current liabilities 820 1.921 1.127 (382) 3.486 
Deferred credits arid other liiibilities 

Noncurrent incoiiie tax liabilities 1 118 1.111 (412) 818 
Remilatorv liabilities - 1.076 987 118 2.181 " 
Other liabilities and deferrcd credits -1.5 1.481 2.427 (10) 3.943 

Total deferred credits and other liabilities 46 2.675 4.525 (304) 6,942 
Totill ciipiti1lizi1tion and liabilities $12.249 $12.643 $14.068 S(9.087) $29.873 
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Condeiiscd Consolidahng Statcmcnt of Cash Flows 
Year Endcd December 3 1, 2009 

NOIF Progress 
Su 1)s itli si2 Gu w i n  to I- Eneigg, 

(in nullions) Piuent GuiIrantor Subsitlii1iies Other I n C .  
Net cash provided (used) by operating activities $108 $1,079 $1.282 $(19S) $2.271 
Investing ilctivities 
Gross property additions - (1.449) (858)  I2  (2.295) 
Nuclear fuel additions - (78) (122) - (200) 
Procecds from sales of discontinucd operations 

Procceds from sales of assets to afiliated 

Purcliases of available-Por-sale securities and other 

Proceeds fmii  available-for-sale securities and 

1 - 1 and other assets. nct of cash divested - - 

companies - - 11 (11 )  - 

hivestments - (1.548) (802) - (2.350) 

other investments - 1.5% 756 - 2,3 14 
(172) 170 - Changes in advances to aKiliated coinpanics 4 (2) 

Contributions to consolidatcd subsidiaries (6SS) - - 688 
- (12) Return of iwestment in consolidated subsidiarics 12 - 

(2) Other investing activihes - - 

Net cash (used) provided by investing activities (672) (1,519) (1.1~8) 847 (2.532) 
Financing activities 
Issuance of conuiion stock 62 3 - - - 623 
Dividends paid on coiiiinoii stock (693) - - - (693) 
Dividelids paid to parent - (200) 201 - ( 1 )  

- 
- 

- (2) 

Divideiids paid to parent i n  excess or rctained 

Payments of short-tcnn debt with onginal 
- (29) 

Net decrease in short-term debt (500) (371) ( 1  10) - (981) 
Proceeds fmm issuancc of long-tenn debt, net 1.58 3 - 595 - 2.27% 
Retireiiient of long-term debt - - (400) - (400) 

[ 3) (6) Cash distribuhons to  ionc controlling hitcrests 
Changes in advances from affiliated companies - 170 - ( 1 7 0 )  - 
Contribuhons frow parent - 6% 49 (702) - 
Other fiiancing activities (2) ( 9) 12 1.3 14 

- earnings - - (12) 12 

maturities greater tlian 90 days - - (29) 

- (3) - 

Net c;ish provided (used) by financing activities 1,082 439 (66) (539) 806 
Net increase (dwreilse) in cash ant1 ci1sh 

equivalents 518 (1) 28 - 5.l5 

Cas11 iind cas11 eouiirihlts at end of Y C W  $606 $72 $47 $- $72.;- 
Cash and cash equivalents at beginning of year 88 73 19 - 1 80 
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Condensed Consolidating Statement of Cash Flows 
Year Ended December 3 1. 2008 

Non- Progress 
Subsidiary Guarantor Ene t-gy, 

Net cash (used) provided by operating activities S(90) $22 1 $1.114 ($27) $1,218 
Investing activities 
Gross property additions - (1.553) (794) 14 (2.333) 
Nuclear fuel additions - (-1 3) (179) - (222) 
Proceeds fro111 sales of discontinued opeiations 

Proceeds from sales of assets to affiliated 

Purchases of available-ror-sale securihes and otlier 

Proceeds from available-for-sale securities and 

(in nullions) PillVnt Guixrantor Subsitliitlies Other In c. 

and other assets. net of cash divested - 59 1 3  - 72 

- 12 - (12) c0111panies - 

investments (7)  (783) (800) - (1.590) 

other investments - 788 746 - 1,534 
Changes in advances to affiliated companies 123 105 8 (236) - 

- - 101 - Contributions to consolidated subsidiaries (101) 
Return of investment in  consolidated subsidiaries 20 10 - (30) - 

(2) 0 th  investing activitJes - 

-~ 

- - (2) 
Net cash provided (used) by investing activities 35 (1.407) (1.006) (163) (2.i41) 
Financing activities 

.- 

Issuance of coiiinion stock 
Dividends paid 011 coniinon stock 
Dividends paid to parent 
Dividends paid to parciit in excess of retained 

Pay ineiits of short-temi debt with original 

Proceeds froiii issuance of short-tenn debt with 

Net increase in short-terin debt 
Proceeds fon l  issuance of long-tenn debt. net 
Retirement of long-term debt 
Cash distributions to nonconlrolling interests 
Changes in advances from affiliated coinpaiues 
Contributions froiii parent 

eanuiigs 

maturities greater than 90 days 

original maturities greater tliaii 90 days 

- 
- 

(3.3) 

- 

- 

- 

17 1 
1.475 
(577) 

(85 )  
(21) 

85 

2 0 - 

- 29 
- 1,096 
- 1.797 

(877) 
10 (85 )  

236 - 
(114) - 

5 (26) 

- 

1 (32) \ ,  

Otlier financing activities - 

Net c i ~ h  (used) provided by finilncing activities (42) 1,216 (116) 190 1.248 

equi\rillents (97) 30 (8) - (75) 

Cash and cash e(~uivi1lents at end of year- $88 $73 $19 $- $180 

Net (decrease) increase in cash ant1 cash 

Cash and cash equivalents at beginning of ycitr 185 43 27 - 255 
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Condensed Consolidating Statement of Cash Flows 
Year Ended December 3 1. 2007 

Non- Progress 

(in ~iullioiis) Parent Guarantor Subsidiitties Other In e. 
Subsidiary Guarantor Energy, 

Net cash provided (used) by olieratirig activities $76 $489 $835 $(IJS) '$1,252 
Investing activities 
Gross property additions - ( 1.2 1 8) (757) 2 (1.973) 

(228) Nuclear fuel additions - (11) ( 1  84) 
Proceeds from sales of discontinued operations 

Purchases ol  availablc-lor-sale securities and other 

Proceeds froin available-fbi -sale securities and 

- 

and other assets, net of cash divested - 51 62 i ( 1 )  675 

investments - (640) (773) - (1.413) 

other investments 21 640 79 1 - 1,452 
(99) (1 12) (7% 290 - Changes in advances to aXiliated coinpallies 

Return of iweshnent in consolidated subsidiaries 340 - - (310) - 
- 

Other investing activities ($1) 32 (7) 36 30 
Net ciisli provided (used) by investing activities 23 1 (1,291) (3S4) (13) (1.157) _-- 
Financing ilctivities 
Issuxice of common stock 15 1 - - - 151 

(627) Dividends paid on coiiiinoii stock (627) - - - 
Dividends paid to pami1 - (10) (AS?) 493 - 

Pioceeds froiii issuance of short-term debt with 

Net illcrease in shoit-terin deb1 
- 176 
- 2 i  

- - original maturities greater than 90 days 176 
25 - - 

Proceeds froin issuance of long-term debt. net - 739 - - 739 
Retiieinent of long-term debt - (121) (200) - ($24) 

(10) Cash distnbutmns to noncontrolling interests - - - (10) 
Changes i n  advances from a f l ~ l m d  coinpanies - 151 129 (280) - 
Contribuaons rroiii parent - 10 44 (54) - 

Other fuiancing activities - 49 14 2 65 
Net cash (used) provided by financing activities (275) so 5 (496) 161 195 
Net increase (dWreiISC) in cash ar~tl cas11 

(10) - eouivalcnts 32 3 (45) 
Cash and cash equivalents at beginning 0 1  year 153 40 72 - 265 -- - 
Cash and Cash e(juivitlents ilt end of  yeill. $185 $4 3 $27 $- $255 
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24. OUARlEKLY FINANCIAL DATA (UNAUDITED1 

Sunuiiarized quailerly financial data was as follows 

Progrms Energy 
(in millions except pel shale data) First Second Tlurd Fourlh 
2009 
Operating revenues S2,442 $2,312 s z g 2 4  $2,307 
Operilting income 393 379 676 3 24 
IIICONC from continuing operirtions 183 175 350 132 
Net income 183 174 248 156 

Common stock (lata 

-- 

Net income attributable to controlling interests 182 174 247 154 

Basic and diluted earnings per coniinon shilre 
Income from continuing operiltions attributable - - -  to controlling interests, net ot tiLX U.00 V.02 1.24 V.+O 

Net income attributable to controlling interests 0.66 0.62 0.88 0.55 

M i ~ l t e t  price per shilre - Iligli 40.85 38.20 40.05 42.20 
Dividends declaretl per conimon share 0.620 0.620 0.620 0.620 

- LOlV 31.35 33.50 35.97 36.67 
2008‘”’ 
Operating revenues $2.066 $2.244 $2.696 $2,161 

1 nco me rro 111 coiit iiiu ing operations 153 200 309 116 
Net income 211 20 5 3 10 107 
Net income attributable to controlling interests 209 205 309 107 
Coiiuiion stock data 

-.- 

Operating incoiiie 365 406 591 321 

Basic and diluted earnings per conmon share 
Income from continuing operations attributable to 

controlling interests, net of tax 0 57 0 76 118  0 44 
Net income attributable to controlling interests 0 80 0 78 118  0 41 

Dividends declared per coiiiiiion sharc 0 6 l i  0 615 0 615 0 620 
Market price pcr share -High -1-9 16 43.58 45 52 4.5 60 

-Low 40 54 41 00 40 11 32 60 

(”) Balances have been restated for the adoption of new accounhng guidance, wlucli inodlfied Ihe financial 
statenlent presentation of subsidianes that are less than wholly owned (See Note 2) 

In thc opinion of management, all acIjustnients necessav to fairly present amounts shown for interiiii periods have 
been made. Results of operations for an interim period m y  not give a true indication of results for the pear. 
Typically, weather conditions in our service territories directly influence the deinand Ior electricity aid afrect the 
price of energv conunodities necessary to provide electricity to our customers As a result. oui oveiall operating 
resulls nmy fluctuate substantially on a seasonal basis. During the fourth quarter of 2009. we recorded a cumdative 
prior period ad-justment related to certain employee life insumice benefits. Tlie impact or tlus acljushiient decreased 
total other income. net, by $16 million and decreased net income attributable to controlling interests by $10 million. 
Tlie prior period adjushiient is not inalerial lo previously issued or current period financial statements. 
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Suiiuiiarired quarterly linancial data was as follo\vs 

-.-- 
(in millions) First Second Third Fouilh 
2009 
Opel-ilting re\’entles $1,178 $1,076 $1,307 $1,066 
Operating income 249 182 367 168 
Net income 128 94 208 84 
Net income :lttributiIble to controlling intei-ests 128 95 208 85 
2 0 0 P  

- 
Operating revenues 
Operating income 
Net income 
Net income attributable to controllinr! interests 

$1.06S $1,048 $1.266 $1.047 
240 20 5 353 198 
123 101 20 1 106 
123 104 201 I06 

___- _ I - - ~  

( ” )  Balances have been restated for the adoptioii of ncw accountmg guidance, \vliicIi inodrfied the financial 
statement presentation of subsid~ancs that are less tlmn wlioll~~ owned (See Note 2) 

111 tlie opinion of management, all adjustments necessaiy to fairly present amounts shown for interim periods have 
been made. Results of operations for an interim period niay not give a true indication of results for the year. 
Typically. \\ieather conditions in PEC’s service tenitorics directly influence the deiiiand for electricity and affect the 
price of energy coinnioditjes necessary to provide electricity to its custonies As a result, its overall operating 
results may fluctuate substantially on a seasonal basis During the fourth quarter of 2009, PEC recorded a 
cumdative prior period adjustment related to certain employee life insurance benefits. The impact of this adjustment 
decreased total other income, net, by $16 million and decreased net income aitributable to controlling interests by 
5 10 inillion The prior period ad,justnient is not material to previously issued or current period financial statements 

PEF 

Suiiunarized quaiterly finaicial data was as follows 

(In nullions) First Second Tlurd Fourth 
2009 
Operitting revenues $1,262 $1,234 $1,516 $1,239 
Operating iriconie 140 195 314 153 
Net income 89 119 177 77 
200s 
Operating revenues $996 $1,194 $1.428 $1.1 1 3  

50 Net incoiiie 67 125 143 

- - 

Operating mcoine 122 198 236 124 
- 

In the opinion of nianagenieiit, all adjustnients necessaiy to fairly present amounts shown for interim periods have 
been made Results of operations for an interim period inav not give a trve indication of results for the year 
Typically. weather conditions in PEF’s service territories directly influence the demand for electricity and affect the 
price of energy commodities necessaq to provide electricity to its customers. As a result. its o\wall operating 
results inay fluctuate substantially on a seasonal basis. 
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ITEM 9, CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

None 

ITEM ‘3A, CONTROLS AND PROCEDURES 

PROGRESS ENERGY 

DISCLOSURE CONTROLS AND PROCEDURES 

Pursuant to the Securities Eschange Act of 1934. we cairied out an e\aluation. wilh tlie p~Wcipation of 
~nanagcnient. ~ncluding our Chairnian, President and Chef Escciuve Officer and Chief Financial Officer, of the 
effectiveness of our disclosure conlrols and procedures (as defined uiider the Securities Escliange Act of 1934) as of 
the end of the period covcrcd by this ieport Based up011 that evaluation. OUI Cluef Executive Officer and Cluef 
Financial Officer concluded that our disclosure controls and procedures x-e effcctivc to ensure that iilforniation ne 
are required to disclose in the reports ihat we file or siibnut under the Escliange Act, is recorded, processed. 
summarized and reported. witluii the tiine periods spccilied in tlle SEC’s rules and foims. and that such iiirorniatioii 
I S  accuniulatcd and coiiiinunicated to management. ~ncluding OUI Chief Executive Officer and Clue[ Fiiiaiicial 
Oflicer. as appropriate. to allow t~rnely decisions regarding required disclosure. 

____-__ __- 

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

It is the responsibility of Progress Eneigy’s nianagenicnt to establish and inaintain adequatc internal control over 
financial rcpoiting, as sucli tenn is defined in Rules 13:i-l5(f) and 1Sd-l5(r) of the Securities Escliange Act of 1934, 
as anicnded Progress Energy’s internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and tlie preparation of financial statemiits for external 
purposes in accordance with accounting principles geiierally accepted in tlie rJiuted Slates of America internal 
control over financial reporting includes policies and procedures that ( 1 )  pertain to tlie inaintenance of records that, 
i n  reasonable detail, accuntely and fairly reflect the tJaisactions and dispositions of tlie assets of Progress Energy, 
(2) provide reasonable assurance that t~ansactions arc recorded as necessary to perniit preparation of financial 
statements in accordance with accoiuiting principles generally accepted in the IJiiited States of America: (3) provide 
reasonable assurance that receipts and expenditures of Progress Energy are being made only in accordance with 
autliorizations of manage~nent and directors of Progress Energy. and (4) provide reasonable assurance regarding 
prevention or timely detection of unauthorized acquisition. use or disposition of Progress Energv’s assets that could 
have a inaterial effect on the financial stateineiits 

Because of its iizhercnt Iinutations, iiitenial control over financial reporting may not prevent or detect nusslate~iients 
Also. projcct~ons oP any evaluaUon of effectiveness to fiilirre pcnods arc subject to the risk that conlrols may become 
inadcquate because of changes in concl~tions, or that the degree of coiiipliancc n;itIi llie policies or procedures may 
detcnoi ate 

Management asscssed the effcctweness of Progress Energ~r’s internal control ovcr financial repoiling at December 
3 1 2009 Managcinent based this assessineiit 011 CI itcria foi effective internal control over financial reporting 
described 111 “hitemal Control - Integrated Framework” issued by the Coiilnuttee of Sponsonng Orgaiu~at~ons of the 
Treatlway Coni~iussion Management’s assessnient incltidcd a11 evaluation of the cicsign of Progress Energy’s 
inteinal control over financial ieporting and test~ng of ihe operat~onal elfectiveness of its internal control over 
finaiic~al report~ng Management reviewed the i-esults of its assessment with the Audit and Corporate Pe~fonmnce 
Coniiiiitlee (Audit Commitlee) of the board of directors 

Based on 0111 assessment, niaimgeme~it deternviied that. at December 3 1. 2009. Progrcss Encrgy marrttained 
cfIccti\ c intcn~il control over financial Iepoitmg 

Dcloitte 8r Touche L.LP, an independent registered public accounting finii. has audited the internal control over 
financial rcporting of Progress Energy as of December 3 1. 200‘3. as stated in their report. which is incliided below 
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CHANGES IN INTERNAL, CONTROL, OVER FINANCIAL REPORTING 

Thcrc lias been no change in Progrcss Energy’s internal control over financial reporting cluing the quarter ended 
Deceiiiber 3 1, 2009, that lias iiiaterially affected, or is reasonably likely to materially affect. its internal control over 
fiiaiicial reporting. 

REPORT OF INDEPENDENT REGISTERED PIJBLIC ACCOIJNTING FIRM 

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INC. 

We havc audited the interiial control o w  financial iepomng of Progress Energy, Inc (the Cornpaw). as of 
Dccciiibcr 3 1. 2009. based on the cntcria established in I/7fer7?fl/ Confr o/--Ii?/egmiec/ Frnriiework issued by tlie 
Conuiiittee o f  Sponsoring Orgaruzitioiis of the Treadway Coiiiiiussion The Coiiipaiiy ’s nianagemcnt IS responsible 
for inaintaining cffcctivc intcinal coiitiol o w  financial reporhng and for its assessiiient of thc effcctivciiess ol 

Over F//?f l fwfl /  Xeporfrr7g Our responsibility is to express an opinion on the Company’s internal control over 
financial reporting based on oui audit 

We conciuctcd om audit i n  accordaiice with the standaids of tlie Public Coiiipaiv Accouiitiiig Oversight Board 
(IJnited Stales) Those standarcls ieqtiire that we plan and peifoiiii llic audit to obtain reasonable assurance about 
whether effective intcrnal control over fiimicial reporting was iiiaintaineci m all material respects Our audit 
included obtming an undcrstaiidlng of internal control over financial reporhng, assessing the risk that a inaterial 
weakness eusts testing and el aluating tlie design and operating effecbveiiess of iiitenial control based on the 
asscsscd risk. and perfonlung such other procediires as we considered iiecessaiy ui the c~rcumstanccs We believe 
that our audit piovides a ieasonablc basis for our opuuon 

A coinpaiq ’s iiiteriial control over financial rcporhng is a process designed bv. or under Uie supcivisioii of, the 
company’s principal cuxubve and pi incipal finatlcial officers, or persons perforiiung siiiiilar finctions, and effected 
by the company *s boaid of directors. management and otlicr pcrsoiuiel to provide reasonable assiiiaiice iegardlng 
thc ieliability of fiiiancial reporbng aid the prcparabon of finaiicial statements for external puiposes i i i  accordance 
11 itli generall~ accepted accounting principles A company’s internal control over financial reporting includes those 
policics and procedures that (1) perlain to tlie maintenance of records that. in reasonable detail. accurately and fairly 
ieflcct the transactions aiid dispositions of the assels of the conipaiiy, (2) provide reasonable assurance that 
tixnsactlons aic rccordccl as ncccssary to permit piepmbon of financial stateincnts in accoidaiice witli generally 
acccptcd accounting piinciples. and tliat receipts and expenditures of the company are being iiiade oilly in 
accordance wit11 authorizahons of iiiaiiageiiieiil aid directors of tlic conipaiiy. and (3) provide reasonable assurance 
icgaiding pre\ ciition or tiiiiely detection of uiiautlionzed acquisition. use. or disposition of the company ‘s assets that 
conld have a matenal effect on the financial statements 

1 

Because of thc inherent liniitatioiis of internal control over financial reporting, including tlie possibility of collusioii 
or improper inanagemiit override of controls, material iiiisstatenients due to error or fraud iiiay not be prevented or 
dctcctcd on a timcly basis. Also. projections of any evaluation of the cffectiveiiess o f  the iiitenial control over 
financial reporting 10 future pciiods are sub,jcct to the risk that the controls may become inadequate because of 
cliangcs in conditions. or Ulat the degree of compliance with the policies or procediires iiiay deteriorate 

In  oui’ opinion. tlic Company maintained. in  all inaterial respects. effective internal control over financial reporting 
as of December i I .  2009. based on the criteria cstablislied in h/md C o / ? / , , ~ ~ l - ; I / ? ~ ~ ~ ~ ~ ~ ~ ~ l / ; m / ~ i e l ~ ~ ~ / % -  issued by the 
Coininittee of Sponsoring Orgaiuzations of the Treadway Conuiiission 
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We have also audited. in accordance with the standards of tlie Public Company Accounting Oversight Board (Uiuted 
States). tlie consolidated financial statements aid consolidated fiuancial statement schedule as of and for the year 
ended December 3 1. 2009. of the Compaiiy and our report dated February 26. 20 IO. espressed ai unqualified 
opinion on those consolidated fiiiancial stateincnts and consolidated financial statement schedule 

/s/ Deloitte & T O L I C ~ C  LLP 

Raleigh. Noilh Carolina 
February 26. 2010 

I1‘EM 9AU). CONTROLS AND PROCEDURES 

DISCLOSIJRE CONTROLS AND PROCEDURES 

Pursuaiit to tlie Securities Exchange Act of 1934, PEC carried out an evaluation. will1 the participation of its 
manag~111ent. Inclt1chng PEC’S Ciuer Executive orricer and Chef  Financial Ofr1ce.r. or the e f r ~ ~ t ~ v e n e s s  or PEC’S 

disclosure controls and piocedwcs (as defined under tlie Sccurihes Exchange Act of 1934) as or the end or the 
penod coveiccl by this report Based upon that evaluation, PEC’s Cluef Executive Officer and Cllief Fiiiancial 
Officer concliided that its disclosure controls and procedures are effective to ensure that information required to be 
disclosed by PEC in the reports that it files or subriiits under the Exchange Act, is recorded. processed, suinlnarized 
and repoited \vitIiiii tlic tune peiiods specified ui the SEC’s rules and fonns. and tllat such iilfonliahon is 
accuinulated ;~nd coniiiiuiljcated to PEC’s nianagemeiit. including the Chief Esccut i \~ Officer and Chief Financial 
Officer. as appiopriale. to allow tiiiiely decisions regarding required disclosure 

MANAGEMENT’S REPORT ON INTERNAL CONTROL, OVER FINANCIAL REPORTING 

I t  is the rcsponsibility ol  PEC’s management to establish and maintain adequate internal control over financial 
reporting. as such term is defined in  Rules 13a-l5(f) and 15d-15(1) of the Securities Exchange Act of 1934, as 
amended PE,C‘s internal coiitrol over fiiiaiicial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporfing aid the prepantion of financial statements for ez;ternal p~uposes in 
accordance with accounting principles generally accepted in  tlie Uiljted States of America. Internal control over 
financial reporting includes policies aid procedures that (1) pertain to tlie maintenance of records that, in reasonable 
detail. accurately and fairly reflect the transactions and dispositions of tlie assets of PEC: (2) provide reasonable 
assurance that transactions are recorded as necessary to pernut preparation of financial stateinents in accordance 
with accounting principles generally accepted in tlie Uiljted States of Anierica; (.3) provide reasonable a~surance tliat 
i-eccipts and expenditures of PEC are being made oilly in  accordance with authorizations oP iiianageiiient aiid 
directors of PEC: and (4) provide reasonable assurance regarding prevention or tiinely detection of unaufhorized 
acquisition. use or disposition of PEC’s assets that could have a material erfect on tlie rinaiicial stateinents 

Because of its iiilwent limitations. internal control over financial reporting may not prevent or detect nlisstatements. 
Also. projections of any e~~aluation of effectiveness to future peiiods arc sub,ject to the risk that controls may become 
inadequate because of changes in condi Lions. or tliaf the degree of compliance with llie policies or procedures may 
dele no rii t c 

Management assessed the effectiveness of PEC‘s internal control over financial repofling at December 3 1. 2009 
Management based this assessment on cnteria for effecti\ e internal control over financial repoibng described in 

* Intem,ii Control - Integrated Frainework“ issued by the Coinillit fee of Spnsonng OrgUUZiltio1iS of tlie Treadway 
Commission Managcment‘s assessment included an evaluation of the design ol PEC’s internal control over 
fmncial repoilmg aiid testing of the opeiaboiial effectlvencss of its internal control over fiiiancial reporting 
Manageincnt re\ ~ewed the results or lis assessment \v~t l l  the Audit Coninuttee o l  the boaid of directors 

Based on our assessnieiit. managerucnf detcrinined fliat. at December 3 1. 2009. PEC maintained effective infernal 
control 01 er financial reporting 
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This rumual repoil cloes not include an attestation report of PEC's independent registered public accounting finii 
regarding internal control over financial reporting. Management's report was not subject to attestation by PEC's 
independent registered public accounting firin puisu;int to the teiiipor;iry rules of the SEC tliat perinit PEC to 
provide only manageiiient 's icport in tlus aruiual report 

CEIANGES IN INTERNAL CONTROL, OVER FINANCIAL REPORTING 

There has been no change i n  PEC's intenial control over financial reporting dunng the quailer ended December 3 1. 
2009 that has matenally affected. 01 IS reasonably lilrely to matenally afrcct. its interiial control over financial 
reporting 

PEF 

DISCLOSURE CONTROLS AND PROCEDURES 

Pursuant to the Securities Exchange Act of 1934. PEF caiiied out an evaluation, with tlie participation of its 
inanagement. including PEF's Clrief Excutive Officer aiid Cliicf Finaicial Officer. of the effectiveness of PEF's 
disclosuic controls and procedures (as defined under the Scciiriues Exchange Act of 1934) as of tlie end of lhe 
period covered by this report Based upon that evaluation. PEF's Chief Eseciitive Orricer and Chief Financial 
Officer concluded that its disclosure controls and procediircs are effective to ensure that information required to be 
disclosed by PEF i n  the icports that it files or subiiiits under the Exliangc Act, IS recorded. piocessed, summarized 
and reported witliiii tlie time periods specified in the SEC's niles aiid foniis. and that such inforimtion is 
acctunulalcd and commuiucated to PEF's management, ~ncluding the Chief Executive Officer and Chief Financial 
Officer. as appropriate. to alloiv timely clecisions regarding required disclosure 

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL, RJWORTING 

It  is the responsibility or PEF's management i o  establish and maintain adequate iiitenial control over financial 
reporting. as such terin is defiiicd in Rules 13a-l5(f) and 1.5d-1.5(1) of the Securities Exchange Act of 1934, as 
amended. PE,F's internal control over finaiicial reporting is a process designed to provide reasonable assurance 
regarding tlie reliability of financial reporting iuid the preparation of financial stateinelits for extenid purposes in 
accordance with accounting priiiciples generally accepted in tlie United States of America Iiiteriial control over 
finaiicial reporting includes policies and procediires that (1) pertain to the maintenance of records that, in reasonable 
detail. accurately and fairly rencct tlie transactions and dispositions of tlie assets of PEF. (2) provide reasonable 
assurance that transactions are recorded as necessary to perillit preparation of financial stateiiients in accordance 
witli accounting principles generally accepted in the 1Jnited States of America: ( 3 )  provide reasonable assurance tliat 
i-eceipts and espenditures of PEF are being made only in accoidaiice with authorizations of inaiiagenient aid 
directors of PEF: aiid (4) provide reasonable assurance regarding prevention or timely detection of iinauthorized 
acquisition. use or disposition of PEF's assets that could have a niaterial effect on the financial statements. 

Because of its itdierent liiiiitalions. internal coiitiol over financial reporting may not prevent or detect nusstateiiients. 
Also. pro,jections of any eva1u;ition of effectiectivcness to future periods are subject lo the risk that con&ds may becoine 
inadequate because of changes in conditions. or that the degree of compliance with the policies or procedures may 
deteriorate 

Management assessed tlie elTectiveness of PEF's internal control over financial reporting at Deceiiiber 31. 2009. 
Managemelit based this assessment on criteria for effective iritenial control over financial reporting described in 
"lntenial Control - Integrated Fmmeworl<" issued by the Committee of Sponsoring Organizations of tlie Treadway 
Conuiussion Management's assessment included an evaluation of tlie design of PEF's interim1 control over 
fiimncid reporting and testing of the operational efrectiveiiess of its internal control over financial reporting 
Management reviewed tlie results of its assessmcnt with the Audit Coininittee of Ihc board of directors. 

Based on our assessment iiianageinent detennined that. at December 3 1. 2009. PEF iiiaintained effective internal 
control over fin;uicial repoi-ting. 

Tlus annual repoil does not include an  attestation report of PEF's independent registered public accounting firm 
regarding internal control over financial reporting Management's report was not subject to attestation by PEF's 
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independent registeied public accounting P~nn pursuant to the temporaw nilcs or the SEC that periiut PEF to prowcle 
only management’s report in this anniial report 

CHANGES IN INTERNAL CONTROL OVER FINANCIAL, REPORTING 

There has been no change in PEF’s internal control over financial reporting during the quarter elided December 3 1, 
2009 that has iiiaterially affccted. or is reasonably liltcly to Iiiatcriallv afrect. its internal control over financial 
reporting 

ITEM 9B. OTI-IER INFORMATION 

None 
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PART I I I 

ITEM 10 DIRECTORS. EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 

a) Infonnation iegardiiig Progress E,nergy’s directors is set forth in Progress Energy’s definitive piwy 
stateinelit for the 201 0 Annual Meeting of Shaieholders and incorporated by reference herein. Inforiiiation 
regarding PEC’s directors is set forth in PEC’s definitive p r o k ~  statenient for the 2010 Annual Meeting of 
Shareholders and incorporated by reference herein 

Inforination regarding both Progress Energy’s and PEC‘s csecntii:e officers is set forth in PART I and 
incorporated by reference herein 

b) 

c) We lave adopted a Code of Etlucs that applies to all of our employees. including ow Chief Executive 
Officer, Cluef Financial Officer. Chief Accounting Officer ancl Controller (01 persoiis peifoniiiiig siiiular 
functions) Our Board of Directors has adopted on1 Code of Etlucs as its own standard Board members. 
Progress Eneigy officers aiid Piogress Energv einplovecs cei tify their conipliancc .vvith the Code of Etlucs 

aiid is available in print to any shareholder upoii written request 

We intend to satisfy tlie disclosure requiieincnt inidci Itein 5 0 5  of Forin 8-I< relating IO anieiidineiits to or 
wavers rrom any provision of the Code of ELhics applicable to oui Cluel Executive Officer. Chef 
Financial Officer, Clnef Accounting Ofliccr aiid CoiiQoller by posting such rnformatlon on our Web site 
cited above 

IilforniaQon regarding the Audit and Corporate Perforniance Coininittee ol  Piogress Energy‘s Board of 
Directors is set forlh in Progress Eiicrgv‘s definitive p i o y  statement for Che 20 10 Annual Meeting of 
Shareliolclers and mcorporated by reference herein 

PEC does not liave a separate auclit coinnuttee Ii1Tomiation regaiduig the iesponsibilities of the Audit and 
Corporate Perforinance Comnuttce of Progress Energy‘s Board witli icspect to PEC is set forth i n  PEC’s 
defiiutive pioxy statement for the 20 10 Annual Meeting 01 Shareholders and incorporated by iehence  
lierein 

The Board of Directors has deternuiied that Carlos A Saladrigas and Theresa M Stone are the “Audlt 
Coininittee Financial Experts.” as that terni is defined in tlie rules pioninlgatcd by the SEC pursuant to the 
Sarbanes-Ovley Act of 2002, and ha\c designated Uiein as such Both Mr Saladrigas and Ms Stoiie are 
“independent.” as that term is defined in the gencial independence standaids of the New Yoilc Stock 
Evcliange listing standards 

Infonilahon regarding our compliance wit11 Sechoii 16(a) or tlie Sccunhes EvAiange Act of 1934 aid 
certaiii corporate goveriniicc iiiattcis IS set forth i n  Piogress Energv‘s and PEC’s defiiulive p l o y  
stateinents for the 2010 Aimual Meeting of SliaIeholders and incorporakd b\ reference I’iemn 

The following are available on our Web site cited above and i n  print at no cost 

Corporate Governance Coninlittee Cliarkr 

Corporate Governance Guidelines 

Audit and Corporate Pcrforinance Committee Charta 

Orgwization and Compensation Conunittee Charter 

The information called for by Item 10 is omitted for PEF pursuant to Instruction 1(2)(c) to Form 10-K 
(Omission of Information by Cet-tilin WIlollp Owned Subsidiaries). 
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ITEM 11. E,YECUTIVE COMPENSATION 

Iilforniabon regarding Piogrcss Enagy ‘s e\ecutive compensation ancl ccrtain matters related to the Oigaiiiation and 
Compensation Coininittee of Progiess Ei1ergy.s Board IS set forth i n  Progicss Energv-s derimtive p r o v  statement 
for the 2010 Annual Meebng oI Shareholders and Incoipoiatcd by iefercnce lierein Infonnabon regarding PEC’s 
e\ecutive compensation and PEC‘s decisioii to delegate authority to approve senior management coinpensation to 
the Orgaiuzation and Compensation Comniittee of Progress Energy‘s Board rather tliaii Iia\wig its own standiiig 
compcnsahon coininittee IS set forth in PEC’s defiiiitive pioy  statement for the 20 10 Aiuiud Meeting of 
Sliai-eholders aid incorpoiated by iefereiice lierein 

The information ciilletl for by Item 11 is omitted for PEF pursaant to Instruction 1(2)(c) to Form 10-I< 
(Oinission of Inforniation by Certain Wliolly Owned Subsidiaiies). 

I E M  12 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCIWOLDER MATTERS 

?I r n ~ o n  lee -arcline atlv Derson Progress Eiierm knows to be the beneficial owner of more tliaii five - 
(5%) percent of any class of its voting securitm is set forth in Its cicfiiuhve prow statement for the 2010 
Aiuiud Meeting of Sliarelioldeis and incoiporated lierein by reference 

Inforination regarding m y  peison PEC knows to be tlie beneficial owiei of inore than five pelcent of any 
class of its vobng secunbes IS set Iorth In its tiefinitive p r o y  stateinelit for the 2010 Annual Meetuig of 
Shaieliolders and mcoiporated heiein by refelelice 

Iilroniiation regarcling tlie secunty ownerslup of Progrcss Energy‘s and PEC‘s nianageinent I S  set foih,  
respectively, in Progress Encrgy ’s and PEC‘s defiiutive pro\y staleinents fot tlie 20 10 Annual Meeting of 
Sliarelioldeis and mcorporated by reference lierein 

b) 

c) Infonilation regarding the equity compensation plans of Progrcss Eiicrglr IS set forth under the heading 
“Equity Compensation Plan Information” in Progiess Ei1ergJT.s deriiiitive proxy statenlent for the 2010 
Annual Meelng of Shareholders and incoiporated by reference lierein 

The information ciilled for by Item 12 is omitted for PEF pursirant to Instruction I(2)(c) to Form 10-I< 
(Omission of Information by Certain Wholly Owned Subsitfisries). 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. AND DIRECTOR 
INDEPENDENCE 

Infomiation regarding ceiiain relationships a id  related transactions is set rorth. respectively. in Progrcss Energy’s 
aiid PEC‘s defiiuhve proxy statements for tlie 2010 Annual Meeting of Shareholders and incorporated by ieference 
lierein 

The information called for by Item 13 is omitted for PEF I)iirsiiant to Instniction 1(2)(c) to Form 10-K 
(Omission of Information by Certain Wholly Owned Subsidiaries). 

I E M  14. PRINCIPAL ACCOUNTING FEES AND SERVlCES 

The Audit Coiiimitlee lias actively monitored all services provided by its independent registered public accounting 
finii, Deloitte & Touche LLP, the inember finris or Deloitte & Touche Tohmatsu. ;ind their respective affiliates 
(collectively, Deloitte) and the relationslup between audit ;uid iionaudit seivices provided by Deloitte Progress 
Energy has adopted policies aid procedures for approving all audit and permissible nonaudit services rendered by 
Deloitte, and the fees billed for those services. These policies and procedures apply to Progress Energy and its 
subsidiaries The Progress Energy Controller is responsible to the Audit Conunittee Tor eilrorcement of tlus 
procedure, and for reporting iioncompliaice Pursuant lo the preapproval policy, the Aiidit Comiiutlee specifically 
preapproved the use of Deloitte for audit. audit-related. tas and nonaudit services 

The preapproval policy requires management to obtain specilk preapproval froin the Audit Committee for tlie use of 
Deloitte for any pennissible mnaudit services, which. generally. are limited to tas services. including tas 
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compliance. la\ planmiig, and tax advice senwcs such as rcturn rcvicii and consultation and assistance Otlicr types 
of pcrnussible nonaudit scn’iccs will not be coiis~derccl for approval cxcpt  111 hmited instances. \vli~cli could include 
circunistaiiccs i n  which proposed senwes providc significant econoiiiic or othcr bencfits to us I n  cfetcrnuning 
whether to approo’c Ihcse seitices. the Audit Coiiiiiiittee iv111 assess wliellici these services advcisely mipati the 
iiidependcnce of Deloittc Any pernussible iioilaudit services piovided duiiiig a fiscal ycai that (1) do not aggregate 
inore tlian five percent of the total fees paid to Deloitle for all seivices rciidered during that fiscal year and (ii) n w e  
not recogiured as iionaucht scniices at tlie time of tlie engagement iiiust be brought to tlic attention of the Contioller 
for prompt subnussion to tlie Audit Conunittee for approval These de 11711711171.5 iionaudit sciviccs must be approved 
by tlie Audit Coriunittee or Its designated representativc before tlie coinplelion of the senliccs Noria~idit services 
that are speclrmlly prolubited under Sarbanes-Oxley Act Section 404, SEC ntles. itlid Public Coinpany Accouiitnig 
Oveisiglit Board niles are specifically prolubited tmda tlic policy Prior to the approval of pcimissiblc tax scnwes 
by the Audit Committee. the policy requires Deloitte to (1) describe in \vrihng to tlie Audit Comiiuttee (a) tlie scope 
of the service. thc fee structure for the engageiiieiit aiid any side lctter or other amendment to tlie engagcnient lctter 
or any other agieeiiiciit between Progress Energy aiid Deloitte rclating to tlie seivicc and (b) any conipcnsatioii 
arraiigcincnt 01 other agreement, such as a referral agreement, a refenxl fee or fec-sharing arrangement. between 
Deloitte arid any persoii (other tlian Progress Energy) with respect to tlie promoting. niarltelmg or recoininending of 
a transaction covered by Uie seKEc. and (2) discuss witli tlie Audit Coinnuttee the potential effects of the services 
on tlie Independence or Deloittc 

Tlie policy also requires tlie Controller to update tlie Audit Coniiiuttee tllroughout tlic veal as to the scniices 
provided by Deloitte aiid Uie costs of those services The policy also requires Deloitte to ailnually conhm its 
independence in accordance w t l i  SEC and New York Stock Exchange standards The Audit Coininittee w l l  assess 
tlie adequacy of tlus pohcy and related procedure as it deens necessary ancl rcvise accordingly 

I~lforma~oii  regarhiig piincipal accoiiiitant fees aiid services is set foitli. respectively. i n  Progress Energy’s and 
PEC’s definitive proxy staterimits for tlie 20 10 Aimual Meeting of Shareholders ancl mcoiporated by rcfcrcnce 
lierein 

- ~ _ _ _ _ - _ _  

PEF 

Set foitli i n  the table bcloiv is certain iilfoirnation iclatuig to the aggrcgatc fces billed by Dcloittc Poi professional 
seniiccs rendered to PEF for tlie fiscal years ended December 3 1 

2009 200s 
Audit fees $1,763,000 $ 1.769.000 
Audit-related fees 54,000 5 1 .000 
T:~Y rces 4.000 4.000 - _. . - - - - 
Total $1432 1,000 $1 ,s24.000 

Audit fees include fees billed for services rendered iii coiuiectioii with (i) tlie audits of tlie annual financial 
statements of PEF. (ii) the revicws of tlie fiinncial stateiiients included i n  tlic Quarterly Reports on Form 10-Q of 
PEF, (iii) accounting consultations arising as part of the audits and (iv) audit services in connection with statutory, 
regulatory or other filings. including conifort letters and consents in coimection witli SEC filings and financing 
t ixiisactions. 

Audit-related fccs include fees billed for (i) special procedures and letter reports. (ii) benefit plan audits when fees 
are paid bv PEF rather tlian directly by the plan. and (iii) accounting consultations for prospcctivc transactions not 
arising directly from the audits 

Tax fees include fees billed for tax coiiipliaiice iiiatters and tax plailning aiid advisory serviccs 

Tlie Audit Coiiiiiiittce has concluded that tlie provision of tlie iionaudil services listed above as Ta\ fecs IS 

compahble iwtli maintaining Deloittc’s mdependence 

None of tlie scrviccs provided iwrc approved by the Aucht Coiiuiuttec pursuant to tlie ‘ de ~ii~ii~niis” iiawer 
provisions desctibed above 



PART IV 

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 

a) The following documents are filed as part of the report 

1 Financial Statements Filed. 

See Itein 8 -Financial Stateiiients and Suppleiiientary Data 

2 Financial Stateiiient Scliedules Filed: 

Consolidated Financial Statemiit Schedules for tlie Years Ended Dcccinber 3 1. 2009. 2008 and 
2007 

Schedde I1 - Valuation aiid Qualifying Accounts - Ptogress Energy. Iiic 246 

247 

248 

~ Scliedulc I1 - Valuation and Qualifying Accounts - Caiolina Power & Light 

Schedule I1 - Valuation and Qualifying Accounts - Florida Powei Corporation 
Coiiipaiiy d/b/a Progress Energy Carolinas, hic 

d/b/a Progiess Energy Florida, Iiic 

All other schedules have been omitted as not applicable or are not required because 
the inforination required to be shown is included in tlie Financial Stateiiients or the 
Combined Notes lo tlie Finaiicial Statemelits. 

3 Exhibits Filed 

See EXHIBIT INDEX 
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PROGRESS ENERGY, INC. 
Schetlule 11 - Vi1Iu;ltion and Qualifying Accounts 

For the Years Ended 
( in  nullions) 

Balaiice at Arlditio tis Balaiice at 
Begiiuing of Charged to Other End of 

Desciintioii Peiiod Esvenses Additions Deductions Period 

Valuation and qual~fyi~ig accounts dcductcd on the balance sheet from Uie relatcd assets 

DECEMBER 3 1.2008 
iJiicollectible accounts $29 $2-1 $- $(X) $18 
Fossil fuel plants dismaiillement 

resene 144 1 - - 145 
Nuclear refueling outage resenre 2 12 - 14 - 

DECEMBER 3 1,2007 
IJncollectible accounts $28 $26 $(I) S(2.I) $29 
Fossil fuel plants dtsinantlemenl 

resenre 145 1 - (2) 1-11 
Nuclear refueling outage resene 16 15 - (29) 2 

(a' Deductions from ptovisions represent losses or eypenses for which the respectrve provisions were created ln the 
case of Uic piovistoii for uncollectiblc accounts. such deductions are reduced by rccovenes of aniouiits previously 
wntteii off 

@' Relates to tlie iinpact of PEC's decision lo retire 1 1 coal-fired uiuts pnor to the ciid of their esliinated usefill lives 
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CAROLINA POWJCR & LIGHT COMPANY 

Schedule I1 - Vihittion and Quillifying AccouIlts 
For the Years Ended 

(in millions) 

tl/b/it PROGRESS ENERGY CAROLINAS, INC. 

Balance at Additions Balance 
Beginning of Charged to Other at End 

Description Period Expenses Additions Deductions (d’ of Period 

Valuation a id  qualifying accounts deducted on the balance sheet li.om {he related assets’ 

DECEMBER 31,2009 

~ _ _ _ ~ _  
$8 
14 

- 
Uncollectible accou nts $G $14 $1 9;(13) -- 

- - Inventory valuation (‘) - 14 

DECEMBER 31.2008 
Uncollectible accounts 

DECEMBER 3 1.2007 
Uncollectible accouiits 

$6 $10 9;- $( 10) $6 

$5 $10 $2 $(I 1) $6 

Deductions from provisions rcpreseiit losses or expenses for wluch the respective provisions wcre created Such 
deductions are reduccd by recoveries of amounts previously writtcn off ’’ Relates to the impact or the decision to retire 1 1 coal-fired units prior to the end o l  their estimated useful lives 
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FLORIDA POWER CORPORATION 
d/b/a PROGRESS ENERGY FLORIDA, INC. 

ScI~~dtrle I1 - V i ~ l ~ i ~ t i o n  and Qualifying Accounts 
For the Years Endcd 

(in millions) 

Balance at Additions Balance a t  
Beginning of Charged to Other End of 

Dcscrir~tion Period Exmenses Additions Deductions (" Period 

Valuation and qualifying accounts deducted on tlic balance slieet from {lie relatcd assets 

DECEMBER 31,2009 
Uncollectible accounts 

-___ __ Fossil file1 1)I i~ts  tlisniantlemei~t 
reserve 145 1 - (3) 143 

Nuclear refueling outage reseive 14 18 - (27) 5 

DECEMBER 3 1. 2008 
TJncolleclhle accounts $10 $ 14 $ 1  $(14) $ 1  1 
Fossil fuel plants disniantlenient 

- - 145 
- 14 

reserve 144 1 
Niiclcar refueling outage reservc 2 12 - 

DECEMBER 3 1.2007 
Uncollectiblc accounts $8 $14 $1 $( 13) $10 
Fossil fuel plants dismantlement 

reserve 145 1 - (2) 144 
Nuclear refueling outage rcsen'e 16 15 - (2% 2 

("I Dediicbons from provisions represent losses or expenses for which the respeclm provisions weie created In the 
case of the provision Tor uncollectible accounts. such deductions are reduced by recovenes of aniounts previously 
written off 
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SIGNATURES 

Pursuant to tlic requircments of Section 1 3  or 1 S(d) of tlie Securities Exchange Act of 1934. the regislrants liave 
duly caiiscd this iepoii to be signed on their beliaU by the undcrsigned. tliereunto duly aulhorized 

Date. Febrnaiy 26, 2010 
PROGRESS ENERGY. INC. 
(Registrant) 

By. /s/ William D. Jollrison 
William D Joluison 
Cliainnan. President and Cluef Executive OKicer 

By /s/ Mark I: Mulliern 
Maik F Mulliern 
Senior Vice President aiid CIiiel Financial Officer 

By' /s/ Jellrev M. None 
Jcffiey M Stone 
Cluef Accounting Officer aiid Controller 

Pursiiant to the requircements of tlie Securities Exchange Act of 19.34. tlus report has been signed below by rhe 
following persons on behalf of the registrant and in the capacities and on the date indicated 

Signature 

/s/ William D. Joluison 
(William D. Joluison) 

/s/ John D. Baler I1 
(John D Baker 11) 

/s/ J a m s  E. Bostic. Jr. 
( J ams  E Bostic. Jr ) 

/s/ Harris E. DeLoach. Jr. 
(Harris E DeLoach, Jr ) 

/s/ J a m s  B. Hvlcr. Jr. 
(James B Hyler, J r )  

/s/ Robell W. Jones 
(Robert W. Jones) 

/s/ W. Steven Jones 
(W Stcvcn Jones) 

/s/ E. Marie McKee 
(E Marie McICee) 

/s/ Jolin H. Miillin. III 
(Jolui H Mullin. 111) 

Cliainiian Febniary 26.20 10 

Director Febniary 26,2010 

Febniary 26.20 10 Director 

Director Febniary 26, 20 10 

Director Februav 26, 2010 

Director February 26.20 10 

Febmaqi 26. 20 10 Director 

Dircctor Febniary 26.20 10 

Director Fcbruary 26.2010 
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/s/ Charles W. Pivor. Jr. 
(Charles W Pyor. Jr ) 

I s /  Carlos A. Saladrigas 
(Carlos A Saladrigas) 

/SI Theresa M. Stone 
(Tliercsa M Slone) 

Is/  AlPI-cd C. Tollison. Jr.  
(Alfred C Tollison, Jr ) 

Director 

Director 

Director 

Director 
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Febniaw 26, 2010 

February 26, 2010 

February 26. 20 10 

Februaiy 26, 20 10 

250 



SIGNATIJRES 
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Pursuant to tlic rcquircmeiits of Section 13  or 15(d) of tlie Secmities Exchange Act of 1954. tlic registrants have 
duly caiised this i c p o ~ t  to be signcd on tlicir behalf by tlie undeisigned, thercunto duly authorized 

Date Februaiy 26.20 111 
CAROLINA POWER & LIGHT COMPANY 
(Registmit) 

By Is/ Llovct M. Yates 
Lloyd M Yates 
Prcsidcnt and Cliief Executive Officer 

By Is/ Mark F. Mullierii 
Mark F Mulliern 
Senior Vicc Prcsident and Clue1 Financial Orficer 

Pursuant to the ~cqu~sc~nents of tlic Securities E\;chnnge Act of 1934. tliis repoit has bcen signed below b~ thc 
foUowig persons on bellall o f  the ~cgistnnt and 111 the capaciWs and on the date indicated 

Signa t u re && 

Is1 William D. Jolinson 
(William D Jolmson) 

Is /  Jeffrev A. Cosbetl 
(JcLficy A Colbett) 

/s/ Jeffrey J ~Vas l i  
(Jcffnq I Lvash) 

Is1 Jolui R. McArhur 
(.Jolui K. McArtliur) 

Is1 Mark F. Mulliem 
(Mark F Mullicni) 

/s/ Jamcs Scarola 
(Jan1cs Scarola) 

Is1 Fraiik A. Scliiller 
(Frank A. Sclullei) 

Is/ Paula J. Sims 
(Paula J Sims) 

Is /  Lloyd M. Yatcs 
(Lloyd M. Yam)  

C hai niia 11 February 26, 20 10 

Director Febniary 26,2010 

Director Februaiy 26,20 10 

Dircctor February 26.20 10 

Discctor February 26, 20 10 

Diiector Fcbruaty 26. 20 10 

Director Febmary 26,20 10 

Director Febniary 26.20 10 

Dircctor Fcbnianr 26. 20 10 
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SIGNATURES 

Puistlant to the iequiremeiits of Section 13 or 1 i(d) of the S C C ~ ~ I ~ I C S  E\chaiigc Act of 1934, the registrants have 
duly caused tlus ieport to be signed on tlieii behalf by the undersigned. ~hercuiito dilly authoixed 

Date February 26.2010 
FLORIDA POWER CORPORATION 
(Registrant) 

By i s /  Vincent M. Dolaii 
Vincent M DoIan 
President arid Clue[ Executive Officer 

By i s /  Mark F. Mull~em 
Mark F Muhern 
Senior Vice President and CIucf Financial Officer 

By /s/ Jeffiev M. Stone 
Jerrrey M stone 
Chief Accounting Officer 

Pursuant to the requirements of the Securities EwAiiige Act of 1934, tlus report has been signed below by the 
lollomiig persons on bcllalr or the regislra~it and iii the capacities and on the date indicated 

Signature rn Dafe 

i s /  Williain D. Johnson 
(William D. Jolulson) 

1st Vincent M. Dolaii 
(Vincent M. Dolau) 

i s /  Michael A. Lewis 
(Michael A. Lewis) 

i s /  Jolui R. McArtliur 
(Jolui R McArthur) 

/s/ Mark F. Mullicrn 
(Mark F. Mullicm) 

/st Frank A. Schiller 
(Frank A Scldler) 

/st  Paiila J. Siiiis 
(Paula J Sims) 

Chairman Fcbniary 26.2010 

Director Febniary 26, 20 10 

Directoi Febniaw 26,2010 

Director Febniary 26, 20 10 

Dii ector Febniary 26. 2010 

Director Eebniaiy 26. 20 10 

Director Fcbniaiv 26. 20 10 

Febniaw 26.2010 Director 
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EXHIBI'I' INDEX 

Pro, wess 
Number EKhibit Energj, Inr. 
* 3a( 1) Restated Chartel of Carolina Poller & Light Company. as 

ainended May 10,  I995 (filed as Edubit No 3(1) to 
Quailerly Report on Foiiii 10-Q for the quaitcrly pciiod 
ended June 30. 1995. FileNo 1-3382) 

'3a(2) Restated Chartel ol  Carolina Power Sr Light Coinpanv as 
amended on May 10. 1996 (filed as Ediibit No 3(1) to 
Quarterly Report on Form 10-0 for tlic quarterlj period 
ended June 3 0 .  1997. File No 1-3382) 

PEC PEF 
X 

X 

,r ia (  3 )  Amended and Restated Arliclcs of Incorporation of X 
Progress E n c i a ,  Inc (f/k/a CP&L Energy. lnc ). as 
q-d nn luup, 11 31100 
No ?a(]) to Quarteily Report on Foim 10-Q for the 
quarterly pciiod ended June 30. 2000 File No 1-15929 
atid NO 1-3382) 

*3a(4) 

*3a(5) 

*3a(G) 

*3b( 1 )  

*3b(2) 

Aineiicled aid Restated Articles of Incorporation of X 
Progress Energy, Inc (ffida CP&,L Encrgir. Inc ). as 
aiiiciided and restated on December 4. 2000 (filed as 
Eslubit 3b( 1)  to Aliii~itil Report on Forin 10-I< Tor the year 
elided December 3 I .  200 1. as filed \\ it11 the SEC on 
March 28. 2002. File No 1-15929) 

Aiiiended Articles ol  Incorporation of Progress Energy. X 
Iiic . as amended on May 10. 2006 (filed as Evliibit 3 A to 
Quarterly Report on Fonii 10-Q for the quarterly period 
ended June 30. 2006. File No 1 - 15920. I -3382 aid 1 - 
3274). 

Ainendcd Articles of  Inco~poiatioii of Floiida Pou cr 
Corpoiabon (filed as Fdubtt ?(a) to the Progicss Energy 
Floncla Aiuiual Report on Farin 10-K for the w a r  ended 
December 31, 1991. as filed \vitIi the SEC on Maich io. 
1992. File No 1-1274) 

By-Laws of Progress Eneig\i. 1nc. as amended on May X 
10. 2006 (filed as Exhibit 3 B to Quai-terly Report on 
Forni 10-Q for the quarteily period ended June i 0  2006. 
FileNo 1-15929. 1-3382 and 1-327-1) 

By-Laws of Carolina Power & Light Coiiipaiiv. as 
aiiierided on May I 3. 2009 (filed as Exhibit 3 B to the 
Quarteily Report 011 Forin IO-Q for the quarter ended June 
30, 2009. File No 1-15929. 1-3382 and 1-3274) 

X 

X 



:p ib( 3)  By-Laws of Florida Powcr (.'orporation. as ainendcd 
August 24, 2009 (filcd as Exhibit 3 1 to the Floiida Po~vei 
Coiporation Current Report on Fonn 8 4 .  dalecl August 
24,2009. File No 1-i274) 

*4a( 1 )  Desciiptioii o f  Preferred Stock and the rights of the 
holders Uiereof (as set for111 111 Article Fourth of tlie 
Restated Chaiter of Carolina Power & Light Company. as 
amended. and Sections 1-9. 15. 16. 22-27. and 3 I of the 
By-Laws of Carolina Power & Light Company. as 
amended (filed as Exlubit 4(f), File No 33-25560) 
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X 

x 

X '"a(2) Statemcnt of Classification of Shares dated January 13. 
1971, relating to the authorization of. and establishing the 
series designation, dividend late and redemption prices for 
Carolina Powcr &, Light Company 's Serial Prcfened 

25560) 
12 - ~" ~- I . ?,ln F . .  -'\-/> 1 

% l ( 3 )  Statement or Classification of Shares dated September 7. 
1972, relating to the authorization of. and establislung the 
series designatiois dividend rate and redeinption prices for 
Carolina Power & Liglit Company's Serial Preferred 
Stock, $7.72 Series (filed as Exhibit 3(g), File No 33-  
25.560). 

*4b( 1) Mortgage and Deed of Trust dated as of May 1. 1940 
between Carolina Power & Light Company and The Bank 
of New York (fomierly. Inring Trust Compaiiy) and 
Frederick G. Herbst (Douglas J Macliuies. Successoi). 
Tnistees and the First tllrougli Fifth Suppleiiiental 
Indentures thereto (Exlubit 2@). File No. 2-6-1189). the 
Sixth through Sixty-sixth Supplemental Indentures 
(Exhibit 2@)-5. File No 2-16210: Exhibit 2(b)G. Filc 
No 2-16210; Exhibit 4@)-8. File No 2-191 18. 
Exhibit 4@)-2, File No 2-22439. Exhibit 4(11)-2. File 
No. 2-24624, Exhibit 2(c), File No. 2-27297. Exhibit 2(c). 
File No, 2-30172; Exhibit 2(c). File No 2-35694: 
Exhibit 2(c), File No. 2-37505; Exhibit 2(c). File No. 2- 
,39002, Esliibit 2(c)> File No 2-41738, Exllibit 2(c). File 
No. 2-43439, Exhibit 2(c), File No. 2-47751. Exhibit 2(c). 
File No 249347: Exhibit 2(c). File No 2-5 i 1 13: Esllibit 
2(d), File No 2 4 3  1 13; Exlubit 2(c). File No 2-505 1 1. 
Exhibit 2(c). File No 2-61611. Exlubit 2(d). File No 2- 
641S9, Exlubit 2(c). File No 2-6.5.51-1. E,xhibits 2(c) and 
2(d), File No. 2-66851: Exhibits 4(b)-l. 4(b)-2. aid 4@)- 
3, File No 241299: Exhibits 4(c)-l tllrougli 4(c)-S. File 
No. 2-95505; Exhibits 4(b) through -1(h). Filc No. 3 3-  
25560, Exhibits -I@) and 4(c). File No 33-3343 1: 
Exhibits 4@) aid 4(c), File No. 3.3-38298. Exhibits 4(1i) 
and 4(i). File No 3342869. Exliibits J(e)-(g). File No. 
33-48607; Exlubits 4(e) and 4(f). File No 33-55060; 
Exlubits 4(e) and 4(f). File No. 33-60014. Evlubits 4(a) 
and 4(b) to Post-Erfective Amendment No 1. File No 3.3- 
38349, Exlubit 4(e). File No 33-50.597: Exhibit 4(e) and 
4(f), File No. 33-57S.35, Eslubit to Cui~ent Report on 
Form S-K dated A~igusl 28. 1997. File No 1-3382; Form 
of Carolina Power & Light Company First Mortgage 
Bond, 6.80% Series Due August 15. 2007 filcd as Exhibit 

X 

x 

25-1 



4 to Form 10-Q for thc pciioci endcd Scptcmbcr 30. 1996. 
File No 1-3382. Exhibit 4@). Filc No 333-69237. and 
Exlubit 4(c) lo Current Rcport on F o m  8-I< dated March 
19. 1999. File No 1-3382 ), arid the Si\ty-eightli 
Suppleiiieiital Indenture (Eulibit No 4@) to Currciit 
Report on Fonn 8-IC dated April 20. 2000. File No 1 - 
3 382. and the Sixty-ninth Supplcmcntal Indeiitwe 
(Exhibit No 4b(2) to Aiuiual Report on Fonii 10-I< dated 
March 29,2001, File No 1-3382). and tlic Scventieth 
Supplemental Jndenturc. (Eslubit 4b(3) to Annual Report 
on Fonn 10-K dated March 29,2001. File No 1-3 382). 
aid the Seventy-first Supplemental Indentwc (Exlubit 
4b(2) to Ailnual Report on Form 10-K dated March 26, 
2002, File No 1-3382 and 1-1 5929). the Sevcntv-second 
Supplemental Indenture (Eulubit 4 to PEC Cuncnt Report 
on Form 8-IC datcd Septenibei 12. 2003. File No 1-3382). 
tlie Scventy-tlurd Suppleniental Indcnturc (Exhibit 4 lo 

File No 1-3382), tlie Seventy-fofourth Supplemcntal 
Indentuie (Exhibit 4 to PEC Cuirent Repoii on Foim 8°K 
dated November 30. 2005, File No 1-3382), the Seventy- 
fifth Suppleinental Indenture (Euhibit 4 to PEC Current 
Report on Form 8-IC dated March 13. 2008. File No 1 - 
3 3 82); the Seventy-sixth Supplemental Indcnture (Exhibit 
4 to PEC Current Report 011 Foini 8-1< dated Janua~y 8. 
2009, File No 1-3382). and the Seventy-seventh 
Supplemcntal Indenture (Eulubit 4 to PEC Cnrient Rcport 
on Form 8-K dated June 18, 2009, File No 1-3  382) 

1 ~ 7 7  7nn5 - 

*4b(2) Indenture. dated as of Jaiiuary 1. 1944 (the "Iiidcntuic"). 
between Flonda Power Corporauon and Guaranty Tnist 
Conipany of New York and The Flonda National Bank of 
Jacksonville, as Trustees (filed as Ediibit B-18 to Florida 
Po\.ver's Registrahon Slatenient on Form A-2) (No 2- 
5293) filed with tlie SEC on Januaiy 24. 1944) 

"4b(3) Seventh Suppleinental Indentuie (filed as Exhibit 4(b) to 
Florida Power Corpomtion's Registration Statement on 
Fonii S-3 (No. 33-16788) filed \villi the SEC on 
September 27, 1991); and die Eighth Suppleniental 
Indenture (filed as Eslubit 4(c) to Florida Power 
Corporation's Registntion Statement on Form S-3 (No 
33-16788) filed with the SEC on September 27. 1991). 
and the Si~?eenth Suppleinental Indenture (filed as Exhibit 
4(d) to Florida Power Corporation's Regisuation 
Statement on Form S-3 (No. 33-16788) filed with tlie SEC 
on Septeniber 27, 1991), a id  tlie Twenty-ninth 
Supplemental Indenturc (filed as Exhibit 4(c) to Florida 
Power Corporation's Registration Statenient on Form S-3 
(No. 2-79832) filed with the SEC 011 Septenibei 17. 
1 9 82): and tlie Tlu rty -eighih Suppl cnie nta 1 Indenture 
(filcd as exhibit 4(f) to Florida Powcr's Registralion 
Statenient 011 Fonii S-3 (No 33-55273) as filed with the 
SEC an August 29. 1994). and the Tluriy-ninth 
Supplemental Indenture (filed as Exhibit 4 to Cunent 
Report on Form 8-IC filed with the SEC on . J ~ l y  23. 2001); 
and the Fortieth Supplemental Indenture (filcd :IS Exhibit 
4 to Current Report on Fonii 8-IC filed with Uic SEC on 
Febniary lSI 2003). and tlie Forty-iirst Supplenicntal 
Indenture (filed as Exhibit 4 to Current Reporl on For111 

X 

x 
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8-IC filed with the SEC on Fcbiuarv 21. 2003), and the 
Forty-second Supplemental Indenture (filed as Eslubit -1 
to Quarterly Report on Fonn 10-Q for the quarter ended 
June 30. 21103 filed with the SEC on September 11, 2003 j ,  
and the Forty-third Supplemental Inderitim (Tiled as 
Exlubit -1 to Current Report 011 Forin 8-I< riled with tlie 
SEC on November 21, 2001). and the Folly-fourth 
Supplemental Indenture (riled as Eslubit 4 (m) to the 
Progress Energy Flonda Annual Repoit on Fonn 10-IC 
dated March 16. 2005), ancl tlie Forty-fifth Supplemental 
Indenture (filed as Exhibit -1 to Ciirrciit Report on Form 8- 
K. filed on May 16, 2003, and the Forty-sixth 
Supplemental Indenture (filed as Exlubit 4 to Current 
Report 011 Foliii 8-IC filed w i h  the SEC on Septeinber 19, 
2007), the Forty-seventh Supplemental Indenture (filed as 
Exlubit 4 to Current Report on Fonn 8-IC filed with tlie 
SEC on December 13, 2007). and the Forty-eighth 

Report on Forin 8-IC filed with the SEC on June 18. 
2008) 

d tn Piirrml 

m-lb(-l) Indenhiie, dated as of Deceinber 7, 200-3, between Floiida 
Power Corporation and J P Morgan Trust Coinpaiy, 
National Association, as Trustee with iespect to Sciuor 
Notes. (filed as Exhibit 4(a) to Curient Report on Forin 8- 
I< dated Deceinber 13, 2005. File No 1-327-1) 

+4b( 5 )  Indenture. dated as of February IS, 2001, between X 
Progress Energy. Inc aiicl Bank One Trust Coinpaiiy. 
N A , as Tnistce, with respect to Seiuor Notes (filed as 
Exlubit 4(a) to Forin 8-I< dated February 27, 2001. File 
No 3-15929) 

“ 4 C  Indenture (for Senior Notes), dated as of March 1. 1999 
between Carolina Power & Light Company and The Bank 
oI New York, as Trustee, (filed as Evlubit No 4(a) to 
Current Report on Foiin S-IC dated March 19. 1999. File 
No 1-3?82), and the First and Second Supplemental 
Seiuor Note Indentuies thereto (Exlubit No 3(bj to 
Cument Report 011 Fonn 8-I< dated Mach  19, 1999, File 
No 1-5382). Evlubit No 4(a) to Current Report on Fonn 
8-IC dated Apnl 20,2000, File No 1-3382) 

Indenture (For Debt Securihes), dated as o€ October 28, 
1999 between Carolina Power & Light Company and. The 
Chase Mailliattari Bank, as Tnistee (filed as Exhibit l ( a j  
to Current Report on Foriii 8-I< dated November 5 ,  1999. 
File No 1-3382). (Edubit J(b) to Current Report on Forin 
8-I< dated Noveniber i. 1999. File No 1-3 382) 

4d 

X 

x 

X 

*-1e Contingent Value Obligahon Agreement. dated as of X 
Noveiiiber 30. 2000. between CP&L Energy. Inc and The 
Chase Mahattan Bank. as Trustee (Exlubit 4 1 to Cuirent 
Report on Form S-I< dated December 12, 2000. File No 
1-3382) 
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* 1 Oa( 1) Purchase, Construction and O\vneiship Agreement dated 
J U ~ Y  30: 198 1 between Carolina Po~vcr 8r. Light Company 
and North Caroli~ii~ Muiucipl Power Agency Number 3 
and Exhibits. together with resolution clated Deceiiibe~ 16. 
198 1 chariging name to Norlh Carolina Eastern Municipal 
Po\ver Agency, amending letter dated Febniary 18, 1982. 
and amendment dated Febmav 24, 1982 (filed as Esllibit 
l0(a), File No. 33-25560) 

:k10a(2) Operating and Fuel Agreenient dated J ~ i l y  30,  1981 
betwecn Carolina Power Jlr Light Company and North 
Carolina Miuiicipal Power Agency Niiniber 3 and 
Exhibits. together with resolution dated December 16, 
198 1 cliangiiig name to North Carolina Eastem Municipal 
Power Agency. amending letters dated August 2 1 ~ 198 1 
and Deceniber 15, 198 1, and aiiendnient dated Febniaiy 
24, 1982 (filed as Eslubit IO@), File No 33-25560) 
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X 

X 

" 1 Oa( 3 )  

'"Oa(3) 

"IOb(1) 

*10b(2) 

"lOb(3) 

* 1 Ob(-&) 

*10b(5) 

Pouw Cooidmation Agreement dated JLIIV 30. 198 1 
between Carolina Powei & Light Coinpan)? and Noi-tli 
Carolina M~iiii~ipal Power Agency Number 3 and 
Exlubils, togetlier with resolution dated December 16, 
198 1 changing name to North Carohna Eastern Muiuclpal 
Power Agency and aniendiiig letter dated Januarp 29. 
1982 (filed as Exhibit 1O(c), File No 33-25560) 

Aniendiiient dated Deccnibei 16. I982 to P~ircliase. 
Constniction and Owneisliip Agieenieiit dated July 30. 
1981 bet\veeii Carolina Power & Light Company and 
North Carolina Eastern Municipal Power Agency (riled as 
Exhibit 10(d). File No 33-25560) 

Progress Eiiagy. hic '$1,130,000.000 5-Yea1 Revolving 
Credit Agreciiient dated as of Mas 3. 2006 (filed as 
Exlubit lO(c) to Quarterly Report on Forni 10-Q for Uie 
quarterly peiiod ended Maicli 3 1, 2006. File No 1-15929. 
1-3273 and 1-3382) 

PEF 5-Year $450.000,000 Credit Agreement. dated as of 
March 28.2005 (filed as Eslubit 10(11) to CurTent Reporl 
on Forni 8-IC liled Apnl 1,2005. File No 1-327-1) 

Aiiiendnicnt dated as ofMay 3 .  2006, to the 5-Year 
$350.900.000 Ciedit Agreement aniong PEF and certain 
lenders, dated March 2S, 2005 (filed as Exlubit 10(e) to 
Quarterly Report on Fonii 10-Q for the quarterly period 
ended March 3 1 .  2006. File No 1-1 5929. 1-3274 and 1- 
-3382) 

PEC 5-%-Year $450,000,000 Ciedit Agreement dated as  
of March 28. 2005 (filed as Exhibit IO(]) to Current 
Report on Forni 8-I< filed April 1. 2005. File No 1-3 382) 

Aniendincnt dated as of May 3. 2006. to the 5-%-Year 
$350.000.000 Credit Agreement among PEC and certain 
lenders. dated Maich 28. 2005 (filed as Eslubit 10(d) to 
Quarteily Report on Foim IO-Q for the quarleily period 
ended March 31, 2006. File No 1-15929. 1-3274 and 1- 
3382) 

X 

X 

X 

X 

X 

X 

X 
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-+" 1 0c( 1) 

+* IOc(2) 

+*lOC(i) 

+":10c(4) 

+*lOc(S) 

Rehrement Plan for Outside Directors (filed as E\hib11 
l0(1). File No 33-25560) 

Resolutions of Board of Diiectors dated J L I ~ J J  9. 1997. 
amending the Deferred Compensation Plan for Key 
Manageiiicnl Employees of Carolina Power &, Light 
Co1npa ny 

Progress Eneigy, Inc Fonn of Stock Option Agreement X 
(filed as Esllibit 1 4 to Form S-8 dated Scpteniber 27. 
2001, File No 333-70332) 
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X 

X 

X X 

Progress Energy. Inc Fonn of Stoclc Option Award (filed X X X 
as Eslubit1 5 to F o m  S-8 dated September 27, 2001, File 
NO 333-70332) 

2002 Progress Energy, Iiic Equity Incentive P l a i ~  X X X 
I C  ___ 

+*10c(6) 

+" lOc(7) 

+"lOC(S) 

+"I0c(9) 

+~:lOC(10) 

Eslubit IOc(5) to Annual Report on Fonii 10-I< for the 
year ended December 3 1. 2006, as filed with the SEC on 
March 1. 2007. File No 1-3382. No 1-15929. am1 No 1- 
3271) 

Amended and Restated Broad-Based Perforniance Share X X X 
Sub-Plan. Edubit B to the 2002 Piogress Energy, Inc 
Equity JncentIve Plan, effecbve 1:uiiiary 1. 2007 (filed as 
Edubit IOc(6) to Annual Xcport on Fomi IO-I< for the 
year ended Dccciiibber 3 1. 2006. as filed with the SEC on 
Maich 1 2007. File No 1-3382. No 1-35929. and No 1- 
3271) 

Aniendeci and Restated Esecuhve and Key Manager 
Perforinance S l im  Sub-Plan. Eslubit A to llie 2002 
Progress Energy. Inc Equity Incenhve Plan (effectwe 
January 1. 2007) (filed as Eslubd lOc(7) to Annual Report 
on Fonn 10-K for the year ended December 3 1. 2006. as 
flled with the SEC on M a d l  I. 2007. File No 1-3382. No 
1-15929. m d N o  1-3271) 

X 

Progress Energy, Inc. 2007 Equity Incentive Plan (filed as X 
Exhibit C to Fonn DEF 14A. as filed with the SEC on 
March 30, 2007. File No 1-15929) 

E\ecuhvc and Key Manager 2007 PerTonnance Share Sub- X 
Plan. Edubit A to the 2007 Equity Inccntive Plan. 
effective January 1. 2007 (filed as Fdubit 10 3 to Current 
Report on Fonn 8-K dated Jdy 16,2007. File No 1 
15929, No 1-3382 and No 1-3274) 

Amended and Restated Management Deferred X 
Coinpensahon Plan of Progiess Energy. Inc . effechi e as 
or January 1. 2007 (filed as Exlubit IOc(9) lo Aiuiual 
Report on Form 10-IC for thc y e a  ended December 3 1, 
2006. as filed with the SEC on March 1. 2007. File No 1 - 
3382 No 1-15929. and No 1-3274) 

X 

X 

X 

X 

X 

X 

X 

X 



+x:lOc(ll) 

+" 10c( 12) 

+*10c(13) 
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Amended and Rcstated Managemerit Change-in-Contiol X X X 
Plan 01 Progress EncrglJ. Inc . effectne as of J2~i1.1aiy 1. 
2007 (filed as Ediibit lOc(10) to Aiiii~al Rcport on Form 
10-K for the yea1 ended December 3 1. 2006, as filed ntitli 
the SEC on March 1, 2007. File No 1-3382, No 1-15929, 
and NO 1-3274) 

Aniended and Restated Non-Employee Director Deferred X 
Conipensation Plan or Progress Energy, Iiic , erfectiw 
January 1. 2007 (Tiled as Ellubit 1Oc( 11) to Aiuiual 
Rcport on Form 10-K for tlie year ended Dcceiiiber 3 1. 
2006. as filed with tlie SEC on March 1, 2007, File No 1-  
3382, NO 1-15929. and NO 1-3274) 

Amended and Restated Restoration Rctirement Plan of 
Progress Energy. lnc , effective Jaiiuniy 1. 2007 (riled as 
Exhibit 10c( 12) to Annual Report on Fomi 10-I< for Uie 

X 

X 

X 

X 

X 

March 1. 2007. File No 1-3382. No 1-15929. and No 1- 
3274) 

+"10c(l4) 

+* 10c( 15) 

+"lOc(l6) 

+*lOc( 17) 

+*:10c( 18) 

Aiiieiided and Restated Non-Employce Director Stock X X X 
LJmt  Plan of Progress Energy, Inc . effective January 1. 
2007 (filed as Ediibit 10c( 14) to Aunual Report on Fonii 
10-K for the year ended December 3 1. 2006. as filed with 
Uie SEC on March 1, 2007, File No 1-3382. No 1-15929, 
and NO 1-3274) 

Form of Progress Energji, Iiic Restricted Stock 
Agreement pursuaiit to the 2002 Progress Energy Inc 
Equity Inccnhve Plan. as arnended July 2002 (filed as 
Exhibit 10c( 18) to Annual Report on Fomi 10-I< for the 
year ended December 3 1, 2001. as filed with the SEC on 
March 16. 2005. File No 1-3382 and 1-15929) 

X 

Foiiii of Restncted Stock LJiiit AI\GIK~ Agrceriient as of  X 
March 20. 2007 (filed as Exhibit 10 1 to Current Report 
on Form S-I< dated March 26, 2007. File No 1- 15929, 
NO 1-3382 >IMINO 1-3274) 

Form of Employment Agrecinent dated May 8. 2007 X 
betnaen (I) Progress Energy Service Conipany. LLC and 
Robert McGeliee. Jolui R McArthur and Peter M Scott 
111, (11)  PEC and Lloyd M Yates. Frednck N Day 1V. 
Paula M Sinis William D lohiison and Clayton S 
Hiimint. and (in) PEF and Jerfrey A Corbctl aiid Jeffrey 
J Lyasli (filed as Edubit 10 to Quarterls Report on Fonn 
10-Q for the penod ended March il.  2007. File No 1- 
15929. NO 1-3382 a1id NO 1-3274) 

Form of Eiiiployment Agreerncnt between Progress X 
Energy Senme Compaiy. LLC and Maik F Mullicni. 
dated Septciiibei 18. 2007 (filed as Edubit I0 to 
Quarterly Report on Fomi IO-Q for the penod ended 
March 31.2007. File No 1-15929. No 1-3382 and No 1- 
3274) 

X X 
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+*10c( 19) 

+* lOc(20) 

+:klOc(21) 
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Amendment. dated August 5. 2005. to Emplo) nicnt X X X 
Agieeiiicnt dated between Progicss Energy Senme 
Compaiiy. LLC and Peter M Scott 111 ( f k d  as Editbit 10 
to Quarterly Report on Form 10-Q for the penod ended 
June 30. 2005. File No 1-15929. 1-3382 aiid 1-127-1) 

Selected Executives Supplemental Deferled 
Compensation Program Agreement. dated Aug~ist. 1996. 
between CP&L and C S Hiiinaiit (filed as Exhibit 
lOc(22) to Annual Report on Forin 10-K for the year 
ended Dcceiiiber 3 1. 2006, as filed with the SEC on 
March 1. 2007, File No 1-3382. No 1-15929. and No 1 -  
327-1) 

Forin of Exectilive Perinanent Life Insurance Agreeiiient 
(filed as Exlubit lOc(23) to A i ~ i ~ i d  Repoi‘l oii Form 10-K 
for the year ended Deceniber 3 1,2006, as Piled with llie 

X 

+“10c(22) 

+*lOC(2.3) 

+*10C(24) 

+*lOc(25) 

+* IOc(26) 

+* lOc( 27) 

+*10c(28) 

*10d( 1 )  

Foiin of Executive and Key Manager 2008 Perfoniiance 
Share Sub-Plan (Tiled as Exltibit Icl(a) to Quarterly Reporl 
on Foriii 10-Q for the period ended March 31. 2008, File 
No 1-15929, 1-3382 and 1-3274) 

Foriii of Restncted Stock Uiut Award Agreeincnt (filed as 
Eslubit 10(b) to Quarterly Report on Forin 10-Q for tlie 
period ended March 31. 2008. File No 1-15929. 1-3382 
and 1-3274) 

Amended and Restated Supplemental Senior Executive 
Retireiiient Plan of Progress Energy, liic , effective 
Januarv 1. 2009 (Piled as Exlubit 10(A) to Quarterly 
Report on Fonii 10-Q for the periocl ended March 3 1. 
2009. File No 1-15929. 1-3382 and 1-3274) 

Executive and Key Manager 2009 Performance Share 
Sub-Plan (filed as Exhibit 10 1 to Current Report on Fonn 
8-K dated M;UcIi 17, 2009, File No 1-15929) 

Fomi ol Progress Energy, Inc Restricted Stock IJnit 
Award Agiecnient (filed as Eslubit 10 2 to Current Report 
on Foini 8-K dated March 17. 2009, File No 1-15929) 

Amended Mzuiagenient Incentive Compensation Plan of 
Progress Energy. Iiic . as amended January 1. 2010 (filed 
as Exhibit 10 3 to Current Report on Forni S-K dated 
March 17.2009. File No 1-1 5929) 

Progress Energy Iiic 2009 Executive Incentive Plan. 
effcctn e March 17. 2009 (filed as Exhibit D to Form DEF 
MA. as filed with tlie SBC on March 3 1. 2009. File No 1- 
15929) 

Agreement dated November 18,2004 between Winchester 
Production Company. Ltd . TGG Pipeline Ltd . Progress 
Eneigv. lnc and EnCana Oil & Gas (USA). Inc (filed as 
Exhibit 10d( 1) to Annual Report on Form 10-K for the 
year ended December 3 1, 2004, as filed with the SEC on 
March 16. 2005. File No 1-3382 aiid 1-15929) 

X x X 

X X x 

X X X 

X 

X X 
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1 Od(2) Prcccdcnt and Rclatcd Agicciiicnts among Floiida Pouer X 
Corporation d/b/a Piogrcss Energy Flonda. Inc (“PEF’). 
Southern Natural Gas Coinpiny (“SNC“). Flonda Gas 
Tr;tii~~iiis~io~i Conipany (“FGT”). and BG L,NG Services, 
LLC (“BG“). Including 

X 

a) Precedent Agreeincnt by and between SNG and PEF. 
dated Dccember 2. 2004, 
b) Gas Sale aiid Purchase Contract betwccii EG aiid 
PEF, datcd December 1, 2004, 
c) Interim Finn Transportation Service Agreeinent by 
and between FGT and PEF, datcd December 2. 2004, 
cl) Letter Agreement between FGT and PEF. dated 
December 2. 2004 and Film Transportation Service 
Agieeinent by and between FGT and PEF to be 
cntcred into upon satisfaction of ceitain conditions 

e) Discount Agrecment between FGT and PEF. dated 
Deceiiibei 2, 2001. 
f) Amcnrlment to Gas Sale and Purchase Contract 
between BG and PEF. datcd Jmmq 28. 2005: and 
g) Letter Agrceiiient between FGT and PEF, dated 
January 3 1. 2005. (filed as Eslubit 10 1 to Current Report 
on Fonii S-IUA liled March 15, 2005) (Coi~Iidentlal 
treatment tias been requested for porfioiis or tlus eslubit 
These poilions haw bceii oiiutted from the above- 
refeienccd Cuirent Rcpoil and submitted sepaiately to thc 
SEC ) 

-______. ----____--_I_ 

* 1 Od( 3 )  Enginccnng. Procurement and Consuxiction Agreeiiicnt. X 
dated ;is of Decenibcr 3 1 .  2008, between Flonda Power 
Corporation d/b/a/ Progress Energy Flonda. Inc . as 
owner, aiid a consoi-lium consishng 01 Weshngliouse 
Elcctric Company LLC and Stone & Webster. Inc as 
contractor lor a two-unit AF’lOOO Nucleai Powcr Plant 
(filed as Edubit 10 1 to Current Report on Fonn 8-K filed 
on March 2. 2009) (The Rcgistrants’ liave requested 
confidcntial treatnient for certain portions of tlus edubit 
pursuant to an  applicauoii for coilfidential treauiient 
submitted to the SEC These portions liave been oiiutted 
fioni [lie above-ieferenccd Current Rcpoit and subnutted 
sepantcly to the SEC ) 

12(a) Computation oT Ratio of Earnings to Fixed Charges X 

12@) Computation of Ratio of Earnings to Fiscd Charges and 
Ratio of Earnings to Fixed Charges aiicl Preferred 
Dividends Combiiicd 

12(c) Coinputation of Ratio of Eaniings to Fixed Charges and 
Ratio of Farrungs to Fixcd Charges and Prcfcncd 
Dlwdciids Combmcd 

21 Subsidiaries of Piogress Encrgy. Inc 

2 q a )  Conscnt of Deloittc &. Touclic LLP 

X 

X 

X 

X 

X 

2i(b) Consent 01 Deloitte &. Touclic LLP X 

26 I 



23(c) 

3l(a) 

i l (b)  

31(c) 

i l ( d )  

3l(e) 

3l(f) 

32(a) 

3 2 (b) 

Consent of Deloitte & Touclie LLP 

302 Ccl td~catlon of Chef E\ecutive OUiccr 

302 CerilThtion of Chef Fmrlclal Officer 

302 Certlhatlon of Chef E~ecutive OJXcei 

i o 2  Cei tlfication of Chief Financial Officer 

302 Ceitlfication of Cluef E\ecuhvc Officer 

102 CertlTication of Cliief Financial Offlccr 

906 CcrtlIxation of ChlcT E\ecutiw OK1cei 

906 Ccl t imt lon  of Chiel Financml Officer 
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X 

X 

X 

X 

X 

X 

X 

X 

x 
32(c) 

32(d) 

32(e)  

i2(1) 

101 INS 

101 SCH 

101 CAL 

101 LAB 

101 P E  

101 DEF 

906 Certification of Chief Executive Officer 

906 Certificatioii of Chief Financial Officcr 

906 Certification of CliieT Esecutive Officer 

906 Certification of Chief Financial OfTicer 

133 RL, I list ance D ocii mcnt'k 

XBRL Taxonomy E,\-tension Schema Docunient 

X B N .  Taxonomy Calculation Linkbase Document 

XCRL Taxonomy Label Linkbase Document 

XBRL, Taxonomy Presentation Linkbase Document 

XBRL Tasoiioniy Defination L.inlcbasc Document 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

*Incorporated herein by reference as indicated 
tManageiiieiit contract or compensation plan or arraiigenient requiied to be filed as an eslubit to tlus report pursuant 

to I tC l l l  14 (c) of Fon11 10-I< 
-Sponsorship of this managcnient contract or compensation plan or arrangenient was transferred from Carolina Power 

& Light Company to Progress Energy. Inc . effective August 1. 2000. 
**Atlaclied as Exhibit 10 1 are the following financial stateinents and notes tliereto Tor Progress Energy from the 

A i ~ i ~ i a l  Report on Fonii 10-I< for the year ended December .3 1. 2009. foniiatted in Estensible Business Reporting 
Language (XBRL) (i) the Consolidated Slatcineiils of Inconie. (ii) the Coiisolidaled Balance Sheets. (iii) the 
Consolidated Statement of Cash Flows. (iv) the Coiisolidatecl Statements of Changes in Total Equity, (v) the 
Consolidated Stalements of Comprehensive Iiiconie and (vi) the Notes to the Consolidated Financial Statements. 
tagged as blocks of test 

In accordance \vith Rule 406T of Regulation S-T. the XBRL-related mfoniiation i n  Edubit 101 to tlus A ~ i ~ i ~ i a l  
Report on Fonn 10-I< IS deemed not filed or part o l  a registration statenient or prospectus for purposes of Section 11 
or 12 of the Sccuiities Act. is dceincd not filed for purposes of Section 18 of the E\chaiige Act and otlsnvise IS not 
subject to liability under these sections 
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Exhibit No. 12(a) 

PROGRESS ENERGY, INC. 
Computation or Ratio of Earnings to Fixed Charges 

For the Years Ended Deceiiiber 3 1 

(dollars in nullions) 2009 2008 2007 2006 2005 
EARNINGS, AS DEFINED: 

Tncoiiic from conb nuing operations $840 $778 $702 $567 $527 
Fixed cliarges. as below 737 698 625 652 607 

liicoine from cont 1 iiuing ope1 a tions a tti ibutablc to 

lncome taxes, as bClO\V 392 390 329 334 293 

PI efcrred dividend iequirements (7) (7) (7) (7) ( 6 )  

noncontrolliiig interests. iiet or tas (4 ( 5 )  (9) (16) (4) 

- 
I__- 

Total eaimngs, as defined $1,958 $1.854 $1.640 $1,i30 $1,417 

liiteiest on long-tenn ckbt $667 $618 $ is3  $619 $565 
Other mtercst 51 61 52 12 23 
finpuled inteiesl iactoi in rciitals - cliaigcd principally to 

operaliiig expenses 12 12 1 3  14 13 

FIXED CHARGES, AS DEFINED: 

- -  
Preferred dividend requirenients of subsidiaries 7 7 7 7 6 

Total fised charms. as defined $737 $698 $625 $652 $607 

INCOME TAXES: 
liicoiiic tas expense (bendit) $397 $395 $3.34 $339 $298 
Iiicliided in AFIJDC - deferred lases iii book depreciation (5) (5) ( 5 )  ( 5 )  (5) 

Total income taxes $392 $390 $329 $334 $293 

Ratio of Earnings to Fixed Charges 2.G6 2 6 6  262  2 3 5  233  
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Esliibit No. 12(b) 

CAROLINA POWER di LIGHT COMPANY 
d/bh PROGRESS ENERGY CAROLJNAS, INC. 

Coinputation of Ratio of Eanungs to Fised Charges and 
Ratio or Earnings to Fised Charges and Prererred Dividends Combined 

For the Years Ended Deceniber 3 1 

- 
(dollars in millions) 2009 2008 2007 2006 200.5 
EARNINGS, AS DEFINED: 

Net income $514 $534 $501 $4i7 $493 
Fised charges, as bclow 212 227 22 3 225 205 
Income attnbntable to nonconttolling interests. net of tas - - - - 2 - 
Income taxes, as below 272 293 290 260 234 

Total eanunes. as defined $1.000 $1.054 $1.014 $942 $932 

FIXED CBARGES, AS DEFINED: 
Interest on long-let in debt $197 ’$210 6214 ’$218 $191 
Other interest 10 9 1 (1) 6 
Imputed iiiteiest factor 111 rcn~als - chat gcd piinctpally to 

operatiiig evpcnscs 5 8 8 8 8 

Prcfenecl clivirlends. as defined 5 5 5 5 4 
Total fixed charges, as defined 212 227 223 225 205 

Total fixed charges and preleried dn idends coinhied $217 $212 $228 $230 $209 

INCOME TAXES: 
Income tax espense $277 $298 $ 2 9 i  $265 $239 
Included In AFUDC - dcfcrrcd taws iri book depreciation (5) (5) ( 5 )  (3 ( 5) 

Total income t a w  $272 $293 $290 $260 $234 

Ratio or J3riungs to Fiwd Charges 4.72 464  4 i 5  4 19 4 5 5  

Ratio oTLinungs to Fixed Charges and Ptdencd Dividends 
Colllblned 4.61 4 5 4  4-15 4 10 446 
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Eshibit No. 12(c) 

FLORIDA POWER CORPORATION 
d/b/a PROGRESS ENERGY FLORIDA, INC 

Coinputation of Ratio of Eaiiungs to Fixed Charges and 
Ratio of Eariuiigs to Fixed Charges and Preferred Dividends Coiiibined 

For the Years Ended Deceinber 3 1 

2009 2008 2007 2006 2005 

Net income $462 $385 $317 $328 $260 
Fixed c h q e s .  as below 261 239 188 159 138 
Incoiiie tases 209 1s1 144 193 121 

Total earnings. as clefiiied $932 $805 $649 $680 $519 

Interest on long-tenn debt $239 $220 $157 $145 $116 
Otlier hitcrest 19 16 28 1 0 IS 
Imputed interest factor in rentals - chaiged principally to 

operating eyxnses 3 3 7 4 4 
Total fised charges, as defined 26 1 239 188 159 138 

Preferred dividends, as defined 2 2 2 2 2 

(dollars in millions) - 
EARNINGS, AS DEFINED: 

____-___ 
FIXED CHARGES, AS DEFINED: 

Total h e d  charges and preferred dividends combined $263 $241 $190 $161 $140 

kztio of Eanungs to Fixed Charges 3.57 i 37 3 4 5  4 2 8  176 

Rat10 of Eanungs to Fixed Chaiges and Prefened Dividends 
3.54 3 34 3 4 2  4 2 2  171  

_. 
Combined 

-_I_ 
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Exhibit No. 21 

PROGRESS ENERGY, INC. 
List OI Subsidiaries 

The following IS a list or certan direct and indirect subsidianes of Progiess Energy. Inc . and their respcchve states 
of incorporation as of Deceiiiber 51, 2009 All other subsidianes, if considered m the aggregate as a single 
subsid~ary. would not constitute a significant subsid~an 

Carolina Power & Light Company d/b/a Progress Energy Carolinas. Inc North Carolina 

Florida Progress Corporation Florida 
Florida Florida Power Covoration d/b/a/ Progress Energy Florida. Inc 
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the IncoipontIon bv reference tn Registmuon Statenlent No 373-70332 on Fonii S-S. Registration 
Statement No 333-76157 on Foini S-4. Rcgistration Statement No 333-104951 on Form 5-8. Registration 
Statenient No 3 33-104952 on Fonii S-S, Registration Stateiiient No 3 33-155418 on Form S-3, Regisrrauoii 
Statement No 333-155418-03 on Form S-3. Registration Statement No 333-15541s-04 on Fonii S-3. Registration 
Statemcnt No 333-1 55418-05 on Fonii S-3, Registntion Statement No 373-155541 on Fonii S-S and Registratioii 
Statenient No 333-155543 on Fonii S-8 o f  our reports rlated Februaiy 26. 2010. relating to the consolidated 
financial statcments and consolidated rinancial statement schedulc of Progress Energy, Inc and the effectweness of 
Progress Energy, Iiic’s internal contiol over financial reporting appcarmg in tlus Annual Repoit on Fonn 10-I< of 
Progress Encrgy. Inc for the year ended Decanber 3 1. 2009 

l s l  Deloitte & Touche LLP 

Raleigh. North Carolina 
Fcbmary 26,2010 
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by refeiciice in Registrahoii Stateiiient No 133-155418-02 on Foriii S-3 of ow 
report dated Febmaw 26. 20 10. relating to the consolidated financial stateineiits and consolidated financial 
statement schedule of Carolina Power & Light Company d/b/a Progress Energy Caioliiias, Iiic (PEC) appearing in 
this Aiuiual Report on Fonii 10-I< of PEC for the yeai ended Deceinber 3 1, 2009 

/s/ Deloitte & Touche LLP 

Raleigh, North Carolina 
February 26.2010 
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference iii Registnuon Stateinent No 333-155413-01 oil Forin S-3 of ow 
report dated Febiuan, 26. 2010. relatmg to the financial s~itements and finaltcial statemiit scliedule ol  Florida 
Power Corporation d/b/a Piogrcss Energy Flonda. Iiic (PEF) appearing in tlus Aiuiual Report on Form 10-K of PEF 
for the year ended December 3 1.2009 

/s/ Deloitle & Touche LLP 

Raleigh. North Carolina 
Febniary 26,2010 

269 


	loi-tli iii Article 1;ouitIi ol'tlic 1lesl:itcd Cliaitei oi Caioliiia Power K:
	Statement of Classiiicatioii oi Shares dated Janiiaiy 13 1971 relating to tlie aiitlioiizatioii 01 mid establishing the series designation dividend
	Statement of Classilication of Shares dated Septembei 7 1972 relating to the aothorization of; and establisliiiig the sciies desipiiatioii dividend
	Mortgage and Deed of Tmst dated as of May 1 1940 between Caroliiia h\4W & Liglit Coiiipmiy and 1 lie Bank of New York fornicrly. lnwg
	Indclittue dated as of February 15 2001 between Progress Eiicrgy Inc and Bank Otic Trust Conipany N A as Tiustcc with respect lo
	Liglit Conipany and The Bank oiNew York as 1 rtistec
	lndeiituie (For Debt Securities dated as of October 28 1999 between Carolina Power Rr Liglit Conip3nv and Tlie Chase Manliartan 3a1k as
	Contingent Value Obligation Agieement dated as of November 30 2000 between CPRrL EnergY Inc and Tlie Cliase Manhattan Bank as
	Purcliase Construclion and Ownelship Agieeincnt dated July 30 1981 between Carolina Power Rr L.ig1it Conipanv and North Carolina
	Operating and Ftiel Agiccment dated July 30: 1981 bctweeii Carolina Power ;Y: Light Conipany and Noilli Caloliiia Municipal Powei
	Power Coordination Agreciiient dated July 30 1981 between Carolina Power & Light Company and North Carolina Municipal Power
	Ameiidiiieiil dated December 16 1982 lo Ptiichase Coiistructioii and Owriership Agreement dated July 30 1981 betweeii Carolina Power Rr
	* 103(4)
	Enetgy Inc 1,130,000,000 5-Year Revolving Credit Agreement dated as of May 3 2006 (liled as Esliibit lO(c) to Qttarleily
	Enetgy

	PEI; 5-Yeai 450.000,000 Credit Agreemenl doted as oi Maicli 28,2005 (liled as Exhibit IO(ii) to Current Repori on Form 8-K tiled April
	I Ob(2)

	Amcndnicnt dated as of Mav 3 2006 to llie 5-Year 450.000,000 Credit Agreemelit among PEF and ceilaiii lenders dated March
	* 1 Ob( 3)

	PE,C 5-%-Year 450,000.000 Credit Agreeiiieiii dated as ofMarch 28 2005 (filed ns E.sliibit IO(i) io Curient Report on Fomi 8-K liled
	* lOb(5)
	Retireiiieiit Plan for Outside Directors (liled 3s Exhibit IO File No33-25560)
	Resolutions of Board oi Directors dated lulv 9 1997 aniending the Deferred Coiiipeiisation Plan for Hey Managcincnt Employees of
	4-* IOc(4) Progress Encigy liic Forni ol Stock Option Award (tiled as Exhibit 4 5 to Fomi S-8 dated September 27.2001 File No
	IOc(5) 2002 Progress E.nergy7 liic Equity lnceiitive Plaii Amelided and Restated effective January I 2007 (liled as E.diibit lOc(5) to Annual Report
	* IOc(7) Anicnded and Rcstatcd Euccutive and Kcv Manager Pcrforniaiice Share Sub-Plan Exhibit A to the 2002 Piogress Energy Inc Eqlllty
	I *lOc (9) Amended and Rcstatcd Manageniciit Incentive ConipcnFation Plan of Progress Energy lnc erective Ianuary 1 2007 (filed as Eshlblt IOc(8)
	*10c(lO)Aniended and Restated Manageniciit Delerred Compensation PImi of Progress Energy Inc cfl‚ectrve as of January I 2007 (filed as Exlitbit
	Aniendcd and Re™;tated Management Clinnge-in-Coiitiol Plan of Progress Encigy liic effective as oi January 1 2007 (filed as Exhibit
	Amended and Restated Restoratioii Retircnienl Plan of Progress Eiiergy Iiic eKective lanuanj 1 2007 (filed as Exhibit 10c( 12) to Anntial
	Amended and Rcslatcd Non-Eiiiploycc Diicctor Stock Unit Plan of Progrcss Energy liic cficctive lanuaw 1 2007 (filed as Exhibit
	Fonii of Progress Energy Iiic Rcstricled Sloclc Agrecment ptirsiiant lo the 2002 Progress Energy Inc Equity Incentive Plan as mended
	01 March 20 2007 (filed as Exhibil 10 1 to Current Repoit oii Fonii 8-K dated March

	Fomi of Einployiiieiit Agreement dam1 May 8 2007 betwceii (i) Progress Eiicrg Scivice Company L.LC and Robei-t McGclicc lolin R
	Aiiieiidiiient dated Atigiist 5 2005 to Etnplovment Agrecnient dated betweeii I™rogiess Energy Seivice Conipniiy LL.C aiid Peter M Scot1
	Selected Executives Stippleiiieiltnl Ilelti-red Coiiipensatioii Program Agreeinent dated Augusl 1996 bct\\,eeii Cl™&L and C S I-liiiiiani

	Fonn of Executive and Key Maiiager 2008 Peil™omiaiice Share Sub-Plan (filed as Exhibit 10(a) to Quarterly Report on Form 10-Q for the
	Foiiii olllestricted Stock IJiiit Award Agreeiiient (lilcd as Exhibit lO(b) to Quarterly Reporl on Form 10-Q for the period ended March

	Agreement

	* 1 Od(2) Precedent aiid Related Agieenients iral Gas
	* 1 Od(2)

	E.iigiiieering Proctrrenieiit aiid Coiistructioii Agi eeiiieiit dated as of Deceiiiber 3 1 2008 between Floi.ida Power Corporation d/b/a/ Progress
	E.iigiiieering
	Computation ol Ratio ol Earnings to Fixed Charges
	Computation of Ratio of Eariiiiigs to Fixed Cliaiges and Ratio of Eamiiigs to Fixed Cliaiges and Preiened Dividends Combined
	Coniputatioii Oi Ratio ofl!.ariiiiigs to Fired Chaiges and Ratio oCE.amings to Fixed Cliarges and I'reiei-red Dividends Combined
	Subsidiaries oi Progress Eiicrgs liic
	Consent of Deloitle & 1 oiiclie 1,LP
	Coiisent oi DeloiIte & Toticlie LL.P
	Corisent of Deloi tte R: Toticlie LLP


	3 ](a) 302 Certilicatic ive Oilicer
	3 l(b) 302 Certilicatioii 01 Cliicf Fiiiancial Ofiiccr
	3 ](e) 302 Certification of Cliiel Esectitiw OIliccr
	3 I (c) 302 Certification 01 Cliief Executive OCficer
	3 l(1) 302 Certilication ol C1iiefFiiiaiici:il Ol'iiccr
	32(a) 906 Certification ol Chief Executive Officer
	32(b) 906 Certification of Chef Fiiiancial OlXcer
	i2(c) 906 Certilicatioii 01 Cliief I xeciitive OlXcei
	32(d) 906 Certification of Cliicl Fiiiancial Officer
	Repoit of Independent Registeied Public Accounting Ftriii
	Consolidated Statements of Income for the Years Ended Dcceniber 3 1 2009 2008 and
	Consolidated Balance Slieets at Deccniber 3 1 2009 ant1
	Consolidated Stateiiicnts of Cash Flows for tlic Years Ended Dcceinber 3 1 2009 2008 and
	Consolidated Stateiiients of Changes 111 Total Eqiuty foi tlic Years Eiidcd December
	2008 and

	Consolidated Statements of Comprehensive liicoiiie for the Years Ended December
	2008 and

	Consolidated Stateiiieiits of Income for Uic Ycars Ended December 3 1 2009 2008 and
	Coiisolidated Balance Slieets at December 3 1 2009 and
	Consolidated Statemciits of Cash Flows Poi tlie Years Ended December 3 1 2009 2008 and
	Consolidated Statements of Clianges in Total EquitV for tlie Ycars Ended December
	2008 and

	Consolidated Stateinelits of Coiiiprchensive Income for the Ycars Ended December
	2008 and

	Repoii of Independent Rcgistered Public Accounting Finn
	Statements of Income for thc Years Eiidcd Decembcr 3 1 2009 2008 and
	Balance Sheets at Deccmber 3 1 2009 aid
	Statements of Cash Flows for tlie Years Ended December 3 1 2009 2008 and
	Statements 01 Changes 111 Common Stock Equitv for the Years Ended December
	and

	Stateiiients of Comprehensive Incomc for Lhe Years Ended Dcceinber 3 1.2009 2008 and
	- New Accounting Standards
	Note 3 -Divestitures
	Property, Plant and Equipment
	Note 5 -Receivables
	Note 6 - Iwentory
	Note 7 - Regulatory Matters
	Note 8 - Goodwill
	Note 9 - Equity
	Note 10 -Preferred Stock oT Subsidiaries
	Note 11 - Debt and Credit Facilities
	Note 12 - Iweshnents
	Note 13 - Fair Value Disclosures
	Note 14 - Income Taxes
	Note 15 - Contingent Value Obligations
	Note 16 -Benefit Plans
	Purchase Construction and O\vneiship Agreement dated
	Agency amending letter dated Febniary
	Exhibits together with resolution dated December

	Pouw Cooidmation Agreement dated JLIIV
	Exlubils togetlier with resolution dated December
	Power Agency and aniendiiig letter dated Januarp
	Constniction and Owneisliip Agieenieiit dated July

	Progress Eiiagy hic 1,130,000.000 5-Yea1 Revolving
	PEF 5-Year 450.000,000 Credit Agreement dated as of
	Aiiiendnicnt dated as ofMay 3 2006 to the 5-Year
	ended March 3 1 2006 File No 1-1 5929 1-3274 and

	PEC 5-%-Year 450,000,000 Ciedit Agreement dated as
	Aniendincnt dated as of May 3 2006 to the 5-%-Year
	ended March 31 2006 File No 1-15929 1-3274 and

	Rehrement Plan for Outside Directors (filed as E\hib11
	Progress Eneigy Inc Fonn of Stock Option Agreement
	(filed as Esllibit 1 4 to Form S-8 dated Scpteniber

	Progress Energy Inc Fonn of Stoclc Option Award (filed
	March 1 2007 File No 1-3382 No 1-15929 am1 No

	Amended and Restated Broad-Based Perforniance Share
	Maich 1 2007 File No 1-3382 No 1-35929 and No

	Aniendeci and Restated Esecuhve and Key Manager
	Perforinance Slim Sub-Plan Eslubit A to llie

	Progress Energy Inc 2007 Equity Incentive Plan (filed as
	E\ecuhvc and Key Manager 2007 PerTonnance Share Sub-
	Report on Fonn 8-K dated Jdy 16,2007 File No

	Amended and Restated Management Deferred
	Report on Form 10-IC for thc yea ended December

	Amended and Rcstated Managemerit Change-in-Contiol
	Aniended and Restated Non-Employee Director Deferred
	Rcport on Form 10-K for tlie year ended Dcceiiiber
	2006 as filed with tlie SEC on March 1 2007 File No


	Amended and Restated Restoration Rctirement Plan of
	March 1 2007 File No 1-3382 No 1-15929 and No

	Aiiieiided and Restated Non-Employce Director Stock
	LJmt Plan of Progress Energy Inc effective January

	Form of Progress Energji Iiic Restricted Stock
	Form S-I< dated March 26 2007 File No

	Form of Employment Agrecinent dated May
	10-Q for the penod ended March il 2007 File No

	Form of Eiiiployment Agreerncnt between Progress
	March 31.2007 File No 1-15929 No 1-3382 and No

	Amendment dated August 5 2005 to Emplo) nicnt
	Compaiiy LLC and Peter M Scott 111 (fkd as Editbit

	Selected Executives Supplemental Deferled
	March 1 2007 File No 1-3382 No 1-15929 and No

	Foiin of Executive and Key Manager 2008 Perfoniiance
	Foriii of Restncted Stock Uiut Award Agreeincnt (filed as
	Amended and Restated Supplemental Senior Executive
	Report on Fonii 10-Q for the periocl ended March

	Progress Energy Iiic 2009 Executive Incentive Plan
	as filed with tlie SBC on March 3 1 2009 File No

	Agreement dated November 18,2004 between Winchester
	Consent of Deloitte & Touclie LLP
	302 CerilThtion of Chef Fmrlclal Officer
	io2 Cei tlfication of Chief Financial Officer
	302 Ceitlfication of Cluef E\ecuhvc Officer
	102 CertlTication of Cliief Financial Offlccr
	906 CcrtlIxation of ChlcT E\ecutiw OK1cei
	906 Ccl timtlon of Chiel Financml Officer
	906 Certification of Chief Executive Officer
	906 Certificatioii of Chief Financial Officcr
	906 Certification of CliieT Esecutive Officer
	906 Certification of Chief Financial OfTicer
	RL I list ance D ocii mcnt'k
	XBRL Taxonomy E,\-tension Schema Docunient
	XBN Taxonomy Calculation Linkbase Document
	XCRL Taxonomy Label Linkbase Document
	XBRL Taxonomy Presentation Linkbase Document
	XBRL Tasoiioniy Defination L.inlcbasc Document
	& Light Company to Progress Energy Inc effective August
	Report on Fonn 10-I< IS deemed not filed or part ol a registration statenient or prospectus for purposes of Section


