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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C 20549

FORM 10-K

(Mark One)
IX] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the {iscal year ended December 31, 2008

OR

| ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to
Exact name ol registrants as specified in their charters, I.RS. Employer
Commission state of incorporation, address of principal executive Identification
File Number offices. and telephone number Number
2! Proges Biery
115020 Pro o Energy.Ine 36-2155481

410 South Wilmington Street
Raleigh, North Carolina 27601-1748
Telephone: (919) 5346-6111
State of Incorporation: North Carolina

1-3382 Carolina Power & Light Company 56-0165465
d/b/a Progress Energy Carolinas, Inc.
410 South Wilmington Street
Raleigh, North Carolina 27601-1748
Telephone: (919) 5346-6111
State of Incorporation: North Carolina

1-3274 Florida Power Corporation 59-0247770
d/b/a Progress Energy Florida, Inc.
299 First Avenue North
St. Petersburg, Florida 33701
Telephone: (727) 820-3151
State of Incorporation: Flonda

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:

Title of cach class Name of cach exchange on which registered
Progress Energy. Inc.:
Common Stock (Without Par Value) New York Stock Exchange
Carolina Power & Light Company: None
Florida Power Corporation: None

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:

Progress Energy, Inc None
Carolina Power & Light Company: $5 Preferred Stock, No Par Value

Serial Preferred Stock, No Par Value

Florida Power Corporation: None
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Indicate by check mark whether each registrant is a well-known seasoned issuer, as defined in Rule 405 of the Act.

Progress Energy. Inc. (Progress Fuergy) Yes (X) No ()
Carolina Power & Light Company (PEC) Yes () No (X)
Florida Power Corporation (PEF) Yes () No (X)

Indicate by check mark whether each registrant is not required to [ile reports pursuant to Section 13 or Section 15(d) ol the Act.

Progress Energy Yes () No (X)
PEC Yes () No (X)
PEF Yes (X) No ()

Indicate by check mark whether each registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrants were required to file such reports). and (2) has been subject to such filing
requirements for the past 90 days

Progress Energy Yes (X) No ()
PEC Yes (X) No ()
PEF Yes () No (X)

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K 1s not contained herein, and will not be contained, to the best
of each registrant’s knowledge, in definitive proxy or information statements incorporated by reference in PART II of this Form 10-K or any amendment to
this Form 10-K

Progress Energy ()
PEC (X)
PLEF (X)

Indicate by check mark whether each registrant is a large accelerated filer. an accelerated filer, a non-accelerated filer, or a smaller reporting company See
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company™ in Rule 12b-2 of the Exchange Act:

Progress Energy Large accelerated filer (X)y  Accelerated filer ()
Non-accelerated filer ( ) Smaller reporting compary ()
PEC Large accelerated liler () Accelerated filer ()
Non-accelerated filer (X)  Smaller reporting company ()
PEF Large accelerated filer () Accelerated filer {)
Non-accelerated filer (X)  Smaller reporting company ()

Indicate by check mark whether each registrant is a shell company (as defined in Rule 12b-2 of the Act)

Progress Energy Yes () No (X)
PEC Yes () No (X)
PEF Yes () No (X)

As of June 30, 2008, the aggregate market value ol the voting and nonvoting common equity of Progress Energy held by nonaffiliates was $10,917,873,785.
As of June 30, 2008, the aggregate market value of the common equity of PEC held by nonaffiliates was $0. All of the common stock of PEC is owned by
Progress Energy. As of June 30, 2008, the aggregate market value of the common equity of PEF held by nonaffiliates was $0. All of the common stock of
PEF is indirectly owned by Progress Energy.

As of February 23, 2009, each registrant had the following shares of common stock outstanding:

Registrant Description Shares
Progress Energy Common Stock (Without Par Value) 278,433,758
PEC Common Stock (Without Par Value) 159,608,055
PFF Common Stock (Without Par Value) 100
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Progress Energy and PEC definitive proxy stalements for the 2009 Annual Meeting of Shareholders are incorporated into PART L, Items 10,
11,12, 13 and 14 hereof.

This combined Form 10-K is filed separately by three registrants: Progress Energy, PEC and PEY (collectively, the Progress Registrants).
Information contained herein relating to any individual registrant is filed by such registrant solely on its own behalf. Each registrant makes no
representation as to information relating exclusively to the other registrants.

PLEF meets the conditions set forth in General Instruction 1 (1) (a) and (b) of Form 10-K and is therefore filing this Form 10-K with the reduced

disclosure format permitted by General Instruction I (2) to such Form 10-K.
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GLOSSARY OF TERMS

We use the words “Progress Energy,” “we,” “us” or “our” with respect to certain information to indicate that such information rejates to Progress Energy. Inc.
and its subsidiaries on a consolidated basis. When appropriate, the parent holding company or the subsidiaries of Progress Energy are specifically identified

on an unconsolidated basis as we discuss their various business activities.

The following abbreviations or acronyms are used by the Progress Registrants:

TERM

DEFINITION

401(k)

AFUDC

Ambac

ARO

Annual Average Price
Asset Purchase Agreement

Audit Committee

Progress LEnergy 401(k) Savings & Stock Ownership Plan

Allowance for funds used duning construction

Ambac Assurance Corporation

Assel retirement obligation

Average wellhead price per barrel for unregulated domestic crude oil for the year
Agreement by and among Global, Earthco and certain affiliates, and the Progress Affiliates
as amended on August 23, 2000

Audit and Corporate Performance Commitice of Progress Encrgy’s beard of directors

BART Best Available Retrofit Technology

Broad River Broad River LLC"s Broad River Facility

Brunswick PEC s Brunswick Nuclear. Plant

Btu British thermal unit

CAIR Clean Air Interstate Rule

CAMR Clean Air Mercury Rule

CAVR Clean Air Visibility Rule

CcCoO Competitive Commercial Operations

CERCLA or Superfund Comprehensive Environmental Response, Compensation and Liability Act of 1980, as
amended

Ceredo Ceredo Synfuel LL.C

CIGFUR Carolina Industrial Group for Fair Utility Rates 11

Clean Smokestacks Act
Coal Mining

the Code

COa

COL

Colona

Corporate and Other

CR1 and CR2

CR3

CR4 and CR5

CUCA

CcvVO

D C. Court of Appeals
DeSoto

DIG Issue C20

Dixie Fuels
DOE
DSM

Earthco

LECCR

North Carolina Clean Smokestacks Act, enacted in June 2002

Two Progress Fuels subsidiaries engaged in the coal mining business

Internal Revenue Code

Carbon dioxide

Combined license

Colona Synfuel Limited Partnership, LLLP

Corporate and Other segment primarily includes the Parent, Progress Energy Service
Company and miscellancous other nonregulated businesses

PLEF’s Crystal River Units No. 1 and 2 coal-fired steam turbines

PEF’s Crystal River Unit No. 3 Nuclear Plant

PEF’s Crystal River Units No. 4 and 5 coal-fired steam turbines

Carolina Utility Customers Association

Contingent value obligation

U S. Court of Appeals for the District of Columbia Circuit

DeSoto County Generating Co., LLC

FASB Derivatives Implementation Group Issue CZ0, “Inferpretation of the Meaning of Not
Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a Price Adjustment
Feature™

Dixie Fuels Limited

United States Department of Energy

Demand-side management

Four coal-based solid synthetic fuels limited liability companies of which three were wholly
owned

Energy Conservation Cost Recovery Clause




LCRC
EIP
EPA
EPACT
EPC
ERO
ESOP
FASB
FDEP
FERC
FGT
FIN 39
FIN 45

FIN 46R
IFIN 47
FIN 48

the Florida Global Case
Florida Progress
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Environmental Cost Recovery Clause

Equity Incentive Plan

United States Environmental Protection Agency

Energy Policy Act of 2005

Engineering, procurement and construction

Electric reliability organization

Employee Stock Ownership Plan

Financial Accounting Standards Board

Florida Department of Environmental Protection

Federal Energy Regulatory Commission

Florida Gas Transmission Company, LLC

FASB Interpretation No. 39, “Offsctting of Amounts Related to Certain Contracts”
FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others”

FASB Interpretation No. 46R, “Consolidation of Variable Interest Entities — an Interpretation
of ARB No 51~

FASB Interpretation No. 47, “Accounting for Conditional Assct Retirement Obligations — an
Interpretation of FASB Statement No 1437

FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”

U S. Global, LLC v. Progress Energy, Inc. et al

Florida Progress Corporation

Florida RPS Florida renewable portfolio standard

FPSC Flonida Public Service Commission

FRCC Florida Reliability Coordinating Council

ISP FASB Staff Position

FSP FIN 39-1 FASB Staff Position FIN No 35-1, “An Amendment of FIN 39, Offsetting of Amounts

FSP SFAS 132R-]

Funding Corp

GAAP

Gas

the Georgia Contracts

Georgia Operations

Global
GridSouth
Harris
IRS

kv

kVA

kWh
Levy
LIBOR
MD&A

Medicare Act
MGP

MW

MWh
Moody’'s
NAAQS

NC REPS
NCUC

Related to Certain Contracts™

FASB Staff Position No. SFAS 132(R)-1, “Employers’ Disclosures about Post Retirement
Benefit Plan Agssets”

Florida Progress Funding Corporation, a wholly owned subsidiary of Florida Progress
Accounting principles generally accepted in the United States of America

Natural gas drilling and production business

Full-requirements contracts with 16 Georgia electric membership cooperatives formerly
serviced by CCO

Former reporting unit consisting of the Effingham, Monroe, Walton and Washington
nonregulated peneration plants in service and the Georgia Contracts

U S. Global, LLC

GridSouth Transco, LLC

PEC’s Shearon Harris Nuclear Plant

Internal Revenue Service

Kilovolt

Kilovolt-ampere

Kilowatt-hours

Proposed nuclear plant in Levy County, Flonda

London Inter Bank Offering Rate

Management’s Discussion and Analysis of Financial Condition and Results of Operations
contaned in Part 11, ltem 7 of this Form 10-K

Medicare Prescription Drug, Improvement and Modernization Act of 2003
Manufactured gas plant

Megawatts

Megawatt-hours

Moody's Investors Service, Inc

National Ambient Air Quality Standards

North Carolina Renewable Energy and Energy Efficiency Portfolio Standard

North Carolina Utilities Commission




NEIL

NERC

North Carolina Global Case
the Notes Guarantee

NOx SIP Call

NSR
NRC
O&M
OATT
0OCl

OPrC
OPLEB
the Parent
PEC

PEF
PESC

the Phase-out Price

Power Agency
Preferred Securities
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Nuclear Electric Insurance Limited

North American Electric Reliability Corporation

Progress Synfuel Holdings, Inc. et al. v. U.S. Global, LLC

Florida Progress” full and unconditional guarantee ol the Subordinated Notes

EPA rule which requires 22 states including North Carolina, South Carolinag and Georgia (but
excluding Florida) to further reduce emissions of nitrogen oxides

New Source Review requirements by the LPA

United States Nuclear Regulatory Commission

Operation and maintenance expense

Open Access Transmission Tanfl

Other comprehensive income

Florida’s Office of Public Counsel

Postretirement benefits other than pensions

Progress Energy, Inc. holding company on an unconsolidated basis

Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc.

Florida Power Corporation d/b/a Progress Energy Florida, Inc.

Progress Energy Service Company, LLC

Price per barrel of unregulated domestic crude oil at which the value of Section 29/45K tax
credits are fully eliminated

North Carolina Eastern Municipal Power Agency

7.10% Cumulative Quarterly Income Preferred Securities due 2039, Series A issued by the
Trust

Preferred Securities
Guarantee
Progress Affiliates
Progress Energy
Progress Registrants

Progress Fuels
PRP

PSSP

PTLIC
PUHCA 1935
PUHCA 2005
PVI

QF

RCA
Reagents
REC
Rockport
Robinson
Rowan

RSU

RTO

SCPSC

SEC

Section 29
Section 29/45K

Section 316(b)
Section 45K
(See Note/s “#7)

SERC

Florida Progress’ guarantee of all distnbutions related to the Preferred Secunties

Five affiliated coal-based solid synthetic fuels facilities

Progress Energy, Inc. and subsidiaries on a consolidated basis

The reporting registrants within the Progress Encrgy consolidated group Collectively,
Progress Energy. Inc . PEC and PLET

Progress Fuels Corporation, formerly Electric Fuels Corporation

Potentially responsible party, as defined in CERCLA

Performance Share Sub-Plan

Progress Telecom, LL.C

Public Utility Holding Company Act of 1935, as amended

Public Utility Holding Company Act of 2005

Progress Energy Ventures. Inc, formerly referred to as Progress Ventures, Inc.
Quahifying facility

Revolving credit agreement

Commodities such as ammonia and limestone used in emissions control technologies
Renewable energy certificates

Indiana Michigan Power Company’s Rockport Unit No. 2

PEC’s Robinson Nuclear Plant

Rowan County Power, LLC

Restricted stock unit

Regional transmission organization

Public Service Commission of South Carolina

United States Securities and Exchange Commission

Section 29 of the Code

General business tax credits earned afier December 31, 2003 for synthetic fuels production in
accordance with Section 29

Secction 316(b) of the Clean Water Act

Section 45K of the Code

For all sections, this is a cross-reference 1o the Combined Notes to the Financial Statements
contained in PART 11, Item 8 of this Form 10-K

SERC Reliability Corporation




S&P

SFAS

SFAS No. 5
SFAS No. 71
SFAS No 87
SFAS No. 109
SFASNo. 115

SFASNo. 123R
SFAS No. 133

SFAS No. 14IR
SFAS No. 142

SFAS No. 143
SFAS No. 144

SFAS No. 157
SFASNo. 158
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Standard & Poor’s Rating Services

Statement of Financial Accounting Standards

Statement of Financial Accounting Standards No. 3, “Accounting for Contingencies”
Statement of Financial Accounting Standards No. 71, “Accounting for the Etfects of Certain
Types of Regulation”

Statement of Financial Accounting Standards No. 87, “Emplovers” Accounting for Pensions”
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes”
Statement of Financial Accounting Standards No. 113, “Accounting for Certain Investments
in Debt and Equity Securities™

Statement of Financial Accounting Standards No. 123R, “Share-Based Payment”

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative
Instruments and Hedging Activities”

Statement of Financial Accounting Standards No. 141R, “Business Combinations”
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible
Assets”

Statement of Financial Accounting Standards No
Obligations”

Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets”

Statement of Financial Accounting Standards No. 157, “Fair Value Measurements”
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined
Benetit Pension and Other Postretirement Plans™

43, “Accounting for Asset Retirement

SFAS No. 159
SFAS No. 160
SFAS No. 161

SNG

SO2

Subordinated Notes
Syncora

Tax Agreement
Terminals

the Threshold Price

the Trust
the Utilities
VIE

Ward

Ward QU1
Ward QU2

Statement of Financial Accounting Standards No. 159, “The Fair Value Opiion Tor Innancial
Assets and Financial Liabilities — Including an amendment of FASB Statement No, 1157
Statement of Financial Accounting Standards No. 160, “Noncontrolling Interests in
Consolidated Financial Statements, an amendment of ARB No. 517

Statement of Financial Accounting Standards Neo . 161, “Disclosures About Derivative
Instruments and Hedging Activities — an amendment of FASB Statement No. 1337
Southern Natural Gas Company

Sulfur dioxide

7.10% Junior Subordinated Deferrable Interest Notes due 2039 issued by Funding Corp.
Syncora Guarantee Inc., formerly XL Capital Assurance, Inc

Intercompany Income Tax Allocation Agreement

Coal terminals and docks in West Virginia and Kentucky

Price per barrel of unregulated domestic crude oil at which the value of Section 29/45K tax
credits begin to be reduced

FPC Capital 1

Collectively, PEC and PEF

Variable interest entity

Ward Transformer site located in Raleigh, N.C

Operable unit for stream segments downstream from the Ward site

Operable unit for further investigation at the Ward lacility and certain adjacent areas

W
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SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

In this combined report, each of the Progress Registrants makes forward-looking statements within the meaning of the sale harbor provisions of the Private
Securities Litigation Reform Act of 1995 The matters discussed throughout this combined Form 10-K that are not historical facts are forward looking and,
accordingly. involve estimates, projections, goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to differ
materially from those expressed in the forward-looking statements. Any lorward-looking statement is based on information current as of the date of this report
and speaks only as of the date on which such statement is made, and the Progress Registrants undertake no obligation to update any forward-looking statement
or stalements to reflect events or circumstances after the date on which such statement is made

In addition, examples of forward-looking statements discussed in this Form 10-K include, but are not limited to, 1) statements made in PART I, Item JA,
“Risk Factors™ and 2) PART 11, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” (MD&A) including, but
not limited to, statements under the following headings: a) “Strategy™ about our future strategy and poals: b) “Results of Operations” about trends and
uncertainties; ¢) “Liquidity and Capital Resources™ about operating cash flows, estimated capital requirements through the year 2011 and future financing
plans; and d) “Other Matters™ about our synthetic fuels tax credits, the effects ol new environmental regulations, meeting anticipated demand in our regulated
service territories, potential nuclear construction and changes in the regulatory environment.

Examples of factors that you should consider with respect 1o any forward-looking statements made throughout this document include, but are not limited 1o,
the following: the impact of {luid and complex laws and regulations, including those relating to the environment and the Energy Policy Act ot 2005 (EPACT);
the ability to meet the anticipated future need for additional baseload generation and associated transmission facilities in our regulated service territories and
the accompanying regulatory and financial nsks, the {inancial resources and capital needed to comply with environmental laws and renewable energy
portfolio standards and our ability to recover related eligible costs under cost-recovery clauses or base rates; our ability to meet current and future renewable
energyv requirements. the inherent rsks associated with the operation and potential construction of nuclear facilities, including environmental, health,

regulatory and financial risks; the impact on our facilities and businesses from a terronst atlack; weather and drought condiions That direcily influence The
production, delivery and demand for clectricity; recurring seasonal {luctuations in demand for electricity: the ability 1o recover in a timely manner, if at all,
costs associated with future significant weather events through the regulatory process; economic fluctuations and the corresponding impact on our customers,
including downtums in the housing and consumer credit markets; [luctuations in the price of energy commodities and purchased power and our ability to
recover such costs through the regulatory process; the Progress Registrants” ability to control costs, including operations and maintenance expense (O&M)
and large construction projects, the ability of our subsidiaries to pay upstream dividends or distributions 1o the Parent; the duration and severity of the current
financial market distress thal began in the third quarter ol 2008; the ability to successfully access capital markets on favorable terms; the stability of
commercial eredit markels and our access to short- and long-term credit; the impact that increases in leverage may have on cach of the Progress Registrants;
the Progress Registrants’ ability to maintain their current credit ratings and the impact on the Progress Registrants™ financial condition and ability to meet their
cash and other financial obligations in the event their credit ratings are downgraded; our ability to fully utilize tax credits generated from the previous
production and sale of qualifying synthetic fuels under Internal Revenue Code Section 29/45K (Section 29/45K); the investment performance of our nuclear
deconmmissioning trust {unds; the investment performance of the assets of our pension and benefit plans and resulting impact on future funding requirements;
the outcome of any ongoing or [uture litigation or similar disputes and the impact of any such outcome or related settlements; and unanticipated changes in
operating expenses and capital expenditures. Many of these risks similarly impact our nonreporting subsidianes

These and other risk factors are detailed from time 1o time in the Progress Registrants’ filings with the United States Securities and Exchange Commission
(SEC). Many, but not all, of the factors thal may impact actual results are discussed in Hem 1A, “Risk Factors,” which you should carefully read. All such
factors are difficult to predict, contain uncertaintics that may materially affect actual results and may be bevond our control. New factors emerge from time
1o time, and it is not possible for management 1o predict all such factors, nor can it assess the effect of each such factor on the Progress Registrants

6
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PART I
ITEM 1 BUSINESS
GENERAL
ORGANIZATION

Progress Encrgy, Inc, headquartered in Raleigh, N.C, with its regulated and nonregulated subsidiaries, is an integrated electric utility, primanly engaged in
the regulated utility business. In this report, Progress Energy (which includes Proarcss Energy, Inc s holding company operations (the Parent) and its
subsidiaries on a consolidated basis), is at times referred to as “we,” “owr” or ' " When discussing Progress Energy’s linancial information, it necessarily
includes the results of PEC and PEF (collectively, the Utilities). The term “Provxess Registrants” refers to cach of the three separate registranis: Progress
Energy, PEC and PEF. However, neither of the Utilities makes any reprcsemmjon as to information related solely to Progress Energy or the subsidiaries of

Progress Energy other than itself

The Parent was incorporated on August 19, 1999 initially as CP&L Energy, Inc. and became the holding company for PEC on June 19, 2000. All shares of
common stock of PEC were exchanged for an equal number of shares of CP&L Energy, Inc. commeon stock. On November 30, 2000, we completed our
acquisition of Florida Progress Corporation (Florida Progress), a diversified, exempt electric utility holding company whose primary subsidiaries were PEF
and Progress Fuels Corporation (Progress Fuels). In the $5.4 billion purchase transaction, we paid cash cousideration of approximately $3.5 billion and issued
46.5 million.shares of. common.stock valued at approximately $1.9 billion, In addition, we issued 98.6 million contingent value obligations (CVOs) valued at

approximately $49 million. As a regisiered holding company, we are subject to regulation by the Federal Energy Regulatory Tommission (FERC) under the
Public Utility Holding Company Act of 2005 (PUHCA 2005) as discussed below

Our reportable segments are PEC and PEF, both of which are primarily engaged in the generation, transmission, distribution and sale of electricity in portions
ol North Cdrolma South Carolina and T]onda The Corporate and Other ¢ segment primarily includes amounts applicable to the activities of the Parent and
Progress Energy Service Company, LLC (PESC) and other miscellancous nomeguhted businesses that do not separately meet the quantitative disclosure
requirements as a separate business segment. As discussed in “Significant Developments™ below, most of our nonregulated business operations have been
divested. See Note 19 for information regarding the revenues, income and assets attnbutable to our business segments

The Utilities have more than 21,000 megawatts (MW of regulated electric generation capacity and serve approximately 3 1 million retail electric customers
as well as other load-serving entities The Utilities operate in retail service territories that have historically had population growth higher than the U.S.
average. In addition, PEC’s greater proportion ol commercial and industrial customers, combined with PEF’s greater proportion of residential customers,
creates a balanced customer base. We are dedicated to meeting the growth needs of our service territories and delivering reliable, competitively priced energy
from a diverse portfolio of power plants

For the year ended December 31, 2008, our consolidated revenues were $9.167 billion and our consolidated assets at year-end were $29 873 billion.
SIGNIFICANT DEVELOPMENTS

As discussed more fully in Note 3 and under MD&A ~ “Discontinued Operations,” in recent years we divesled, or announced divestitures, ol multiple
nonregulated businesses in accordance with our business strategy to reduce our business risk from ‘nonregulated operations, 1o focus on the core operations of
the Utilities and to reduce debt using cash proceeds from thé divestitures. In 2008, we sold coal terminals and docks in West Virginia and Kentucky

(Terminals) and we sold the remaining operations of Progress Fuels subsidiaries engaged in the coal mining business (Coal Mining)

7
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AVAILABLE INFORMATION

The Progress Registrants’ annual reports on Form 10-K, definitive proxy statements for our annual shareholder meetings, quarterly reports on Form 10-Q,
current reports on Form 8-K and all amendments to those reports are available [ree of charge through the Investors section of our Web site at www.progress-
energy.com. These reports are avaifable as soon as reasonably practicable after such material is dcctromca”y filed with, or furnished to, the SEC. The public
may read and copy any material we have filed with the SEC at the SEC’s Public Reference Room at 100 F Street. N E Washmﬂtou D C. 20549 Information
regarding the operations of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330. Altematively, the SEC maintains a Web site,
www sec gov, containing reports, proxy and information statements and other information regarding issuers that file electronically with the SEC

The Investors section of our Web site also includes our corporate governance guidelines and code of ethics as well as the charters of the following commitiees
of our board of directors: Execulive; Audit and Corporate Performance; Corporate Governance; Finance; Operations and Nuclear Oversight; Nuclear Project
Oversight; and Organization and Compensation. This information is available in print to any shareholder who requests it. Requests should be directed to:
Shareholder Relations, Progress Energy. Inc.. 410 S. Wilmington Street, Raleigh, NC 27601

Information on our Web sile is not incorporated herein and should not be deemed part of this Report

COMPETITION

RETAIL COMPETITION

To our knowledge, there is currently no enacted or proposed legislation in North Carclina, South Carolina or Florida that would give the Utilities™ retail

customers the night to choose their electricity provider or otherwise restructure or deregulate the electric industry. However, the Utilities compete with
suppliescolother forms ofenergy in.connection with their retail customers

Althouuh there is no pending legislation at this time, if the retail jurisdictions served by the Utilities become subject to deregulation, the recovery of “stranded
costs” could become a significant consideration. Stranded costs primarily include the generation assets of utiliues whose value in a competitive marketplace
would be less than their current book value, as well as above-market purchased power commitments to qualified facilities (QFs). Thus far, all staies that have
passed restructuring legislation have provided for the opportunity to recover a substantial porllon of stranded costs. Assessing the amount of stranded costs for
a utility requires various assumptions about future market conditions, including the future price of electricity.

Our largest stranded cost exposure is for PEF's purchased power commitments with QFs, under which PEF has future minimum expected capacity payments
tlnouoh 2036 of $4 4 billion (See Notes 22A and 22B). PEF was obligated to enter into these contracts under provisions of the Public Utilities Regulatory
Policies Act of 1978 PEF continues to seek ways to address the impact of escalaling payments under these contracts. However, the Florida Public Service
Commission (IF'PSC) allows for full recovery of the retail portion of the cost of power purchased from QFs. PEC does not have signiﬁcant future minimum
expecied capacily payments under their purchased power commitments with QFs.

WHOLESALE COMPETITION

The Utilities compete with other utilities and mercham generators for bulk power sales and for sales to municipalities and cooperatives.

Increased competition in the wholesale clectric utility industry and the availability of transmission access could affect the Utilities” load forecasts, plans for
power supply and wholesale energy sales and related revenues. Wholesale energy sales will be impacted by the extent 1o which additional generation is

available to sell to the wholesale market and the ability of the Utilities to attract new wholesale customers and 1o retain current wholesale customers who have
existing contracts with PEC or PEF
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LEPACT contains key provisions allecting the electric power industry. including competition among generators of electricity. The FERC has implemented and
is considering a number of related regulations to implement EPACT that may impact, among other things, requirements for reliability, QFs, transmission
information avmhb)lm transmission congestion. security constrained dlspmch energy market transparency, energy market manipulation and behavioral
rules In addition to EPACT, other polxcxcs and orders issued by the FERC have supported increased competition within the cleclric generation industry
EPACT clarified and expanded the FERC s authority to assure that markets operate fairly without imposing new, mandatory intrusion on state authorities

In February 2007, the FERC issued Order No. 890 adopting a final rule designed 1o 1) strengthen the pro forma open access transmission tariff (OATT) to
ensure that it achieves its original purpose of remedying undue dlscnmlnauon 2) provide greater specificity in the pro forma OATT fto reduce opportunities
for the exercise of undue discrimination, make undue discrimination easier to detect, and facilitate the FERC’s enforcement and 3) increase transparency in
the rules applicable to planning and use of the transmission system. One of the most significant revisions to the pro forma OATT relates to the development of
consistent_methodologies for calculating available transfer capability. which delermines whether transmission customers can access alternative power
supphcs Other sn_mhcant revisions include: changes 1o the transmission planning process; reform of energy and generator imbalance penalties; adoption of a

“conditional firm” component to long-term point-to-point transmission service and reform of existing requirements for the provision of redispaich service;
reform of rollover rights policy: clanfication of tari{f ambiguities; and increased transparency and customer access 1o information

As a transmission provider with an OATT on file with the FERC, PEC and PET are required to comply with the requirements of the new rule. A major
requirement of the new rule was lo file a revised pro forma OATT on July 13, 2007. PEC and PEF each made the required FERC filing and are currently
operating under the new tariff On December 28, 2007, the FERC issued Order No. 890-A granting requests for rehearing and making clarifications to Order
No. 890 PEC and PEJF made compliance {ilings on March 17. 2008, in order to meet the requirements of Order 890-A and are awaiting FERC approval

The Utilities are operating under revised OATT rates, which were effective for PEC on July 1, 2008, and for PEF on January 1, 2008 The Utilities moved
from a fixed revenue requirement to a formula rate. which allows for transmission rates to be updated cach year based on the prior year's actual costs. The
new patecinereased PIC s 2008 revenues by $7million and increased PEF s 2008 revenues by $2 million. The new rates will have a greater impact on PEF in

2011 when all of PEF’s wholesale customers become subject to the new rates

Certain details related 10 the rule, such as the precise methodology that will be used to caleulate available transfer capability, remain to be determined, and
thus it is difficult to make a determination of the overall effect of Order No. 890 on the Utilities™ transmission operations or wholesale marketing Iuncnon
However, on a preliminary basis, the rule is not anticipated to have a significant impact on the Utilities” financial results. Nonetheless, the final rule is
anticipated to include a wide range of provisions addressing transmission services, and as the new tariff is implemented there is likely to be a significant
impact on the Utilities™ transmission operations. planning and wholesale marketing functions.

PEC and PEF are subject to regulation by the FERC with respect to transmission service, including generator interconnection service for facilities making
sales for resale and wholesale sales of electric energy. On December 7, 2007, PEC and other major transmission-owning utilities in the Southeast submitted a
proposal to FERC for a new regional grid planning process designed to meet FERC directives under Order No 890 applicable to planning and use of the
transmission system. FERC has approved both PEC and PEF’s regional grid planning processes subject to modification. PEF and PEC liled compliance
{ilings with FERC on October 7, 2008, and December 17. 2008, respectively. and are awaiting approval

The FERC requires that entities desiring to make wholesale sales of clectricity at market-based rates document that they do not possess market power. Market
power is exercised when an entity profitably drives up prices through its control of a single activity, such as electricity generation, where it controls a
signilicant share of the total capacity available to the market, The FERC has established screening measures for such deternunations. Given the difficulty PEC
believed it would experience in passing one of the screens, PEC revised its market-based rate tantds in 2005 to restrict PEC to sales outside of its control area
and peninsular Florida. and liled a new cost-based 1arifl for sales within PEC’s control area. Accordingly, PEC and PEF make wholesale sales of electricity at
cost-based rates in
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areas inside of PEC’s control area and peninsular Florida and at market-based rates in areas outside of PEC’s control area and peninsular Florida We do not
anticipate that the operations of the Utilities will be materially impacted by these market-based rates decisions

REGIONAL TRANSMISSION ORGANIZATIONS

The FERC’s Order 2000 established national standards for regional transmission organizations (RTOs) and advocated the view that regulated, unbundled
transmission would facilitate competition in both wholesale and retail electricity markets. The Utilities have previously participated in RTO efforts, but are
not active in these efforts currently due to the FERC’s termination of both the GridSouth Transco, LLC (GridSouth) and the GridFlorida RTO proceedings
GridSouth was terminated by the GridSouth participants due ta not reaching a consensus on creating a southeastern RTO. GridFlorida was terminated by the
FPSC and the FERC due to the conclusion that it was not beneficial to jurisdictional customers. PEC’s recorded investment in GridSouth totaled $19 million
at December 31, 2008. Excluding the immatenal South Carolina retail portion, the GridSouth costs will be fully amortized and recovered by 2012. PEF fully
recovered its development costs in GridFlorida from retail ratepayers through base rates

FRANCHISE MATTERS

PEC has nonexclusive franchises with varying expiration dates in most of the municipalities in North Carolina and South Carolina in which it distributes
electricity. In North Carolina, franchises generally continue for 60 years. In South Carolina, franchises continue in perpetuity unless terminated according to
certain statutory methods. The general effect of these franchises is 1o provide for the manner in which PEC occupies rights-of-way in incorporated areas of
municipalities for the purpose of constructing, operating and maintaining an energy transmission and distribution system Of these 240 franchises, the
majority covers 60-year periods from the date enacted, and 45 have no specific expiration dates. Of the franchise agreements with expiration dates, 19 expire
during the period 2010 through 2013, and the remaining agreements expire between 2014 and 2068. PEC has no franchise agreements that expire in 2009
PEC also provides service within a number of municipalities and in all of the unincorporated areas within its service area without franchise agreements.

PEF has nonexclusive franchises with varying expiration dates in 111 of the Florida municipahties in which 1t disinbutes eleciricity. PET al50 provides service
to 10 other municipalitics and in all of the umincorporated arcas within its service arca without franchise agreements. The general effect of these franchises is
1o provide for the manner in which PEF occupies rights-of-way in incorporated areas of municipalities for the purpose of constructing, operating and
maintaining an energy transmission and distribution system. The franchise agreements cover periods ranging from 10 to 30 years with the majority covering
30-year periods from the date enacted Of the 111 franchise agreements, 36 expire between 2009 and 2013, and the remaining agreements expire between
2014 and 2037

REGULATORY MATTERS

HOLDING COMPANY REGULATION

The Parent is a registered public wtility holding company subject 10 regulation by the FERC under PUHCA 2003, including provisions relating o the
establishment of intercompany extensions of credit, sales, acquisitions of securities and utility assets, and services performed by PESC. Under PUHCA 2005,
the FERC also has authonty over accounting and record retention and cost allocation jurisdiction at the election of the holding company system or the state
utility commissions with jurisdiction over its utility subsidiaries.

UTILITY REGULATION

FEDERAL REGULATION

EPACT also contained provisions for tax changes for the utility industry; incentives for emissions reductions; federal insurance and incentives to build new
nuclear power plants, and certain protection for native retail load customers of load-serving entities. EPACT gave the FERC "backstop" transmission siting
authority which provides for federal intervention, subject to limitations, when states are unable or unwilling to resolve transmission issues. EPACT also

provided incentives and [unding for clean coal technologies. provided inihiatives to voluntarly reduce
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areenhouse gases and redesignated the Internal Revenue Code’s (the Code’s) Section 29 (Section 29) tax credit as a general business credil under the Code’s
Section 45K (Section 45K), which removed limits on svathetic [uels production and changed the camry forward period of the tax credits generated. In addition,
the law requires both the FERC and the United States Department of Fnergy (DOLE) to study how utilities dispatch their resources to meet the needs of their
customers. The results of these studies or any related actions taken by the DOE could impact the Utilities™ system operations

The FERC has adopted final rules implementing much of ts broader authority under EPACT . These rules require the FERC's approval prior to any merger
involving a public ulility; require the FERC s approval prior to the disposition of any utility asset with a market value in excess of $10 million; prohibit
market participants from intentionally or recklessly making any fraudulent or misleading statements with regard to transactions subject 1o the FERC’s
jurisdiction; and provide the procedures and rules for the establishment of an clectnic reliability organization (ERO) that will propose and enforce mandatory
reliability standards for the bulk power electric system

On July 20, 2006, the FERC certified the North American Electric Reliability Corporation (NERC) as the ERO. Included in this certification was a provision
for the ERO to delegate authority for the purpose of proposing and enforcing reliability standards in particular regions of the country by entering into
delegation agreements with regional entities. The SERC Reliability Corporanon (SERC) ‘and the Florida Reliability Coordinating Council (FRCC) are the
regional entitics for PEC and PEF, respectively.

In Order 693, the FERC completed part of its EPACT implementation plan by approving 83 reliability standards developed by the NERC. On June 18, 2007,
compliance with the 83 FERC-approved reliability standards became mandatory for all registered users, owners and operators of the bulk power system,
including PEC and PEF. On December 20, 2007, the FERC approved three additional planmng and operating reliability standards. Additionally, on January
17, 2008, the FERC approved eight mandatory critical infrastructure protection reliability standards to protect the bulk power system against potential
dlsruphons from cyber security breaches During 2008, a number of approved standards were {urther clarified through the interpretation and revision process
There are currently 94 mandatory NERC standdrdb

Based on the FERC’s directive 1o revise 56 of the adopted standards, we expect standards 1o migrale To more delinifive and enlorceable requireineis over
time. We are committed to meeting those standards The [inancial impact of mandatory compliance cannot currently be determined. Failure to comply with
the reliability standards could result in the imposition of fines and civil penalties. If we are unable 10 meet the reliability standards for the bulk power system
in the future, it could have a material adverse effect on our financial condition, results of operations and cash flows.

The FRCC, SERC and NERC have proposed that entities that sell~reported noncompliance prior to the mandatory compliance ctfective date, pursued
aggressive mitigation plans, and completed them, will not be assessed fines Prior to the June 18, 2007 effective date of mandatory compliance with the
rehability standards, PEC sell-reported two noncompliances to the SERC and PEF self-reported three noncompliances to the FRCC. PEC completed the
mitigation plans for violations reported prior to the effective date. PEF completed two of the mitigation plans for violations reported prior to the effective date
PEF has met the milestones of its third mitigation plan and is on track to complete it during the second quarter of 2009

Subsequent to the effective date, PEC sell-reported to the SERC three noncompliances with voluntary standards. PEC submitted and completed mitigation
plans for these noncompliances with voluntary standards. PEC does not expect enforcement actions on noncompliances to voluntary standards. PEC also self-
reported 1o the SERC a violation of a mandatory standard and filed and completed a mitigation plan PEC has advised the SERC that it would like to enter
scttlement discussions related to this violation

Subsequent to the effective date, PEF self-reported to the FRCC two noncompliances with voluntary standards and four violations of a mandatory standard
PEF has filed, completed and closed the mitigation plan for noncompliances with the voluntary standards. PEF has filed mitigation plans for the four
mandatory violations and completed three of the mitigation plans. The fourth mitigation plan is on schedule and is expected to be completed during 2010 PEF
advised the FRCC that it would like 1o enter settlement discussions related to these four
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violations. Neither the violations noted above nor the costs of executing the mitigation plans are expected to have a significant impact on our overall
compliance efforts, results of operations or liquidity

The Utilities are also subject to regulation by other federal regulatory agencies, including the United States Nuclear Regulatory Commission {(NRC) and the
United States Environmental Protection Agency (EPA). The Utilitics” nuclear gencrating units are regulated by the NRC under the Atomic Energy Act of
1954 and the Energy Reorganization Act of 1974, The NRC is responsible for granting licenses for the construction. operation and retirement of nuclear
power plants and subjects these plants to continuing review and regulation. In the event of noncompliance, the NRC has the authority 10 impose fines, set
license conditions, shut down a nuclear unit, or take some combination of these actions, depending upon its assessment of the severity of the situation, until
compliance is achieved

STATE REGULATION

PEC is subject to regulation in North Carolina by the North Carolina Utilities Commission (NCUC), and in South Carolina by the Public Service Commission
of South Carolina (SCPSC). PEF is subject 1o regulation in Florida by the FPSC. The Utilities are regulated by their respective regulatory bodies with respect
to, among other things, rates and service for electricity sold at retail; retail cost recovery of unusual or unexpected expenses, such as severe storm costs; and
issuances of securities The underlying concept of utility ratemaking is to set rates at a level that allows the wtility to collect revenues equal 1o its cost of
providing service plus carn a reasonable rate of return on its invested capital, including equity

Retail Rate Matters
Each of the Utilities” state utility commissions authorize retail “base rates™ that are designed to provide the respective utility with the opportunity to earn a

reasonable rate of return on ils “rate base,” or net investment in utility plant. These rates are intended 10 cover all reasonable and prudent expenses of
constructing, operating and maintaining the wility svstem, except those covered by specific cost-recovery clauses.

In PEC’s most recent rate cases in 1988, the NCUC and the SCPSC cach authorized a retum on equity of 12.75 percent. The Clean Smokestacks Act enacted
in North Carolina in 2002 (Clean Smokestacks Act) froze PEC’s retail base rates in North Carolina through December 31, 2007, uniess PEC experienced
extraordinary events beyond the contro) of PEC, in which case PEC could have petitioned for a rate increase. Subsequent to 2007, PEC’s current North
Carolina base rates are continuing subject 1o traditional cost-based rate regulation

During 2005, the FPSC approved a four-year base rate agreement with PEF The new base rates took effect the first billing cycle of January 2006 and will
remain in effect through the last billing cycle of December 2009, with PEF having the sole option to exlend the agreement through the last billing cycle of
June 2010. Pursuant to the base rale agreement and as modified by a stipulation and settlement agreement approved by the FPSC on October 23, 2007, base
rates were adjusted in January 2008 due 1o specified generation f{acilities placed in service in 2007. PEF’s base rate agreement also provides for revenue
sharing between PEF and its ratepayers beginning in 2006 whereby PEF will refund two-thirds of retail base revenues between the specilied threshold and
specified cap and 100 percent of revenues above the specified cap. However, PEF’s retail base revenues did not exceed the thresholds in 2008 and thus no
revenues were subject to the revenue sharing provisions. Both the threshold and cap are adjusted annually for rolling average 10-year retail kilowatt-hour
(kWh) sales growth and were $1.664 billion and $1.716 billion, respectively, for 2008 For 2009, the threshold for revenue sharing will be §1.688 billion and
the cap will be $1.742 billion.

On February 12, 2009, in anticipation ol the expiration of its current base rate settlement agreement, PEF notified the FPSC that it intends to request an
increase in its base rates, effective January 1, 2010. In its notice, PEF requested the FPSC to approve calendar year 2010 as the projecied test period for seiting
new base rates and that it intends 1o seek annual rate relief between $475 million to $550 milhon PEF intends 1o file its case-in-chief on March 20, 2009. The
request for increased base rates is based, in part, on investments PEF is making in its generating fleet and in its transmission and distribution systems. If
approved by the FPSC, the new base rates would increase residential bills by approximately $15.00 per 1.000 kWh, or 11 percent, elfective January 1, 2010
We cannot predict the outcome of this matter
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As part ol its February 12, 2009 notification, PEF also informed the FPSC that it may seek additional rate relief 1n 2009, primarily driven by the addition of its
repowered Bartow power plant, which is expected 1o begin commercial operation in June 2009: and decreased sales and higher pension costs impacted by the
current financial and credit crises. We cannot predict the outcome of this matier

Retail Cost-recovery Clauses

Each of the Ulilities state utility commissions allows recovery of cerlain costs lhrouah vnuous cost-recovery clauses. to the extent the respective commission
determines in an annual hearing that such costs are prudent. Each state utility commission’s determination results in the addition of a clause to a utility’s base
rates (o reflect the approval of these costs and {o reflect any past over- or under-recovery of costs The Unlhities generally do not earn a return on the recovery
of eligible operating expenses under such clauses; however, in certain jurisdictions, the Utilities may eam interest on under-recovered costs. Additionaily, the
commissions may authorize a retum for speuﬁed investments for energy efficiency and conservation, capacity costs, environmental compliance and ullllty
plant. Fuel, fuel-related costs and certain purchased power costs are chglblc for recovery by the Utilities. The Ulilities use coal, oil. hydroelectric (PEC only).
natural gas and nuclear power 1o generate electricily thereby mainiaining a diverse fuel mix that helps mitigate the impact of cost increases in any one fuel.
Due to the regulatory treatment of these costs and the method allowed for recovery, changes in fuel costs from year to year have no material impact on
operating rcsults of the Utilities, unless a commission finds a portion of such costs to havc been imprudently incurred. However, delays between the
expenditure for fuel costs and recovery from ratepayers can adversely impact the timing of cash flow of the Utilities See MD&A - “Regnlatory Matters and
Recovery of Costs” for additional discussion regarding cost-recovery clauses.

Costs recovered by the Utilities through cost-recovery clauses, by retail jurisdiction, were as follows:

o North Carolina Reitail ~ fuel costs, the fuel and other portions of purchased power (capacity costs for purchases from dispatchable QFs are also
recoverable), costs of new demand-side management (DSM), energy-cfficiency programs and costs of reagents (commoditics such as ammonia and

limestoneuised.in emissions control technologies) and eligible renewable enerpy costs:

o South Carolina Retail — fuel costs, certain purchased power costs, costs of reagents, sulfur dioxide ($0z2) and nitrogen oxides (NOx) emission
allowance expenses; and

o Florida Retail ~ fuel costs, purchased power costs, capacity costs, energy conservation expense and specified environmental costs, including SO2 and
NOx emission allowance expenses.

As discussed more fully in MD&A -~ “Other Matters ~ Regulatory Environment,” cligible nuclear costs not previously recoverable through cost-recovery
clauses are recoverable in the Florida retail jurisdiction beginning in 2009

Storm Recovery

In accordance with its base rate agreement, PET accrues $6 million annually in base rates to a storm damage reserve and is allowed to defer losses in excess of
the accumulated reserve for major storms, Under the order, the storm reserve is charged with O&M expenses related to storm restoration and with capital
expenditures related ta storm restoration that are in excess of expenditures assuming normal operating conditions

In the event future storms cause the reserve to be depleted, PEF would be able 1o petition the FPSC for implementation of an interim surcharge of at least 80
percent and up to 100 percent of the claimed deficiency of its storm reserve. Intervenors reserve the right to challenge the interim surcharge recovery of the
additional 20 percent above the 80 percent of the claimed deficiency of the storm reserve. The FPSC has the right to review PEF’s storm costs for prudence

PEC does not maintain a storm damage reserve account and does not have an ongoing regulatory mechanism, such as a surcharge. to recover storm costs. In
the past, PEC has sought and received permission from the SCPSC and NCUC to defer and amortize certain storm recovery cosls
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See Note 7 for further discussion of regulatory matfers
NUCLEAR MATTERS
GENERAL

The nuclear power industry faces uncertainties with respect to the cost and long-lerm availability of disposal sites for spent nuclear [uel and other radioactive
waste, compliance with changing regulatory requirements, nuclear plant operations, capital outlays for modifications and new plant construction, the
technological and financial aspects of decommissioning plants at the end of their licensed lives and requirements relating to nuclear insurance. Nuclear units
are periodically removed from service to accommodate normal refueling and maintenance outages, repairs, uprates and certain other modifications

PEC owns and operates four nuclear generating units, Brunswick Nuclear Plant (Brunswick) Unit No. 1 and Unit No. 2, Shearon Harris Nuclear Plant
(Harris), and Robinson Nuclear Plant (Robinson). All of PEC’s nuclear plants have received renewed operating licenses as Harris received a 20-vear
extension from the NRC on its operating license on December 17, 2008. NRC operating licenses for Brunswick No. | and No. 2. Harris and Robinson
currently expire in September 2036, December 2034, October 2046 and July 2030, respectively.

PEF owns and operates one nuclear generating unit, Crystal River Unit No_ 3 (CR3). The NRC operating license for CR3 currently expires in December 2016.
On December 18, 2008, PEF submitted an application to the NRC requesting a 20-year extension of the CR3 operating hicense The license renewal
application for CR3 is currently under review by the NRC with a decision expected in 2011

Since 2001, PEC and PEI have made various modifications 1o increase the output of their nuclear facilities. In January 2007, the FPSC approved PEF's
petition to uprate CR3"s gross output by approximately 180 MW. The multi-stage uprate 1s expected to increase CR3’s gross output by approximately 180
MW._bv 2012, NRC approval is required for the first and third stage design modification. PEF received NRC approval for a license amendment and

implemented the first stage’s design modification on January 31, 2008, and will apply for the required Ticense amendment for the third slage' s design
modification {See Note 7C)

The NRC periodically issues bulletins and orders addressing industry issues of interest or concern that necessitate a response from the industry. It is our intent
to comply with and to complete required responses in a tinely and acourate manner. Any potential impact to company operations will vary and will be
dependent upon the nature of the requiremeni(s)

POTENTIAL NEW CONSTRUCTION

While we have not made a final determination on nuclear construction, we have 1aken steps to keep open the option of building a plant or plants. During 2008,
PEC and PEF filed combined license (COL) applications to potentially construet new nuclear plants in Nerth Carolina and Florida (See Item 1A “Risk
Factors™). The NRC estimaltes that it will take approximately three to four years to review and process the COL applications

On January 23, 2006, we announced that PEC selected a site al Harris to evaluate for possible future nuclear expansion. We selected the Westinghouse
Electric AP1000 reactor design as the technology upon which 1o base PEC’s application submission. On February 19, 2008, PEC filed 1ts COL application
with the NRC for two additional reactors at Harris. On April 17, 2008, the NRC docketed, or accepted for review, the Harris application. Docketing the
application does not preclude additional requests for information as the review proceeds; nor does it indicate whether the NRC will issue the license. On June
4, 2008, the NRC published the Petition for Leave 1o Intervene. Petitions to intervene may be filed within 60 days of the notice by anyone whose interest may
be affected by the proposed license and who wishes 1o participate as a party in the proceeding. One petition to intervene was {iled with the NRC within the 60-
day notice period. We cannot predict the outcome of this mattes. If we receive approval from the NRC and applicable state agencies, and if the decisions to
build are made, a new plant would not be online until at least 2019

On December 12, 2006, we announced that PEF selected a greenfield site in Levy County, Fla, (Levy) to evaluate for possible future nuclear expansion. We
selected the Westinghouse Electric AP1000 reactor design as the
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technology upon which to base PEFs application submission. In 2007. PEF compleled the purchase of approximately 5,000 acres for Levy and associated
transmission needs. On July 30, 2008, PEF filed its COL application with the NRC for two reactors. The FPSC issued the final order granting PEF’s petition
for the Determination of Need for Levy on August 12, 2008 On October 6. 2008, the NRC docketed, or accepted for review, the Levy nuclear project
application. Docketing the application does not preclude additional requests tor information as the review proceeds; nor does it indicate whether the NRC will
issue the license. On December 8, 2008, the NRC published the Petition for Leave to Intervene, Petitions to intervene may be filed within 60 days of the
notice by anyone whose interest may be affected by the proposed license and who wishes to participate as a party in the proceeding. One petition to intervene
was filed with the NRC within the 60-day notice period We cannot predict the outcome of this matter. On December 31, 2008, PET signed an agreement with
Westinghouse Electric Company LLC and Stone & Webster, Inc. for the engineering, procurement and construction of two nuclear units at Levy. The contract
price for the two Levy units combined is approximately $7 650 billion, part of which is subject to agreed upon escalation factors. The total cost for the two
generating units is estimated to be approximately $14 billion This total cost estimate includes }and, plant components, financing costs, construction, labor,
regulatory fees and the initial core for the two units. An additional $3 billion is estimated for the necessary transmission equipment and approximately 200
miles of transmission lines associated with the project. The final cost of the project will depend on the completion dates, which will be determined in large
part by the NRC review schedule. On February 24, 2009, PEF received the NRC’s schedule for review and approval of the COL. PEF is assessing the impact
of the NRC schedule on the plans and estimated costs for Levy. If we receive approval from the NRC and applicable state agencies, and if the decisions to
build are made, safety-related construction activitics could begin as carly as 2012, and a new plant could be operational in the 2016 to 2018 timeframe

SECURITY

The NRC has issued various orders since September 2001 with regard to security at nuclear plants. These orders include additional restrictions on access,
increased security measures at nuclear facilities and closer coordination with our partners in intelligence, military, Jaw enforcement and emergency response
at the lederal, state and local levels. We completed the requirements as outlined in the orders by the commitied dates, As the NRC, other governmental entities
and the industry continue to consider security issucs, it is possible that more extensive security plans could be required

SPENT FUEL AND OTHER HIGH-LEVEL RADIOACTIVE WASTE

The Nuclear Waste Policy Act of 1982 provides the framework for development by the federal government of interim storage and permanent disposal
facilities for high-level mdioactive waste materials. The Nuclear Waste Policy Act of 1982 promotes increased usage of interim storage of spent nuclear fuel
al existing nuclear plants. We will continue to maximize the use of spent luel storage capability within our own facilities for as long as Teasible.

With certain modifications and additional approvals by the NRC, including the installation of on-site dry cask storage facilities at Robinson, Brunswick and
CR3, the Utilities’ spent nuclear fuel storage facilities will be sufficient to provide storage space for spent fuel generated on their respective systems through
the expiration of the operating licenses, including any license extensions. for their nuclear generating units. Harris has sufficient storage capacity in its spent
fuel pools through the expiration of its extended operating license

See Note 22D for a discussion of the Utilities™ contracts with the DOE for spent nuciear fuel
DECOMMISSIONING

In the Utilities’ retail jurisdictions, provisions for nuclear decommissioning costs are approved by the NCUC, the SCPSC and the FPSC and are based on site-
specilic estimates that include the costs for removal of all radioactive and other structures at the site. In the wholesale jurisdiction, the provisions for nuclear
decommissioning costs are approved by the FERC. A condition of the operating license for each unit requires an approved plan for decontamination and
decommissioning See Note 4D for a discussion of the Utilities” nuclear decommissioning costs.
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ENVIRONMENTAL

We are subject to regulation by various federal, state and local authorities in the areas ol air quality, water quality, control of toxic substances and hazardovs
and solid wasles, and other environmental matters. We believe that we are in substantial compliance with those environmental regulations currently applicable
to our business and operations and believe we have all necessary permits 1o conduct such operations. Environmental laws and regulations frequently change
and the ultimate costs of compliance cannot always be precisely estimated. The current estimated capital costs associated with compliance with pollution
control laws and regulations that we expect to incur are included within MD&A - “Liquidity and Capital Resources — Capital Expenditures™ and within
MDE&A ~ “Other Matters — Environmenial Matters.”

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended (CERCLA), authorize the EPA to
require the cleanup ol hazardous waste sites. This statute imposes retroactive joint and several liabilities. Some states, including North Carolina, South
Carolina and Florida, have similar types of legislation. We are periodically notified by regulators, including the EPA and various state agencies, of our
involvement or potential involvement in sites that may require investigation and/or remediation.

There are presently hazardous waste sites, including the Ward Transformer site (Ward) and several manufactured gas plant (MGP) sites, with respect to which
we have been notified by the EPA, the State of North Carolina or the State of Florida of our potential liability, as a potentially responsible party (PRP) We
have accrued costs for the sites to the extent our liability is probable and the costs can be reasonably estimated. These costs are eligible for regulatory recovery
through either base rates or cosl-recovery clauses (Sce Notes 7 and 21). Both PEC and PEF cvaluate potential claims against other PRPs and insurance
carriers and submit claims for cost recovery where appropriate. The outcome of these potential claims cannot be predicted. While we accrue for probable costs
that can be reasonably estimated, based upon the current status of some sites, not all costs can be reasonably estimated or accrued and actual costs may
materially exceed our accruals. Material costs in excess of our accruals could have an adverse impact on our financial condition and results of operations

See Note 2] and MD&A -~ “Other Matters — Environmental Matters” for additional discussion of our environmental matters, including specific environmental

issues, the status of the issues, accruals associated with 1ssue resolutions and our associated exposures.
EMPLOYEES
As of February 16, 2009, we employed approximately 11,000 full-time employees. Of this total, approximately 2,000 employees at PET are represented by

the International Brotherhood of Electrical Workers. Progress Lnergy and the International Brotherhood of Electrical Workers entered a new three-year labor
contract beginning December 2008 We consider our relationship with employees, including those covered by collective bargaining agreements, to be good

We have a noncontributory defined benefit retirement (pension) plan for substantially all full-time employees and an employee stock ownership plan among
other employee benefits We also provide contributory postretirement benefits, including certain health care and life insurance benefits, for substantially all
retired employees

As of February 16, 2009, PEC and PEF employed approximately 6,000 and 4,000 full-time employees, respectively

PEC

GENERAL

PEC is a regulated public utility founded in North Carolina in 1908 and is primarily engaged in the generation, transmission, distribution and sale of
electricity in portions of North and South Carolina. Al December 31, 2008, PEC had a total summer generalmg capacnw (including jointly owned capacity) of
12,415 MW. For additional information about PEC’s generating plants, see “Electric ~ PEC” in ltem 2, “Properties.” PEC’s system normally experiences its
highest peak demands during the summer, and the afl-time system peak of 12,656 megawatt-hours (MWh) was set on August 9, 2007.
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PLEC’s service territory covers approximately 34,000 square miles. including a substantial portion of the coastal plain of North Carolina extending from the
Piedmont to the Atlantic coast between the Pamlico River and the South Carolina border, the lower Piedmont section ol North Carolina, an area in western
North Carolina in and around the city of Asheville and an area in the northeastern portion of South Carolina. At December 31, 2008, PEC was providing
clectric services, retail and wholesale, to approximately 1.5 million customers Major wholesale power sales customers include North Carolina Eastern
Municipal Power Agency (Power Agency), North Carolina Electric Membership Corporation and Public Works Commission of the City of Fayetteville, North
Carolina. PEC is subject 10 the rules and regulations of the FERC. the NCUC, the SCPSC and the NRC. No single customer accounts for more than 10 percent
of PEC’s revenues.

PLEC’s segment profit was $531 million, $498 million and $454 million for the years ended December 31, 2008, 2007 and 2006, respectively. PEC’s total
assets were $13 165 billion and $11 955 billion as of December 31, 2008 and 2007, respectively.

BILLED ELECTRIC REVENUES

PLC’s electric revenues billed by customer class, lor the last three vears, are shown as a percentage of total PEC electric revenues in the tabie below:

BILLED ELECTRIC REVENUE PERCENTAGES

2008 2007 2006
Residential : 38 BT 3%
Commercial 26% 26% 25%
Wholesale Sheteind ST e 18% e 8%
Industrial 17% 17% 18%
Otler redail - L T e T T B e I I T 0

Major industrics in PEC’s service arca include textiles, chemicals, metals, paper, food, rubber and plastics, wood products and electronic machinery and
equipment

FUEL AND PURCHASED POWER
SOURCES OF GENERATION

PEC’s consumption of various types of fucl depends on several factors, the most important of which are the demand for clectricity by PEC’s customers, the
availability of various generating units, the availability and cost of fuel and the requirements of federal and state regulatory agencies

PEC’s tolal system generation (including jointly owned capacity) by primary energy source, along with purchased power for the last three years is presented
in the following table:

ENERGY MIX PERCENTAGES
2

008 2007 2006
Coal- s 45% 48% < dT%
Nuclear 43% 42% 43%
Purchased power 0000 DL “T7% 3% 8%
Oil/Gas 4% 4% 3%
Hydro oo R A% 1% i a]%

PEC is generally permitted to pass the cost of fuel and certain purchased power costs 1o its customers through fuel adjustment clauses. The future prices for
and availability of varous fuels discussed in this report cannot be predicted with complete certainty. See “Commodity Price Risk™ under Item 7TA,
“Quantitative And Qualitative Disclosures About Market Risk™ and liem 1A, “Risk Factors.” However, PEC believes that its fuel supply contracts, as
described below and 1in Note 22A, will be adequate 1o meet its fuel supply needs
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PEC s average fuef costs per million British thermal units (Btu) for the last three years were as follows:

AVERAGE FURL COST
(per million Btu) 20068 2007 2006

Coal $.3.39.%296 5.2.90
Nuclear 046 044 043
Oft 16.05 71228 °11.04
Gas 10.66 9.19 987

Weighicd-avernge —2.44 - 221" 2.06

Changes in the unit price for coal, oil and gas are due to market conditions. Because these costs are primarily recovered through recovery clauses established
by regulators, {luctuations do not materially affect net income

Coal

PLC anticipates a requirement of approximately 13 million tons of coal in 2009. Almost all of the coal will be supplied from Appalachian coal sources in the
United States and will be primanly delivered by rail

For 2009, PEC has short-term, intermediate and long-term agreements from various sources for approximately 100 percent of its estimated burn requirements
ol its coal units. The contracts have expiration dates ranging {rom one to len vears, PEC will continue to sign contracts of various lengths, terms and quality to
meet its expecied burn requirements

Nuclear

Nuclear fuel is processed through four distinct stages. Stages I and 11 involve the mining and milling of the natural uranium ore to produce a uranium oxide
concentrate and the conversion of this concentrate into uranium hexafluoride. Stages III and 1V entail the enrichment of the uranium hexafluoride and the
fabrication of the enriched uranium hexafluoride into usable fuel assemblies

PEC has sufficient uranium, conversion, enrichment and fabrication contracts to meet its nuclear fuel requirement needs for the foreseeable future. PEC’s
nuclcm fuel contracts typically have terms ranging from three to fifieen years. For a discussion of PEC’s plans with respect to spent fuel storage, see “Nuclear
Matters.”

Purchased Power

PEC purchased approximately 4 8 million MWh, 39 million MWh and 4.2 million MWh of its system energy requirements during 2008, 2007 and 2006,
respectively, under purchase obligations and operating leases and had 1,310 MW of firm purchased capacity under contract during 2008 PEC may need to
acquire additional purchased power capacity 1 the future to accommodate a portion of its system load needs. PEC believes that it can obtain adequate
purchased power to meet these needs. However, during periods of high demand, the price and availability of purchased power may be significantly affected

Oil and Gas

Oil and natural gas supply for PEC’s generation fleet is purchased under term and spot contracts from various suppliers. PEC has dual-fuel generating
facilities that can operate with both oil and gas. The cost of PEC’s oil and gas is cither at a fixed price or determined by market prices as reported in certain
industry publications. PEC believes that it has access to an adequate suppl\' of oil and gas for the reasonably foreseeable future. PEC’s natural gas
transportation for its gas generation is purchased under term firm transportation contracts with interstate pipelines. PEC also purchases capacity under other
contracts and utilizes transportation for its peaking load requirements
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Hydroelectric

PEC has three hydroelectric generating plants licensed by the FERC: Walters. Tillery and Blewett PEC also owns the Marshall Plant, which has a license
exemption. The total summer generating capacity for all four units is 228 MW. PEC submitted an application to relicense for 50 years its Tillery and Blewett
Plants and anticipates a decision by the FERC in 2009. The Walters Plant license will expire in 2034.

PEF
GENERAL

PEF is a regulated public utility founded in Florida in 1899 and is primarily engaged in the generation, transmission, distribution and sale of elecinicity in
portions of Florida. Al December 31, 2008, PEF had a total summer generating capacity (including jointly owned capacity) of 9,360 MW For additional
information about PEF’s generating plants, see “Electric — PEF” in Item 2, “Properties ” PEF’s system normally experiences its highest peak demands during
the winter, and the all-time system peak of 10,276 MWh was set on February 6, 2009

PLF’s service territory covers approximately 20,000 square miles in west central Florida, and includes the densely populated areas around Orlando, as well as
the cities of St. Petersburg and Clearwater. PEF is interconnected with 22 municipal and 9 rural electric cooperative systems. At December 31, 2008, PEF was
providing electric services, retail and wholesale, to approximately 1.6 million customers. Major wholesale power sales customers include Seminole Electric
Cooperative, Inc., Reedy Creek Improvement District, Tampa Flectric Company, Florida Municipal Power Agency, and the city of Winter Park. PEF is
subject to the rules and regulations of the FERC, the FPSC and the NRC. No single customer accounts for more than 10 percent of PEF’s revenues

PEF’s scgment prolit was $383 million, $315 million and $326 million {or the years ended December 31, 2008, 2007 and 2006, respectively. PEF’s total
assets were $12.471 billion and $10.063 billion as of December 31, 2008 and 2007, respectively.

BILLED ELECTRIC REVENUES

PEF’s electric revenues billed by customer class, for the last three years, are shown as a percentage of total PEF electric revenues in the table below:

BILLED ELECTRIC REVENUE PERCENTAGES

2008 2007 2006
Residential - : : 50% IR NS Y%
Commercial 25% 25% 26%
Wholesale - R SR2% o 9% %
Industrial 7% 7% 8%
Otherretail oo 0 s G0,

Major industries in PEF s territory include phosphate rock mining and processing, electronics design and manufacturing, and citrus and other food processing
Other major commercial activities are tourism, health care. construction and agriculture
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FUEL AND PURCHASED POWER
SOURCES OF GENERATION

PEF’s consumption of various types of fuel depends on several factors, the most important of which are the demand for electricity by PEF’s customers, the
availability of various generating units, the availability and cost of fuel and the requirements of federal and state regulatory agencies. PEF’s total system
generation (including jointly owned capacity) by primary encrgy source, along with purchased power for the last three years is presented in the following
table:

ENERGY MIX PERCENTAGES
2008 2007 2006
Oil/Gas 34% 32% =31%
Coal 30% 31% 32%
Purchased Power ; 21% CE230g 22 %
Nuclear 15% 14% 15%

PEF is generally permitied to pass the cost of fuel and purchased power to its customers through fuel adjustment clauses. The future prices for and availability
of various fuels discussed in this report cannot be predicted with complete certainty. See “Commodity Price Risk” under Item 7A, “Quantitative And
Qualitative Disclosures About Market Risk™ and Item 1A, “Risk Factors.” However, PEF believes that its {uel supply contracts, as described below and in
Note 22A . will be adequate to meet its fuel supply needs.

PEF s average fuel costs per million Btu for the last three years were as {ollows:

AVERAGE FUEL COST
(per million Bru) 2008 2007 2006

Oil i 80924 88,54 57,03
Gas 10.03 8351 7.41
Coal SRET374 32803016
Nuclear 0.49 048 0.50

Weiahted-average . 5.67.:4.85.:4.2]

Changes in the unit price for coal, oil and gas are due to market conditions. Because these costs are primarily recovered through recovery clauses established
by regulators, fluctuations do not materially affect net income

Oil and Gas

Oil and natural gas supply for PEFs generation [leet is purchased under term and spot contracts {rom various suppliers. PEF has dual-fuel generating facilities
that can operate with both oil and gas The cost of PEF’s oil and gas is either at a fixed price or determined by market prices as reported in certain industry
publications. PET believes that it has access to an adequate supply of oil and gas for the reasonably foreseeable future. PEF’s natural gas transportation for its
gas generation is purchased under term firm transporlation contracts with interstate pipelines. PEF purchases capacity on a seasonal basis from numerous
shippers and interstate pipelines and utilizes transportation to serve its peaking load requirements

Coal

PEF anticipates a requirement of approximately 6 million tons of coal in 2009. Approximately 70 percent of the coal is expected 10 be supplied from
Appalachian coal sources in the United States and 30 percent supplied from coal sources in the 1llinois Basin, Colorado, and South America. Approximately
50 percent of the coal is expected to be delivered by rail and the remaimnder by water

For 2009, PEF has intermediate and long-term contracts with various sources for approximately 100 percent of the estimated burn requirements of its coal
units. These conlracts have price adjustment provisions and have expiration dates ranging from one to ten years. All the coal to be purchased for PEF is
considered to be low-sulfur coal by industry standards
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Purchased Power

PEF purchased approximately 10 2 million MWh, 11 1 million MWh and 10 4 million MWh of its system energy requirements during 2008, 2007 and 2006
respectively, under purchase obligations, operating leases and capital leases and had 2,417 MW of firm purchased capacity under contract during 2008 These
agreements include approximately 786 MW of capacity under contract with certain QFs. PEF may need to acquire additional purchased power capacity in the
future to accommodate a pornon of its system load needs. PEF believes that it can obtain adequate purchased power 10 meet these needs. However, during
periods ol high demand, the price and availability of purchased power may be significantly affecied.

Nuclear

Nuclear fuel is processed through four distinct stages. Stages I and 11 involve the mining and milling of the natural uranium ore to produce a uranium oxide
concentrate and the conversion of this concentrate into uranium hexafivoride. Stages 11 and 1V entail the enrichment of the uranium hexafluoride and the
fabrication of the enriched uranium hexafluoride into usable fuel assemblies

PEF has suflicient uranium, conversion. enrichment and fabrication contracts to meet its nuclear fucl requirement needs for the foreseeable future PEF's
nuclear fuel contracts typically have terms ranging Irom three to fifieen years. For a discussion of PEF’s plans with respect to spent fuel storage. see “Nuclear
Matters.”

CORPORATE AND OTHER
Corporate and Other primarily includes the operations of the Parent and PESC. The Parent’s unallocated interest expense is included in Corporate and Other

PESC provides centralized administrative, management and support services to our subsidiaries. Essentially all of the segment’s revenues result from PESC
services provided 1o our subsidiaries. See Note 18 for additional information about PESC services provided and costs allocated to subsidiaries. This segment

also includes miscellaneous nonregulated business areas that do not separately meet the quantitative disclosure requirements as a separale business segmert

The Corporate and Other segment’s loss was $141 million, $120 million and $229 miilion for the vears ended December 31, 2008, 2007 and 2006,
respectively. Corporate and Other segment total assets were $17 483 billion and $16.356 billion as of December 31, 2008 and 2007, respectively, which were
primanly comprised of the Parent’s investments i subsidiaries.
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ELECTRIC UTILITY REGULATED OPERATING STATISTICS- PROGRESS ENERGY

Years Ended December 31

2008 2007 2000 2005 2004
Energy supply (millions of kWh)
Generated
Steam 46,771 51,163 48,770 52.306 50,782
Nuclear 30,565 30,336 30.602 30,120 30,445
Combustion Turbines/Combined Cycle 15,557 13319 11.857 11,349 9,695
Hydro 429 413 594 749 802
“Purchased © 14,956 14,994 14,664 14.566 13.466
Total energy supply (Company share) 108,278 110.227 106,487 109,090 105,190
Joinfly owned share (o) 5,780 5,351 5.224 5.388 5.395
Total system eneray supply 114,058 115,578 111.711 11:4.478 110,585
Average Tuel cost (per mitlion Btu) :
Fossil $ 5.35 $ 454 8 417 % 405 % 317
Nuclear Tuel -8 0.46 3 045 8% 044 % 044  § 0.44
All fuels $ 3.66 % 317 % 286 8 283 % 221
Energy sales (millions of kWh} :
Retai
S Pesdendial 36,328 37,112 36,280 36.558 35,350
Commercial 26,080 26,215 25,333 25258 24,753
Sirndustial s 15,174 15,721 16,553 16,856 17,105
Other Retail 4,768 4.805 4,695 4,608 4,475
~Wholesale 21,087 21,239 19,117 21,137 18.323
Unbilled (131) 33 (371) (440) 449
~“Total energy sales 103,306 105,125 101.607 103,977 ©100.455
Company uses and losses 4,972 5,102 4.880 5.113 4,735
- Total energy requirements 108,278 110,227 106,487 109.090 105,190
Electric revenues {in millions)
SRetal v 5 $ 7585 § 7,672 $ 7429 § 6.607 8§ 6,066
Wholesale 1,284 1.188 1,039 1.103 843
““Unbilled:. . 11 4 (6) o (2) 17
Miscellaneous revenue 279 209 2062 237 227
Total'eleciric revenues S 9159 § 9,133 % 8724 § 7945 % - 7153

@ Amounts represent joint owners' share of the energy supplied from the six generating facilities that are jointly owned
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REGULATED OPERATING STATISTICS - PEC
Years Jinded December 31
2008 2007 20006 2005 2004
Energy supply (millions of kWh)
Generated
Steam 28,363 30,770 28,985 29,780 28,632
Nuclear 24,140 24.212 24,220 24,291 23,742
Combustion Turbines/Combined Cycle 2,795 2.960 2,100 2,475 1,926
Hydro 429 415 594 749 802
Purchased . : 4,735 3,901 4,229 4.656 4.023
Total energy supply (Company share) 60,462 62,258 60,134 61,951 59,125
~Jointly-owned share () : 5,205 4.800 4,649 4.857 4,794
Total system energy supply 65,667 67.058 64,783 66,808 63919
Average fuel cost (per-million Btu)
Fossil s 4.01 $ 3.50 $ 3.37 $ 3.30 $ 2.52
“Nuclear fuel $ 0.46 $ 044 3 043 $ 0.42 3 042
All fuels 5 2.44 $ 221 $ 2.06 $ 203 b 1.57
Energy sales (millions of kWh) : :
 Retail .
~Residentiali 17,000 17.200 16259 - 16.664 16.003
Commcrcm] 13,9441 14,032 13,358 13,313 13,019
ndustnal 11,388 11,901 12,393 12,716 13,036
~ Other Retail 1,466 1,438 1,419 1,410 1431
~ Wholesale 14,329 15.309 14,584 15,673 13222
Unbilled (8) (55) (137) (235) 91
< Total energy sales - 58,116 59.825 57,876 59,541 56,802
Company uses and losses 2,346 2.433 2,258 2.410 2323
Total encroy requirements 60,462 62,258 60,134 61,951 59125
Electric revenues (m mx!]mns)
SERetall i : : $° 3,582 S 3,334 $ 3.268 $ 3,133 8 2,933
Wholesale 737 754 720 759 5375
Unbilled i 8 - H 4 10
stcel]aneous revenue 101 96 98 94 90
Total clecine revenues s G, 428 $ 4,384 $ - -4.085 $ - 3.990 § - 3.628

@ Amounts represent joint owner’s share of the energy supplied from the four generating facilities that are jointly owned
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REGULATED OPERATING STATISTICS ~ PEF

Years Ended December 31

2008 2007 2000 2005 2004
Energy supply (millions of kWh)
Generated
- Steam’ 18,408 20,393 19,783 22,526 22,150
Nuclear 6,425 6,124 6,382 5,829 6,703
Combustion Turbines/Combined Cycle 12,762 10,359 9,751 8.874 7,769
Purchased 10,221 11.093 10.435 9.910 9.443
“Total energy-supply (Company share)’ 47,816 47,969 46,353 47,139 46,065
Joimly owned share 575 551 575 531 601
““Total systeny enerayv supply 48,391 48,520 46,928 47.670 46,666
Average fucl cos! (pcr mllhon Blu)
Fossil: : $.6.87 $ 58 % 509 $ 4.88 $ 3.86
Nuclearluc] ) $ 0.49 5 048 % 0.50 3 0.51 $ 0.49
Al nels T - 567 8 485 B 421 3 4.15 $ 3.21
Encrgy sales (nn lions 01 kWh)
Retail- = ! :
Residential 19,328 19,912 20.021 19.894 19,347
Commercial 12,139 12,183 11,975 11,945 11,734
Industrial 3,786 3,820 4,160 4,140 4,069
Other Retail 3,302 3,367 3,276 3,198 3,044
Wholesa]c 6,758 5,930 4,533 5.464 5.101
Unbilled: = &0 L (123) 88 .. (234) - (203) 358
_Total energy sales 45,190 45,300 43,731 44,436 43,653
~-Company uses:and losses 2,626 © 2,669 2.622 2,703 2.412
Total enerpy requirements 47.816 47.969 46.353 47.139 46,065
Flectric revenues {1n-millions)
Retail by 4,003 $ 4,138 3 4,161 $ 3.474 3 3113
Wholesale 000 o 547 434 319 344 268
Unbilled 3 4 (5) 6) 7
. Miscellaneous revente 178 - 173 164 143 137
Total electric revenues $ 4731 $ 4749  §  4.639 $ 3935 $  3.525

@) Amounts represent joint owners’ share of the energy supplicd from the two generating tacilities that are jointly owned
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ITEM 1A RISK FACTORS

Investing in the securities of the Progress Registrants involves risks, including the risks described below, that could atlect the Progress Registrants and their
businesses, as well as the energy industry in general. Most ol the business mformation as well as the financial and operational data contained in our risk
factors are updated periodically in the reports the Progress Registrants file with the SEC. Although the Progress Registrants have discussed current material
risks, please be aware that other risks may prove 1o be important in the future. New risks may emerge al any time and the Progress Registrants cannot predict
such risks or estimate the extent to which they may affect their financial performance. Before purclmsmﬂ securities of the Pxonrcss Runslr.mis you should
carcfully consider the following risks and the other information in this combined Annual Report, as well as the documents the Progress Registrants lile with
the SEC from time to time. Each of the risks described below could result in a decrease in the value of the securities of the Progress Registrants and your
mvestment therein

Solely with respect to this Item 1A, “Risk Factors,” unless the context otherwise requires or the disclosure otherwise indicates, relerences to “we.” “us”™ or
“our” are to each of the individual Progress Registrants and the matters discussed are generally applicable to each Progress Registrant

We are subject to fluid and complex government regulations that may have a negative impact on our business, financial condition and resulfs of
operations.

We are subject to comprehensive regulation by multiple federal, state and local regulatory agencies, which significantly influences our operating environment
and may affect our ability to recover costs from utility customers. We are subject to regulatory oversight with respect to, among other things, rates and service
for electric energy sold at retail, retail service terrilory, siting and construction of facilities, and issuances of securities. In addition, the Utilities are subject to
federal regulation with respect to transmission and sales of wholesale power, accounting and certain other matters. We are also required to have numerous
permits, approvals and certificates from the agencies that regulate our business. We believe the necessary permits, approvals and certificates have been

obtained for our exisling operations and that our business 1s conducfed 1n accordance wilh applicable Taws. Laws and Tegulations frequeity chamge and the
ultimate costs of compliance cannot be precisely estimated. We cannot predict the impact that may result from changes in federal admmnistrative policy under
the Obama administration. Additionally, we are subject to legislative changes at the stale and federal level. We may become subject to new laws and
regulations, including bul not limited to, in the areas of environmental compliance, renewable energy standards, and energy policy. Such changes in
regulations or the imposition of additional regulations could have an adverse impact on our financial condition and results of operations.

Our financial performance depends on the successful operation of electric generating facilities by the Utilities and their ability to deliver electricity to
customers.

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

b operator error and breakdown or failure of equipment or processes;

. operational limitations imposed by environmental or other regulatory requirements;

. inadequate or unreliable access to transnussion and distribution assets;

. labor disputes,

s interruptions to the supply of fuel and other commodities used in generation;

. compliance with mandatory reliability standards, including any subsequent revisions, for the bulk power electric system,

) inability to recruit and retain skilled technical workers;

. inadequate coal combustion product management (disposal or beneficial use) capabilities; and

. catastrophic events such as hurricanes, floods, extreme drought, earthquakes, fires, explosions, terrorist attacks, pandemic health events such as

avian influenza or other similar occurrences.
We depend on transmission and distribution facilities, including those operated by unaffiliated parties. to deliver the electricity that we sell to the retail and

wholesale markets. If transmission is disrupted, or if capacity is inadequate, our ablllty to sell and deliver products and satisfy our contractual obhganons may
be hindered. Although the FERC has issued regulations designed to encourage competition in wholesale market transactions for electricity, there is
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the potential that fair and equal access to transmission systents will not be available or that suflicient transmisston capacity will not be available fo transmit
electric power as we desire. We cannot predict the timing of industry changes as a result of these imtiatives or the adequacy of transmission facilitics in
specific markets

The Utilities purchase fucl, including coal, natural gas, uranium and fuel oil, from a number of suppliers Our results of operations could be negatively
impacted by disruptions in the delivery ol fuel due to various factors, mdudmg,. but not limited to, transportation delays. labor relations, weather.
environmental regulations, and force majenre events, which could Iimit the Utilities’ ability to operate their facilities

We are subject to compliance with mandatory FERC-approved reliability standards. Failure to comply with the reliability standards could result in the
imposition of {ines and penalties. If we are unable to meet the reliability standards for the bulk power electric system in the future, it could have a material
adverse elfect on our financial condition, results of operations and cash flows

Due 10 the prospects for construction of a number of new nuclear facilities across the country and an aging skilled workforce, there is increased competition
within the energy sector for skilled technical workers for both the construction and operation of nuclear facilities. Our ability to successfully operate our
nuclear facilities 1s dependent upon our continued ability to recruit and retain skilled technical workers

Our coal plants produce coal combustion products. The majority of our plants are nearing full capacity for on-site management of coal combustion products.
As a result, we are developing new coal combustion product management plans for our coal plants, which will result 1n additional capital expenditures for
construction of on-site management facilities and/or increased O&M costs for off-site management The federal government has announced its intention 1o
assess coal ash combustion product management sites and will consider federal regulation. Additionally, rulemakings at the state and federal levels have
increased the risks associated with surface wastewater discharges and groundwater impacts, which could result in hlghcr environmental compliance costs

To.operate our emission control equipment, we use significant quantities of ammonia and limestone. With mandated compliance deadlines for emission

controls, demand for these reagents may increase and result 1n supply shorlages. Decreased operational performance from e UGlities™ generating frciites
and dehivery systems or increased costs of operating the facilities could have an adverse elfect on our business and results of operations

The rates that PEC and PEF may charge retail customers for electric power are subject to the authority of state regulators. Accordingly, onr profit
margins could be adversely affected if we do not control and prudently manage costs to the satisfaction of regulutors.

The NCUC, the SCPSC and the FPSC each exercise regulatory authority for review and approval of the retail electric power rates charged within jts
respective state. The Utilities’ state utility commissions allow recovery of certain costs, including certain prudent compliance and new basceload gencration
construction costs, through various cost-recovery clauses. A portion of these future costs could potentially be deemed imprudent by the Utilities™ respective
commissions. There is also a delay between the timing ol when such costs are incurred and when the costs are recovered from the ratepayers. This lag can
adversely impact the cash flow of the Utilities and. consequently, our interest expense

With the Utilities™ expected increased expenditures, including but not limited to, environmental compliance, new generation and transmission facilities,
compliance with renewable energy standards, and higher commodity prices, we anticipate that the Utilities™ operations will be subject 1o an even higher level
of scratiny Irom regulators, policymakers and ratepayers. State regulators may not allow PEC and PLF to increase future retail rates in the manner or to the
extent requested or may seek to reduce or freeze retail rates

PEC’s current base rates are subject to traditional cost-based rate regulation. PEF currently operates under a base rate settlement agreement, in which base
rates can only be changed under certain circumstances The costs incurred by PEC and PEF are not generally subject 1o being fixed or reduced by state
regulators. The Utilities’ results of operations could be negatively impacted if the Ulilities do not manage their costs eflectively Our ability to maintain our
profit margins depends upon demand for electricity in our service territories and management of our costs.
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Meeting the anticipated demand in our service territories may require, among other things, the construction within the next decade of new gas and/or
nuclear generation facilities and modernization of coal generation fucilities to increase onr generation capability and the siting and construction of
associated transmission facilities. We may not be able to obtlain required licenses, permits and rights-of-way; successfully and timely complete
construction; or recover the cost of such new generation and transmission facilities throngh our base rates or other recovery mechanisms, any of which
counld adversely impact our financial condition, cash flows or results of operations.

Meeting the anticipated demand within the Utilities” service territories will require a balanced approach. The three main elements of this balanced solution
are: (1) expanding our energy-efficiency programs; (2) investing in the development of alternative energy 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.

The risks of each of the elements of our balanced solution include, but are not limited to, the following:

Energy-Efficiency and New Energy Resources

We are actively pursuing expansion of our DSM, energy-efficiency and conservation programs as energy elficiency is one of the most effective ways to
reduce energy costs, offsct the need for new power plants and protect the environment. Our energy-cfficiency programs provide ways for customers to reduce
energy use

We are subject to the risk that our customers may nol participate in our conservation programs or the forecasted results from these programs may be less than

anticipated. This could result in our having 1o utilize greater levels of renewable energy resources to achicve mandated renewable energy standards, discussed
below, and require us to further expand our baseload peneration or purchase additional power.

We are also subject to the risk that customer participation in these programs may decrease our revenues. With respect to energy cfliciency and conservation,
the FPSC has initiated a series of public workshops to gather information on how expansions to DSM programs may affect a utility's ability to recover
adequate revenues. Although workshops have been held to date, the FPSC has not initiated any formal rulemaking process or policy changes regarding this
issue, and it is uncertain what regulatory action may take place in the future.

We are actively engaged in a variety of altemnative energy projects, including solar, hydrogen, biomass and landfill-gas technologies. We are evaluating the
feastbility of pmducma electricity from hog waste and other plant or ammal sources. These alternative energy projects may be determined to not be cost-
efficient or cost-effective

Modernization and Construction of Generating Plants

We are currently evaluating our oplions for new generating plants, including gas and nuclear technologies. At this time, no definitive decision has been made
regarding the construction of nuclear plants. There s no assurance that we will be able to successfully and timely complete the projects to construet new
generation facilities or to expand or modernize existing facilities within our projected budgets. These projects are long-term and may involve facility designs
that have not been previously constructed or that have not been {inalized at the time that project is commenced. Consequently, the projects potentially would
be subject to significant cost increases for labor, materials, scope changes and changes in design. Should any such construction, expansion or modernization
efforts be unsuccessful, we could be subject to additional costs and/or thc write-off of our investment in the project or improvement. Furthermore, we have no
assurance that costs incurred 16 constiruct, expand or modermize generation and associated transmission facilities will be recoverable through our base rates or
other recovery mechanisms
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The decision to build a new power plant will be based on several factors including:

projected system load growth;

performance of existing generation fleet;

availability of competitively priced alternative encrgy sources;
projections of fuel prices, availability and security:

the regulatory environment;

operational performance of new technologies;

the time required to permit and construct;

environmental impact;

both public and policymaker support;

siting and construction of transmssion facilities;,

cost and availability of construction materials and labor;
nuclear decommissioning costs, insurance, and costs of security,;
ability to obtain financing on favorable terms; and

availability of adequate water supply

® 6 ¢ & 0 0 O & 0 9 O v O O

The construction of a new power plant and associated expansion of our transmission system will require a significant amount of capital expenditures. We
cannot provide certainty that adequate external financing will be available to support the construction. Additionally, borrowings incurred to finance
construction may adversely impact our leverage, which could increase our cost of capital. We may pursue joint ventures or similar arrangements with third
parties in order 1o share some of the financing and operational risks associated with new baseload generation facilities, but we cannot be certain we will be
able to successlully negotiate any such arrangement. Furthermore, joint ventures or joint ownership arrangements also present risks and uncertainties,
including those associated with sharing control over the consiruction and operation of a facility and reliance on the other party’s {inancial or operational

strength

Future increases in demand for skilled construction labor may result in increased labor costs and labor shortages. This impacts the ability to assure adequate
work forces to maintain schedules with high quality construction at predictable costs. Demand for the components required for the manufacturing and
construction of power plants has led to increased cost and lead times for materials and equipment. Additionally, there may be opposition to the development
and construction of a power plant and/or the siting of associated transmission facilities, which can lead to delays in development or the necessity to abandon a
preferred site.

While we currently estimate that we will need to increase our baseload capacity. our assumptions regarding future growth and resulting power demand in our
service terrilories may not be realized. Like other parts of the country, our service territories and business have been impacted by the current economic
recession with corresponding downturns in the housing and consumer credit markets. PEC has experienced some decline in the rate of residential and
commercial sales growth and PEFs retail customer base contracted in the latter half 0f 2008. The timing and extent of the recovery of the economy cannot be
predicted. Additionally, our customers may undertake further individual energy conservation measures, which could decrease the demand for electricity. We
may increase our baseload capacity and have excess capacity if anticipated growth levels are not realized. The resulting excess capacity may exceed the
reserve margins cslablished by the NCUC, SCPSC and FPSC to meet our obligation to serve retail customers and, as a result, may not be recoverable in base
rates

Nuclear

In addition to the risks discussed above, the successful construction of a new nuclear power plant requires the satisfaction of a number of conditions. The
conditions include, but are not limited to: the continued operation of the industry’s existing nuclear {lect in a safe, reliable, and cost-effective manner, an
cfficient and successful licensing process. continued public and pohcymdker support, and a viable program for managing spent nuclear fuel. We cannot
provide certainty that these conditions will exist. As with any major construction undertaking, completion of our proposed nuclem plants could be delayed or
prevented, or cost overruns could be incurred, as a result of numerous factors, including shortages of material and labor, labor disputes, weather interferences,
difliculties in
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oblaining necessary licenses or permits, or in meeting license or permit conditions or unforeseen engineering, environmental or geological problems

While we have not made a final determination on nuclear construction, we have taken steps to keep open the option of building a plant or plants. PEC has
filed a COL application with the NRC for two additional reactors at Harris and PET has filed a COL application with the NRC for two reactors at Levy. For
PEC, if we receive approval from the NRC and applicable state agencies, and if the decisions to build arc made, a new plant would not be online until at least
2019. For PET, if we receive approval from the NRC and applicable state agencies, and il the decisions to build are made. salety-related construction
activities could begin as early as 2012, and a new plant could be operational in the 2016 to 2018 timeframe. The NRC estimates that it will take approximately
three to four years to review and process the COL applications

PEF has entered into an engineering, procurement and construction (EPC) agreement for Levy. More than half of the contract price is fixed or firm with
agreed upon escalation factors and the remainder of the contract price may fluctuate. Actual payments under the EPC agreement are dependent upon, and may
vary significantly based upon the decision to build, regulatory approval schedules, timing and escalation of project costs, and the percentages, il any, of joint
ownership. Some specific costs are priced at actual cost, which may be market driven. (See MD&A ~ Other Matters — Nuclear ~ Potential New Construction)

I as a result of unexpected or uncontrollable events specified in the EPC agreement or specified acts or omissions by us, completion of Levy is delayed or
prevented, or Levy cannot achieve operation in accordance with design specifications and performance guaraniees, the EPC contractor will not be obligated to
pay liquidated damages. Generally, the EPC contractor will not be obligated to pay liquidated damaacs for events or circumstances that adversely affect its
ability to perform its ObllellOnS under the construction agreement to the extent thai the events or circumstances are beyond its reasonable control and are not
caused by its or its subcontractors’ negligence or lack of due diligence and could not have been avoided by the use of its reasonable efforts. In addition, the
date for achievement of provisional acceptance and the guaranteed provisional acceptance under the EPC agreement could be subject to adjustment as a result
of unexpecied or uncontrollable events. For termination without cause, the EPC agreement contains exit provisions with termination fees, which may be
significant, that vary based on the termination circumstance.

Under the EPC agreement, we are responsible for a number of matters 1 connection wilh the consiruciion, comipletion and start-ip of Levy=Crar
responsibilities include, but are not himited to, obtainment of the COL; performance, oversight and review of certain surveillance and testing functions; and
acceptance of turnover of systems {rom the contractor. While we believe that we have made adequate arrangements to assure timely performance of our
responsibilities, we are relying on other parties to enable us to perform our responsibilities under the EPC agreement and we cannot be certain that the other
parties will meet their obligations under their contracts

A new nuclear plant may be eligible for the federal production 1ax credits and risk insurance provided by EPACT. Multiple utilities have announced plans to
pursue new nuclear plants. There is no guarantee that any nuclear plant construcied by us would qualify for these incentives

In addition, other COL. applicants would be pursuing regulatory approval, permitting and construction at roughly the same time as we would. Consequently,
there may be shortages of qualified individuals to design, construct and operate these proposed new nuclear facilities

Gas

In addition to the risks discussed above, the successful construction of a gas-fired plant requires access o an adequate supply of natural gas. The gas pipeline
infrastructure in eastern and western North Carolina is limited. New pipelines may need to be extended to the new plant locations, which introduces risks
associated with a construction project not under our direct control. Natural gas supply limitations lead to the construction of power plants capable of operating
on both natural gas and fuel oil as a back-up tuel Both of these fuels are fossil fuels and emit greenhouse gases. which may be subject to future regulation.
The equipment needed for the construction of a natural gas power plant is in demand worldwide, which is negatively impacting the capability of the suppliers
to deliver, leading to increased cost and longer lead times for the equipment.
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Coal

In addition to the risks discussed above, the successful modernization of a coal-fired power plant requires the satisfaction of a number of conditions As
discussed Turther below, these include, but are not limited to, consideration of emissions of carbon dioxide (CO2). NOx, SO2 and mercury; an efficient
licensing process; and management ol coal combustion products such as slag, bottom ash and {ly ash. Emission control equipment requires the use of
significant amounts of reagents. which may be tn high demand with mandated comphance deadlines for emission controls.

We are subject to renewable energy standards that may have a negative impact on our business, financial condition and results of operations.
We are subject to renewable energy standards at the state level in North Carolina and Florida. We may be subject to federal level standards in the future.

North Carolina’s Renewable Encrgy and Energy Efficiency Portlolio Standard (NC REPS) law cstablishes minimum standards for the use of energy from
specified renewable energy resources or implementation of energy-efliciency measures by the state’s electric utilities beginning with a 3 percent requirement
in 2012 and increasing 1o 12.5 percent in 2021 for regulated public utilities, including PEC. The premium to be paid by eleciric utilities to comply with the
requirements above the cost they would have othenwise incurred to meet consumer demand is to be recovered through an annual clause. The annual amount
that can be recovered through the NC REPS clause is capped and once a utility has expended monies equal to the cap, the wtility is deemed to have met its
obligations under the NC REPS law, regardless of the actual renewables generated or purchased. The law grants the NCUC authority to modity or alter the
NC REPS requirements if the NCUC determines it is in the public interest to do so

Florida's comprehensive energy legislation includes provisions thal would, among other things, (1) help enhance the ability to cost-effectively site
transmission lines; (2) require the FPSC to develop a renewable portfolio standard that the FPSC would present to the legislature for ratification in 2009, (3)
direct the Florida Department of Environmental Protection (FDEP) to develop rules establishing a cap and trade program 10 regulate greenhouse gas emissions

— : FDEP would present to the legislature no earlier than January 2010 for ratification by the legislature; (4) establish a new Florida Energy and Climate

Commission as the principal governmental body to develop energy and climate policy Jor the Stafe and to make recommendaiions 10 tie governor aid
legislaturc on energy and climate issues: and (5) require the FPSC to analyze utility revenue decoupling and provide a report and recommendation to the
governor and legisiature by January 1, 2009. The FPSC concluded and recommended to the governor and legislature that no specific revenue decoupling
program needs 1o be, or should be, implemented at this time. In complying with the provisions of the law, PEF would be able 1o recover its reasonable prudent
compliance costs However, until the rulemaking processes are completed, we cannot predict the costs of complying with the law

On January 12, 2009, the FPSC approved a draft Florida renewable portfolio standard (Florida RPS) rule with a goal of 20 percent renewable energy
pmduchon by 2020. The FPSC provided the draft Florida RPS rule to the Florida legislature in February 2009. The legislature will review, ratify as is, make
revisions, or decide not to have a Florida RPS rule at all. We cannot predict the outcome of this matter

Additional proposals at the state and federal levels for renewable energy standards could require the Utilities to produce or buy a higher portion of their
cnergy from renewable energy sources. Mandated state and {ederal standards could result in the use of renewable fuels that are not cost-ellective in order to
comply with requirements.

We are actively engaged in energy-efficiency and conservation programs and a variety of alternative encrgy projects, including solar, hydrogen, biomass and
landfill-gas technologies. We are evaluating the feasibility of producing electricity from hog waste and other plant or animal sources and currently partner
with organizations lthll"hOlll our service temritories (o support hydrogen, solar and other forms of renewable and altemative energy. We have invested in
research for alternative energy sources that nught subscquently be determined to not be cost-efficient or cost-effective, thus subjcclma us to the risks of
further expanding our generation or purchasing additional power on the open market at then-prevailing prices
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There are mherent potential risks in the operation of nuclear facilities, including environmental, health, regulatory, terrorism, and financial risks, that
conld result in fines or the shutdown of onr nuclear units, which may present potential exposures in excess of our insurance coverage

PEC owns and operates lour nuclear units and PEF owns and operates one nuclear unit. In addition, we are exploring the possibility of expanding our nuclear
generating capacity with two additional units at both PEC and PEF 1o meet future expected baseload generation needs. Our nuclear facilities are subject to
environmental. health and financial risks such as the ability to dispose of spent nuclear fuel, the ability to maintain adequate capital reserves for
decommissioning. limitations on amounts and types of insurance available, potential operational liabilities, and the costs of securing the facilities against
possible terronist attacks We maintain decommissioning trusts and external insurance coverage to minimize the financial exposure to these risks. However,
damages from an accident or business interruption at our nuclear units could exceed the amount of our insurance coverage

The NRC has broad authority under federal law to impose licensing and safety-related requirements for the operation of nuclear generation facilities. In the
cvent of noncompliance. the NRC has the authority to impose fincs, set license conditions, shut down a nuclear unit, or take some combination of these
actions, depending upon its assessment ol the severity of the situation, until compliance is achieved. Revised safety requirements promulgated by the NRC
could require us to make substantial capital expenditures at our nuclear plants. In addition, although we have no reason to anticipate a serious nuclear incident
at our plants, if an incident did oceur, it could materially and adversely aflect our results of operations or financial condition. A major incident at a nuclear
facility anywhere in the world could cause the NRC to limit or prohibit the operation or licensing of any domestic nuclear unit

Our nuclear facilities have operating licenses that need to be renewed periodically. We anticipate successful renewal of these licenses However, potential
terrorist threats and increased public scrutiny of utilities could result in an extended process with higher licensing or compliance costs

We are subject to numerons environmental lovs and regulations that require significant capital expenditures, increase onr cost of operations, and which
may impact or limit our business plans, or expose us to environmental liabilities.

We are subject to numerous environmental regulations alfecting many aspects ol our preseni and fufure operations, including air emissions, waler quafity;
wastewater discharges, solid waste, and hazardous waste production, handling and disposal. These laws and regulations can result in increased capital,
operating and other costs, particularly with regard to enforcement efforts focused on existing power plants and compliance plans with regard to new and
existing power plants. These laws and regulations generally require us to obtain and comply with a wide vanety of environmental licenses, permits,
authonizations and other approvals. Both public officials and private individuals may seck to enforce applicable environmental Jaws and regulations. Failure to
comply with applicable regulations and permits might result in the imposition of fines and penalties by regulatory authonties. We cannot provide assurance
that existing environmental regulations will not be revised or that new environmental regulations will not be adopted or become applicable to us. Increased
compliance costs or additional operating restrictions from revised or additional regulation could have a material adverse effect on our results of operations,
particularly if those costs are not {ully recoverable from our ratepayers

In addition, we may be deemed a responsible party for environmental clean up at sites identified by a regulatory body or private party. We cannot predict with
certainty the amount or timing of future expenditures related o enviromnental matters because of the difficulty ol estimating clean-up costs. There is also
uncertainty in quantifying liabilities under environmental laws that impose joint and several liability on all PRPs. While we accrue for probable costs that can
be reasonably estimated. not all costs can be reasonably estimated or accrued and actual costs may materially exceed our aceruals. Material costs in excess of
our accruals could have an adverse impact on our financial condition and results of operations.

There are proposals and ongoing studies at the state (including North Carolina, South Carolina and Florida), federal and intemational levels to address global
climate change that could result in the regulation of CO2 and other greenhouse gases. Any future regulatory actions taken to address global climate change
represent a business risk o our operations Reductions in COz2 emissions to the levels specified by some proposals could be materially adverse to our financial
position or results of operations if associated costs of control or limitation cannot be recovered from
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ratepavers The cost impact of legisiation or regulation to address global climate change would depend on the specific legislation or regulation enacted and
cannol be determined at this time

Our compliance with environmental regulations. including those to reduce emissions of NOx, SO2 and mercury from coal-fired power plants, requires
significant capital expenditures that impact our financial condition. These costs are cligible for regulatory recovery through cither base rates or cost-recovery
clauses. These costs could be higher than currently expected and have an adverse impact on our results of operations and financial condition. The current
estimated capital costs associated with compliance with pollution control laws and regulations that we expect to incur are included within MD&A —
“Liquidity and Capital Resources - Capital Expenditures” and within MD&A —“Other Matters — Environmental Matters

The operation of emission control equipment to meet the emission limits will increase our operating costs, net of recovery of costs through cost-recovery
clauses, and reduce the generating capacity of our coal-fired plants. O&M expenses will significantly increase due to the additional personnel, materials and
general maintenance associated with the equipment. Operation of the emission control equipment will require the procurement of significant quantitics of
reagents, such as limestone and ammonia. Future increases in demand for these items from other utility companies operating similar equipment could increase
our costs associated with operating the equipment. The operation of emission control equipment may result in development of collateral issues that require
further remedial actions, resulting i additional expenditures and operating costs.

See Note 21 for additional discussion of environmenta) matters.
Because weather conditions directly influence the demand for, our ability to provide, and the cost of providing electricity, our results of operations,
Sinancial condition and cash flows can fluctuaie on a seasonal or quarterly basis and can be negatively affected by changes in weather conditions and

severe weather,

Wleather-conditions.in onr.service derrtories direcilv influence the demand for electricity and affect the price of energy commodities necessary 1o provide

electricity to our customers As a result, our {uture overall operating results may fuctuate substantially on a seasonal basis. In addilion, we have historicalty
sold less power. and consequently camed less income, when weather conditions were mild. While we believe that the Utilities” markets complement cach
other during normal seasonal {luctuations, unusually mild weather could diminish our results of operations and harm our financial condition

Hydroelectric generating plants represent a small portion of PEC’s generation capacity. PEF has no hydroclectric generating plants. Sustained severe drought
conditions could impact operations at our fossil and nuclear plants as these facilities use water for cooling purposes and in the operation of environmental
compliance equipment. Furthermore, destruction caused by severe weather events, such as hurricanes, tornadoes, severe thunderstorms, snow and ice storms,
can result in lost operating revenues due to outages; property damage, including downed transmission and distribution lines; and additional and unexpected
expenses 1o mitigate storm damage

Our ability to recover significant costs resulting from severe weather events is subject to regulatory oversight and the timing and amonnt of any such
recovery is uncertain and may impact our financial conditions.

We are subject to incurring significant costs resulting from damage sustained during severe weather events While the Utilities have historically been granted
regulatory approval to recover or defer the majority of significant storm costs incurred, the Utilities’ storm cost-recovesy petitions may not always be granted
or may not be granted in a timely manner 1f we cannol recover costs associated with future severe weather events in a timely manner, or in an amount
sufficient to cover our actual costs, our financial conditions and results of operations could be materially and adversely impacted.

Under a regulatory order, PEF maintains a storm damage reserve account for major storms. In the event future storms cause the reserve 1o be depleted, PEF
can petition the FPSC for implementation of an interim retail surcharge ol at least 80 percent and up to 100 percent of the claimed deficiency of its storm
reserve. The FPSC has the right to review PEF’s storm costs lor prudence Storm reserve costs attributable to PEF’s wholesale customers may be amortized
consistent with recovery of such amounts in wholesale rates, albeil at a specified amount per year, which could result in an extended recovery period The
wholesale transmission portion of the storm reserve will be recovered through the OATT tantY that began in January 2008 and will continue for approximately
five yvears
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PEC does not maintain a storm damage reserve account and does not have an ongoing regulatory mechanism to recover storm costs. PEC has previously
sought and received permission from the NCUC and the SCPSC to defer storm expenses and amortize them over {ive-year periods

Our revenues, operating results and financial condition are impacted by customer growth in onr service territories and may fluctuate with the economy
and its corresponding impact on our customers as well as the demand and competitive state of the wholesale market.

Our revenues, operating results and financial condition are impacted by customer growth and usage Customer growth can be impacted by population growth
as well as by economic factors, including but not limited to, job growth and housing market trends. The Utilities are impacied by the economic cycles of the
customers we serve. As our service territories expericnce ecanomic downtums, residential customer consumption patterns may change and our revenues may
be negatively impacted. Additionally, our customers could voluntarily reduce their consumption of electricity in response to decreases in their disposable
income or individual energy conservation efforts. If our commercial and industrial customers experience economic downturns, their consumption of
electricity may decline and our revenues can be negatively impacted

Like other parts of the country, our service territories and business have been impacted by the current economic recession with corresponding downturns in
the housing and consumer credit markets. PEC has experienced some decline in the rate of residential and commercial sales growth and PEIs retail customer
growth has contracted We have experienced declining sales to commercial and industrial customers due to the economic recession. The timing and extent of
the recovery ol the economy camot be predicted. Additionally, our customers may undertake further individual energy conservation measures, which could
decrease the demand for electricity

Wholesale revenues {luctuate with regional demand, fuel prices and contracted capacity. Our wholesale profitability is dependent upon our ability to renew or
replace expiring wholesale contracis on lavorable terms and market conditions

Eluctugtions in commodity prices may_adversely affect various aspects of the Utilities” operations as well as the Utilities’ financial condition, results of

operations or cash flows.

We are exposed to the effects of market fluctuations in the price of natural pas, coal. fuel oil, electricity and other energy-related commodities, including
emission allowances, as a result of our ownership of energy-related assets. We have hedging strategies in place to mitigate fluctuations in commodity supply
prices, but to the extent that we do not cover our cntire exposure to commodity price Hluctuations, or our hedging procedures do not work as planned, there
can be no assurances that our financial performance will not be negatively impacted by price fluctuations Additionally, we are exposed to risk that our
counterparties will not be able to perform their obligations. Should our counterparties fail to perform, we might be forced to replace the underlying
commitment at then-current market prices. In such cvent, we might incur losses in addition to the amounts, if any, already paid to the counterparties

Certain of our hedpe agreements may result in the receipt of, or posting of. derivative collateral with our counterparties, depending on the daily derivative
position Fluctuations in commodity prices that lead to our return of collateral received and/or our posting of collateral with our counterparties negatively
mmpact our liquidity. We continually monitor our derivative positions in relation to market price activity

Volatility in markel prices for fuel and power may result from, among other items:

" weather conditions:

" seasonality;

. power usage;

. illiquid markets;

. transmission or transportation constraints or inefliciencies;

. availability of competitively priced alternative energy sources,

- demand for energy commodities;

. natural gas, crude oil and refined products. and coal production levels;

s natural disasters, wars, lerrorism, embargoes and other catastrophic events; and
. federal, state and foreign cnergy and environmental regulation and Iegislation
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In addition, we anticipate significant capital expenditures for environmental compliance and baseload generation. The completion of these projects within
cstablished budgets is contingent upon many variables including the securing of labor and materials at estimated costs. The demand and prices for labor and
materials are subject 1o volatility and may increase in the [uture. We are subject to the risk that cost overages may not be recoverable from ratepavers and our
financial condition, results of operations or cash flows may be adversely impacted

Prices for emission allowance credits luctuate. While allowances are eligible for annual recovery i PEF’s jurisdictions i Flonda and PEC’s in South
Caroling, no such anpual recovery exists in North Carolina lor PEC. Future changes in the price of allowances could have a significant adverse {inancial
impact on us and PEC and consequently, on our results ol operations and cash flows

As a holding company with no revenue-generating operations, the Purent is dependent on npstream cash flows from its subsidiaries, primarily the
Utilities; its commercial paper and bank facilities; and its ability to access the long-term debt and equity capital markets

The Parent is a holding company and as such, has no revenue-generating operations of its own. The Parent’s ability to meet its financial obligations associated
with the debt service obligations on its debt and 10 pay dividends on its common stock is primarily dependent on the earnings and cash flows of its operating
subsidiaries, primarily the Ultilities; the ability of ils subsidiaries to pay upstream dividends or to repay funds due the Parent; the Parent’s bank facility: and/or
the Parent’s ability to access the shori-term and long-term debt and equity capital markets Prior to funding the Parent. its subsidiaries have financial
obligations that must be satisfied, including among others, their respective debt service, prelerred dividends and obligations to trade creditors. Additionally,
the Utilities could retain their free cash flow to fund their capital expenditures in lieu of receiving equity contributions from the Parent. Should the Utilities
not be able to pay dividends or repay funds due 1o the Parent or if the Parent cannot access the commercial paper market. its bank facilities or the long-term
debt and equity capital markets, the Parent’s ability to pay interest and dividends would be restricted

Our business is dependent on onr ability to successfully access capital markets on favorable terms. Limits on our access to capital may adversely impact
our ability to execnte our business plan or pursue improvenients that we would otherwise rely on for future growth.

Our cash requirements are driven by the capital-intensive nature of our Utilities, In addition to operating cash flows, we rely heavily on commercial paper,
long-term debt and equity. If access to these sources of liquidity becomes constrained, our ability to implement our business strategy will be adversely
affected. In 2008, extreme market turmoil cavsed the credit markets to tighten. However, we believe that we will continue to have sufficient access to these
financial markets based upon our current credit ratings. Further market disruptions or a downgrade of our credit ratings could increase our cost of borrowing
and may adversely affect our ability to access the linancial markets. It we cannot [und our expected capital expenditures and debt maturities through normal
operations or by accessing capital markets, our business plans, financial condition. results of operations or cash flows may be adversely impacted. See
discussion of our expected capital expenditures in MD&A ~ “Liquidity and Capital Resources — Capital Expenditures”

We issue commercial paper to meet short-term liquidity needs. When financial and economic conditions result in tightened short-term credit markets coupled
with corresponding volatility in commercial paper durations and interest rates, we cvaluate other options for meeting our short-term liquidity needs, which
may include borrowing from our revolving credit agreements (RCAs). issuing shori-term {loating rate notes, issuing long-term debt and/or issuing equity.
These alternative sources of liquidity may not have comparable favorable terms and thus. may impact adversely our business plans, financial condition, results
of operations or cash flows.

Increases in onr leverage conld adversely affect our competitive position, business planning and flexibility, financial condition, ability to service our debt
obligations and to pay dividends on our common stock, and ability to access capital on favorable terms.

As discussed above and in Note 11, we rely heavily on onr commercial paper and long-term debt. As described in Note 11, our credit agreements contain
certain provisions and impose various limitations that could impact our hquidity, such as cross-default provisions and defined maximum total debt to total
capital (leverage) ratios. Under
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these revolving credit facilities, indebtedness includes cerlain letters of credit and guarantees which are not recorded on the Consolidated Balance Sheets

As described in MD&A — “Strategy”™ and MD&A - “Future Liquidity and Capital Resources.” we are anticipating extensive capital needs for new generation,
transmission and distribwtion facilities, and environmental compliance expenditures Funding these capital needs could increase our leverage and present
numerous risks including those addressed below

In the event our leverage increases such that we approach the penmitied ratios, our access to capital and additional liquidity could decrease. A limitation in our
liquidity could have a material adverse impact on our business strategy and our ongoing linancing needs. Additionally, a significant increase in our leverage
could adversely affect us by:

s increasing the cost of future debt financing:
= impacting our ability to pay dividends on our common stock at the current rate:
® making it more difficult for us to satisfy our existing financial obligations:
s limiting our ability to obtain additional financing, il needed, for working capital, acquisitions, debt service requirements or other purposes;
. increasing our vulnerability to adverse economic and indusiry conditions;
. requiring us to dedicate a substantial portion of our cash flow from operations to debt repayment thereby reducing funds available for operations,
future business opportunities or other purposes;
= limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we compete:
. requiring the issuance of additional equity;
. placing us at a competitive disadvantage compared to competitors who have less debt: and
. causing a downgrade in our credit ratings.
e Changes in economic. conditions could result in higher interest rates, which would increase interest expense on our {loating rate debt, and reduce funds

available to us for our current plans.

Any reduction in our credit ratings below investment grade would likely increase onr borrowing costs, limit our access to additional capital and require
; ! ! g u ! ! ¢ o
posting of collateral, all of which could materially and adversely affect our business, results of operations und financial condition.

While the long-term target credit ratings for the Parent and the Utilities are above the minimum invesunent grade rating, we cannot provide cestainty that any
of our current ratings will remain in effect for any given period of time or that a rating will not be lowered or withdrawn eatirely by a rating agency if, in its
judgment, circumstances in the future so warrant. Our debt indentures and credit agreements do not contain any “ratings triggers.” which would cause the
acceleration of interest and principal payments in the event of a ratings downgrade. Any downgrade could increase our borrowing costs and may adversely
affect our access to capital, which could negatively impact our financial results and business plans. We note that the ratings from credit agencies are not
recommendations to buy, sell or hold our securities or those of PEC or PEF and that each agency’s rating should be evaluated independently of any other
agency’s rating.

Market performance and other changes may decrease the value of nuclear decommissioning trust funds and benefit plan assets, which then could require
significant additional funding.

The performance of the capital markets affects the values of the assets held in trust to satisfy future obligations to decommission the Utilities™ nuclear plants
and under our defined benefit pension and other postretirement benefit plans. We have significant obligations in these areas and hold significant assets in
these trusts These assels are subject 10 market fluctuaiions and will yield uncertain retums. which may fall below our projected rates of return. Although a
number of factors impact our funding requirements, a decline in the market value ol the assets may increase the funding requirements ol the obligations to
decommission the Utilities” nuclear plants and under our defined benefit pension and other postretirement benelit plans. Additionally. changes in interest rates
affect the labilities under these benefit plans; as interest rates decrease, the Habilitics increase, potentially requinng additional funding Further, the funding
requirements of the obligations related to these benefit plans may increase due to changes in governmental regulations and participant demographics,
including increased numbers of retirements or
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changes in life expeclancy assumptions. If we are unable to successfully manage the nuclear decommissioning trust funds and benelit plan assets, our results
of operation and financial position could be negatively affccted. See further discussion of our nuclear dccomnnssmmnv trust funds and benefit plan assets in
Notes 4D, 13 and 16 and in MD&A - “/\ppllcatmn of Critical Accounting Policies and Estimates ”

Our ability to fully utilize tax credits generated under Section 29/45K may be limited. This risk is not applicable to PEC and PEF.

In accordance with the provisions of Section 29/45K, we have generated tax credits based on the content and quantity of synthetic fuels produced and sold to
unrelated parties This tax credit program expired at the end of 2007. The timing of the utilization of the tax credits is dependent upon our taxable income,
which can be impacted by a number of factors Addmonallv in the normal course of business. our tax retums are audited by the Internal Revenue Service
(IRS). If our tax credits were disallowed in whole or in pait as a result of an IRS audit, there could be significant additional tax liabilities and associated
interest for previously recognized tax credits, which could have a material adverse impact on our earnings and cash flows. Although we are unaware of any
currently proposed logns]anon or new IRS regulations or interpretations impacting previously rccordcd synthetic fuels tax credits, the value of credifs
generated could be unfavorably impacted by such legislation or IRS regulations and interpretations

ITEM 1B UNRESOLVED STAFF COMMENTS

None
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ITEM 2 PROPERTIES

We believe that our physical properties and those of our subsidiaries are adequate to carry on our and their businesses as currently conducted We maintain
property insurance against loss or damage by fire or other perils to the extent that such property is usually insured

ELECTRIC - PEC
PEC's 18 generating plants represent a flexible mix of fossil steam, nuclear, combustion turbines, combined cycle, and hydroelectric resources, with a total

summer generating capacity of 12,415 MW. Of this total, Power Agency owns approximately 700 MW. On December 31, 2008, PEC had the following
generating facilities:

PEC Ownership

Facility Location No. of Units  In-Service Date Fuel (in %) Summer Net Capability () (in MW)
FOSSIL STEAM ‘ ,
Asheville CArden, NJCU 2 1964-1971 SriCoalere B DR 00 376
Cape Fear Moncure, N.C, 2 1956-1958 Coal 100 316
Lee: : Goldsboro, N.C. 00 3 201951419625 1 Coal 100 3970
Mayo Roxboro, N.C. 1 1983 Coal 83.83 742 )
Robinson - -Hartsville, S.C. S e 4960 i Coal e 100 S0174
Roxbore SerroraIN-C- 4 1966-1986 Coal 896.30 2,424 @
Sutton Wilmington, N.C. 3 171954597200 Coal 100> 600
Weatherspoon  Lumberton, N.C — o 1949-1952 Coal 100 172
e . ST T s e T e 3201
COMBINED CYCLE
Cape Fear: -~ = 'Moncure, N.C. 70 e S 969 Ol 100 Cedi
Richmond Hamlet, N.C. 1 2002 Gas/Oil 100 479
Gowiteree i Total Sl i3 U e 1543
COMBUSTION TURBINES
Ashevilie - Arden, N.C.- b 1199920007 Gas/Oi] 100 327
Blewett Lilesville, N.C. 4 1971 Qil 100 52
Darlington ‘Hartsville, S.C.* 2130 1974-1997 - Gas/Oil- o 100 218010
lee  GoldsboroN.C. 4 19681971 Ol 100 CTI5
Morchead City -~ Morehead City, NLCoowvii T n s 1008 v Ol =100 12
Richmond Hamlet, N.C 3 20012002  Gas/Oil 100 808
Robinson Hartsville, S:C. -~ i R ST 968 Gas/O SE100 15
Sutton Wilmington, N.C 3 1968-1969 Gas/Onl 100 59
Wayne County Goldsboro, N.C: 4 : 2000 - (ras/Oil- 100 694
Weatherspoon  Lumberton, N.C. 4 1970-1971 Gas/Qil 100 132
B ' Total = Al : Doy ; 2,975
NUCLEAR o |
Brunswick -~ - Southport, N.C. - e S1975-1977 0 Urantum 55 81,67 1.858 L)
Harris New Hill, N.C. 1 1987 Uraninm 83.83 900 )
Robinson Hartsville, S.C." S 07 Uraninm 0100 A L R =
Total 4 3,468
HYDRO B R A Fantt B
Blewett Lilesville, N.C. 6 1912 Water 100 22
Marshati - Marshall; N.C. S A 1910: ~Water =100 5
Tillery Mount Gilead, N.C. 4 1928-1960 Water 100 89
Walters - Waterville, N.Cu 3 1930 s Water: <100 112
Total 15 228
TOTAL = - o o RD 12.415

@ Summer ratings reflect compliance with NERC reliability standards and are gross of joint ownership interest.
® Facilities are jointly owned by PEC and Power Agency. The capacities shown include Power Agency’s share

© PEC and Power Agency are joint owners of Unit 4 at the Roxboro Plant. PEC’s ownership interest in this 698 MW unit is 87.06 percent.
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At December 31, 2008, including both the total generating capacity of 12,415 MW and the total firm contracts for purchased power of 1.310 MW, PEC had
total capacity resources of approximately 13,725 MW

Power Agency has undivided ownership interests of 18.33 percent in Brunswick Unit Nos. 1 and 2. 12.94 percent in Roxboro Unit No. 4. 3 77 percent, in
Roxbore Common [acilities, and 16.17 percent in Harris and Mayo Unit No. 1. Otherwise, PLC has g s_ood and marketable title to its principal pianls and units,
subject to the lien of its morigage and deed of trust, with minor exceptions, restrictions, and rescrvations in conveyances, as well as minor defects of the
nature ordinarily found in properties of similar character and magnitude PEC also owns certain easements over private property on which transmission and
distribution lines are located.

At December 33, 2008, PEC had approximately 6,000 circuit miles of transmission lines including 300 miles of 500 kilovolt (kV) lines and 3,000 miles of 230
kV lines. PEC also had approximately 45,000 circuit miles of overhead distribution conductor and 20, 000 circuit miles of underground distribution cable.
Distribution and transmission substations in service had a transformer capacity of approximately 54, 9 million kilovolt- -ampere (I\V/\) in approximately 900
transformers. Distribution line transformers numbered approximately 538,000 with an aggregate capacity of approximately 24 million kVA.
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ELECTRIC -~ PEF
PEF's 14 generating plants represent a flexible mix of fossil sieam. combustion turbine. combined cycle, and nuclear resources. with a total summer

generating capacity of 9,360 MW. Of this total, joint owners own approximately 120 MW. At December 31, 2008, PEF had the following generating
facilities:

PEF Ownership Summer Net Capability @

Facility Location No. of Units In-Service Date  Tuel (in %) (in MW)
FOSSIL STEAM
Anclote” Holiday, Fla. 2 1974-1978 Gas/Oil 100 1,011
Bartow St. Petersburg, Fla. 3 1958-1963 Gas/Oil 100 426
Crystal River Crystal River, Fla ) 1966-1984 Coal 100 2311
Suwannee River Live Oak, Fla 3 1953-1956  Gas/Oil 100 T 1 W
ST i : - Total 12 : o S :3,879::

COMBINED CYCLE
Hines -+ s Bartow, Fla. 4 19992007 - Gas/Oil 100 SNL912
Tiger Bay Fort Meade, Fla. I 1997 Gas 100 205

f i Total 5 : 2117
COMBUSTION TURBINES
Avon Park Avon Park, Fla, 2 1968 Gas/Otl 100 48
Bartow o B B St. Petersburg, Fla, 4 1972 Gas/Oil 100 Y
Bayboro. = StpetershurFhe 3 FOFF O 100 il
DeBary DeBary, Fla. 10 1975-1992 Gas/Oil 100 645
Higping il o Oldsmar, Fla. . 4 1969-1971 Gas/Oil 100 [REREE 5 1 I R RENEINES
Intercession City Intercession Cily, Fla. 14 1974-2000  Gas/Oil ®) 987 ©
Rio Pinar : Rio Pinar, Fla: 1 “1970 Qil 100 == 12 o
Suwannee River Live Oak, Fla 3 1980  Gas/Oil 100 o153
Turner: - Enterprise; Fla: 4 1970-1974 Oil : 100 S 149
University of Florida Co-generation  Gainesville, Fla. S 1994 Gas 100 [ (E—
e g . Topal o — B e ——
NUCLEAR
Crystal River: - R  Crystal River, Fla. L : 1977 Uranium - 59T 78 i e BO0 ey

Total _— , —_—200

TOTAL - . S 03 - i S 0,360

@ Summer ratings reflect compliance with NERC reliability standards and are gross of joint ownership interest

o PEF and Georgia Power Company are joint owners of a 143 MW advanced combustion turbine Jocated at PEF’s Intercession City site. Georgia Power
Company has the exclusive right 1o the output of this unit during the months of June through September. PETF has that right for the remainder of the year

© Facilities are jointly owned. The capacities shown include joint owners’ share

During 2008, including both the total generating capacity of 9.360 MW and the total firm contracts for purchased power of 2,417 MW, PEF had total capacity
resources of approximately 11,777 MW

Several entities have acquired undivided ownership interests in CR3 in the aggregate amount of 8.22 percent. The joint ownership participants are: City of
Alachua ~ 0.08 percent, City of Bushnell ~ 0.04 percent, City of Gainesville — 141 percent, Kissimmee Utility Authority — 0.68 percent, City of Leesburg ~
0.82 percent, Utilities Commission of the City of New Smyrna Beach ~ 0.56 percent, City of Ocala - 1.33 percent, Orlando Utilities Commission — 1.60
percent and Seminole Electric Cooperative, Inc. — 1 70 percent. PEF and Georgia Power Company are co-owners of a 143 MW advance combustion turbine
located at PEF’s Intercession City Unit P11 Georgia Power Company has the exclusive right to the output of this unit during the months of June through
September. PEF has that right for the remainder of the year. Otherwise, PEF has good and marketable title 1o its principal plants and units, subject to the lien
of its mortgage and deed of trust, with minor exceptions, restrictions and reservations in conveyances, as well as minor defects of the nature ordinarily found
in properties of similar character and magnitude. PET also owns certain easements over private property on which transmission and distribution lines are
located.

At December 31, 2008, PEF had approximately 5,000 circuit miles of transmission lines including 200 miles of 500 kV lines and approximately 1,500 miles
of 230 kV lines. PET also had approximately 18.000 circuit miles ol overhead distribution conductor and 13,000 circuit miles of underground distribution
cable. Distribution and
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transmission substations in service had a transformer capacity of approximately 53.7 million kVA in approximately 800 transformers. Distribution line
transformers numbered approximately 390,000 with an aggregate capacity of approximately 20 million kVA.

ITEM 3. LEGAL PROCEEDINGS

Legal proceedings are included in the discussion of our business in PART I, ltem | under “Environmental,” and are incorporated by reference herein. See
Note 22D for a discussion of certain other legal matters
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None

The information called for by Item 4 is omitted for PEF pursuant to Instruction 1(2)(c) to Form 10-K (Omission of Information by Certain Wholly
Owned Subsidiaries).

EXECUTIVE OFFICERS OF THE REGISTRANTS AS OF FEBRUARY 23, 2009

Name Age Recent Business Experience
William D. Johnson 55 Chairman, President and Chief Executive Officer, Progress Energy and Florida
Progress, October 2007 to present. Chairman, PEC and PEF, from November 2007
to present; President and Chief Operating Oflicer, Progress Energy, from January 2005
to October 2007, Group President, PEC, from January 2004 1o October 2007,
Executive Vice President, PEF, from November 2000 10 November 2007; Executive
Vice President, Florida Progress, from November 2000 to December 2003; and
Corporate Secretary, PEC, PEF, Progress Energy Service Company, LLC and Florida
Progress. from November 2000 to December 2003. Mr. Johnson has been with
Propress Fnergy (formerly CP&L) since 1992 and served as Group President, Energy

Delivery, Progress Energy. from January 2004 to December 2004. Prior 1o that, he was
President, CEQ and Corporate Secretary, Progress Energy Service Company, LLC,
from October 2002 10 December 2003. He also served as Executive Vice President -
Corporate Relations & Administrative Services, General Counsel and Secretary of
Progress Energy. Mr. Johason served as Vice President - Legal Department and
Corporate Secretary, CP&L, from 1997 10 1999.

Before joining Progress Energy, Mr. Johnson was a partner with the Raleigh, N.C.
office of Hunton & Williams LLP where he specialized in the representation of
utilities

Jeffrey A. Corbett 49  Senior Vice President, Energy Delivery, PEC, January 2008 to present Mr. Corbett
oversees operalions and services in the Carolinas, including engineering, distribution,
construction, metering, power restoration, community relations, energy-efliciency, and
alternative energy strategies. He previousty served as Senior Vice President, PEF, from
June 2006 to January 2008, with the same responsibilities in Florida as mentioned
above. He served as Vice President-Distribution for PEC, from January 2005 to June
2006. He also served PEC as Vice President-Eastern Region. from September 2002 to
January 2005, as well as Vice President, PEF, from April 2005 10 June 2006. Mr
Corbett joined Progress Energy i 1999 and has served in a number of roles, including
General Manager of the Eastern Region and director of Distribution Power Quality and
Reliability

Before joining Progress Energy, Mr. Corbett spent 17 years with Virginia Power,
serving in a variely of engineering and [eadership roles
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*Michael A. Lewis 46 Senior Vice President, Energy Delivery, PEY, January 2008 1o present. Mr. Lewis
oversees operations and services in Florida, including engincenng, distribution,
construclion, metering, power restoration, community relations, energy- efficiency,
and allernative energy sirategies. He previously served as Vice President, Distribution,
PEF, from August 2007 to January 2008, Vice President, Distribution Engincering &
Operations, PEF, from December 2005 1o August 2007, Vice President. Distribution
Operations & Support, PEF, from April 2004 to December 2005 and Vice President,
Coastal Region, PEF, from December 2000 to April 2004. Mr. Lewis has been with
PEF in a number of engineering and management positions since 1986, including
District Manager, Distribution Operations Manager in Pasco County, General Manager
for the South Coastal region and Regional Vice President of both the North and South
Coastal regions

*Jeffrey 1. Lyash 47 President and Chief Executive Officer, PEF, June 2006 to present. Mr. Lyash
oversees all aspects of PEF’s delivery operations, including distribution and customer
service, transmission, and products and services. He previously served as Senior Vice
President, PEF, from November 2003 to June 2006 Prior to coming to PEF, Mr. Lyash
was Vice President - Transmission in Energy Delivery, PEC, from January 2002 to
October 2003

Mr. Lyash joined Progress Energy (formerly CP&L) in 1993 and spent s first eight
vears at the Brunswick Nuclear Plant in Southport, N C. His last position at Brunswick
was as Director of site operations.

John R McArthur 53 Executive Vice President, Progress Energy, Scptember 2008 to present. In his
various roles, Mr. McArthur is responsible for corporate and utility support functions,
including Corporate Services, Corporate Communications, Efficiency and Innovative
Technology, External Relations, Human Resources and Information Technology and
Telecommunications. The compliance, legal and audit functions are also part of his
group. He also serves as Corporate Secretary ol Progress Energy, a position he has
held since January 2004, Mr. McArthur is also Exceutive Vice President of PEC since
September 2008, Executive Vice President of PEF since November 2008 and Senior
Vice President and Secretary of Florida Progress Corporation since January 2004. Mr.
MeArthur has been with Progress Energy in a number of roles since 2001, including
General Counsel, Senior Vice President, Corporate Relations and Vice President,
Public Affairs

Before joining Progress Energy, Mr. McArthur was a member of former North
Carolina Governor Mike Easley’s senior management team, handling major policy
initiatives as well as media and legal affairs. He also directed Govemor Lasley’s
transition team after the election of 2000
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Senior Vice President and Chief Financial Officer, Progress Inergy, PEC and PEF, September 2008 10
present. He previously served as Senior Vice President, Finance, PEC and PEF, from November 2007 to
September 2008, and Senior Vice President. Finance. Progress Energy. from July 2007 to September 2008 Mr.
Mulhern also served as President of Progress Ventures (the unregulated subsidiary of Progress Energy), from
2005 to 2008; Senior Vice President of Competitive Commercial Operations of Progress Ventures, from 2003 to
20035; Vice President. Strategic Planning of Progress Energy. {rom 2000 to 2003; Vice President and Treasurer
of Progress Energy, from 1997 to 2000; and Vice President and Controtler of Progress Energy, from 1996 to
1997.

Before joining Progress Energy (formerly CP&L) in 1996, Mr. Mulhern was the Chief Financial Officer at
Hydra Co Enterprises, the independent power subsidiary of Niagara Mohawk. He also spent eight years at Price
Waterhouse, serving a wide variety of manufacturing and service businesses.

Senior Vice President and Chief Nuclear Officer, PLC and PEF, January 2008 to present Mr. Scarola
oversees all aspects of our nuclear program. He previously served as Vice President at the Brunswick Nuclear
Plant from October 2005 1o December 2007 Mr. Scarola joined Progress Encrgy (lormerly CP&L) in 1998,
where he served as Vice President at the Harris Nuclear Power Plant until October 2003

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 the Plant General Manager at the St. Lucie
MuclearPlantavith-Flogida Power & Light Company.prior to joining Progress Energy

TFrank A. Schiller

47

Senior Vice President, Compliance and General Counsel, Progress Energy, January 2009 to present. Mr.
Schiller is responsible for Progress Energy's legal, regulatory, compliance, audit and corporate govemance
functions. He serves as Progress Energy's chiel compliance officer and chairs Progress Energy’s Ethics
Committee. Mr. Schiller joined Progress Energy in 1997 and previously served as Vice President, Legal, from
December 2000 to December 2008; Director ~ Legal Services, from January 2000 to December 2000; and
Associate General Counsel, {rom December 1997 to January 2000

Before joining Progress Energy. Mr. Schiller was Senior Counsel at Virginia Electric and Power Company
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Paula 1. Sims 47 Senior Vice President, Power Operations, PEC and PEF, July 2007 to present. Ms.
Sims oversees fossil generation, new generation and lransmission construction,
environmental compliance, non-nuclear fuel procurement and transportation,
purchased power and excess generation sales She previously served as Sr. Vice
President of Regulated Services from January 2006 to July 2007; Vice President,
Fossil Fuel Generation of Progress Energy and PEF, from January 2006 1o April 20006,
Vice President, Regulated Fuels of Progress Energy. from December 2004 to
December 2005; Chief Operating Officer of Progress Fuels Corporation, from
February 2002 to December 2004; and Vice President, Business Operations &
Strategic Planning of Progress Fuels Corporation, from June 2001 to February 2002

Before joining Progress Energy in 1999, Ms. Sims was with General Electric, where
she served 1n a number of management and operations positions for over 15 years.

Jeftrey M. Stone 48 Chief Accounting Officer and Controller, Progress Energy and Florida Progress,
June 2005 to present; Chief Accounting Officer, PEC and PEF, from June 2005 and
November 2003, respectively, to present, and Vice President and Controller,
Progress Energy Service Company, LLC, from January 2005 and June 2003,
respectively to present. Mr. Stone previously served as Controller of PEF and PEC,
from June 2005 1o November 2005. Since 1999, Mr. Stone has served Progress Energy
in a num ber of ro]cs m comomle supporl including Vice President - Capital Planning

1ol
a1ty L,ulluun uuu Exeentrre-Direetor—Finoneal aping-&R "'"“‘“"‘L Services.as

well as in various managemen! positions with Energy Supply and Audit Services.

Prior to joining Progress Energy. Mr. Stone worked as an auditor with Deloitte &
Touche in Charlotte. N C

Lloyd M. Yates 48 President and Chief Executive Officer, PEC, July 2007 1o present. Mr. Yates
oversees all aspects of the Carolinas delivery operations, including distribution and
cuslomier service, transmission, and products and services. He previously served as
Senior Vice President, PEC, from January 2005 to July 2007, where he was
responsible for managing the four regional vice presidents in the PEC organization. He
served PEC as Vice President — Transmission, {rom November 2003 to December
2004 and as Vice President - Fossil Generation, [rom November 1998 to November
2003.

Before ioining Progress Energy (formerly CP&L) in 1998, Mr. Yates was with PECO
Energy for over 16 vears in several line operations and management positions. His last
position with PECO was as General Manager - Operations in the power operations
group )

*Indicates individual is an executive officer of Progress Energy. Inc, but not PEC
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PART 1
ITEM 5. MARKET FOR THE REGISTRANTS' COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF
EQUITY SLCURITIES
PROGRESS ENERGY

Progress Energy’s Common Stock is listed on the New York Stock Exchange under the symbol PGN. The high and low intra-day stock sales prices for each
quarter for the past two years, and the dividends declared per share are as follows:

Hich Low Dividends Declared
2008
First Quarter - R : : 84946 e [T R S0 80,618
Second Quarter 43.58 41.00 0.615
Third Quarter : o 45.52 [ Cred011 : [ : 0.615
Fourth Quarter 45.60 32.60 0.620
5567 m— - - - . - = o T
First Quarter B . ss160 8705 80610
Second Quarter : 52.75 4515 0.610
Third Quarter, 49,48 43,12 0610
Fourth Quarter R L - 50.25 : O AdTS S : RS VA ) )

The December 31 closing price of our Common Stock was $39 85 for 2008 and $48.43 for 2007, As of February 23, 2009, we had 55,919 holders of record of
Common Stock.

Neither Progress Energy’s Articles of Incorporation nor any of its debt obligations contain any restrictions on the payment of dividends, so long as no shares
of preferred stock are outstanding. Our subsidiaries have provisions restricting dividends in certain limited circumstances (See Notes 9 and 11B).

Information regarding securities authorized for issuance under our equity compensation plans is included in Progress Energy’s definitive proxy statement for
its 2009 Annual Meeting of Sharcholders
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Issuer purchases of equity secunties for fourth quarter of 2008 are as follows:
() ) (d) .
T'otal Number (b) (c) Maximum Number (or Approximate Dollar
of Shares Average Price Paid  Total Number of Shares (or Units)  Value) of Shares (or Umits) that May Yet
(or Units) Purchased (1) Per Share Purchased as Part of Publicly ~ Be Purchased Under the Plans or Programs
Period (2)(3) (or Unit) Announced Plans or Programs (1) (1)
October 1= October 31 e "637,120 $38.2458 N/A : o N/A
November | —~ November
30 ) ) 516,600 38.6632 N/A N/A
December 1 = December 31 : 165,372 38.9632 N/A L L N/A
Total 1.319.092 $38.6100 N/A N/A

(1) AtDecember 31, 2008, Progress Energy did not have any publicly announced plans or programs to purchase shares of its common stock.

(2) 867,920 shares of our common stock were purchased in open-market transactions by the plan administrator to meet share delivery obligations under the
Progress Energy 401(k) Savings & Stock Ownership Plan (401(k)) (See Note 9B)

(3) 451,172 shares of our common stock were purchased in open-market transactions by the plan administrator to meet share delivery obligations under the
Savings Plan for Employees of Florida Progress Corporation.

PEC

Since 2000, the Parent has owned all of PEC s common stock, and as a result there is no established public trading market for the stock. PEC has neither
issued nor repurchased any equity securities since becoming a wholly owned subsidiary of the Parent. During 2008, PEC paid no dividends to the Parent.
During 2007 and 2006, PEC has paid dividends to the Parent totaling the amounts shown in PEC’s Statements of Common Equity included in the financial
statements in PART 11, Item 8. PEC has provisions restricting dividends in certain circumstances (See Notes 9 and 11) PEC does not have any equity
compensation plans under which its equity securitics are issued

PEF

All shares of PEF’s common stock are owned by Florida Progress and as a result there is no established public trading market for the stock. PEF has neither
issued nor repurchased any equity securities since becoming an indirect subsidiary of the Parent. During 2008 and 2007, PEF paid no dividends to Florida
Progress. During 2006, PEF paid dividends to Florida Progress totaling the amounts shown in PEF’s Statements of Common Equity included in the financial
statements in PART 11, ltem 8. PEF has provisions restricting dividends in certain circumstances (See Notes 9 and 11). PEF does not have any equity
compensation plans under which its equity securities are issued
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ITEM 6. SELECTED FINANCIAL DATA
The selected financial data should be read in conjunction with the consolidated financial statements and the notes thereto included elsewhere m this report

PROGRESS ENERGY

Years Ended December 31

(in millions, except per share data) 2008 2007 2006 2005 2004
OPERATING RESULTS
Operating revenues : = i ‘ 89,167 § 9,153 § 8724 $ 7,948 .8 7,168
Income from conhmung, operallons before cumulative effect of changes in accounting principles, net of tax 773 693 551 523 552
Netincome i 830 504 571 697 759
PER SHARE DATA ...

Basic earnings

“Income from continuing operations. - : R B R % 2978 2718 220% 2128 228
Net income 3.19 1.97 228 282 313
Diluted eariings * 5 i BT i L : ‘ ) : )
Income from contmumg owcxahons 2.96 270 2.20 2.12 227
Netcome : : R : 3.18 1.96 228 2.82 312
ASSETS S : $29,873 $26.338 $25,832 $27,083 $£26,100
CAPITALIZATION AND DEBT : o :
Common stock equily ) $ 8,687 $ 8,395 $ 8259 § 8011 § 7,606
“Preferred stock of subsidiaries -+ not subject to mandatory redemption o i 93 93 93 93 93
Minority interest ) ) ) 6 84 10 36 29
Long-termidebt, net ey o S : : : 10,659 8737 8.835 10446 7 9,521
Current portion of jong- ferm debt - 877 324 513 349
“Short-term'debt 70 . . e 1,050 201 - 175 684
Capital lease obligations 239 247 72 18 19
‘Total capitalization and debt' @y 0 L ] L L . $20,734 518,634 $17.593 $19,292-8518.301
Dividends declared per common share $ 2465 5 2445 $ 2425 § 2375 5 2.315

(ay Balances have been restated for the correction of an error resulting in decreases of $27 million at December 31, 2007 and 2006 and $31 million at
December 31, 2005 and 2004 (See Note 1B). ) !

®) Balances have been restated for the correction of an error resulling in decreases of $27 million at December 31, 2007, 2006. 2005 and 2004 (See Note
1B).

(¢) Includes long-term debt to affiliated trust of 3272 million at December 31. 2008, $271 million at December 31, 2007 and 2006 and $270 million at
December 31, 2005 and 2004 (See Note 23)
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PEC

Years Ended December 31

(in millions) 2008 2007 2006 2005 2004
OPERATING RESULTS
Operating revenues = o : : : 84,429 $-4.3855-4,086 53,9915 3,629
Net income 534 501 457 493 461
““Netincome available to commonstockholders -+ 2000531000498 - 454 0490 0458
ASSETS (ay i ST 813,165 811,955 811,999 $11.471 $10.756
CAPITALIZATION AND DEBT S Ty
Common stock equity (v $ 4,301 § 3,752 $ 3,363 $ 3,091 § 3.045
“iPreferred stock ~ not'subject to mandatory redemption 89 80059 59 59
Long-term debt, net 3509 3,183 3470 3667 2750
Current partion of longsterm debt o Lo 300 1200 e s 300
Short-term debt (c) 110 154 - 84 337
=+ Capital lease obligations - R R s (e v i 188 ]9
Total capitalization and debt 1) $ 7,995 § 7.465 § 7.110 $ 6919 § 6.510

(a) Balances have been restated for the correction of an error resulting in decreases of $27 mullion at December 3T, 2007 and 2000 and 33T nuiiTion at
December 31, 2005 and 2004 (See Note 1B). )

@ Balances have been restated for the correction of an error resulting in decreases of $27 million at December 31. 2007, 2006. 2005 and 2004 (See Note
iB).

() Includes notes payable to affiliated companies, related to the money pool program, of $154 million, $11 million and $116 million at December 31, 2007,
2005 and 2004, respectively.

PEF

The information called for by Item 6 is omitted for PEF pursuant to Instruction [(2)(a) to Form 10-K (Omission of Information by Certain Wholly
Owned Subsidiaries).
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ITEM 7 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following combined Management’s Discussion and Analysis of Financial Condition and Results of Operations (MD&A) is separately filed by Progress
Energy, Inc. (Progress Energy), Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc (PEC) and Florida Power Corporation d/b/a Progress
Energy Florida, Inc. (PEF). As used in this report, Progress Energy, which includes Progress Energy, Inc. holding company (the Parent) and its regulated and
nonrcgulated subsidiaries on a consolidated basis, is at times referred 1o as “we.” “us” or “our.” When discussing Progress Energy’s {inancial information, it
necessarily includes the results of PEC and PEF (collectively, the Utilities). The term “Progress Registrants™ refers to each of the three separate registrants:
Progress Energy, PEC and PEF. Information contained herein relating to PEC and PEF individually is filed by such company on its own behal{ Neither of the
Utilities makes any representation as to information related solely to Progress Energy or the subsidiaries of Progress Energy other than itself

The following MD&A contains forward-looking statements that involve estimaies, projections, goals, forecasts, assumptions, risks and uncertainties that
could cause actual results or outcomes to differ materially from those expressed in the forward-looking stalements. Please review “Safe Harbor for Forward-
Looking Statements” and Ttem 1A, “Risk Factors,” for a discussion of the factors that may impact any such forward-looking statements made herein

MD&A should be read in conjunction with the Progress Energy Consolidated Financial Statements

PROGRESS ENERGY
INTRODUCTION

Our reportable business segments are PEC and PEF and their primary operations ase the generalion, fransmission, distribulion and sale of Glecticiy i
portions of North Carolina and South Carolina and in portions of Florida, respectively. The “Corporate and Other” segment primarily includes the operations
of the Parent, Progress Energy Service Company, LLC (PESC) and other miscellaneous nonregulated businesses that do not separately meet the quantitative
requirements as a separale reportable business segment.

STRATEGY

We are an integrated energy company primarily focused on the end-use clectricity markets. Over the last several years we have reduced our business risk by
exiting substantially all of our nonregulated businesses. Our two electric utilities operate in regulated retail utility markets in the southeastern United States
and have access to attractive wholesale markels in the eastern United States, which we believe positions us well for long-term growth Please review “Safe
Harbor for Forward-Looking Statements™ and Item 1A, “Risk Factors,” for a discussion of the factors that may impact any such forward-looking statements
made herein. We are focused on the following key priorities:

Consistently excelling in the daily fundamentals of our utility business, including safely and reliably generating and delivering power to our customers

The Utilities have more than 21,000 megawatts (MW) of generation capacity, and their service territories cover approximately 34,000 square miles in the
southeastern United States, which has historically been one of the fastest-growing regions of the country. We are focused on safely and reliably serving our
customer base However, like other parts of the country, our service territories and business have been impacied by the current ¢conomic recession with
corresponding downturns in the housing and consumer credit markets. Our customer growth has slowed significanily We had a net increase of approximately
24,000 retail customers over the pasl year compared 1o a net increase of 51,000 retail customers in 2007, However, we were able to mitigate our weaker than
expecled 2008 retail revenues with strategies of securing additional wholesale revenues and ongoing cost management. We anticipate 2009 will be another
challenging year given the recent financial market disruptions and worsening economic conditions
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Successfully implementing our balanced solution for a secure energy future
g4 - [ g

Our balanced solution is a comprehensive plan to meet the anticipated demand in the Utilities” service territories and provide a solid basis for slowing and
reducing carbon dioxide (CO2) emissions by focusing on energy efliciency, alternative energy and state-ol-the-art power generation. First, we are expanding
and cnh.mcma our demand-side managenent (DSM) energy-cificiency and encrgy conservation programs. Second, we are actively cncdﬂcd n a variety of
alternative energy projects and are c\valuatmg the feasibility of producing electricity [rom these and other sources. North Carolina’s mmimum renewable
energy portfolio standard begins in 2012 On January 12, 2009, the Florida Public Service Commission (FPSC) approved a draft state renewable portfolio
standard rule with a goal of 20 percent renewable energy production by 2020; the rule requires legislative ratification before implementation Third, we are
cvaluating new generation and fleet upgrades to meet the anticipaled demand at both PEC and PEF toward the end of the next decade. We are cvaluanno the
best new generation oplions, including advanced design nuclear technology, gas-fired combined cycle and combustion turbines, and modernization of existing
coal plants to use clean coal technology. The considerations that will factor into this decision include, but are not limited to, construction costs, [uel diversity,
transmission and site availability, environmental impact, the rale impact 1o customers and our ability to obtain cost-cflective financing. Expenditures to
achieve our balanced solution should be recoverable under base rates or cost-recovery mechanisms that our state jurisdictions have impleniented, or are in the
pracess of implementing. See “Other Matters ~ Regulatory Lnvironment” and Note 7 for additional information.

We are continuing to pursue new nuclear generation based on expectations of new federal climate policy as well as recognition of the need for new baseload
generating capacity and better fuel diversity and energy securily. Favorable changes in the regulatory and construction processes have evolved in recent years,
ncluding standardized design, detailed design before construction, combined license (COL) to build and operate, streamlined regulatory approval process,
annual prudence reviews and cost- -recovery mechanisms for preconstruction and financing costs. State regulatory processes are specific to each jurisdiction.
While we have not made a final determination on nuclear construction, we have taken steps to keep open the option of building a plant or plants. 1n 2008, the
Utilities each filed a COL application with the Nuclear Regulatory Commission (NRC) for two additional reactors each at Shearon Harris Nuclear Plant
(Hdrl’lb) and at a greenfield site in Levy County, Florida {Levy) During 2008, PEF iled and received orders from the FPSC on its Levy Determination of

d-and-costarecouenspelilions. Alsa PEE filed. its.site certification for Levy, which has an 18-month review period. In late 2008, PEF entered into an

engineering, procumnenl and construction (EPC) agreement for the two proposed Levy units. The next significant step in the Levy project 1s to negotiate joint
owncxshnp agreements. On February 24, 2009, PEF received the NRC's schedule for review and approval of the COL. PEF is assessing the impact of the
NRC schedule on the plans and estimated costs for Levy. Current plans would be for the Levy units to be operational in the 2016 to 2018 timeframe. If PEC
proceeds with construction at Harris, a new unit would not be online until at least 2019. See “Other Mafters — Nuclear Matters” for additional information

Maintaining constructive regulatory relations while confronting new energy realities

The Utilities successfully resolved key stale regulatory issues in 2008, including retail fuel recovery filings in all junisdictions. PEC successfully sought to
terminate its obligation to recognize accelerated amortization of certain environmental compliance costs 1n North Carolina and accelerated depreciation of
nuclear generating assets in South Carolina. Consequently, PEC will not be required to recognize accelerated expenses totaling $229 million in the North
Carolina jurisdiction and $38 million in the South Carolina jurisdiction but will record depreciation over the useful life of the respective assets. As discussed
previously, PEF’s petitions for the Levy Needs Determination and for $420 million of nuclear cost recovery for the Levy and Crystal River Unit No. 3
Nuclear Plant (CR3) projects were granted by the FPSC. See “Other Matters — Regulatory Environment™ and Note 7 for further information.

The Utihities have sought, and will continue to seek, recavery of cligible costs in accordance with the energy policies of their respective jurisdictions. In
February 2009, PET began the process for establishing 2010 base rates by filing notification with the FPSC indicating its intent fo initiate a base rate
proceeding. This procedural step is required because PEI"s current base rate agreement will expire at the end of 2009. In addition, on February 18, 2009, PEF
filed a request with the FPSC to decrease customers' bills in 2009 due to a revised fuel forecast and a deferral of a portion of previously approved nuclear
preconstruction charges. We cannot predict the outcome of these mauters (See “Future Liguidity and Capital Resowrces — Regunlatory Matters and Recovery of
Costs” and Note 7C.)

50




Case No. 2011-124
Staff-DR-01-009 jii attachment
(Progress Energy)

Page 55 of 307

We are subject to significant federal and state regulations regarding air quality, water quality. control of toxic substances and hazardous and solid wastes, and
other environmental matters Federal judicial actions during 2008 vacated mercury emissions regulations and remanded clean air regulations to the United
States Environmental Protection Agency (EPA) for modilication Subsequent rule issuances and interpretations, increases in the underlying material, labor
and equipment costs, equipment availability, or the unexpected acceleration of compliance dates, among other things, could result in signilicant increases in
our estimated cosis to comply and acceleration of some projects. We currently estimate that total futnre capital C\pcndmncs for the Utilities 1o comply with
environmental laws and regulations addressing air and water quality. which are eligible for regulatory recovery through either base rates or cost-recovery
clauses, could be in excess of $580 million at PEC and $350 million at PEF through 2018, which corresponds to the latest emission reduction deadline.

In addition, growing state, federal and international atention to global climate change may result in the regulation of CO2 and other greenhouse gases. We are
preparing for a carbon-constrained future and are actively engaged in helping shape effective policies 10 address the issue. While state-level study groups are
busy in all three of our jurisdictions, we continue to believe that this issue requires a national policy framework — one that provides certainty and consistency
Reductions in COz ennssions to the levels specified by some proposals could be materially adverse to our financial position or results of operations if
associated costs of control or limitation cannol be recovered from ratepayvers The cost impact of legislation or regulation to address global climate change
would depend on the specific legislation or regulation enacted and cannot be determined at this time. See “Other Matters — Environmental Matters™ for
additional information

The American Recovery and Reinvesiment Act signed into law in February 2009 contains provisions promolum energy efliciency and renewable energy.
including $11 billion for Smart Grid-related tcchnologlcs $6 3 billion for energy-eificiency and conservation grants and $2 billion in tax credits for the
purchase of plug-in electric vehicles. Also, the Obama administration has announced a goal of sparking a new energy revolution by stimulating transmission
and promoting renewable resources while also pricing greenhouse gas emissions and setling a federal requirement for renewable energy. We are currently
rcvxewmg the impact the new legislation might have on our operations. The impact of the new legislation and regulation resulting from other federal
initiatives cannot be determined at this time

Achieving our long-tern financial objectives and sustaining financial strength and flexitbilify durmng anficipated nuclear constriction

We have several key financial objectives, the first of which is to achieve sustainable eamnings growth. In addition, we seek to continue our track record of
dividend growth, as we have increased our dividend for 21 consecutive years, and 33 of the last 34 years. We will strive 1o preserve our invesiment grade
credit ratings so that we arc positioned to accommodate the significant future demand expected at the Ulilitics

Our ability 1o meet these financial objectives is largely dependent on the earnings and cash flows of the Utilities. The Utilities’ earnings and operating cash
flows are heavily influenced by weather, the cconomy, demand for electricity related to customer growth, actions of regulatory agencies, cost control, and the
timing of recovery of fuel costs and storm damage. The Utilities contributed $914 million of our segment profit and generated substantially all of our
consolidated cash flow from operations in 2008. Partially offsetting the Ulilities” segment profit contribution were losses of $141 million recorded at
Corporate and Other, primarily related to interest expense on holding company debt

Ongoing cost management initiatives have enabled us to offset some of the impact of the slowing economy and high cost pressures. The Utilities are allowed
to recover prudently incurred fuel costs through the fuel portion of our rates, which are adjusted annually in each state. We attempt to mitigate rising fuel
prices through our diverse gencration mix, staggered fuel contracts and hedging, and supplier and transportation diversity. Mitigating the impact ol rising fuel
prices benefits our cash {lows, interest expense and leverage. Additionally, recovery of higher fuel costs negatively impacts customer satisfaction

In addition 1o the significant capital investment required for complying with environmental regulations and meeting anticipated load growth, the Ultilities’
operations are inherently capital intensive. We have addressed the challenges presented by current financial market conditions and will continue to monitor
the credit markets to maintain an
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appropriate level of liquidity. Despite the tightened credit market that began with the extreme market turmoil in the third quarter of 2008, we have been able
to 1ssuc additional equity and short- and long-term debt. Sce “Liquidity and Capital Resources.”

We expect total capital expenditures before potential nuclear construction to be approximately $2.2 billion, $2.1 billion and $2 0 billion for 2009, 2010 and
2011, respectively. 1f we determine to proceed with the construction of a new nuclear facility, we expect that our potential nuclear construction expenditures
will range from $260 million to $360 million in 2009, $460 million to $660 million in 2010 and $750 million to $950 million in 2011 Forecasted potential
nuclear construction expenditures are dependent upon, and may vary significantly based vpon, the decision to build, regulatory approval schedules, timing and
escalation of project costs, and the percentage of joint ownership. PEF has utilized. and anticipates continuing to utilize, nuclear cost-recovery mechanisms for
nuclear preconstruction and construction cost linancing available under Florida law. Subject to regulatory approval. capital investments that support load
growth and comply with environmental regulations increase the Utilities” “rate base” or investment in ulility plant, upon which additional return can be
realized, and creale the basis for long-term earnings growth in the Utilities.

Our now discontinued synthetic fuels operations historically produced significant net earnings driven by tax credits for synthetic fuels production in
accordance with the Section 29/45K tax credit program (Section 29/45K), which expired at the end of 2007, However, the associated cash flow benefits are
realized over time when deferred Section 29/45K tax credits generated, but not yet utilized, are ultimately utilized. At December 31, 2008, the amount of these
deferred tax credits carried forward was $799 million. See “Other Matters — Synthetic Fuels Tax Credits” below and Note 22D for additional information on
our synthetic fuels tax credits and other matters,

The Progress Registrants are subject to various risks. For a discussion of their current material risks, see [tem 1A, “Risk Factors ”

RESULTS OF OPERATIONS

Li=this-sectionsearnings-andahe faciorcaffecting earnings are discussed. The discussion begins with a summarized overview of our consolidated eamings,

which is followed by a more detailed discussion and analysis by business segment.
OVERVIEW
FOR 2008 AS COMPARED T0O 2007 AND 2007 AS COMPARED TO 2006

For the year ended December 31, 2008, our net income was $830 million, or $3 19 per share, compared to $504 million, or $1.97 per share, for the same
period in 2007 For the year ended December 31, 2008, our income from continuing operations was $773 million compared to $693 million for the same
period in 2007 The increase in income {fom continuing operations as compared to prior year was due primarily to:

o favorable allowance for funds used during construction (AFUDC) at the Utilities;
e increased retail base rates at PEF;

¢ higher wholesale revenues at PEF;

e lower purchased power capacity costs at PEC due to the expiration of a power buyback agreement; and
o favorable net retail customer growth and usage at PEC
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Partially offsetting these items were:

higher interest expense at PEF:

higher income tax expense due 1o the benelit from the closure of certain federal tax years and positions in 2007;

unfavorable net retail customer growth and usage at PEF,

unfavorable weather at PEC;

higher investment losses of certain employee benefit trusts at PEF and Corporate and Other resulting from the decline in market conditions; and
higher depreciation and amortization expense at PEF excluding prior year recoverable storm amortization at PEF

o o 0 o 0 O

For the vear ended December 31, 2007, our net income was $504 million, or $1 97 per share, compared to $571 million, or $2.28 per share, for the same
period in 2006. For the year ended December 31, 2007, our income from continuing operations was $693 million compared to $551 million for the same
period in 2006 The increase in income from continuing operations as compared to prior year was due primarily 10

o lower North Carolina Clean Smokestacks Act (Clean Smokestacks Act) amortization expense at PEC,
o lower interest expense at the Parent due to reducing debt in Jate 2006,
o the cost incurred to redeem debt at the Parent in 2006;
o favorable weather at PEC;
o lower allocations of corporale overhead to continuing operations as a result of the 2006 divestitures,
o unrealized losses recorded on contingent value obligations (CVOs) during 2006;
o favorable AFUDC equity at the Utilities;
e lavorable net retail customer growth and usage at the Utilities; and
luahepsholesale revenuec at PEE

Partially offsetting these itlems were:

e ligher operation and maintenance (O&M) expenses at the Utilities primarily due to higher plant outage and maintenance costs and higher employee
benefits:

o additional depreciation expense associated with PEC’s accelerated cost-recovery program for nuclear generation assets (See Note 7B);

o higher interest expense at PEF;

e the impact of the 2006 gain on sale of Level 3 Communications, Inc. stock acquired as part of the divestiture of Progress Telecom, LLC (PT LLC); and

e higher other operating expenses due to disallowed fuel costs at PEF

Our scgments contributed the following profit or loss from continuing operations:

(in millions) 2008 Change 2007 Chanpe 2006

PEC e e e S 831 8 B3 S 498 T A B 5

PEF 383 68 315 (1D 326
““Total segment profit : R B AT O 914 Sl R e R 3 i e B e T 8
Corporale and Other (141) (21) (120) 109 (229
Total income from continuing operations 773 SO A9 14200 551

Discontinued operations, net ol tax 57 246 (J 39) (209) 20
Net income g . $ 830 % o326 g 504 g (6T B 571
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PROGRESS ENERGY CAROLINAS

PEC contributed segment profits of $531 million, $498 million and $454 million in 2008, 2007 and 2006, respectively. The increase in profits for 2008 as
compared to 2007 is primarily due to lower purchased power capacity costs due to the expiration of a power buyback agreement, {avorable AFUDC and
favorable net retail customer growth and usage, partially offsct by the unfavorable impact of weather and lower excess generation revenues

The increase in profits for 2007 as compared to 2006 is primarily due to lower Clean Smokestacks Act amortization, the favorable impact of weather and
favorable net retail customer growth and usage, partially offset by higher O&M expense related to plant outage and maintenance costs and employee benefit
costs and additional depreciation expense associated with PEC’s accelerated cost-recovery program for nuclear generating assets

The revenue tables below present the total amount and percentage change of revenues excluding fuel Revenues excluding fuel and other pass-through
revenues is defined as total electric revenues less fuel and other pass-through revenues. We and PEC consider revenues excluding fucl and other pass-through
revenues a useful measure to evaluate PEC’s electric operations because fuel and other pass-through revenues primarily represent the recovery of fuel, a
portion of purchased power expenses and other pass-through expenses through cost-recovery clauses and, therefore, do not have a material impact on
camings. We and PEC have included the analysis below as a complement to the financial information we provide in accordance with accounting principles
generally accepted in the United States of America (GAAP). However, revenues excluding fuel and other pass-through revenues is not defined under GAAP,
and the presentation may not be comparable 1o other companies” presentation or more useful than the GAAP information provided elsewhere in this report.

REVENULS

PEC’s electric revenues and the percentage change by year and by customer class were as follows:

(in millions)

Customer Class 2008 % Change 2007 % Change 2006
Residential L S$05011,620 : 0.8 8613000 21030080 1,462
Commercial T e 127 18 1107 103 1.004
Industrial : ‘ B R A 1.3 TG 0.7 S AR
Governmental 104 0.1 98 7.7 91

Total retail revenucs : : T R R ot A i ©3,582 4 3,534+ cemrr Bl 03,2680
Wholesale 737 (2.3) 754 4.7 720
Unbilled” B S : g e T L )
Miscellancous 101 5.2 96 (2.0) 98

Total electric revenues : LY, 428 1.0 4,384 EVEE 4,085
Less: Fucl and other pass-through revenues (1,625) -~ (1.547) = (1.336)

" ‘Revenues excluding fuel and other pass- : g : . :

through revenues : : Sl e Y G e (1Y e D BT 3D ) T40
PECs revenues, excluding fuel and other pass-through revenues of $1 623 billian and $1.547 billion for 2008 and 2007, respectively, decreased $34 million
The decrease in revenues was due primarily to lower wholesale revenues, excluding fuel and other pass-through revenues, of $43 million and the $28 million
unfavorable impact of weather, partially offset by the $34 million favorable impact of net retail customer growth and usage. The lower wholesale revenues
were driven by $24 million lower excess generation sales due to unfavorable market dynamics duc 1o higher relative fuel costs and $22 million lower
revenues related to capacity contracls with two major customers. Weather had an unfavorable impact as cooling degree days were 12 percent lower than 2007,
even though cooling degree days were comparable to normal. The favorable net retail customer growth and usage was driven by a net 24,000 increase in the
average number of customers for 2008 compared to 2007, partially offset by lower average usage per retail customer
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The current recession in the United States has contributed to a slowdown in customer growth and usage in PEF’s service terntory (See “Progress Lnergy
Florida —~ Revenues™). PEC has not been impacted by the recession as significantly as PEF. However, PEC has experienced some decline in the rate of
residential and commercial sales growth. We cannot predict the severity of the recession, how long it may Jast or the extent to which it may impact PEC's
revenues. In the future. PEC’s customer usage could be impacted by customer response to energy-efficiency programs and to increased rates resulting from
higher fuel and other recoverable costs

PEC’s revenues, excluding fuel and other pass-through revenues of $1.547 billion and $1 336 billion for 2007 and 2006, respectively, increased $88 million
The increase in revenues was due primarily fo the $57 million favorable impact of weather and a $22 million favorable impact of net retail customer growth
and usage. Weather had a favorable impact as cooling degree days were 20 percent higher than 2006 and 16 percent higher than normal. The favorable retail
customer growth and usage was driven by a net 28,000 increase in the average number of customers for 2607 compared to 2006, partially ofiset by lower
average usage per retail customer

PEC's electric energy sales in kilowatt -hours (kWh) and the percentage change by year and by customer class were as follows:
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(in millions of kWh)
Customer Class 2008 % Change 2007 % Change 20006
Residential 17,000 (1.2) 17,200 : 58 16,259
Commercial 13,941 (0.6) 14,032 5.0 13,358
Industrial ) ) R 11,388 L3y 11,900 E Sy i) 2,393
Governmental 1,466 1.9 1.438 1.3 1.419
oo Total retal energy sales sh co Sl 43,798 STy ST Y 20 e 43,429
Wholesale 14,329 (6.4) 15,309 ) 5.0 14,584
Unbilled :70 0000 : R DT CUA8) : R C(BS) e (1 3T)
Total kWh sales 58,110 (2.9 59.825 3.4 37.876

Retail revenues increased 14 percent for 2008 despile a decrease in retail energy sales for the same period primarily due to the impact of increased fuel
revenues as a result of higher energy costs and the recovery of prior year fuel costs. Indusinal electric energy sales decreased in 2008 compared to 2007,
primarily due to continued reduction in textile manufacturtng in the Carolinas as a result of global competition and domestic consolidation, as well as a
downturn in the lumber and building materials segment as a result of declines in residential construction

Wholesale revenues decreased less than wholesale cnergy sales for 2008 duc to the impact of increased fuel revenues as a result of higher energy costs.
Industrial clectric energy sales decreased in 2007 compared to 2006 primarly due 1o the downward trends in textile manufacturing and residential

construction previously discussed The increase in industrial revenues for 2007 compared to 2006 is due to an increase in fuel revenues as a result of higher
energy costs and the recovery of prior year fuel costs.

EXPENSES
Fuel and Purchased Power

Fuel and purchased power costs represent the costs ol generation, which include fuel purchases for generation, as well as energy purchased in the market to
meet customer load Fuel and a portion of purchased power expenses are recovered primarily through cost-recovery clauses, and, as such, changes in these
expenses do not have a material impact on carnings. The difference between fuel and purchased power costs incurred and associated fuel revenues that are
subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were $1.692 billion for 2008, which represents a $9 million increase compared to 2007. Purchased power expense
increased $44 million to $346 million compared to prior year. The increase is primarily due to increased cconomical purchases in 2008 of $78 nullion,
partially offset by the $38 million impact
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from the expiration of a power buyback agreement with North Carolina Lastern Municipal Power Agency (Power Agency). Fuel used in electric generation
decreased $35 million to $1 346 billion primarily due to a $116 million decrease in deferred fuel expense. partially offset by increased current year fuel costs
of $81 million The decrease in deferred fuel expense was primarily driven by a $64 million impact from the implementation of the North Carolina
comprehensive energy legislation (Se¢ “Other Matters — Regulatory Environment™) and a $49 million impact related to under-recovered fuel costs. Deferred
fuel expense was higher in 2007 primarily due to the co]]ccuon of fuel costs [rom customers that had been previously under-recovered. The increase in current
year fuel costs of $81 million was primarnly due to an increase in coal prices, pamallv oflset by the impacts of lower system requirements and a change in the
generation mix. See “PEC - Fuel and Purchased Power™ in Item 1, *Business.” for a summary of average fuel costs.

Fuel and purchased power expenses were $1.683 billion for 2007, which represents a $176 million increase compared to 2006. Fuel used in clectric generation
increased $208 million to $1 381 billion primarily due 10 a $156 million increase in fuel costs and a $54 million increase in deferred fuel expense. Fuel costs
increased primarily due to a change in generation mix as the percentage of generation supplied by natural gas increased in response to plant outages and
higher system requirements driven by favorable weather. Deferred fuel expense increased primarily due to the collection of fuel costs from customers that had
been previously under-recovered . Purchased power expense decreased $32 million to $302 million compared to 2006 The decrease in purchased power is due
to Jower co-generation as a result of contract changes with one of PEC’s co-generators

Operation and Maintenance

O&M expense was $1.030 billion for 2008, which represents a $6 million increase compared to 2007. This increase is driven primarily by a $33 million
increase in nuclear expenses, of which $18 million relates to refurbishments, preventative maintenance and incremental outage expenses at Brunswick
Nuclear Plant (Brunswick). Additionally, O&M increased due to a $7 million increase in estimalted environmental remediation expenses (See Note 21 A),
partially offset by $19 million lower employee benefits as discussed below and $16 million lower nuclear plant outage and maintenance costs (primarily due
to two nuclear refueling and maintenance outages in the current year compared to three in the prior year)

O&M expense was $1.024 billion for 2007, which represents a $94 million increase compared to 2006. This increase 15 dnven primanly by the $99 million
higher nuclear plant outage and maintenance costs (partially due to three nuclear refueling and maintenance outages in 2007 compared to two in 2006) and
$29 million due to hlgher employee benefit costs. The higher employee benefit costs are primarily due to “the impact from changes in stock-based
compensation plans implemented 1n 2007 and lngher relative employee incentive goal achievement in 2007 compared to 2006

Depreciation, Amortization and Accretion

Depreciation, amortization and accretion expense was $518 million for 2008, which represents a $1 million decrease compared to 2007, This decrease is
primarily attributable to $19 million lower Clean Smokestacks Act amortization. $8 million fower GridSouth Transco, LLC (GridSouth) amortization (See
Note 7D) and $3 million lower storm deferral amortization, partially offset by $15 million higher depreciation associated with the accelerated cost-recovery
program for nuclear generating assets (See Note 7B) and the $15 million impact of depreciable asset base increases. In accordance with a 2008 regulatory
order, PEC has ceased 1o amortize Clean Smokestacks Act compliance costs, but will record depreciation over the useful life of the assets (Sce Note 7B).

Depreciation, amorlization and accretion expense was $519 million for 2007, which represents a $52 million decrease compared to 2006. This decrease is
primarily attributable to a $106 million decrease in the Clean Smokestacks Act amortization, partially offset by $37 milhon additional depreciation associated
with the accelerated cost-recovery program for nuclear generating assets (See Note 7B), an 811 million charge to reduce PEC’s GridSouth regional
transmission organization (RTO) development costs {See Note 7D) and the 57 miltion impact of depreciable asset base increases. We recorded $34 milhon of
Clean Smokestacks Act amortization during 2007 compared to $140 million in 2006 (See Note 7B). We recorded $37 million of additional depreciation
associated with the accelerated cost-recovery program {or nuclear generating assets during 2007 compared to none in 2006
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Total Other Income, Net

Total other income. net was $43 million for 2008, which represents a $6 million increase compared to 2007. This increase is primarly due to $17 million
favorable AFUDC equity related to eligibility of certain Clean Smokestacks Act compliance costs and other increased eligible construction project costs,
partially offset by $9 million lower interest income resulting from lower average eligible deferred tuel balances and lower temporary investment balances.

Total other income, net was $37 million for 2007, which represents a $13 million decrease compared to 2006. This decrease is primarily due to the 2006
reclassification of $16 million of indemnification lability expenses incurred in 2005 for estimated capital costs associated with the Clean Smokestacks Act
expected to be incurred in excess of the maximum billable costs to the joint owner. This expense was reclassilied to Clean Smokestacks Act amortization and
had no impact on 2006 earnings (See Note 21B) This decrease is partially offset by $6 million favorable AFUDC equity related to costs associated with
eligible construction projects.

Total Interest Charges, Net

Total interest charges, net was $207 million for 2008, which represents a $3 million decrcase compared to 2007. This decreasc is primarily due to the $7
million favorable AFUDC debt related to eligibility of certain Clean Smokestacks Act compliance costs and other increased eligible construction project costs

and the $4 million impact of a decrease in average long-term debt, offset by an $11 million interest benefit resulting from the resolution of tax matters in
2007

Total interest charges, net was $210 million for 2007, which represents a $3 million decrease compared 1o 2006. This decrease is primarily due to the $3
million impact of a decrease in average long-term debt and $3 million favorable AFUDC debt related to costs assaciated with eligible construction project
costs, partially offset by $2 million higher interest related to higher variable rates on pollution control obligations

Income Tax Expense

Income tax expense was $298 million, $295 million and $265 million in 2008, 2007 and 2006, respectively. The $3 million income tax expense increase in
2008 compared to 2007 is primarily due to the $14 million impact of higher pre-tax income and the $5 million impact related to the deduction for domestic
production activitics, partially offset by the $7 million tax impact of cmploycc stock-based benefits and the $7 milhion impact of the increase in AFUDC
equity discussed above. AFUDC equity is excluded from the caleulation of income tax expense. The $30 million income tax expense increase in 2007
compared to 20006 is primarily due to the impact of higher pre-tax income.

PROGRESS ENERGY FLORIDA

PEF contributed segment profits of $383 million, $315 million and $326 million in 2008, 2007 and 2006, respectively. The increase in profits for 2008 as
compared to 2007 is primarily due to favorable AFUDC, increascd retail basce rates and higher wholesale revenues. partially offset by higher interest expense,
unfavorable net retail customer growth and usage, higher depreciation and amortization expense excluding prior year recoverable storm amortization, and
higher investment losses of cerlain employee benefit trusts.

The decrease in profits for 2007 as compared 10 2006 is primarily due 10 higher O&M expenses related to plant outage and maintenance costs and employee
benefit costs, higher interest expense, higher other operating expense, and higher depreciation and amortization expense excluding recoverable storm
amortization, partially offset by favorable AFUDC and higher wholesale sales

The revenue tables below present the total amount and percentage change of revenues excluding fuel and other pass-through revenues. Revenues excluding
fuel and other pass-through revenues is defined as total electric revenues less fuel and other pass-through revenues We and PEF consider revenues excluding
fuel and other pass-through revenues a useful measure 1o evaluate PEF s electric operations because fuel and other pass-through revenues primarily represent
the recovery of fuel, purchased power and other pass-through expenses through cost-recovery clauses and, therefore, do not have a material impact on
earnings. We and PEF have included the analysis below as a complement to the financial information we provide in accordance with GAAP. However,
revenues excluding fuel
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and other pass-through revenues is not defined under GAAP, and the presentation may not be comparable to other companies™ presentation or more useful
than the GAAP information provided elsewhere in this report

REVENUES

PEF’s clectric revenues and the percentage change by year and by customer class were as follows:

(in millions)

Customer Class 2008 % Change 2007 % Change 2006
Residential - : : T R 82,274 {3.8) 82,363 0.1.::%2,361
Commercial 1,128 (22) 1,153 0.1 1,152
Industrial = e : 308 3. 318 (8.1) ~ 346
Governmental 293 (3.6) 304 1.0 301
Revenue sharing refund » /oo hoas i - T R - - - -l G
Total retail revenues 4,003 (3.3) 4,138 (0.6) 4,161
Wholesale - e SR REER R 347 26.0 434 36,10 00319
Unbilled 3 - El - (5
Miscellaneous : o : : : o178 2.9 173 5.5 164
 Total electric revenues 4,731 (04) 4,749 24 4,639
Less: Fuel and other pass-through revenues : : (2,978) = (3.109) = (3,038)
Revenues excluding fuel and other pass-through revenues $1,733 6.9  $1.640 24 $1.601

PEF’s revenues, excluding fuel and other pass-through revenues of $2.978 billion and $3.109 billion for 2008 and 2007, respectively, mcreased $113
million. The increase in revenues was primarily due to base rate increases and increased wholesale revenues, partially offset by unfavorable net retail
customer growth and usage. The increase in base rates was $90 million; Hines 4 being placed in service contributed $53 million, and the transfer of Hines 2
cost recovery from the fuel clause to base rates contributed $37 million. These base rate changes occurred in accordance with PEF’s most recent base rate
agreement. Wholesale revenues, excluding fuel and other pass-through revenues, increased $49 million primarily due to several new and amended contracts
PEFs base rate and wholesale revenue favorability was partially offset by the unfavorable net retail customer growth and usage impact of $32 million

The current recession in the United States has contributed to a slowdown in customer growth and usage in PEFs service territory. PEF’s average number of
customers was the same for 2008 and 2007 compared to a net 23,000 increase in the average number of customers for 2007 compared to 2006. We cannot
predict the severity of the recession, how long it may last or the extent to which it may further impact PEF's revenues In the future, PEF's customer usage
could be impacied by customer response to energy-elficiency programs and to increased rates resulting from higher fuel and other recoverable costs

PEF’s revenues, excluding fuel and other pass-through revenues of $3.109 billion and $3.038 billion for 2007 and 2006, respectively, increased $39 million
The increase in revenues was primarily due 1o increased wholesale revenues, favorable net retail customer growth and usage. and other miscellancous service
revenues. Wholesale revenues, excluding fuel and other pass-through revenues, increased $29 million primarily due to the $21 million impact of increased
capacity under contract with a major customer. The favorable net retail customer growth and usage impact of $7 million was driven by a net 23,000 increase
in the average number of customers for 2007, compared 1o 2006, partially offset by lower average usage per customer. Other miscellancous service revenues
increased primarily due 10 increased electric property rental revenues of $6 million
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PEF’s clectric energy sales and the percentage change by year and by customer class were as follows:
(in millions of kWh)
Customer Class 2008 "/o Change 2007 Chanac 2006
Residential i ms v e L G B 2.9y 019,912 E (0.5). 720,021
Commercial ) ] o 12,139 ) {04 12,183 ) 1.7 11,975
Industnal SR By EEI R T T B e 3,786 S B (09) G 33820, : (82) O ’4,]60
Governmental 3,302 (1.9) 3,367 2.8 3,276
- Total retail energy sales ™ e S S B8SSS  (1D) 139,282 S (0.4) 139,432
Wholesale 6,758 14.0 5,930 3038 4,533
Unbilled : R R (123) 50 = R 88 L S {234)
Total kWh sales 45,190 (0.2) 45.300 36 43.731

Industrial electric energy revenues and sales decreased in 2007 compared to 2006 primarily due to a change in the terms of an agreement with a major
customer

EXPENSES

Fuel and Purchased Power

Fuel and purchased power costs represent the costs of generation, which include fuel purchased for generation, as well as energy and capacity purchased in
the market to meet customer load. Fuel, purchased power and capacity expenses are recovered primarily through cost-recovery clauses, and, as such, changes
in these expenses do not have a material impact on earnings. The difference between fuel and purchased power costs incurred and associated fuel revenues
that are subject to recovery is deferred for future collection from or refund to customers.

Fuel and purchased power expenses were $2.628 billion in 2008, which represents an $18 million decrease compared 10 2007. Fuel used in electric generation
decreased $89 million 1o $1.675 billion due to a $381 million decrease in deferred fuel expense, partially offset by increased current year fuel costs of $293
million. The decrease in deferred fucl expensc was primarily due to the regulatory approval to lower the {uel factor for customers cffective January 2008 as a
result of over-recovery of fuel costs in the prior year. With the increase in fuel prices experienced in 2008, PEF successfully sought a mid-course {uel
correction, but the revised fuel factors were not effective until August 2008. The increase in current year fuel costs was primarily due 1o increased fuel prices
and a change in generation mix. Purchased power expense increased $71 million to $953 million compared to 2007. This increase is primarily due to
increased current year purchases of $37 million as a result of higher fucl costs and an increase in the recovery of deferred capacity costs of $34 million. See
“PEF - Fuel and Purchased Power” in Item 1, “Business,” for a summary of average fuel costs.

Fuel and purchased power expenses were $2.646 billion in 2007, which represents a $45 million increase compared to 2006 Purchased power expense
increased $116 million to $882 million compared to 2006. This increase is primarily due to a $123 million increase in current year purchased power costs,
partially offset by a $6 million decrease in the recovery of deferred capacity costs The increased current year purchased power costs are a result of higher
interchange purchases of $87 million and higher capacity costs of $43 million primarily due to new contracts. Fuel used in electric generation decreased $71
million to $1.764 billion due 1o a $323 million decrease i deferred fuel expense, partially offset by a $252 million increase in 2007 fuel costs due primarily to
an increase in oil and natural gas prices. Deferred fuel expense was higher in 2006 primarily due to the collection of fuel costs from customers that had been
previously under-recovered

Operation and Maintenance

O&M expense was $813 million in 2008, which represents a $21 million decrease compared 10 2007 The decrease is primarily due to $24 million lower
environmental cost recovery clause (ECRC) costs due to a decrease in the current year rates resulting from prior year over-recovery, $12 million lower
employce benetit costs as discussed below, and $12 million lower sales and use tax audit adjustment, pdlhd”y offset by $19 million related to replenishment
of storm damage reserves. which began in August 2007 and continued through August 2008 in
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accordance with a regulatory order, and $11 million higher plant outage and mamtenance costs. The ECRC and replenishment of storm damage reserves
expenses are recovered through cost-recovery clauses and, therefore, have no material impact on carnings. In the aggregate, O&M expenses recoverable
through base rates decreased $19 million compared to the same period in 2007

O&M expense was $834 million in 2007, which represents a $150 million increase compared to 2006. The increase is primarily due to $46 million related to
an increase in stonn damage reserves {rom the one-year extension of the storm surcharge, which began August 2007 (See Note 7C) and $40 million related to
higher ECRC and energy conservation cost recovery clause (ECCR) costs. Additionally, the increase is due to $27 million higher plant outage and
maintenance costs and $12 million higher employee benefit costs. The higher employee benefit costs are primarily due to the impact from changes in y stock-
based compensation plans implemented in 2007 and higher relative cmploycc incentive goal achievement in 2007 compared to 2006. The ECRC, ECCR and
storm damage reserve expenses are recovered through cost-recovery clauses and, therefore, have no material impact on earnings. In the aggregate, O&M
expenses recoverable through base rates increased $63 million compared to the same perniod in 2006.

Depreciation, Amortization and Accretion

Depreciation, amortization and accretion expense was $306 million for 2008, which represents a decrease of $60 million compared to 2007, primarily due to
$75 million lower amortization of unrecovered 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 in
August 2007, were recovered through a storm-recovery surcharge and, therefore, had no material impact on carnings (See Note 7C)

Depreciation, amortization and accretion expense was $366 million for 2007, which represents a decrease of $38 million compared to 2006, primarily due to
$47 million lower amortization of unrecovered storm restoration costs and $5 million lower software and franchise amortization, partially offset by the $13
million impact primarily related to depreciable asset base increases and a $7 million write- off of ieasehold improvements, primarily related to vacated office
space. As noted above, storm restoration costs amortization had no material impact on earnings.

Other

Other operating expense was a gain ol $5 million in 2008, $8 million of expense in 2007 and a gain of $2 million in 2006. The $10 million difference between
2006 and 2007 and the $13 million difference between 2008 and 2007 are primarily due to the $12 million impact of a 2007 FPSC order requiring PEF to
refund disallowed fuel costs to its ratepayers (See Note 7C).

Total Other Income, Net

Total other income, net was $94 million for 2008, which represents 2 $46 million increase compared to 2007. This increase is primarily due to $54 million
favorable AFUDC equity related to eligible construction project costs, partially offset by $11 million of investment losses of certain employee benefit trusts
resulting from the decline in market conditions. We expect AFUDC cquity to continue to increase in 2009, primarily due to increased spending on
environmental initiatives and other eligible construction projects. See “Future Liquidity and Capital Resources ~ Capital Expenditures.”

Total other income, net was $48 million for 2007, which represents a $20 million increase compared to 2006. This increase is primarily due to $24 million
favarable AFUDC equity related to eligible construction project costs, partially offset by $5 million lower interest income on unrecovered storm restoration
costs.

Total Interest Charges, Net

Total interest charges, net was $208 million in 2008, which represents an increase of $35 million compared to 2007. The increase in interest charges is
primarily due to the $60 million impact of an increase in average long-term debt, partially offset by $16 million favorable AFUDC debt related to costs
associated with eligible construction projects and $7 million interest benefit resullmg from the resolution of tax matters in 2008.
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Total interest charges, net was $173 million in 2007, which represents an increase of $23 million compared to 2006. The increase in mterest charges is
primanly due to the $10 million impact of an increase in average long-term debt, the $7 million impact of interest on over-recovered fuel costs, $6 million
increase in interest on income 1ax related items and $2 million increase related to the disallowed fuel costs (See Note 7C) These increases are partially offset
by §7 million favorable AFUDC debt related to costs associated with eligible construction project costs

Income Tax Expense

Income tax expense was $181 million, $144 million and $193 million in 2008, 2007 and 2006, respectively. The $37 million income lax expense increase in
2008 compared 10 2007 is primarily due to the $40 million impact of higher pre-tax income compared to the prior year, $6 million benefit related to the
closure of certain federal tax years and positions in the prior year, $4 million due to the accelerated amortization of tax-related regulatory assets in accordance
with PEF’s most recent base rate agreement, and $3 million related 1o the deduction for domestic production activities, partially offset by the 521 million
impact of {avorable AFUDC equity discussed above. AFUDC equity is excluded from the calculation of income tax expense. The $49 million income tax
expense decrease in 2007 compared to 2006 is primarily due to the $23 million impact of lower pre-tax income, the $16 million impact of tax adjustments and
the $9 million impact of favorable AFUDC equity discussed above, The tax adjustments are primarily related to the $10 million impact of changes in income
tax estimates and the $6 million favorable impact related to the closure of certain federal tax years and positions.

CORPORATE AND OTHER

The Corporate and Other segment primarily includes the operations of the Parent, PESC and other miscellaneous nonregulated businesses that do not
separately meet the quantitative disclosure requirements as a separate business segment. Corporate and Other expense is summarized below:

(in millions) 2008 Change 2007 Change 2006
Otherinterest expense -+ : o B R G o (223) i I B) 8 (205) i i S s B (D50
ComtmEeEnT vae obigatons - 2 2) 23 L(23)
Other income 1ax benefit = : B RE R N X e SR e S L
Other expense (1) 17 (18) 46 (64)
i Corporate and Other alter-tax expense ) . S48 AR N 120) 8 109 g (220)

Other interest expense, which includes elimination entries, increased $18 million for 2008 compared to 2007 primarily due to a $6 million prior year benefit
related to the closure of certain federal tax years and positions and a decrease in the interest allocated to discontinued operations. The decrease i interest
allocated to discontinued operations resulted from the allocations of interest expense in early 2007 to operations that were sold later in 2007. An immaterial
amount and $13 million of interest expense were allocated to discontinued operations for 2008 and 2007, respectively

Other interest expense, which includes elimination entries, decreased $54 million for 2007 compared to 2006 primarily due to the $86 million impact of the
$1.7 billion reduction in debt at the Parent during 2006, partially offset by a $45 million decrease in the interest allocated to discontinued operations The
decrease in interes! expense allocated to discontinued operations resulted from the allocations of interest expense in 2006 for operations that were sold in
2006. Interest expense allocated to discontinued operations was $13 million and $38 million for 2007 and 2006, respectively

Progress Lnergy issued 98.6 million CVOs in connection with the acquisition of Florida Progress Corporation (Florida Progress) in 2000. Each CVO
represents the nght of the holder to receive contingent payments based on the performance of four synthetic fuels facilities purchased by subsidiaries of
Florida Progress in October 1999 The payments are based on the net after-tax cash flows the facilities generate (See Note 15). At December 31, 2008 and
2007, the CVOs had a fair value of $34 million and at December 31, 2006, the CVOs had a fair value of $32 million. Progress Energy recorded unrealized
losses of $2 million and $25 million for 2007 and 2006, respectively, 1o record the changes in fair value of the CVOs, which had average unit prices of $0.35
at December 31, 2008 and 2007 and $0 33 at December 31, 2006.
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Other income tax benefit decreased $22 million for 2008 compared to 2007 primarily due 1o the 1< million pnor year benelit related to the closure of certain
federal tax vears and positions (See Note 14) and the net $3 million impact recorded 1in 2008 for a stale net operating loss carry forward. We previously
recorded a deferred tax asset for a state net operating loss carry forward upon the sale of Progress Energy Ventures, Inc.’s (PVI) nonregulated generation
facilities and energy marketing and trading operations. In 2008, we recorded an additional $6 million deferred tax asset related to the stale net operating loss
carry forward due to a change in estimate based on 2007 tax return {ilings. We also cvaluated the total state net operating loss carry forward and recorded a
partial valuation allowance of $9 million, which more than offset the change in estimate.

Other income tax benefit decreased $14 million for 2007 compared to 2006 primanly due to decreased pre-tax expense at the Parent primarily as a result of
the $58 million impact of the carly retirement of debt in 2006, partially offset by the $18 million impact of taxes on interest allocated to discontinued
operations, the $14 million impact related to the closure of certain federal tax years and positions {See Note 14), the $5 million impact related to the deduction
for domestic production activities and the $3 million impact of changes in income tax estimates

For 2008, other expense was $1 million compared to $18 million in 2007. The $17 million decrease is primarily due to $15 million decreased indirect
corporate overhead due to divesiitures completed in 2007 and $12 million decreased legal expenses, partially offset by $8 million of investment losses of
certain employee benefit trusts resulting from the decline in market conditions.

For 2007, other expense was $18 million compared to $64 million in 2006. The $46 million decrease is primarily due to the $59 million pre-tax loss on
redemptions of debt at the Parent in 2006 (Sec Note 20) and the $30 million decrease in the allocation of corporate overhead as a result of the divestitures
completed during 2006. These decreases are partially ofiset by the $17 million pre-tax gain, net of minority interest, on the sale of Level 3 Communications,
Inc. stock subsequent to the sale of PT LLC in 2006 (See Note 3F) and the $14 million increase in interest income on temporary investments due to proceeds
from the sale of nonregulated businesses

DISCONTINUED OPERATIONS

Over the last several years we have reduced our business risk by exiting substantially all of our nonregulated businesses to focus on the core operations of the
Utilities Consequently, the composition of other continuing segments has been impacted by these divestitures. See Note 3 for additional information related
to discontinued operations

TERMINALS OPERATIONS AND SYNTHETIC FUELS BUSINESSES

On March 7, 2008, we spld coal terminals anfi docks in West Virginia and Kentucky (Terminals) for $71 million in gross cash proceeds. The coal terminals
had a total annual capacity in excess of 40 million tons for transloading, blending and storing coal and other commodities. Proceeds from the sale were used
for general corporate purposes. During the year ended December 31, 2008, we recorded an after-1ax gain of $42 million on the sale of these assets

Prior to 2008, we had substantial operations associated with the production of coal-based solid synthetic fuels. The production and sale of these products
qualified for federal income tax credits so long as certain requirements were satisfied. As a result of the expiration of the tax credit program, all of our
synthetic fuels businesses were abandoned and all operations ceased as of December 31, 2007. All periods have been reslated to reflect the abandoned
operations of our synthetic fuels businesses as discontinued operations.

Terminals and synthetic fuels businesses generated net earnings from discontinued operations of $19 million and $83 million for the years ended December
31, 2008 and 2007, respectively. Net losses from discontinued operations for Terminals and synthetic fuels businesses were $37 million for the year ended
December 31, 2006

The decrease in net carnings {rom discontinued operations of $83 million for the year ended December 31, 2007, to $19 nullion for the year ended December
31, 2008, is primarily due to the 2007 expiration of the tax credit program

The change in net loss from discontinued operations of $37 million for the year ended December 31, 2006, to net earnings from discontinued operations of
$83 million for the vear ended December 31, 2007, is primarily due to increased tax credits generated due to higher production of coal-based solid synthetic
fuels, mark-to-market gain on
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derivative contracts in 2007 and the impaimment of synthetic [uels assets recorded in 2006. These {avorable items are partially offset by an increase in the tax
credit reserve due to the increase in production and the change in the relative oil prices, which indicated a higher estimated phase-out of tax credits, and lower
margins due 1o the increase in coal-based solid synthetic fuels production

COAL MINING BUSINESSES

On March 7, 2008, we sold the remaining operations ol Progress Fuels Corporation (Progress Fuels) subsidiaries engaged in the coal mining business for
gross cash proceeds of $23 million. Proceeds from the sale were used for general corporate purposes. These assets included Powell Mountain Coal Co. and
Dulcimer Land Co.. which consisted of approximately 30,000 acres in Lee County, Va, and Harlan County, Ky. As a result of the sale. during the year ended
December 31, 2008, we recorded an after-tax gain of 37 million on the sale of these assets

On May 1, 2006, we sold certain net assets of three of our coal mining businesses for gross proceeds of $23 million plus a $4 million working capital
adjustment. As a result, during the year ended December 31, 2006, we recorded an after-tax loss of $10 million for the sale of these assets.

Net losses from discontinued operations for the coal mining business were $9 million, $11 million and $4 million for the years ended December 31, 2008,
2007 and 2006, respectively.

CCO —~ GEORGIA OPERATIONS

On March 9, 2007, our subsidiary PV, entered into a series of transactions 1o sell or assign substantially all of its Competitive Commercial Operations (CCO)
physical and commercial assets and liabilities. Assets divested included approximately 1,900 MW of gas-fired generation assets in Georgia. The sale of the
nonregulated generation assets closed on June 11, 2007, for a net sales price of $615 million. We recorded an estimated afier-tax loss of $226 million in
December 2006. Based on the terms of the final agreement and post-closing adjustments, during the years ended December 31, 2008 and 2007, we incurred an

sdditionatS2mithomrafter- s tossanmdreversed S8 mithomrafter-tas-of tllu‘ llllpﬂlllllcl t leCUld’C’d T 266‘1 lCSpL&ll\ CTy.

Additionally, on June 1, 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting of full-requirements contracts with 16
Georgia electric membership cooperatives (the Georgia Contracts), forward gas and power contracts, gas transportation, structured power and other contracts
1o a third party. This represented substantially all of our nonregulated encrgy marketing and trading operations. As a result of the assignments, PVI made a net
cash payment of $347 million, which represented the net cost to assign the Georgia Contracts and other related contracts In the year ended December 31,
2007, we recorded a charge associated with the costs to exit the Georgia Contracts, and other related contracts, of $349 million after-tax. We used the net
proceeds from the divestiture of CCO and the Georgia Contracts for general corporate purposes

CCO’s operations generated net losses from discontinued operations of $3 million, $283 million and $57 million in 2008, 2007 and 2006, respectively. Net
losses from discontinued operations in 2007 primarily represent the $349 million after-1ax charge associated with exit costs, partially offset by unrealized
mark-to-market gains related to dedesignated natural gas hedges. These hedges were dedesignated because management determined that it was no longer
probable that the forecasted transactions underlying certain derivative contracts covering approximately 95 billion cubic feet of natural gas would be fulfilled.
Therefore, cash flow hedge accounting was discontinued. Net losses from discontinued operations in 2006 primarily represent the $64 milhon pre-tax
impairment loss ($42 million after-tax) on goodwill recognized in the first quarter of 2006.

NATURAL GAS DRILLING AND PRODUCTION
On October 2, 20006, we sold our natural gas drilling and production business (Gas) for approximately $1.1 billion in net proceeds. Gas included Winchester
Production Company, Ltd., Wesichester Gas Company, Texas Gas Gathering and Talco Midstream Assets Lid.; all were subsidiaries of Progress Fuels.

Proceeds from the sale were used primarily to reduce holding company debt and for other corporate purposes.
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Based on the net proceeds associated with the sale. we recorded an after-tax net gain on disposal of $300 million during the year ended December 31, 2006
We recorded an after-tax loss of $2 million during the year ended December 31, 2007, primarily related to working capital adjustments

Gas operations generaled net earnings from discontinued operations of $4 million and $82 million for the years ended December 31, 2007 and 2006,
respectively Net carnings from discontinued operations during 2006 were impacted by increased production, higher market prices and mark-to-market gains
on gas hedges

CCO = DESOTO AND ROWAN GENERATION FACILITIES

On May 8, 2006, we entered into definitive agreements 1o divest of two subsidiaries of PV1, DeSoto County Generating Co., LLC (DeSoto) and Rowan
County Power, LLC (Rowan), including certain existing power supply contracts to Southern Power Company, a subsidiary of Southern Company, for gross
purchase prices of approximately $80 million and $325 million, respectively, We used the proceeds from the sales to reduce debt and for other corporate
purposes

The sale of DeSoto closed in the second quarter of 2006 and the sale of Rowan closed during the third quarter of 2006. Based on the gross proceeds associated
with the sales, we recorded an after-1ax loss on disposal of $67 million during the year ended December 31, 2006. DeSoto and Rowan operations generated
combined net earnings [rom discontinued operations of $10 million for the year ended December 31, 2006.

PROGRESS TELECOM, LLC
On March 20, 2006, we completed the sale of PT LLC to Level 3 Communications, Inc. We received gross proceeds comprised of cash of $69 million and

approximately 20 million shares of Level 3 Communications, Inc. common stock valued at an estimated $66 million on the date of the sale. Our net proceeds
from the sale of $70 million, after consideration of minority interest, were used to reduce debt. Prior to the sale, we had a 51 percent interest in PT LLC. See

Do 1 FE T P W) ; ; 1 SO
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Based on the net proceeds associated with the sale and after consideration of minority interest, we recorded an after-tax gain on disposal of $28 million during
the vear ended December 31, 2006. Net losses from discontinued operations for PT LLC were $2 million for the year ended December 31, 2006

DIXIE FUELS AND OTHER FUELS BUSINESS

On March 1. 2006, we sold Progress Fuels™ 65 percent interest in Dixic Fuels Limited (Dixie Fuels) to Kirby Corporation for $16 million in cash. Dixie Fuels
operates a fleet of four ocean-going dry-bulk barge and tugboat units. Dixie Fuels primarily transported coal from the lower Mississippi River to Progress
Energy’s Crystal River Facility. We recorded an after-tax gain of $2 million on the sale of Dixie Fuels during the year ended December 31, 2006. During the
years ended December 31, 2008 and 2007, we recorded an additional gain of $1 million and $2 million, respectively, primarily related to the expiration of
indemnifications

Net eamings from discontinued operations for Dixie Fuels and other fuels business were $7 million for the year ended December 31, 2006.

PROGRESS RAIL

We completed the sale of Progress Rail Services Corporation during the year ended December 31, 2005. As a result of certain legal, tax and environmental
indemnilications provided by Progress Fuels and Progress Energy, we continue 10 record adjustments to the loss on sale. During the year ended December 31,

2008. we recorded an after-lax gain on disposal of $2 million During the year ended December 31, 2006, we recorded an after-tax loss on disposal of $6
million. The ultimate resolution of these matiers could result in additional adjustments to the loss on sale in future periods
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APPLICATION OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES

We prepared our Consolidated Financial Statements in accordance with GAAP. In doing so, we made certain estimates that were critical in nature to the
results of operations. The following discusses those significant estimates that may have a malerial impact on our financial resulls and are subject to the
greatest amount of subjectivity We have discussed the development and selection of these critical accounting policies with the Audit and Corporate
Perfonmance Committee (Audit Committee) of our board of directors

IMPACT OF UTILITY REGULATION

Our regulated utilities segments are subject to regulation that sets the prices (rates) we are penmitted to charge customers based on the costs that regulatory
agencies determine we are permitied to recover. At times, regulators permit the future recovery through rates of costs that would be currently charged to
expense by a nonregulated company. This ratemaking process results in deferral of expense recognition and the recording of regulatory assets based on
anticipated future cash inflows. As a result of the different ratemaking processes in each state in which we operate, a significant amount of regulatory assets
has been recorded. We continually review these assets to assess their ultimate recoverability within the approved regulatory guidelines. Impairment risk
associated with these assets relates to potentially adverse legislative, judicial or regulatory actions in the future. Additionally, the state regulatory agencies’
ratemaking processes often provide tlexibility in the manner and timing of the depreciation of property, nuclear decommissioning costs and amortization of
the regulatory assets. See Note 7 [or additional information related to the impact of utility regulation on our operations.

We evaluate the carrying value ol long-lived assets and intangible assets with definite lives for impairment whenever impairment indicators exist. If an
impairment indicator exists, the asset group held and used is tested for recoverability by comparing the carrying value to the sum of undiscounted expected
future cash flows directly attributable to the asset group I the asset group is not recoverable through undiscounted cash flows or if the asset group is to be
disposed of, an impairment loss is recognized for the difference between the carrying value and the fair value of the asset group. Our exposure to potential

Dol l‘Ul Ulilil.y l_ﬁ‘dlll, TICUTS ]]llligdlbd Iy l}lb fulbl li]dl. U TR 24 D4 llblu”_) u“unn f\}l TOLUVLTY Ufuul THVOSTINVTITTIY uu:l\]
plant plus an allowed return on the investment, as long as the costs arc prudently incurred. The carrying values of our total utility plant, net at December 31
were as follows:

(1n milhons) 2008 2007
Progress Energy B R o ; $o S 18,293 T § ST : 0016,608
PEC : , , ‘ e 388 s o 8,880

As discussed in Note 13, our financial assets and liabilities are primarily comprised of derivative financial instruments and marketable debt and equity
securities held in our nuclear decommissioning trusts. Substantially all unrealized gains and losses on derivatives and all unrealized gains and losses on
nuclear decommissioning trust investments are deferred as regulatory liabilitics or assets consistent with ratemaking treatment. Therefore, the impact of fair
value measurements from recurring linancial assets and liabilities on our or the Utilities™ earnings is not significant

ASSET RETIREMENT OBLIGATIONS

As discussed in Note 4D, we account for Assel Retirement Obligations (AROs), which represent legal obligations associated with the retirement of certain
tangible long-lived assets, in accordance with Statement of Financial Accounting Standards (SFAS) No. 143, “Accounting for Asset Retirement Obligations”
(SFAS No. 143) and Financial Accounting Standards Board interpretation No 47, “Accounting for Conditional Asset Retirement Obligations - an
Interpretation of FASB Statement No. 143" (FIN 47) The present values of retirement cosis for which we have a legal obligation are recorded as liabilities
with an equivalent amount added to the asset cost and depreciated over the useful life of the associated asset. The lability is then accreted over time by
applying an interest method of allocation to the lability
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The adoption of SFAS No. 143 and FIN <7 had no impact on the income of the Utilities as the effects were offset by the establishment ol regulatory assets
and regulatory liabilities pursuant to SFAS No 71, “Accounting for the Effects of Certain Types of Regulation™ (SFAS No. 71)

Progress Energy’s, PEC’s and PEF's total AROs at December 31, 2008, were $1.471 billion, $1.122 billion, and $349 million, respectively. We calculated the
present value “of our AROs based on estimates which are dependent on subjective factors such as management’s cstimated retirement costs, the timing of
future cash flows and the selection of appropriate discount and cost escalation rates These undu]vmg assumplions and estimates are made as of a point in
time and are subject to change. These changes could materially affect the AROs, although changes in such estimates should not affect eamings, because these
costs are expecled to be recovered through rates.

Nuclear decommissioning AROs represent 96 percent, 98 percent, and 92 percent respectively, ol Progress Energy’s, PEC’s and PEF’s total AROs at
December 31, 2008 To determine nuclear decommissioning AROs, we utilize periodic site-specific cost studies in order to estimate the nature, cost and
timing of planned decommissioning activities [or our nuclear plants. Our regulators require updated cost estimates for nuclear decommissioning every five
years. These cost studies are subject to change based on a variety of factors including, but not limited to, cost escalation, changes in technology applicable to
nuclear decommissioning and changes in federal, state or local regulations. Changes in PEC’s and PEF’s nuclear decommissioning site-specific cost estimates
or the use of alternative cost escalation or discount rates could be material 1o the nuclear decommissioning liabilities recognized.

PEC obtained updated cost studies for its nuclear plants in 2004, using 2004 cost factors. PEC plans to update its site-specific cost studies in 2009. 1f the site-
specific cost estimates increased by 10 percent, PEC’s AROs would have increased by $92 million. If the inflation adjustment increased 25 basis points,
PEC’s AROs would have increased by $83 million. Similarly, an increase in the discount rate of 235 basis points would have decreased PEC’s AROs by $73
million.

PEF obtained an updated cost study for its nuclear plant in 2008, using 2008 cost factors. If the site-specific cost estimates increased by 10 percent, PEF's
AROs would have increased by $32 million. I the mﬂanon adjuslmem increased 25 basis points, PEF's AROs would have increased by $25 million.

OTHAry, an mcercas FPEF$AROS Oy 523 T

GOODWILL

As discussed in Note 8, we account for goodwill in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets™ (SFAS No. 142), which requires
that goodwill be tested for impairment at least annually and more frequently when indicators of impairment exist. For our utility segments, the goodwill
impairment tests are performed at the utility operating segment level. We performed the annual goodwill impairment test for both the PEC and PEF segments
in the second quarlers of 2008 and 2007, cach of which indicated no impairment. If the fair values for the utility segments were lower by 10 percent, there still
would be no impact on the reported value of their goodwill

The carrying amounts of goodwill at December 31. 2008 and 2007, for reportable segments PEC and PEF, were $1.922 billion and $1.733 billion,
respectively. The amounts assigned to PEC and PEF are recorded in our Corporate and Other business segment

We calculated the fair value of our segments and reporting units by considering various factors, including valuation studies based primarily on a discounted
cash flow methodology and published industry valvations and market data as supporting information. These calculations are dependent on subjective factors
such as management’s estimate of future cash flows and the selection of appropriate discount and growth rates. These underlying assumptions and estimates
are made as of a point in time; subsequent changes. particularly changes in management’s estimate of {uture cash flows and the discount rates, interest rates,
growth rates or the timing of market equilibrium, could result in a future impairment charge 1o goodwill.

We monitor for events or circumstances that may indicate an interim goodwill impairment test is necessary. We have considered the distress in the financial
markets during 2008 and the impact on the fair value of our reporting units and concluded an interim goodwill impairment test was not necessary
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UNBILLED REVENUE

As discussed in Note 1, we recognize electric utility revenues as service is rendered to customers. Operating revenues included unbilled electric utilities base
revenues earned when service has been delivered but not billed by the end of the accounting penod The determination of electricity sales to individual
customers is based on meter readings, which occur on a systematic basis through the month At the end of each month, electricity delivered to customers since
the last meter reading is estimated and a corresponding accrual for the electric utility revenues associated with unbilled sales is recognized. Unbilled revenues
are estimated by applying a weighted average revenue/kWh for all customer classes 1o the number of estimated kWh delivered but not billed. The calculation
of unbilled revenue is affected by factors that include fluctuations in energy demand for the unbilled period, seasonality, weather, customer usage patierns,
price in effect for each customer class and estimated transmission and distribution line losses. Amounts recorded as receivables on the Balance Sheets at
December 31 related to unbilied revenues were as follows:

(in millions) 2008 2007
Progreéss Encrgy iy : : ; 5 182 5 =175
PEC . , , . B 120 . R

INCOME TAXES

Judgment and the usc of estimates are required in developing the provision for income taxes and reporting of tax-related assets and liabilities, As discussed in
Note 14, we account for the effects of income taxes in Jccordance with SFAS No. 109, “Accounting for Income Taxes™ (SFAS No. 109), and FASB

Inimpnatnhnn BN 18 “Anm\nnhnn far lInrnﬂnvnh melncame-L 2 LI )R,

Under SFAS No. 109, deferred income tax assets and liabilities are provided, representing the future effects on income taxes for temporary differences
between the bases of assets and liabilities for financial reporting and tax purposes. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply 1o taxable income in the years in which those temporary differences are expected to be recovered or settled. The probability of realizing
deferred tax assets is based on forecasts of future taxable income and the availability of tax planning stralegies that can be implemented, if necessary, to
realize deferred tax assets. We establish a valuation allowance when it is more likely than not that all, or a portion of, a deferred tax asset will not be realized.

The interpretation of tax laws involves uncertainty Ultimate resolution of income tax matters may result in favorable or unfavorable impacts to net income
and cash flows and adjustments 10 tax-related assets and labilities could be material. In accordance with FIN 48, the uncertainty and judgment involved in the
determination and filing of income taxes is accounted for by prescribing a minimum recognition threshold that a tax position is required to meet before being
recognized in the financial statements A two-siep process is required for the application of FIN 48: recognition of the tax benefit based on a “more-hkely-
than-not” threshold, and measurement of the largest amount of tax benefit that is greater than 30 percent likely of being realized upon ultimate settlement with
the taxing authority

PENSION COSTS

As discussed in Note 16A, we maintai quahified noncontributory defined bencfit retirement (pension) plans. We also have supplementary delined benefit
pension plans that provide benefits 1o higher-level employees Our reported costs are dependent on numerouns factors resulting from actual plan experience
and assumptions of future experience. For example, such costs are impacted by employee demographics, changes made to plan provisions, actual plan asset
returns and key actuarial assumptions, such as expected long-term rates of return on plan assets and discount rates used in determining benefit obligations and
annual costs

Due to a slight increase in the market interest rates for high-quality (AAA/AA) debt securities, which are used as the benchmark for setting the discount rate
used fo calculate the present value of future benefit payments. we increased the discount rate to approximately 6.30% at December 31, 2008, from
approximately 6.20% at December 31, 2007,
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which will not significantly affect 2009 pension costs. Our discount rates are selected based on a plan-by-plan study, which matches our projected benefit
payments to a high-quality corporate vield curve. Consistenl with gencral market conditions, our plan assets performed poorly in 2008 with returns of
approximately (32)%. That negative asset performance will result 1 increased pension costs in 2009. all other factors remaining constant. In addition,
contributions to pension plan assets in 2008 and 2009 will result in decreased pension costs in 2009 due to increased assel balances, all other factors
remaining conslant. Evaluations of the effects of these and other factors on our 2009 pension costs have not been completed, but we estimate that the total cost
recognized for pensions in 2009 will be $85 million to $95 million, compared with $14 million recogmzed in 2008.

We have pension plan assels with a fair value of approximately $1 3 billion at December 31, 2008. Our expected rate of return on pension plan assets 1s 9.0%
We review this rate on a regular basis. Under SFAS No. 87, “Employer’s Accounting for Pensions” (SFAS No. 87). the expected rate of return used in
pension cost recognition is a long-term rate of return; therefore, we do not adjust that rate of return frequently The 9.0% rate of return represents the lower
end of our future e\pcctcd return range given our asset allocation policy. A 25 basis point change in the expected rate of return for 2008 would have changed
2008 pension costs by approximately $5 million

Another factor affecting our pension costs, and sensitivity of the costs Lo plan asset performance, is the method selected to determine the market-related value
of assets, 1.c., the assct value to which the 9.0% expected long-term rate of return is applied. SFAS No 87 specifies that entities may use either fair value or an
averaging method that recognizes changes in fair value over a period not 10 exceed five vears, with the method selected applied on a consistent basis from
year to year. We have historically used a five-year averaging method. When we acquired Florida Progress in 2000, we retained the Florida Progress historical
use of fair value to determine market-related value for Florida Progress pension assets. Changes in plan asset performance are reflected in pension costs
sooner under the fair value method than the five-year averaging method, and, therefore, pension costs tend to be more volatile using the fair value method
Approximately 50 percent of our pension plan assets are subject to each of the two methods

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 2009 pension costs. PEC estimates that the tolal cost recognized for pensions in 2009 will be $20 million 10 $25 million, compared with $23 million

recagnized 1 2008. A 25 basis point change 1n the expected rate of return for 2008 would have changed PET s 2008 pension cosl§ by approximatery$:
million. PEF estimates that the total cost recognized for pensions in 2009 will be $50 million to $55 million, compared with a pension credit of $20 million
recognized in 2008. A 25 basis point change in the expected rate of return for 2008 would have changed PEI’s 2008 pension costs by approximately $2
million.
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LIQUIDITY AND CAPITAL RESOURCES
OVLERVIEW

Our significant cash requirements anse primarily from the capital-intensive nature of the Utilities” operations, including expenditures tor environmental
compliance. We rely upon our operating cash flow, substantially all of which is generated by the Ulilities, commercial paper and bank facilities. and our
ability to access the long-term debt and equity capital markets for sources of liquidity. As discussed in “Future Liquidity and Capital Resources™ below,
synthetic fuels tax credits provide an additional source of liquidity as those credits are realized

The majority of our operating costs are related to the Utilities. Most of these costs are recovered from ratepayers in accordance with various rate plans, We are
allowed to recover certain fuel, purchased power and other costs incurred by PEC and PEF through their respective recovery clauses The types of costs
recovered through clauses vary by jurisdiction. Fuel price volatility can lead to over- or under-recovery of fuel costs, as changes in fuel prices are not
immediately reflected in fuel surcharges due to regulatory lag in setting the surcharges. As a result, {uel price volatility can be both a source of and a use of
liquidity resources, depending on what phase of the cycle of price volatility we are experiencing. Changes in the Utilities” fuel and purchased power costs may
affect the timing of cash flows, but not materially affect net income

As a registered holding company, we are subject to regulation by the Federal Energy Regulatory Commission (FERC) for, among other things, the
establishment of intercompany extensions of credit (utility and non-utility money pools). Our subsidiaries participate in internal money pools, operated by
Progress Energy, to more effectively utilize cash resources and reduce outside short-term borrowings. The utility money pool allows the Ulilities to lend to
and borrow [rom each other. A non-utility money pool allows our nonregulated operations to lend to and borrow from each other. The Parent can lend money
to the wtility and non-utility money pools but cannot borrow funds.

The Parent 15 a holding company and, as such, has no revenue-generaiing operations o7 1§ 0Wn. THe phmary cash reeds at e Paret-tever sreturconrot
stock dividend, interest and principal payments on the Parent’s $2.6 billion of senior unsecured debt and potentially funding the Utilities” capital expenditures
through equity contributions The Parent’s ability to meet these needs is typically funded with dividends from the Utilities generated {rom their earnings and
cash flows, and to a lesser extent, dividends from other subsidiaries; repayment of funds due 1o the Parent by its subsidiaries; the Parent’s bank facility; and/or
the Parent’s ability to access the short-term and long-term debt and equity capital markets. In recent years, rather than paying dividends to the Parent, the
Ulilities, to a large extent, have retained their free cash flow 1o fund their capital expenditures in lieu of receiving equity contributions from the Parent.
Although the Utilities did not pay dividends to the Parent in 2008, PEC expects to pay dividends to the Parent in 2009. There are a number of factors that
impact the Utilities” decision or ability to pay dividends to the Parent or to seek equity contributions from the Parent, including capital expenditure decisions
and the timing of recovery of fuel and other pass-through costs. Therefore, we cannot predict the level of dividends that the Utilities may pay to the Parent
{rom year-to-year. We do not currently expect changes to the Parent’s common stock dividend policy

Cash from operations, commercial paper issuance, borrowings under our credit facilities, Jong-term debt financings, equity offerings. and limited ongoing
sales of common stock from our Investor Plus Stock Purchase Plan, employee benefit and stock option plans are expected to fund capital expenditures and
common stock dividends for 2009. For the fiscal year 2009, we expect to realize approximately $600 million in the aggregate from the sale of stock through
marketed and ongoing cquity salcs.

We have addressed the challenges presented by current linancial market conditions and will continue to monitor the credit markets to maintain an appropriate
level of liquidity. Despite the tightened credit market that began with the extreme market turmoil in the third quarter of 2008, we have been able to issue
additional equity and short- and long-term debt

As shown in the table that follows, we have a number of linancial institutions that support our combined $2.030 billion revolving credit facilities for the
Parent, PEC and PEF, thereby limiting our dependence on any one institution. The credit facilities serve as back-ups to our commercial paper programs. To
the extent amounts are
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reserved for commercial paper or letters of credit outstanding. they are not available for additional borrowings. At December 31, 2008, the Parent had $600
million of outstanding borrowings under its credit facility. In addition, at December 31, 2008, the Parent, PEC and PEF had outstanding commercial paper
balances of $69 million. $110 million and $371 million, respectively. and the Parent had issued $30 million of letters of credit, which were supported by the
revoiving credit agreement (RCA) Based on these outstanding amounts at December 31, 2008, there was $850 million available for additional
borrowings During February 2009, the Parent repaid $100 million of the outstanding balance under its credit facility.

(in millions) Total Commitment

Credit Provider Progmsa Eneroy  Parent  PEC  PEF
JPMorgan Chase Bank, N.A. : % #2250 $141.0°% 44.0 § 40.0
Bank of Tokyo- Mltsublsln UY] Ltd Nc\\' York anch 200.0 950 450 600
Barclays Bank PLC 1905 100.0 205 700
Bank of America, N.A. 190.0 980 220 700
Citibank, N.A : : 21800 41110 34,0 7350
Wachovia B:mk, N.A, 175.5 530 823 40 0
Royal Bank of Scotland plc : 2169.0 920770 0=
The Bank of New York Mellon 120.0 350 400 450
SunTrust Bank : : : 1150 5002007450
Morgan Stanley Bank 100.0 500 350.0 -
William' Street Commitment Corporation i 5 Fat im0 1 00,0 003100.0 s e
Deutsche Bank AG, New York Branch 95.0 50.0 - 450
UBS:Loan Finance LLC e el 800 80.0 = g
BMP-Paribas 500 0.0

Branch Banking & Trust Co. SRS R 25070250 ~
First Tennessee Bank N A 15.0 -~ 15 O

Total commitiment : : : oD 030.0 51:130.0:8450.0 5450, O

At December 31, 2008, PEC and PEF had limited counterparty mark-to-market exposure for financial commodity hedges (primarily gas and oil hedges) due
to spreading our concentration nsk over a number of partners. In the event of default by a counterparty, the exposure in the transaction is the cost of replacing
the agrecments at current market rates. At December 31, 2008, all of the Utilitics” open financial commodity hedges were in net mark-to-market hability
positions. See Note 17A for additional information with regard to our commodity derivatives

At December 31, 2008, we had limited mark-to-market exposure to certain {inancial institutions under pay-fixed forward starting swaps to hedge cash flow
risk with regard to future financing transactions for both the Parent and PEC. In the event of default by a counterparty, the exposure in the transaction is the
cost of replacing the agreements at current market rates. At December 31, 2008, all of the Parent’s and PEC’s open pay-lixed forward starling swaps were in a
net mark-to-market liability position. See Note 17B for additional information with regard to our interest rate dervatives

Our pension trust funds and nuclear decommissioning trust funds are managed by a number of financial institutions, and the assets being managed are
diversified in order to himit concentration risk in any one institution or business sector

We believe our internal and external liquidity resources will be sufficient to fund our current business plans. Risk factors associated with credit facilities and
credit ratings are discussed below and in Item 1A, “Risk Factors.”
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The following discussion of our liquidity and capital resources is on a consolidated basis
HISTORICAL FOR 2008 AS COMPARED TO 2007 AND 2007 AS COMPARED TO 2006
CASH FLOWS FROM OPERATIONS

Net cash provided by operations is the primary source used to meet operating requirements and a portion of capital expenditures. The Ulilities produced
substantially all of our consolidated cash from operations for the years ended December 31, 2008, 2007 and 2006. Net cash provided by operating activities
for the three vears ended December 31, 2008, 2007 and 2006, was $1.218 billion, $1.252 billion and $2 001 billion, respectively

Net cash provided by operaling activities for 2008 decreased when compared with 2007. The $34 million decrease in operating cash flow was primarily due to
a $450 million decrease in the recovery of fuel costs due to the 2008 under-recovery driven by rising fuel costs, compared to an over-recovery of {uel costs
during the corresponding period in 2007; $340 million of cash collateral paid to counterparties on derivative contracts in 2008 compared to $55 million in net
refunds of cash collateral in 2007, primarily at PEF; and a $226 million increase in inventory purchases, primarily coal, driven by higher prices These
impacts were partially offset by a $419 million increase from accounts receivable, primarily related to our divested CCO operations and former synthetic fuels
businesses; the $347 million payment made in 2007 1o exit the Georgia contracis (See Note 3C);, a $117 million increase from accounts payable; and a $106
million increase {rom income taxes, net. The increase from accounts receivable was primarily driven by the settlement of $234 million of derivative
receivables related to derivative contracts for our former synthetic fuels businesses (See Note 17A). The increase from mcome taxes, net was largely due to
$252 million in income tax payments made in 2007 related to the sale of Gas (See Note 3D), partially offset by income fax impacts at PEC. The change in
accounts payable was primarily related to our divested operations

Net cash provided by operating activities for 2007 decreased when compared with 2006, The $749 million decrease in operating cash flow was primarily due
to $472 million in income tax impacts, largely driven by income tax payments related to the sale of Gas; the $347 million payment made to exit the Georgia

contracts (See Note 3C); 2 $279 million decrease n the recovery of Tuel costs; and $65 nullion i premiums paid 1or derivalive contracts i our synticuc fuefs
businesses. These impacts were partially offset by a $157 million decrease in inventory purchascs in 2007, primarily related to coal purchases at the Utilities;
$106 million of working capital changes related to the divestiture of CCO; and $47 million in net refunds of cash collateral previously paid to counterpartics
on denivative contracts 1n 2007 compared 1o $47 million in net cash payments in 2006 at PEF. The decrease in recovery of fuel costs 1s due to a $335 million
decrease at PEF driven by the 2006 recovery of previously under-recovered fuel costs, partially offset by a $56 million increase in the recovery at PEC driven
by the 2007 recovery of previously under-recovered fuel costs

In 2008, 2007 and 2006, the Utilities filed requests with their respective state commissions seeking rate increases for fuel cost recovery. including amounts for
previous under-recoveries

INVESTING ACTIVITIES

Net cash (used) provided by investing activities for the three years ended December 31, 2008, 2007 and 2006, was $(2 .541) billion, $(1.457) billion and $127
million, respectively.

Property additions at the Utilities, including nuclear fuel, were $2.534 billion and $2.199 billion in 2008 and 2007, respectively, or approximately 100 percent
of consolidated capital expenditures in both 2008 and 2007. Capital expenditures at the Utilities are primarily for capacity expansion and normal construction
activity and ongoing capital expenditures related to environmental compliance programs.

Excluding proceeds from sales of discontinued operations and other assets, net of cash divested of $72 million in 2008 and $675 million in 2007, cash used in
investing activities increased by $481 million. The increase in 2008 was primarily due to a $341 million increase in gross property additions at the Utilities,
primarily at PEF, and a $95 million decrease in net purchases of available-for-sale securities and other investments. The increase in capital expenditures for
wtility property additions at PEF was primarily driven by a $360 million increase in environmental compliance expenditures and a $109 million increase in
nuclear project expenditures. partially offset by a $65 million decrease related to repowering the Bartow plant to more efficient natural gas-burning
technology and a $52
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million decrease related to the Hines 4 facility. Available-lor-sale securities and other investments include marketable debt securities and investments held in
nuclear decommissioning trusts

Excluding proceeds from sales of discontinued operations and other assets, net of cash divested of $675 million in 2007 and $1.657 billion in 2006, cash used
in investing activitics increased by $602 million in 2007 as compared to 2006. The increase in 2007 was primarily due to a $539 million increase in gross
property additions at the Utilities, primarily at PEF, and a $114 nullion increase in nuclear fuel additions, partially offset by a decrease in property additions at
our diversified businesses, most of which have been discontinued or abandoned At PEC, utility property additions primarily related to an increase in spending
for compliance with the Clean Smokestacks Act. At PEF, the increase in utility property additions was primarily due to environmental compliance projects,
repowering the Bartow plant to more efficient natural gas-burning technology, which will not be completed until 2009, and nuclear and transmission projects,
partially offset by lower spending on energy system distribution projects and at the Hines Unit 4 facility

During 2008, proceeds from sales ol discontinued operations and other assets primarily included proceeds of $63 million {rom the sale of Terminals and Coal
Mining (See Notes 3A and 3B)

During 2007, proceeds from sales of discontinued operations and other assets, net of cash divested, primarily included approximately $615 miilion from the
sale of PVI's CCO generation assets (See Note 3C), working capital adjustments for Gas, and the sale of poles at Progress Telecommunications Corporation.

During 2006, procceds from sales of discontinued operations and other assets, net of cash divested, primarily included approximately $1.1 billion from the
sale of Gas (See Note 3D), $405 million from the sale of DeSoto and Rowan (See Note 3), approximately $70 million from the sale of PT LLC (See Note
3F), approximately $27 miltion from the sale of certain net assets of the coal mining business (See Note 3B), and approximately $16 million from the sale of
Dixie Fuels (See Note 3G)

FINANCING ACTIVITIES

Net cash provided (used) by financing activities for the three years ended December 31, 2008, 2007 and 2006, was $1.248 billion, $195 million and $(2.468)
billion, respectively. See Note 11 for details of debt and credit facilities

The increase in net cash provided by financing activitics for 2008 compared to 2007 is primarily due to PEF’s $1.475 billion net proceeds and PEC’s $322
million net proceeds {rom the issuance of long-term debt in 2008 discussed below, compared to $739 million in net proceeds in 2007, Additionally, net shorl-
term debt increased in 2008 compared to 2007 due to $600 million in outstanding borrowings under the Parent’s RCA, and outstanding commercial paper
issuances of $69 million at the Parent, $110 million at PEC and $371 million at PEF, compared to outstanding commercial paper issuances of $201 miliion at
the Parent in 2007 The increase in proceeds {rom long-term debt issuances was offset by $877 million in long-term debt retirements in 2008; $176 million in
payments on short-term debt; and $85 million in cash distributions to owners of minority interests of consolidated subsidiaries primarily related to the
settlement of Ceredo Synfuel LLC’s (Ceredo) synthetic fuels derivatives contracts (See Note 17A)

The increase in net cash provided by financing activities for 2007 compared to 2006 primarily related to the issuance of $750 million in long-term debt at PEF
and the §1.7 billion reduction in holding company debt in 2006
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Our financing activities are described below

2009

2008

.

°

On January 12, 2009, the Parent issued 14.4 million shares of common stock at a public offering price of $37.50 per share. Net proceeds from this
offering were $523 million. We used $100 million of the proceeds to reduce the Parent’s RCA borrowings and the remainder was used for general
corporate purposes

On January 15, 2009, PEC issued $600 million of First Mortgage Bonds, 5.30% Series due 2019. A portion of the proceeds will be used to repay the
maturity of PEC's $400 million 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 purposes

On February 1, 2008, PEF paid at maturity $80 million ol its 6.875% First Mortgage Bonds with available cash on hand and commercial paper
borrowings

On March 12, 2008, PEC and PEF amended their RCAs with a syndication of financial institutions to extend the termination date by one year The
extensions were effective for both utilities on March 28, 2008. PEC’s RCA is now scheduled to expire on June 28, 2011, and PEF’s RCA is now
scheduled to expire on March 28, 2011 (See “Credit Facilities and Registration Statements”).

On March 13, 2008, PEC issued $325 million of First Mortgage Bonds, 6 30% Series due 2038. The proceeds were used 1o repay the maturity of PEC’s
$300 million 6.65% Medium-Tenn Notes, Series D, due April 1, 2008, and the remainder was placed in temporary investments for general corporate use

L

*

as needed

On April 14, 2008, the Parent amended its RCA with a syndication of financial institutions to extend the termination date by one year. The extension was
effective on May 2, 2008 The RCA is now scheduled to expire on May 3, 2012 (See “Credit Facilities and Registration Statements™).

On May 27, 2008, Progress Capital Holdings, Inc , one of our whelly owned subsidiaries, paid at maturity its remaining outstanding debt of $45 miliion
of 6 46% Medium-Term Notes with available cash on hand.

On June 18, 2008, PET issued $500 million of First Mortgage Bonds, 5 65% Series due 2018 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 bor rowings, and the remaining proceeds were placed in temporary
investments [or general corporate use as needed. On August 14, 2008, PEF redeemed the entire outstanding $450 ‘million principal amount of its Series
A Floating Rate Notes due November 14, 2008, at 100 percent of par plus accrued interest. The redemption was funded with a portion of the proceeds
{rom the June 18, 2008 debt issuance.

On November 3, 2008, the Parent borrowed $600 million under its RCA 1o reduce rollover risk in the commercial paper markets. A portion of the RCA
borrowings was repaid with proceeds from the January 2009 equity issuance, and we will continue to monitor the commercial paper and short-term
aredit markets to determine when to repay the remaining balance of the RCA loan, while maintaining an appropriate level of liquidity.

On November 18, 2008, the Parent, as a well-known seasoned issuer, PEC and PLF filed a combined shelf registration statement with the SEC, which
became effective upon filing with the SEC. The registration statement is effective for three years and does not limil the amount or number of various
securities that can be issued (See “Credit Facilities and Registration Statements™).
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Progress Energy issued approximately 3.7 million shares of common stock resulting in approximately $132 million in proceeds from its Investor Plus
Stock Purchase Plan and its employee benefit and equity incentive plans. Included in these amounts were approximately 3.1 million shares for procceds
of approximately $131 million i1ssued for the Progress Energy 401(k) Savings and Stock Ownership Plan (401(k)) and the Investor Plus Stock Purchase
Plan. For 2008, the dividends paid on common stock were approximately $642 million

On July 2, 2007, PEF paid at maturity $85 million of its 6 81% Medium-Term Notes with available cash on hand and commercial paper borrowings.

On August 15, 2007, due to extreme volatility in the commercial paper market, Progress Energy borrowed $400 million under its $1.13 billion RCA to
repay outstanding commercial paper. On October 17, 2007, Progress Energy used $200 million of commercial paper proceeds to repay a portion of the
amount borrowed under the RCA. On December 17, 2007, Progress Energy used $200 million of available cash on hand to repay the remaining amount
borrowed under the RCA.

On August 15, 2007, due to extreme volatility in the cammercial paper market, PEC borrowed $300 million under its 3450 million RCA and paid at
maturity $200 million of its 6 80% First Morigage Bonds. On September 17, 2007, PEC used $150 million of available cash on hand to repay a portion
of the amount borrowed under the RCA On October 17, 2007, PEC repaid the remaining $150 million of its RCA Toan using available cash on hand.

On September 18, 2007, PEF issued $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million of First Mortgage Bonds, 5.80%
Series due 2017. The proceeds were used 1o repay PEF's utility money pool borrowings and the remainder was placed in temporary investments for
general corporate use as needed

OQn.December 102007, Progress.Capital Holdings. Inc.. one of our wholly owned subsidiaries, paid at maturity $35 million of its 6.75% Medium-Term

2006

°

Notes with available cash on hand

Progress Energy issued approximately 3.7 million shares of common stock resulting in approximately $151 million in proceeds from its Investor Plus
Stock Purchase Plan and its equity incentive plans. Included in these amounts were approximately 1.0 million shares for proceeds of approximately $46
million issued for the Investor Plus Stock Purchase Plan. For 2007, the dividends paid on common stock were approximately $627 million

On January 13, 2006, Progress Energy issued $300 million of 3.625% Senior Notes due 2016 and $100 million of Series A Floating Rate Senior Notes
due 2010. These senior notes are unsecured. The net proceeds from the sale of these senior notes and a combination of available cash and commercial
paper proceeds were used 1o retire the $800 million aggregate principal amount of our 6.75% Senior Notes on March 1, 2006, effectively terminating our
$800 million 364-day credit agreement as discussed below.

On May 3, 2006, Progress Energy restructured its existing $1.13 billion five-year RCA with a syndication of financial institutions. The new RCA 1s
scheduled to expire on May 3, 2011, and replaced an existing $!.13 billion five-year facility, which was terminated effective May 3, 2006.

On May 3, 2006, PEC’s five-year $450 million RCA was amended to take advantage of favorable market conditions and reduce the pricing associated
with the facility

On May 3, 2006, PELF’s five-year $450 million RCA was amended to take advantage of favorable market conditions and reduce the pricing associated
with the lacility
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On July 3. 2006, PEF paid at maturity $45 million of its 6. 77% Medium-Term Notes, Series B with available cash on hand

o On November 1, 2006, Progress Capital Holdings, Inc., one ol our wholly owned subsidiaries, paid at maturity $60 million of its 7 17% Medium-Tern
Notes with available cash on hand

o On November 27, 2006. Progress Energy redeemed the entire outstanding $350 million principal amount of its 6 05% Senior Notes due April 15, 2007,
and the entire outstanding $400 million principal amount of its 5 85% Senior Notes due October 30, 2008, at a make-whole redemption price. The 6.05%
Senior Notes were acquired at 100.274 percent of par, or approximately $351 million, plus accrued interest, and the 5.85% Senior Notes were acquired at
101.610 percent of par, or approximately $406 million, plus accrued interest The redemptions were funded with availabic cash on hand, and no
additional debt was incurred in connection with the redemptions. See Note 20 for a discussion of losses on debt redemptions

¢ On December 6, 2006, Progress Energy rcpurchascd pursuant to a tender offer, $350 million, or 440 percent, of the outstanding apgregate principal
amount of its 7.10% Senior Notes due March 1, 2011, at 108.361 percent of par, or $396 million, plus accrued interest. The redemption was funded with
available cash on hand, and no additional debt was incurred in connection with the redempnons See Note 20 for a discussion of losses on debt
redemptions

Progress Energy issued approximately 4.2 million shares of common stock resulting in approximately $185 miflion in proceeds {rom its Investor Plus
Stock Purchase Plan and its employee benefit and equity incentive plans. Included in these amounts were approximately 1.6 million shares for proceeds
of approximately $70 million issued for the 401(k) and the Investor Plus Stock Purchase Plan. For 2006, the dividends paid on common stock were
approximately $607 million.

FUTURE LIQUIDITY AND CAPITAL RESOURCES

Please review “Sale Harbor Tor Forward-Looking Statements™ and Tiem TA, ~Risk acfors.” for a discussion of e factors that may fapact any stchrforwards
locking statements made herein.

The Utililies produced substantially all of our consolidated cash [rom operations for the years ended December 31, 2008, 2007 and 2006. We anticipate that
the Utilities will continue to produce substantially all of the consolidated cash flows from operations over the next several years. Our discontinued synthetic
{uels operations historically produced significant net eamings from the generation of tax credits (See “Other Matters — Synthetic Fuels Tax Credits”™). A
portion of these tax credits has yet to be realized in cash due to the diflerence in timing of when tax credits are recognized for financial reporting purposes and
realized for tax purposes. As of December 31, 2008, we have carried forward $799 million of deferred tax credits. Realization of these tax credits 1s dependent
upon our future taxable income, which is expected to be generated primarily by the Utilities.

The absence of cash flow from divesied businesses is not expected to impact our [uture liquidity or capital resources as these businesses in the aggregate have
been Jargely cash {low neutral over the last several years

We expect to be able to meet our future liquidity needs through cash from operations, commercial paper issuance, availability under our credit facilities, long-
term debt financings and equity offerings. We may also use periodic ongoing sales of common stock from our Investor Plus Stock Purchase Plan and
employee benetit and stock option plans to meet our liquidity requirements.

We issue commercial paper to mieet short-term liquidity needs. As a result of financial and cconomic conditions in 2008, the short-term credit markets
tightened, resulting in volatility in commercial paper durations and interest rates In November 2008, the Parent borrowed $600 million under its RCA to
reduce rollover risk in the commercial paper markets. A portion of the RCA was repaid with proceeds from the January 2009 equity issuance, and we will
continue to monitor the commercial paper and short-term credit markets to determine when to repay the remaining balance of the RCA loan, while
maintaining an appropriate level of liquidity. If liquidity conditions deteriorate further and negatively impact the commercial paper market, we will need to
evaluate other, potentially more
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expensive, oplions for meeting our short-term hquidity needs. which may include extending the term and amount of our borrowings under the Parent’s RCA,
issuing short-term floating rate notes, and/or issuing long-term debt.

Progress Energy and its subsidiaries have approximately $10.659 billion in outstanding long-term debt. Currently, approximately $860 million of the Utilities
debt obligations, approximately $620 million at PEC and approximately $240 million at PEF, are tax-exempt auction rate sccuritics insured by bond
insurance. Bond insurance generally allows companies to issue tax-cxempt bonds with the insurance company’s higher credit rating. Ambac Assurance
Corporation (Ambac) insures PEC’s bonds and Syncora Guarantee Inc., formerly XL Capital Assurance, Inc. (Syncora), insures PEF’s bonds.

Auctions for the tax-exempt bonds have seen an increase in failures and the relative level of the interest rates that are periodically reset at cach auction. In the
event of a failed auction, the bond holders cannot sell their bonds and the interest rate is calculated based on a multiple of a standard market index such as the
Securities Industry and Financial Markets Association’s Municipal Swap Index or the London Interbank Offered Rate (LIBOR) The interest rates for most of
PEC’s portfolio of tax-exempt securitics reset based on the Sccurities Industry and Financial Markets Association’s Municipal Swap Index. The interest rates
for PEF’s portfolio of tax-exempt securities reset based on one-month LIBOR. The multiple on our auction rate bonds is stable as long as the bonds are rated
A3 or higher by Moody’s Investors Service, Inc. (Moody’s) or A- or higher by Standard & Poor’s Rating Services (S&P). If the insurance company’s rating
{alls below the Utilities™ ratings, then the bonds will be rated al the Utilities™ senior secured debt rating, which is currently A2 by Moody’s and A- by S&P for
both Utilities Since the initial downgrades of Syncora and Ambac in 2008 by Moody’s and S&P, which caused an increase in market volatility and an
increase in interest rates. subsequent downgrades did not materially impact the reset rates of the tax-exempt bonds. We do not expect further rating actions on
Syncora and Ambac 1o materially impact the reset rates of the fax-exempt securities

Fulure interest rate resets on our las-exempt auction rate bond portfolio will be dependent on the volatility experienced in the indices that dictate our interest
rate resets and/or rating agency actions that may move our tax-exempt bonds below A3/A-. We will continue 1o monitor this market and evaluate options to
mitigate our exposure to future volatihty

The performance of the capital markets affects the values ol The asseis held in {rusi 1o salisTy Tuture obligations under our delined benenl pension prans.
Although a number of {actors impact our pension funding requirements, a decline in the market value of these assets may significantly increase the future
mndmg requirements of the obligations under our defined benefit pension plans. We expect to make at least $130 million of contributions directly to pension
plan assets and $1 nulhon of discretionary contributions directly to the OPEB plan assets in 2009 (See Note 16)

As discussed in “Strategy,” “Liquidity and Capital Resources,” “Capital Expenditures,” and in “Other Matters — Environmental Matters,” over the long term,
compliance with environmental regulations and meeting the anticipated load growth at the Utilities as described under “Other Matters — Increasing Energy
Demand” will require the Utilities 1o make significant capital investments. These anticipated capital investments are expected to be funded through a
combination of cash from operations and issuance of long-term debt, preferred stock and common equity, which are dependent on our ability to successfully
access capital markets. We may pursue joint ventures or similar arrangements with third parties in order to share some of the 1]11ancix1g and operational risks
associated with new baseload generation. As diseussed in “Environmental Matters — Environmental Compliance Cost Estimates,” the Utilities are continuing
construction of in-process emission control pmJecLs On December 18, 2008, PEF and the Florida Department of Eavironmental Protection (FDEP)
announced an agreement under which PEF will retire Crystal River Units No. 1 and No. 2 (CR] and CR2) as coal-fired units and complete construction of its
emission control projects at Crystal River Units No_ 4 and No. 5 (CR4 and CR35). CR1 and CR2 will be retired after the second proposed Levy nuclear unit
completes its {irst fuel cycle, which is anticipated to be around 2020

Certain of our hedge agreements may resull in the receipt of, or posting of, derivative collateral with our counterparties, depending on the daily derivative
position Fluctuations in commodity prices that lead to our return of collateral received and/or our posting of collateral with our counterparties negatively
mpact our liquidity Substantially all derivative commodity instrument positions are subject to retail regulatory treatment After settlement of the derivatives
and the fuel is consumed, any realized gains or losses are passed through the fuel cost-
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recovery clause Due to commodity price changes since December 31, 2008, we have posted additional collateral with counterparties At February 23, 2009,
we had posted approximately $580 million of cash collateral compared to $340 million of cash collateral posted at December 31, 2008. The majonty of our
financial hedge agreements will seitle in 2009 and 2010 Additional commodity market price decreases could result in significant increases in the derivative
collateral that we are required to post with counterparties. We continually monitor our derivative positions in relation to markel price activity

The amount and tinming of luture sales of securities will depend on market conditions, operating cash flow and our specific needs. We may {rom time to time
sell securities beyond the amount immediately needed to meet capital requirements 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

REGULATORY MATTERS AND RECOVERY OF COSTS

Regulatory matters, as discussed in “Other Matters — Regulatory Environment” and Note 7, and lilings lor recovery of environmental costs, as discussed in
Note 21 and in “Other Matters ~ Environmental Matters,”™ may impact our future liquidity and financing activities. The impacts of these matters, including the
timing of recoveries [rom ratepayers, can be both a source of and a use of future liquidity resources, Regulatory developments expected to have a matenial
tmpact on our liqudity are discussed below

As discussed further in Nole 7 and in “Other Matters — Regulatory Environment,” the Florida legislature passed comprehensive energy legislation that became
law in 2008 and the South Carolina and North Carolina state legislatures passed energy legislation that became law in 2007. These laws may impact our
liquidity over the long term We cannot predict the impacts to our iquidity of complying with Florida’s comprehensive energy legislation

Among other provisions, the North Carolina and South Carolina state energy laws provide mechanisms for recovery of cerfain baseload generation
construction costs and expand annual fuel clause mechanisms so that additional costs may be recovered annually. On February 29, 2008, the North Carolina
Utilities Commission (NCUC) issued an order adopting final rules for implementing North Carolina’s comprehensive energy legislation Rales for the DSM

and energy-efliciency clause and the North Carolina Kenewable Tnergy and Enerpy Efficiency Porffolio Standard (NC REPSTT
prmcclcd costs with true-up provisions.

PEC Cost-Recovery Clause

On June 26, 2008, the South Carolina Public Service Commission (SCPSC) approved PEC’s request for an increase in the fuel rate charged to its South
Carolina ratepayers, whicli provided for a $39 million increase in luel rates for under-recovered fuel costs associated with prior year settlements and to meet
future expected fuel costs. Residential clectric bills icreased by $5.86 per 1,000 kWh, or 6.1 percent, for fuel cost recovery cffective July 1, 2008. At
December 31, 2008, PEC’s South Carolina deferred [uel balance was $13 million.

On November 14, 2008, the NCUC approved a setilement agreement between PEC, the Carolina Industrial Group for Fair Utility Rates 11 (CIGFUR),
Carolina Utility Customers Association (CUCA) and the NCUC Public Stafl. Under the terms of the settlement agreement, PEC will collect $203 million of
deferred fuel costs ratably over a three-year period beginning December 1, 2008, compared with a one-year recovery period proposed in PEC’s original
request. Amounts to be collected in years beginning December 1, 2009 and 2010, will bear interest at a rate equal to the five-year United States Treasury Note
plus 150 basis points Effective December 1, 2008, residential electric bills increased by $8.79 per 1,000 kWh, or 9.1 percent. At December 31, 2008, PEC’s
North Carolina deferred fuel balance was $321 million, of which $130 million is expected to be collected after 2009 and has been classified as a long-term
regulatory asset

PEC has begun implementing the requirements ol North Carolina's comprehensive energy legislation passed in 2007, including a series of DSM and energy-
efficiency programs and NC REPS requirements. Program costs are eligible for recovery and have been deferred. The majorily of the programs has been
approved by the NCUC or is pending lurther review. We cannot predict the outcome of the filings pending further approval by the NCUC or whether the
programs will produce the expectled operational and economic results
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PEF Base Rates

As a result of a base rate proceeding in 2003, PEF is party to a base rate settlement agreement that was effective with the first billing cycle of Janvary 2006
and will remain in effect through the last billing cycle of December 2009, with PET having sole option to extend the agreement through the last billing cycle
of June 2010 pursuant to the agreement. In accordance with the base rate agreement and as modified by a stipulation and scitlement agreement approved by
the FPSC on October 23, 2007, base rates were adjusted in January 2008 due to specified generation facilities placed in service in 2007.

On February 12, 2009, in anticipation of the expiration of its current base rate settlement agreement, PEF notified the FPSC that it intends to request an
increase in its base rates, elTective January 1. 2010. In its notice, PEF requested the FPSC to approve calendar year 2010 as the projected test period for setting
new base rates and stated that it intends 10 seek annual rate relief between $475 million to $550 million. PEF intends to file its case-in-chief on March 20,
2009. The request for increased base rates is based. in part, on imvestments PEF is making in its generating fleet and in its transmission and distribution
systems. 1[ approved by the FPSC, the new base rates would increase residential bills by approumalclv ‘Bl) 00 per 1,000 kWh, or 11 percent, cffective
January 1, 2010. We cannot predict the outcome of this matter

As part of its February 12, 2009 notification, PEF also informed the FPSC that it may seck additional rate relicf in 2009, primarily driven by the addition of its
repowered Bartow power plant. which is expected 1o begin commercial operation in June 2009 and decreased sales and higher pension costs impacted by the
current financial and credit crises. We cannot predict the outcome of this matter

PEF Cause Recovery Clause
On July 1, 2008, the FPSC approved recovery of PET's $213 million projected year-end under-recovery of fuel costs, but allowed PEF to recover 50 percent

in 2008 and 50 percent in 2009 Therefore, the increase in the fuel rate for the period August through December 2008 was $6.03 per 1,000 kWh. This increase
was partially offset by the expiration of PEFs storm cosl-recovery surcharge of $3.61 per 1,000 kWh effective August 2008 Consequently, beginning with

the first billing cycle in August and mcluding gross receipls tax, residential efectric billsincreased by $238 per 1,000 KW, o1 229 percent.

In November 2008, the FPSC approved PEF’s request for an increase in residential electric bills of $27.28 per 1,000 kWh, or 24 7 percent, effective January
1, 2009. The increase in residential bills is primarnly due to increases of $14.09 per 1.000 kWh for the pxo|c<,1<,d recovery of fuel costs, $9.74 per 1,000 kWh
for the pxo;cucd recovery through the capacity cost-recovery clause and $2 50 per 1,000 kWh for the projected recovery through the ECRC. The increase in
the capacity cost-recovery clause is primarily the result of projected costs to be incurred in 2009 under the nuclear cost- -recovery rule discussed below for the
proposed Levy Units 1 and 2 and the CR3 uprate less the projected reduction in capacity costs. The increase in the ECRC is pnmarily due to the recovery of
cmission allowance costs (See Note 21B) and the return on assets expected to be placed in service in 2009

On February 18, 2009, PEF filed a request with the FPSC to reduce its 2009 fuel cost-recovery factors by an amount sullicient to achieve a $207 million
reduction in fuel charges to retail customers as a result of effective fuel purchasing strategies and lower fuel prices, and to defer until 2010 the recovery of
$200 million ol Levy “nuclear preconstruction costs, which the FPSC had authorized to be collected in 2009 as discussed below in “Nuclear Cost Recovery.” 1{
approved, the request would reduce residential customers™ fuel charges by $6 90 per 1,000 kWh, and would reduce the nuclear cost~recovery charge by $7.80
per 1,000 kWh, starting with the {irst April billing cvcle. Commercial and industrial customers would see similar reductions. We cannot predict the outcome
of this matter.

On October 10, 2007, the FPSC issued an order requiring PET to refund its ratepayers approximately $14 million, including interest, over a 2-month period
beginning lanuarv 1, 2008. The refund was returned to the ratepayers through a reduction of prior ycar under- recovered fuel costs. The FPSC also ordered
PEF to address whether it was prudent in its 2006 and 2007 coal purchases lor CR4 and CR3 A hearing on PEF"s 2006 and 2007 coal purchases has been
scheduled for April 13-13, 2009. On February 2, 2009, Florida’s Office of Public Counsel (OPC) filed direct testimony in this hearing alleging that during
2006 and 2007, PEF collccled excessive fuel costs and sulfur dioxide (SO2; allowance costs of $61 million before interest. The OPC claimed that these
excessive costs were
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attributed to PEFs ongoing practice of not blending the most economic sources of coal at its CR4 and CRS plants. We cannot predict the outcome of this
matter.

PEF has received approval from the FPSC for recovery through the ECRC of the majority of costs associated with the remediation of distribution and
substation transformers, which were estimated to be $22 million at December 31, 2008. The FPSC has approved cost recovery of PEF’s prudently incurred
costs necessary to achieve its integrated strategy to address compliance with the Clean Air Interstate Rule (CAIR). the Clean Air Mercury Rule (CAMR) and
the Clean Air Visibility Rule (CAVR) through the ECRC (See “Other Matters —~ Environmental Matters” for discussion regarding the CAIR, CAMR and
CAVR)

Nuclear Cost Recovery

PEF is allowed to recover prudently incurred site seleclion costs, preconstruciion costs and the carrying cost on construction cost balances on an annual basis
through the capacity cost-recovery clause. Such amounts will nat be included in PEFs rate base when the plant is placed in commercial operation. The
nuclear cost-recovery rule also has a provision to recover costs should the project be abandoned after the utility receives a final order granting a Determination
of Need. These costs include any unrecovered construction work in progress at the time of abandonment and any other prudent and “reasonable exit costs. In
addition, the rule requires the 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 subject to later review except upon a finding of traud, intentional misrepresentation or the intentional withholding of kcy
information by the utility

During 2008, PEF filed for recovery of costs incurred to uprate CR3 under Florida’s comprehensive energy legislation and the FPSC’s nuclear cost-recovery
rule. The current project estimate of fully loaded costs for the multi-stage uprate is $364 million On August 19, 2008, the FPSC granted PEF’s petition to
amend its request to recover costs for the nuclear uprate project under the nuclear cost-recovery rule

As discussed further in Note 7 and “Other Matiers — Nuclear,” on August 12,2008, The TPSCissued the Tinal order granting PEF § niced Certification petition
for its proposed Levy Units 1 and 2, together with the associated facilities, including transmission lines and substation facilities. The filed, nonbmdmg project
cost estimate for Levy Units 1 and 2 is approximately $14 billion for generating facilities and approximately $3 billion for associated transmission facilities
On October 14, 2008, the FPSC voted 10 approve the inclusion of preconstruction and carrying charges of $357 million as well as site selection costs of $38
million in establishing PEF’s 2009 capacity cost-recovery clause factor

As discussed above in “PEF Cost-Recovery Clause,” on February 18, 2009, PEF filed a request with the IPSC to defer the recovery of $200 million of Levy
nuclear preconstruction costs

CAPITAL EXPENDITURES

Total cash from operations and proceeds {fom long-term debt issvances provided the funding for our capital expenditures, including environmental
compliance and other utility property additions. nuclear fuel expenditures and non-utility property additions during 2008
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As shown in the table that follows, we expect the majority ol our capital expenditures to be incurred at our regulated operations We expect {o fund our capital
requirements primarily through a combination of internally generated funds, fong-term debt, preferred stock and/or common equity. In addition, we have
$2.030 billion in credit facilities that support the issuance of commercial paper. Access to the commercial paper market provides additional liquidity 10 help
meet working capital requirements. AFUDC - borrowed funds represents the debt costs of capital funds necessary to finance the construction of new
regulated plant assels

Actual Forecasted

(in millions) 2008 2009 2010 2011
Regulated capital expanditures 0000 i R IR 1Y R CLLEL09D Y 1,890 & o 650
Nuclear fuel expenditures 222 260 250 310
AFUDC = borrowed funds BB B : C 6) - 40 “(30) : (40)
Other capital expenditures 5 30 30 30
' Total before potential nuclear construction . 2,352 e 2240 0 st 140 s 950,
Potential nuclear constructionia)() 168 260 ~ 560 460 — 660 750 - 950

Total = : : : i : $ 028208 2.500 2,800 % 2.600 = 2800 % 2.700.=2,900

@ Expenditures for potential nuclear construction are net of AFUDC — borrowed funds and include land, development, licensing, equipment and
associated transmission. Forecasted potential nuclear construction expenditures are dependent upon, and may vary significantly based upon, the
decision to build, regulatory approval schedules, timing and escalation of project costs and the percentages of joint ownership

®» These expenditures, which are primarily at PEF, are subject lo cost-recovery provisions in the Utilities’ respective jurisdictions (See discussion under
“Qther-Matiers—Nuclear).Forecasted.polential nuclear construgtion expenditures for 2009

2010 and 2011 include approximately $30 million, $130 million and $150 million, respectively, of preconstruction expenditures, which are eligible Tor
recovery under Florida’s nuclear cost-recovery rule.

The timing of the recovery of these expenditures could be impacted by PEF’s February 2009 regulatory filings discussed above in “Regulatory Matters
and Recovery of Costs.”

Regulated capital expenditures for 2009, 2010 and 2011 in the table above include approximately $380 million, $230 million and $120 million, respectively,
for environmental compliance capital expenditures. Forecasted environmental compliance capital expenditures tor 2009, 2010 and 2011 include $80 million,
$150 million and $120 million, respectively, at PEC Forecasted environmental compliance capital expenditures for 2009 and 2010 include $300 million and
$80 million, respectively, at PEF. PEF does not have forecasted environmental compliance capital expenditures in 2011 See “Other Matters — Environmental
Matters” for further discussion of our environmental compliance costs and related recovery of costs.

All projected capital and investment expenditures are subject to periodic review and revision and may vary significantly depending on a number of factors
including, but not limited to, industry restructuring, regulatory constraints, market volatility and economic trends.

CREDIT FACILITIES AND REGISTRATION STATEMENTS

At December 31, 2008 and 2007, we had committed lines of credit used to support our commercial paper borrowings At December 31. 2008, we had $600
million of outstanding borrowings under our credit facilitics as shown in the table below, of which $100 million was classified as long-term debt. At
December 31, 2007, we had no outstanding borrowings under our credit facilitics We are required to pay minimal annual commitment fees to maintain our
credit facilities.
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The following table summarizes our RCAs and available capacity at December 31, 2008:
(in millions) Description Total Qutstanding () Reservedm Available
Parent ™~ : Colininiii oo Prvesvear (expiring S/3/12) e : $1,130 : : $ 600 i £99-: - £431
PEC ) Five-year (expiring 6/28/11) 450 - 110 340
PER oo L - Five-year (expiring 3/28/11) DN REAL: 1) I : - 371 Co 9
Total credit facilities $2,030 $ 600 $580 $850

@ In February 2009, the Parent repaid $100 million of its outstanding RCA borrowings
a To the extent amounts are reserved for commercial paper or letiers of credit outstanding, they are not available for additional borrowings. At December
31, 2008. the Parent had a total amount of $30 million of letters of credit issued. which were supported by the RCA

All of the revolving credit facilities supporting the credit were arranged through a syndication of f{inancial institutions. There are no bilateral contracts
associated with these facilities. See Note 11 for additional discussion of our credit facilities.

The RCAs provide liquidity support for issuances of commercial paper and other short-term obligations. We expect to continue to use commercial paper
issuances as a source of liquidity as fong as we maintain our current shori-term ratings. Fees and interest rates under the Parent’s RCA are based upon the
credit rating of the Parent’s long-term unsecured senior noncredit-enhanced debt, currently rated as Baa2 by Moody’s and BBB by S&P. Fees and interest
rates under PEC’s RCA are based upon the credit rating of PEC’s long-term unsecured senior noncredit-enhanced debt, currently rated as A3 by Moody’s and
BBB+ by S&P. Fees and interest rates under PEF’s RCA are based upon the credit rating of PEF’s long-term unsecured senior noncredit-enhanced debt,
currently rated as A3 by Moody’s and BBB+ by S&P.

All of the credit facilities include a defined maximum total debt-to-total capital ratio (leverage). We are currently in compliance with these covenants and
were in compliance with these covenants at December 31, 2008. See Note 11 for a discussion of the credit facilities” financial covenants. At December 31,
2008, the calculated ratios for the Progress Registrants, pursuant to the terms ol the agreements, are as disclosed in Note 11

The Parent, as a well-known scasoned issuer, has on file with the SEC a shelf registration statement under which it may issue an unlimited number or amount
of various securities, including Senior Debt Securities, Junior Subordinated Debentures, Common Stock, Preferred Stock, Stock Purchase Contracts, Stock
Purchase Units, and Trust Preferred Securities and Guarantees

PEC has on file with the SEC a shelf registration statement under which it may issue an unlimited number or amount of various long-term debt securities and
preferred stock.

PEF has on file with the SEC a shelf registration statement under which it may issue an unlimited number or amount of various long-term debt securities and
preferred stock.

Both PEC and PEF can issue first mortgage bonds under their respective first mortgage bond indentures. At December 31, 2008, PEC and PEF could issue up
10 $4.1 billion and $1.7 billion of first mortgage bonds, respectively, based on property additions and $1.5 billion and $256 million, respectively, based upon
retirements of previously issued first mortgage bonds. On January 15, 2009, PEC issued $600 million of First Mortgage Bonds, 5.30% Series due 2019 A
portion of the proceeds will be used to repay the maturity of PEC’s $400 million 5.95% Senior Notes, due March 1, 2009. Therelore, given the effect of the
January 2009 issuance and the application of proceeds, PEC could issue up to $1 3 billion of first mortgage bonds based upon retirements of previously issued
{irst morigage bonds.
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CAPITALIZATION RATIOS

The following table shows our capitalization ratios at December 31:

CREDIT RATING MATTERS
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2008 2007
Common stack equity 42.4% 0 d5.6%
Preferred stock and mmorxw mtexcsl ) 0.5% 1.0%

Total debt-

57.1% o 53.4%

As of February 23, 2009, the major credit rating agencies rated our securities as follows:

Moody's

Investors Service Standard & Poor’s Fitch Ratings
Parent
Outlook o L Stable i ‘o Stable v Stable
Corporate credit Iatmg n/a BBB+ BBB
Semor unsecured debte CiBra2ieon " BBB: “BBB ¢
Commercial papcr P-2 A2 2
PEC e e R e B R R : S e : -
Outlook Stable Stable Stable
Corporate credit rating - A3 BBB+ A
Commercial paper - P-2 A2 F-1
Seniorsecured debt ol LEAZ N AR
Senior unsecureddebt A3 LBBB+ LA
Subordinate debt i e Baalosms iy cenfanii snfati
Preferred stock Baa2 BBB- A-
PEY:: RS B B ARRE
Oullook Stable Stable Stable
Corporate credit rating A BBB+ S
Commercial paper P2 A-2 F-1
Senior secured:debt D AR AL A
Senior unsecured dcbl A3 BBB+ A
Preferred stock R Baa2 BBB- CUA-
FPC Capital 1
Quarterly Income Preferred Securities () Baa2 BBB- A

w Guaranteed by the Parent and Florida Progress.
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These ratings reflect the current views of these rating agencics, and no assurances can be given that these ratings will continue for any given period of ime
However, we monitor our financial condition as well as market conditions that could ultimately affect our credit ratings

On November 35, 2008, S&P raised the senior unsecured debt rating for both PEC and PEF to BBB+ from BBB as a result of S&P reevaluating its application
of notching criteria for U.S. investment-grade investor-owned utility operating company mnsccured debi fo better reflect the relatively strong recovery
prospects of creditors in this sector.
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OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS
Our off-balance sheet arrangements and contractual obligations are described below
UARANTEES

As a part of normal business, we enter into various agreements providing future financial or performance assurances to third parties that are outside the scope
of FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others.” These agreements are entered into primarily to support or enhance the creditworthiness otherwise attributed to Progress Energy or our subsidiaries on
a stand-alone basis, thereby facilitating the extension of sufficient credit 1o accomplish the subsidiaries” intended commercial purposes. Our guarantees
include standby letters of credit, surety bonds, performance obligations for trading operations and guarantees of certain subsidiary credit obligations. At
December 31, 2008, we have issued $402 million of guaraniecs for future financial or performance assurance, including $11 million at PEC and $2 million at
PEF. Included in this amount is $300 million of guarantees of certain payments of two wholly owned indirect subsidiaries issued by the Parent (See Note 23)
We do not believe conditions are likely for significant performance under the guarantees of performance issued by or on behalf of affiliates

At December 31, 2008, we have issued guarantees and indemnifications of certain asset performance, legal, tax and environmental matters to third parties,
including indemnifications made in connection with sales of businesses, and for timely payment of obligations in support of our nonwholly owned synthetic
fuels operations as discussed in Note 22C.
MARKET RISK AND DERIVATIVES

Under our risk management policy, we may use a variety of instruments, including swaps, options and forward contracts, to manage exposure to {luctuations
incommadity prices and.interest rates. See Note 17 and Item 7A. “Quantitative and Qualitative Disclosures About Market Risk,” for a discussion of market

sk and derivatives,
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CONTRACTUAL OBLIGATIONS

We are party to numerous contracts and arrangements obligating us to make cash payments in luture years. These contracts include financial arrangements
such as debt agreements and leases, as well as contracts for the purchase of goods and services. In most cases, these contracts contain provisions for price
adjustments, minimum purchase levels and other financial commitments. The commitment amounts presented below are estimates and therefore will likely
difYer from actual purchase amounts. Further disclosure regarding our contractual obligations is included in the respective notes 1o the Consolidated Financial
Statements. We take into consideration the future commitments when assessing our liquidity and future financing needs. The following table reflects Progress
Energy’s contractual cash obligations and other commercial commitments at December 31, 2008, in the respective periods in which they are due:

(in millions) Total Less than 1 year 1-3 vears 3-5 years More than 5 vears

Long=term debt () (See Note 11) $710,716 % : B 1AOG S 875 0% i 7435
Interest payments on long-term debt (b) 9,000 623 1,163 941 6,273
Capital lease obligations ) (See Note 22B) S SERT26 SR SRR G R R R 536
Operating leases ) (See Note 22B) 1.367 48 52 ) 117 1,150
Tueland purchased power (ay (See Note 22A) : : 22,657 s 3,608 T 8,349 B S Sd n 10,146
Other purchase obligations () (See Note 22A) . 9,836 o L15) 3098 L3001 2,586
Minimunt pension funding requirements () = : 1,162 w130 426 CRBS w371
Other postretirement benefits (@) (See Note 16A) 494 40 88 98 268
Uncertain tax positionsg) (Sce Note 14) : : LR e e SEEIIES
Other commitments() 119 13 27 26 53
B STt} = P——————— : OSSN M2 Y M TR s S R 1L6T8 00308 L :

@

by
{c
hy

i

&

i)

=

(&

[

Our maturing debt obligations are generally expected to be repaid with cash [rom operations or refinanced with new debt issuances in the capital
markels

Interest payments on long-lerm debt are based on the interest rate effective at December 31, 2008.

Amounts include certain related executory cost commitments

Fuel and purchased power commitments represent the majority of our remaining future commitments after debt obligations. Essentially all of our fuel
and purchased power costs are recovered through cost-recovery clauses in accordance with North Carolina, South Carolina and Florida regulations and
therefore do not require separate hquidity support

Amounts primarily relate to an EPC agreement that PEF entered into in December 2008 for two nuclear units planned for construction at Levy. Actual
payments under the EPC agreement are dependent upon, and may vary significantly based upon, the decision to build, regulatory approval schedules,
timing and escalation of project costs, and the percentages, if any. of joint ownership

Represents the projected minimum required contributions to the qualified pension trusts 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 projected benefit payments for a total of 10 years related to our postretirement health and life plans. These amounts are subject to change
based on factors such as experienced claims and gencral health care cost trends

Uncertain tax positions of $104 million are not reflected in this table as we cannot predict when open income tax years will be closed with completed
examinations. We are not aware of any tax positions for which it is reasonably possible that the total amounts of unrecognized tax benefits will
significantly increase or decreasc during the 12-month period ending December 31, 2009

By NCUC order, in 2008, PEC began transitioning North Carolina jurisdictional amounts currently retained internally to its external decommissioning
funds. The transition of the original $131 million must be complete by December 31, 2017, and at least 10 percent must be transitioned each year
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OTHER MATTERS
SYNTHETIC FUELS TAX CREDITS

Prior 10 2008, we had substantial operations associated with the production of coal-based solid synthetic fucls as defined under Section 29 of the Internal
Revenue Code (the Code) (Section 29) and as redesignated elfective 2006 as Section 45K of the Code (Section 45K) as discussed below. The production and
sale of these products qualified for federal income tax credits so long as certain requirements were satistied. Qualifying synthetic fuels facilities entitled their
owners 1o federal income tax credits based on the barrel of oil equivalent of the synthetic fuels produced and sold by these plants. The tax credits associated
with synthetic fuels in a particular vear were phased out when annual average market prices for crude oil exceeded certain prices The synthetic fuels tax
credit program expired at the end of 2007. Because we abandoned our majority-owned facilities and our other synthetic fuels operations ceased in late
December 2007, we reclassified the operations of our synthetic fuels businesses as discontinued operations in the fourth quarter of 2007

Legislation enacted in 2005 redesignated the Section 29 tax credit as a general business credit under Section 45K of the Code effective January 1, 2006. The
previous amount of Section 29 tax credits that we were allowed to claim in any calendar year through December 31, 2005, was limited by the amount of our
regular lederal income tax lability. Section 29 tax credit amounts allowed but not utilized are carried forward indefinmtely as deferred alternative minimum tax
credits The redesignation of Section 29 tax credits as a Section 45K general business credit removed the regular federal income tax liability limit on synthetic
fuels production and subjects the credits to a one-~year carry back period and a 20-year carry forward period.

Section 29 provided that if the average wellhead price per barrel for unregulated domestic crude oil for the year (Annual Average Price) exceeded a certain
threshold value (the Threshold Price), the amount of Section 29/43K tax credils were reduced for that year. Also, if the Annual Average Price exceeded the
price per barrel of unregulaled domestic crude oil at which the value of Section 29/43K tax credits were fully eliminated (Phase-out Price), the Section 29/45K
tax credits were eliminated for that year. The Threshold Price and the Phase-out Price were adjusted annually for inflation

When the Annual Average Price fell between the Threshold Price and The Phase-out Price Tor a year, the aniount by whicli sechion 29743K tax credits-were
reduced depended on where the Annual Average Price fell in that continuum, The Department of the Treasury calculated the Annual Average Price based on
the Domestic Crude Oil First Purchases Prices published by the Energy Information Agency. Based on the respective Annual Average Price, our synthetic
fuels 1ax credits generated during 2007 and 2006 were reduced by 67 percent and 33 percent, or approximately $138 million and $35 million, respectively

Total Section 29745K credits generated under the synthetic fuels tax credit program (including those generated by Florida Progress prior to our acquisition),
were $1.891 billion, of which $1 092 billion has been used to offset regular lederal income tax liability and $799 million is being carried forward as deferred
tax credits.

See Note 22D and ltem 1A, “Risk Factors,” for additional discussion related to our synthetic fuels operations.

REGULATORY ENVIRONMENT

The Utilities” operations in North Carolina, South Carolina and Florida are regulated by the NCUC, the SCPSC and the FPSC, respectively. The Utilities are
also subject to regulation by the FERC, the Nuclear Regulatory Commission (NRC) and other lederal and state agencies common to the utility business. As a

result of regulation, many of the fundamental business decisions, as well as the rate of return the Utilities are permitted to earn, are subject to the approval of
one or more of these governmental agencies.

To our knowledge, there is currenily no enacted or proposed legislation in North Carolina. South Carolina or Florida that would give retail ratepayers the right
to choose their electricity provider or otherwise restructure or deregulate the eleciric industry. We cannot anticipate when, or if, any of these states will move
to increase retail competition in the clectric industry
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The retail rate matters aflected by stale regulatory authorities are discussed in detail in Notes 7B and 7C. This discussion identifies specific retail rate matters,
the status of the issues and the associaled effects on our consolidated financial statements

During the 2008 session, the Florida legislature passed comprehensive energy legisiation, which became law on June 26, 2008. The legislation includes
provisions that would, among other things, (1) help enhance the ability to cost-eflectively site transmission lines; (2) require the FPSC 1o develop a renewable
portfolio standard that the FPSC would present to the legislature for ratification in 2009; (3) direct the FDEP 10 develap rules establishing a cap-and-trade
program to regulate greenhouse gas emissions that the FDEP would present to the legislature no earlier than January 2010 for ratification by the legislature;
(4) establish a new Florida Energy and Climate Commission as the principal governmental body to develop energy and climate policy for the state and to
make recommendations to the govemor and legislature on energy and climate issues. and (5) require the FPSC to analyze utility revenue decoupling and
provide a report and recommendation to the govemor and legislature by January 1, 2009. The FPSC concluded and recommended to the governor and
legislature that no specific revenue decoupling prograni needs to be, or should be, implemented at this time In complying with the provisions of the law, PEF
would be able to recover its reasonable prudent compliance costs. However, unti! the rulemaking processes are completed, we cannot predict the costs of
complying with the law

On Tuly 13, 2007, the governor of Florida issued exccutive orders to address reduction of greenhouse gas emissions. The executive orders call for the first
southeastern state cap-and-trade program and include adoption of a maximum allowable emissions level of greenhouse gases for Florida utilities. The standard
will require, at a minimum, the following three reduction milestones: by 2017, emissions not greater than Year 2000 utility sector emissions; by 2025,
emissions not greater than Year 1990 utility sector emissions; and by 2050, emissions not greater than 20 percent of Year 1990 utility sector emissions.

The Energy and Climate Action Team appointed by the governor developed recommendations through a stakeholder process and submitted its final report to
the governor on October 13, 2008. The report’s recommendations encourage the consideration of a cap-and-trade approach to reduce the state’s greenhouse
emissions and the development and implementation of energy-efficiency and conservation measures. a climate registry and a renewable portfolio standard
(Florida RPS) of 20 percent by 2020. The FDEP's first workshop on the greenhouse gas cap-and-trade rulemaking was held December 11, 2008. The

rulemaking 1s expected to continue through 2009, and the rule requires Tegislative ralilication before implementation. The execulive orders also requested that
the FPSC 1nitiate a rulemaking by September 1, 2007, that would (1) require Florida utilities to produce at least 20 percent of their electricity from renewable
sources, (2) reduce the cost of connecting solar and other renewable energy technologies to Florida’s power grid by adopting uniform statewide
interconnection standards for all utilities; and (3) authonize a uniform, statewide method to enable residential and commercial customers, who generate
electricity from on-site renewable technologies of up to 1 MW in capacity, to offset their consumption over a billing period by allowing their electric meters
to turn backward when they generate electricity (net metering). The FPSC has held meetings regarding the renewable portfolio standard, and the FPSC staff
drafted a Florida RPS that would require that 20 percent of electricity produced in the state come from renewable resources by 2041. On January 12, 2009, the
FPSC approved a draft Florida RPS rule with a goal of 20 percent renewable energy production by 2020. The FPSC provided the draft Florida RPS rule to the
Florida legislature in February 2009 . The legislature will review, ratify as is, make revisions. or decide not to have a Florida RPS rule at all We cannot predict
the outcome of this matter.

We cannot predict the costs of complying with the laws and regulations that may ultimately result from these exccutive orders. Our balanced solution, as
described in “Increasing Energy Demand,” includes greater investmeni in energy efficiency. renewable energy and state-of-the-art generation and
demonstrates our commitment to environmental responsibility. PEF has agreed that CR1 and CR2 will cease to be operated as coal-fired umits by December
31, 2020. This date assumes timely licensing, construction and commencement of commercial operation of PEF's proposed new Levy Units 1 and 2 The
retirement of CR1 and CR2 as coal-fired units is contingent upon completion of the first fuel cycle for Levy Unit 2. PEF shall advise the FDEP of any
developments that would delay the retirement of CR1 and CR2 beyond the completion of the first fuel cycle for Levy Unit 2

During 2007, the North Carolina legislature passed comprehensive energy legislation, which became law on August 20, 2007. The law includes provisions for
NC REPS, expansion of the definition of the traditional fuel clause and recovery of the costs of new DSM and energy-efficiency programs through an annual
DSM clause.
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On February 29. 2008, the NCUC issued an order adopting f{inal rules for implementing North Carolina’s comprehensive energy legislation. These rules
provide filing requirements associated with the legistation. The order required PEC 1o submit its first annual NC REPS compliance plan as part of its
integrated resource plan, which was tiled on September 2, 2008 Under the new rules, beginning in 2009, PEC will also be required to file an annual NC
REPS compliance report demonstrating the actions it has taken 1o comply with the NC REPS requirement The rules measure compliance with the NC REPS
requirement via rencwable energy certificates (REC) carned afier January 1, 2008 The NCUC will pursue a third-party REC tracking system, but will not
develop or require participation m a REC trading platform at this time The order also establishes a schedule and filing requirements for DSM and energy-
elficiency cost recovery and financial incentives, Rates {or the DSM and energy-efliciency clause and the NC REPS clause will be set based on projected
costs with true-up provisions. In 2008, PEC filed for NCUC approval of multiple DSM and energy-efficiency programs. The majority of the programs has
been approved by the NCUC or is pending further review. We cannot predict the outcome of the DSM and energy-elficiency filings pending further approval
by the NCUC or whether the programs will produce the expected operational and economic results

LEGAL

We are subject to federal, state and local legislation and court orders, The specilic issues, the status of the issues, accruals associated with issue resolutions
and our associated exposures are discussed in defail in Note 22D

INCREASING ENERGY DEMAND

Meeting the anticipated long-term prowth within the Utilities’ service territories will require a balanced approach The three main elements of this balanced
solution are: (1) expanding our energy-elficiency programs; (2) investing in the development of alternative energy resources for the future; and (3) operating
state-ol-the-art plants that produce energy cleanly and efficiently by modemizing existing plants and pursuing options for building new plants and associated
transmission facilitics.

We are actively pursuing expansion of our DSM, energy-efficiency and conservation programs as energy elliciency 15 one ol the most eilective ways 10
reduce energy costs, offsct the need for new power plants and protect the environment. DSM programs include, but are not limited 1o, any program or
initiative that shifts the timing of electricity use from peak to nonpeak periods and includes load management, electricity system and operating controls, direct
load control, interruptible Jond. and electric system equipment and operating controls. Our energy-eificiency program provides simple, low-cost options for
residential customers to reduce encrgy use, promotes home energy checks, provides tools and programs lor large and small businesses to minimize their
energy use and provides an interactive Internet Web site with online calculators, programs and efliciency tips

We are actively engaged in a variety of alternative energy projects, including producing clectricity from swine waste and other plant or animal sources, solar,
hydrogen, biomass and landfill-gas technologies. We are evaluating the feasibility of producing electricity from these and other sources.

In the coming vears, we will continue 1o invest in existing plants and consider plans for building new generating plants. Due to the anticipated long-tenn
growth in our service territories, we estimate that we will require new generation facilitics in both Florida and the Carolinas toward the end of the next decade,
and we are evaluating the best available options for this generation, including advanced design nuclear and gas technologies. At this time, no definitive
decisions have been made 1o construci new nuclear plants. In 2007, PEC announced a two-year moratorium on constructing new coal-fired plants while
pursuing expansion of encrgy-cificiency and conservation programs. 1f PEC proceeds with construction of a new nuclear plant, the new plant would not be
online until at least 2019 (See “Nuclear™ below)

As authonized under the Energy Policy Act of 2005 (EPACT), on October 4, 2007, the United States Department of Energy (DOLE) published final regulations
for the disbursement of up 10 $13 billion in loan guarantees for clean-energy projects using innovative technologies The guarantees, which will cover up to
100 percent of the amount of any loan for no more than 80 percent of the project cost, are expecied to spur development of nuclear, clean-coal and ethanol
projects
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In 2008, Congress authorized $38.5 billion in loan guarantee authority for innovative energy projects. Of the total provided. $18.5 billion is set aside for
nuclear power facilities, $2 billion for advanced nuclear facilities for the "front-cnd” of the nuclear fuel cycle, $10 billion for renewable and/or energy-
elficient systems and manufacturing and distributed energy generation/transmission and distribution, $6 billion for coal-based power generation and industrial
gasification at retrofitted and new facilities that incorporate carbon capture and sequcstmtion or other beneficial uses of carbon, and $2 billion for advanced
coal gasification In June 2008, the DOE announced solicitations for a total of up to $30 5 billion of the amount authorized by Congress in federal loan
guarantees for projects that cmploy advanced energy technologies that avoid, reduce or sequester air pollutants or greenhouse gas emissions and advanced
nuclear facilities for the “front-end” of the nuclear fuel cycle

PEF submitted Part I of the Application for Federal Loan Guarantees for Nuclear Power Facilities on September 29, 2008, for Levy. PEF was one of 19
applicants that submitted Part [ of the application. Part I1 of the application was due on December 19, 2008. PET decided not to pursue the loan guarantee
program at this time. The program requires that the guarantee be in a first Hen position on all assets of the project, which conflicts with PEF’s current
mortgage. Obtaining the required approval to amend the current mortgage from 100 percent of current bondholders would be unlikely, and current secured
debt of $4.0 billion would need to be refinanced with unsecured debt to meel the requirements of the guarantee. In addition, the costs associated with
obtaining the loan guarantee remain unclear at this time, However, this decision does not preclude PEF from revisiting the program at a later date if there are
changes to the 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 annual tax credit of 1.8
cents per kWh for nuclear facilities for the first cight years of operation. The credit is limited to the first 6,000 MW of new nuclear generation in the United
States and has an annual cap of $125 million per 1,000 MW of national MW capacity limitation allocated to the unit In April 2006, the Internal Revenue
Service (IRS) provided interim guidance that the 6,000 MW of production tax credits generally will be allocated to new nuclear facilities that file license
applications with the NRC by December 31, 2008, had poured safety-related concrete prior to January 1, 2014, and were placed in service before January 1,
2021. There is no guarantee that the inferim guidance will be incorporated into the final regulations governing the allocation of production tax credits
Muliiple utilities have announced plans 1o pursue new nuclear plants. There is no guarantee that any nuclear plant we construct would qualify for these or

other mcentives. We cannol predict the outcome of this matter
NUCLEAR

Nuclear generating units are regulated by the NRC. In the event of noncompliance, the NRC has the authority to impose {ines, set license conditions, shut
down a nuclear unit or take some combination of these actions, depending upon its assessment of the severity of the situation, until compliance is achieved
Our nuclear units are periodically removed from service to accommodate normal refueling and maintenance oufages, repairs, uprates and certain other
modifications.

On December 17, 2008, Harris received a 20-year extension from the NRC on its operating license, which extends the operating license through 2046, The
NRC operating license held by PEF for CR3 currently expires in December 2016. On December 18, 2008, PEF f{iled an application for a 20-year extension
from the NRC on the operating license for CR3, which would extend the operating license through 2036, if approved PEF anticipates a decision {rom the
NRC in 2011
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POTENTIAL NEW CONSTRUCTION

While we have not made a final determination on nuclear construction, we have taken steps to keep open the option of building a plant or plants. During 2008,
PEC and PEF filed COL applications to potentially construct new nuclear plants in North Carolina and Flonda The NRC estimates that it will take
approximately three to four years to review and process the COL applications.

On January 23, 2006, we announced that PEC selected a site at Harris to evaluate for possible future nuclear expansion. We sclected the Westinghouse
Electric AP1000 reactor design as the technology upon which to base PEC’s application submission On February 19, 2008, PEC filed its COL application
with the NRC for two additional reactors at Harris. On Apnl 17, 2008, the NRC docketed. or accepted for review, the Harris application. Docketing the
application does not preclude additional requests for information as the review proceeds; nor does it indicate whether the NRC will issue the license. On June
4, 2008, the NRC published the Petition for Leave to Intervene, Petitions to intervene may be filed within 60 days of the notice by anyone whose interest may
be affected by the proposed license and who wishes fo participate as a party in the proceeding. One petition to intervene was filed with the NRC within the 60-
day notice period. We cannot predict the ontcome of this matter. 1f we receive approval from the NRC and applicable state agencies, and if the decisions to
build are made. a new plant would not be online until at least 2019 (See “Increasing Fnergy Demand” above).

On December 12, 2006, we announced that PEF sclected a greenfield site at Levy to evaluate for possible future nuclear expansion. We sclected the
Westinghouse Electric AP1000 reactor design as the technology upon which to base PEF’s application submission In 2007, PEF completed the purchase of
approximately 3,000 acres for Levy and associated transmission needs. On July 30, 2008, PEF filed its COL application wnh the NRC for two reactors. The
FPSC issued the final order granting PEF"s petition for the Determination of Need for Levy on August 12, 2008. If we receive timely approval from the NRC
and applicable state agencies. and if the decisions to build are made, safety-related construction activities could begin as carly as 2012, and @ new plant could
be-operationakin.the 2016102018 fimeframe (See “Increasing Energy Demand” above). On Qctober 6, 2008, the NRC docketed. or accepted for review, the

Levy nuclear project application Docketing the application does not preclude additional requests for information as the review proceeds; nor does it indicaie
whether the NRC will issue the license. On December 8, 2008, the NRC published the Petition for Leave to Intervene. Petitions to intervene may be filed
within 60 davs of the notice by anyone whose interest may be affected by the proposed license and who wishes to participate as a party in the proceeding One
petition 1o intervene was filed with the NRC within the 60-day notice period We cannot predict the outcome of this matter

In 2007, both the Levy County Planning Commission and the Board of Commissioners voled unanimously in favor of PEF’s requests to change the
comprehiensive land use plan. On May 29, 2008, the Florida Department of Community Affairs (FDCA) issued 11s linal determination that the amendments to
the Levy County Comprehensive Plan are in compliance with land use regulations

In addition, PEF filed its application for Site Certification with the FDEP on June 2, 2008 A decision on PEF's FDEP Site Certification Application is
expected in 2009 On January 12, 2009. the FDEP filed a favorable stafl analysis report in advance of site certification hearings set to commence on February
23, 2009

In accordance with provisions of Florida’s energy legislation enacted in 2006, the FPSC ordered new rules in December 2006 that would allow investor-
owned utilities such as PEF to request recovery of certain planning and construction costs of a nuclear power plant prior 1o commercial operation. The FPSC
issued a final rule on February 13. 2007, under which utilities will be allowed to recover prudently incurred site selection costs, preconstruction costs and the
carrying cost on construction cost balance on an annual basis through the capacity cost-recovery clause. Such amounts will not be included in a utility’s rate
base when the plant is placed in commercial operation. The nuclear cost-recovery rule also has a provision {o recover costs should the project be abandoned
after the wtility receives a final order granting a Determination of Need. These costs include any unrecovered construction work in progress at the time of
abandonment and any other prudent and reasonable exit costs In addition, the rule will require the FPSC to conduct an annual prudence review of the
reasonableness and prudence of all such costs. including construction costs, and such determination shall not be subject o later review except upon a finding
of fraud, intentional misrepresentation or the intentional withholding of key information by the utility. Also, on
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February 1, 2007, the FPSC amended its power plant bid rules to, among other things. exempt nuclear power planis from existing bid requirements.

On March 11, 2008. PEF also filed a petition with the FPSC to open a discovery docket regarding the actual and projected costs of the proposed Levy nuclear
project. PEF filed the petition to assist the FPSC in the timely and adequate review of the projects costs recoverable under the FPSC nuclear cost-recovery
rule. On May 1, 2008, PEF filed a petition for recovery of both preconstruction and camrying charges on construction costs incurred or anticipated to be
incurred during 2008 and 2009 under the nuclear cost-recovery rule. Based on the affirmative vote by the FPSC on the Detenmination of Need for the Levy
nuclear project, PEF filed a petition on July 18, 2008, to recover all prudently incurred costs under the FPSC nuclear cost-recovery rule. On November 12,
2008, the FPSC issued an order to approve the inclusion of preconstruction and carrying charges of $357 miilion as well as site selection costs of $38 million
in establishing PEF’s 2009 capacity cost-recovery clause factor. PEF will be a participant in the annual nuclear cost-recovery proceeding, which was opened
by the FPSC on January 3, 2009 The proceeding will occur throughout the year with an order expected by the end of 2009.

PEF signed an EPC agreement on December 31, 2008, with Westinghouse Electric Company LL.C and Stone & Webster, Inc. for two Westinghouse AP1000
nuclear units to be constructed at Levy More than half of the approximate $7.630 billion contract price is fixed or firm with agreed upon escalation factors
The total cost for the two generating units is estimated to be approximately $14 billion. This total cost estimate includes land, plant components, financing
costs, construction, labor, rcgulatory fees and the initial core for the two umts. An additional $3 billion is estimated for the necessary transmission equipment
and approximately 200 miles of transmission lines associated with the project. The final cost of the project will depend on the completion dates, which will be
determined in large part by the NRC review schedule. On February 24, 2009, PEF received the NRC’s schedule for review and approval of the COL. PEF is
assessing the impact of the NRC schedule on the plans and estimated costs for Levy. The EPC agreement includes various incentives, warranties, performance
guarantees, liquidated damage provisions and parent guarantees designed to incent the contractor to perform efficiently. In 2008, PEF made payments toward
long-lead equipment and enginccring related 1o the EPC agreement. For termination without cause, the EPC agreement contains exit provisions with
termination fees, which may be signilicant, that vary based on the fermination circumstances

112007, the South Caroling lepislature ratified new energy legislation, which includes provisions for cosi-recovery mechanisms associated with nuclear

baseload generation. In 2007, the North Carohna legislature also passed new energy Tegislation, which anihonzes the NCUTTO alfow ainual prigeeg ===
reviews of baseload generating plant construction costs and removes the requirement that a public wtility prove financial distress before it may include

construction work in progress in rate base and adjust rates, accordingly, in a general rate case while a baseload generating plant is under construction (See

“Other Matters — Regulatory Environment”)

SPENT NUCLEAR FUEL MATTERS

In July 2002, Congress passed an override resolution to Nevada’s veto of the DOE’s proposal to locate a permanent underground nuclear waste storage
facility at Yucca Mountain, Nev. In January 2003, the state of Nevada: Clark County, Nev . and the city of Las Vegas petitioned the U.S. Court of Appeals for
the District of Columbia (D C. Court of Appeals) for review of the Congmssxona] override resolution. These same parties also challenged the EPA’s radiation
standards for Yucca Mountain On July 9, 2004, the Court rejected the challenge to the constitutionality of the resolution approving Yucca Mountain, but
ruled that the EPA was wrong to set a 10, 000-year compliance period in the radiation protection standard On September 30, 2008, the EPA issued final rules
for limiting radiation exposure at Yucca Mountain. The EPA retained the dose limit of 15 millirem per year for the first 10,000 years and established a dose
limit of 100 millirem for annual exposure per year between 10,000 years and 1 million years. In February 2009, the NRC approvcd a final rule for the waste
repository at Yucca Mountain incorporating these radiation protection standards. On Oclober 10, 2008, the statc of Nevada again filed suit with the D.C
Court of Appeals challenging the EPA standard.

On October 19, 2007, the DOE certified the regulatory compliance of the document database that will be used by all parties involved in the federal licensing
process for the Yucca Monntain facility. The NRC did not uphold the DOE’s prior certification in 2004 in response 1o challenges from the state of Nevada
The state again is expected to
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challenge the DOE’s certification process. The DOE has stated that the earliest date the repository may be able to start accepting spent nuclear fuel 15 2020
The Utilities cannot predict the outcome of this matter

The DOE submitted the license application for the proposed high-level nuclear wasle repository al Yucca Mountain in June 2008. The NRC formally
docketed the license application in September 2008, which begins the formal licensing phase that s anticipated to take three to four years. The state of Nevada
and other interested parties are expected o intervene in the licensing proceedings

On August 5, 2008, the DOE announced that its estimated cost to build and commence operations at the Yucca Mountain lacility has increased from $57.5
billion to $96 2 billion due to an increase in material costs, an increase in the quantity of spent fucl to store and a refinement of the repository’s design.

On October 9, 2008, the NRC proposed revisions to its waste confidence findings that would remove the provisions stating that the NRC’s confidence in
waste management, underlying the licensing of reactors. is based in part on a repository being in aperation by 2025. Instead, the NRC states that repository
capacity will be available within 50 to 60 vears bevond the licensed operation of all reactors, and that used fuel generated in any reactor can be safely stored
on site without significant environmental impact for at least 60 years beyond the hicensed operation of the reactor

With certain modifications and additional apprevals by the NRC, including the installation of on-site dry cask storage facilitics at PEC’s Robinson Nuciear
Plant (Robinson), Brunswick and CR3, the Utilities” spent nuclear fuel storage facilities will be sufficient to provide storage space for spent fuel generated by
their respective systems through the expiration of the operating licenses, including any license extensions, for their nuclear generating units Harris has
sufficient storage capacity in its spent fuel pools through the expiration of its extended operating license

See Note 22D for information about the complaint filed by the Utilities in the United States Court of Federal Claims against the DOE for its failure to fulfill

its contractual obligation to receive spent fuel from nuclear plants. Failure to open the Yucca Mountain or other facility would leave the DOE open to further
claimebuailities

ENVIRONMENTAL MATTERS

We are subject to regulation by various federal, state and local authorities in the areas of air quality, water quality, control of toxic substances and hazardous
and solid wastes, and other environmental matters. We believe that we are in substantial compliance with those environmental regulations currently applicable
to our business and operations and believe we have all necessary permits to conduct such operations

HAZARDOUS AND SOLID WASTE MANAGEMENT

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as amended (CERCLA), authorize the EPA 1o
require the cleanup of hazardous waste sites. This statute imposes retroaclive joint and several liabilities. Some states, including North Carolina, South
Carolina and Flonda, have similar types of statutes. We are periodically notified by regulators, including the EPA and various state agencies, of our
involvement or potential involvement in sites thal may require investigation and/or remediation. There are presently several sites with respect to which we
have been notified of our potential liability by the EPA, the state of North Carolina, the state of Florida or potentially responsible parties (PRP) groups
Various organic materials associated with the production of manufactured gas, generally referred to as coal tar, are regulated under federal and state laws.
PEC and PEF are each PRPs at several manufactured 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 regulatory recovery through either base rates or cost-recovery clauses (Seec Notes 7 and 21) Both PEC and PEF
evaluate potential claims against other PRPs and insurance carriers and plan to submit claims for cost recovery where appropriate. The outcome of potential
and pending claims cannot be predicted Hazardons and solid waste management matiers are discussed in detail in Note 21A.

We acerue costs 1o the extent our liability is probable and the costs can be reasonably estimated in accordance with GAAP Because the extent of
environmental impact, allocation among PRPs for all sites. remediation alternatives (which could involve either mimmal or significant efforts), and
concurrence of the regulatory authorities have not yet reached the stape where a reasonable estimate of the remediation costs can be made, we cannot
determine the

91




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress [inergy)

Page 97 of 307

total costs that may be incurred in connection with the remediation of all sites at this time. It is probable that current estimates could change and additional
losses. which could be material, may be incurred in the future.

AIR QUALITY AND WATER QUALITY

We are, or may ultimately be. subject to various current and proposed federal, state and local environmental compliance laws and regulations, which likely
would result in increased capital expenditures and O&M expenses. Addmonallv Congress is considering lepislation that would require additional reductions
in air emissions of nitrogen oxides (NOx), SOz, CO2 and mercury. Some of these proposals establish nationwide caps and emission rates over an extended
period of time. This national multipoliutant approach to air pollution control could involve significant capital costs that could be material to our financial
position or results of operations. Control equipment installed pursuant to the provisions of CAIR, CAVR and mercury regulation, which are discussed below,
may address some of the issues outlined above PEC and PEI have been developing an integrated compliance strategy 1o meet the requirements of the CAIR
CAVR and mercury regulation (see discussion of the court decisions that impacied the CAIR, the delisting dclcmnndhon and the CAMR below). The CAVR
requires the installation of best available retrofit technology (BART) on certain units. However. the outcome of these matters cannot be predicted.

Clean Smokestacks Act

In June 2002, the Clean Smokestacks Act was enacted in North Carolina requiring the state's electric utilities 1o reduce the emissions of NOx and SOz from
their North Carolina coal-fired power plants in phases by 2013, PEC currently has approximately 5,000 MW of coal-fired generation capacity in North
Carolina that is affected by the Clean Smokestacks Act. In March 2008, PEC filed its anmal estimate with the NCUC of the 1otal capital expenditures to meet
emission largets under the Clean Smokestacks Act by the end of 2013, which were approximately $1.5 billion to $1.6 billion at the time of the filing The
increase in estimated total capital expenditures from the original 2002 estimate of $813 million is primarily due to the higher cost and revised quantities of
comtructmn matcna]s such as concrele and steel, rcllnclmnl of cost and scope estimates for the current projects. and increases in the estimated inflation
to evaluate various design. technolopy and new generation options that could change expenditures
required by the Clean Smokestacks Act Changes in projected fuel sources may require us to incur costs, which are not currently esimable,
additional controls subsequent to 2013 in order to remain compliant with the requirements of the Clean Smokestacks Act. O&M expenses will smmhcanﬂy
increase due 1o the cost of reagents, additional personnel and general maintenance associated with the pollution control equipment. Recent legislation in North
Carolina and South Carolina expanded the traditional fuel clause to include the amal recovery of reagents and certain other costs: all other OZM expenses
are currently recoverable through base rates. See discussion regarding future recovery of costs to comply with the Clean Smokestacks Act in Note 7B We
cannot predict the outcome of this matter.

Two of PEC’s largest coal-fired generating units (the Roxboro No. 4 and Mayo Units) impacted by the Clean Smokestacks Act are jointly owned. In 2005,
PEC entered into an agreement with the joint owner to limit their aggregate costs associated with capital expenditures to comply with the Clean Smokestacks
Act and recognized a lability related to this indemnification (See Note 21B)

Clean Air Interstate Rule

On March 10, 2003, the EPA issued the final CAIR. The EPA’s rule required the District of Columbia and 28 states. including North Carolina, South Carolina
and Florida, to reduce NOx and SOz emissions The CAIR sct emission limits to be met in two phases beginning in 2009 and 2015, respectively, for NOx and
beginning in 2010 and 2013, respectively, for SO2. States were required to adopt rules implementing the CAIR and the EPA approved the North Carolina
CAIR, the South Carolina CAIR and the Florida CAIR in 2007

PEF participated in a coalition of Florida utilities that filed a challenge 1o the CAIR as it applied to Florida (PEF withdrew from the coalition during the fourth
quarter of 2008). On July 11, 2008, the D.C. Court of Appeals 1ssued its decision on multiple challenges 1o the CAIR, including the Florida challenge, which
vacated the CAIR in its entirety. On September 24, 2008, petitions for rehearing were filed by several partics On October 21, 2008. the D C. Court of
Appeals issued an order directing petitioners to address (1) whether any party is seeking to vacate the
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CAIR, and (2) whether the court should stay its mandate until the EPA promulgates a revised rule. On December 23. 2008, the D.C Court of Appeals
remanded the CAIR, without vacating the rule, for the EPA to conduct further proceedings consistent with the D.C Court of Appeals’ prior opinion. This
decision leaves the CAIR in effect until such time that it is revised or replaced. The outcome of the additional proceedings cannot be predicted

PEF is continuing construction of its in-process emission control projects On December 18, 2008, PEF and the FDEP announced an agreement under which
PEF wil] retire CR1 and CR2 as coal-fired units and complete construction of'its emission control projects at CR4 and CR5. CR1 and CR2 will be retired after
the second proposed nuclear unit at Levy completes its first fuel cycle, which is anticipated to be around 2020.

We account for emission allowances as inventory using the average cost method. We value inventory of the Utilities at historical cost consistent with
ratemaking treatment. At December 31, 2008, PEC had approximately $22 million in SO2 emission allowances and an immaterial amount of NOx emission
allowances. In order 1o achieve compliance with the requirements of the CAIR pursuant to its Integrated Clean Air Compliance Plan (discussed further in
“Compliance Strategy”), PET needed 1o purchase CAIR seasonal and annual NOx allowances. On November 12, 2008, the FPSC approved PEF’s petition for
recavery of its CAIR expenses, including NOx allowance inventory expense, through the ECRC. At December 31, 2008, PEF had approximately $59 million
in annual NOx emission allowance inventory, $6 million in seasonal NOx emission allowance inventory and approximately $11 million in 8O2 emission
allowance inventory. SOz emission allowances will be utilized to comply with existing Clean Air Act requirements

Clean Air Mercury Rule

On March 15, 2005, the EPA finalized two separate but related rules: the CAMR that set mercury emissions limits to be niet in two phases beginning in 2010
and 2018, respectively, and encouraged a cap-and-trade approach to achieving those caps, and a delisting rule that eliminated any requirement to pursue a
maximum achievable control technology approach for limiting mercury emissions from coal-fired power plants. Sixteen states subsequently petitioned for a
review of the EPA’s determination contimming the delisting. On February 8, 2008, the D C. Court of Appeals decided in favor of the petitioners and vacated
the-delisting-determinationandhe CAMR.Qn March. 242008 1he FPA andihe Ltility Air Regulatory Group filed petitions for rehiearing by the full court of

hald o o

appeals, which were denied on May 20, 2008. On September 17, 2008, the Utility Air Regulatory Group filed a petition for writ of certiorart with the US.
Supreme Court with regard to the decision that vacated the CAMR. On October 17, 2008, the EPA filed a similar petition and subsequently withdrew it on
January 29, 2009. The Utility Air Regulatory Group's petition for writ of certiorari was denied on February 23, 2009 The three states in which the Ulilities
operate adopted mercury regulations implementing the CAMR and submitted their state implementation rules to the EPA It is uncertain how the decision that
vacated the federal CAMR and any review granted by the Supreme Court will affect the state rules; however, state-specific provisions are likely to remain in
effect. The North Carolina mercury rule contains a requirement that all coal-fired units in the state install mercury controls by December 31, 2017, and
requires compliance plan applications to be submitted in 2013. The outcome of this matter cannot be predicted.

Clean Air Visibility Rule

On June 15, 2005, the EPA issued the final CAVR. The EPA’s rule requires states to identify facilities, including power plants. built between August 1962
and Aungust 1977 with the potential to produce emissions that affect visibility in 156 specially protected arcas. including national parks and wilderness areas,
designated as Class I areas To help restore visibility in those areas, states must require the identified facilities 1o install BART to control their emissions.
PEC’s BART-eligible units are Asheville Units No. 1 and No. 2, Roxboro Units No. 1, No. 2 and No. 3, and Sutton Unit No 3. PEF's BART-eligible units
are Anclote Units No. 1 and No. 2, Bartow Unit No. 3 and CR1 and CR2. The reductions associated with BART begin in 2013 As discussed above, on
December 18, 2008, PET and the FDEP announced an agreement under which PEF will retire CR1 and CR2 as coal-fired units.

The CAVR included the EPA’s determination that compliance with the NOx and SOz requirements of the CAIR could be used by states as a BART substitute
to fulfill BART obligations, but the states could require the installation of additional air quality conirols if they did noi achieve reasonable progress in
improving visibility. The D.C Court ol Appeal’s December 23, 2008 decision remanding the CAIR maintained its implementation such that CAIR
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satisfies BART for SO2 and NOx. Depending on whether this determination confinues to be maintained as the CAIR is revised, CAVR compliance eventually
may require consideration of NOx and SOz emissions in addition to particulate matter emissions for BART-cligible units. As a result, BART for SO2 and NOx
could apply specifically to PEC's and PEF's BART-eligible units. We are assessing the potential impact 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 implementation rule that goes beyond
BART by requiring sources significantly impacting visibility in Class [ arcas to install additional controls by December 31, 2017 However, the FDEP has not
determined the level of additional controls PEF may have to implement. The outcome of these matters cannot be predicted.

Compliance Strategy

Both PEC and PEF have been developing an integraled compliance strategy to meet the requirements of the CAIR, the CAVR, mercury regulation and related
air quality regulations. The air quality controls installed to comply with the requirements of the NOx SIP Call Rule under Section 110 of the Clean Air Act
(NOx SIP Call) and Clean Smokestacks Act resulted in a reduction of the costs to meet the CAIR requirements for our North Carolina units at PEC.

PEC has completed installation of controls 1o meet the NOx SIP Call requirements. The NOx SIP Call is not applicable to sources in Florida. Lxpenditures for
the NOx SIP Call included the cost to install NOx controls under programs by North Carolina and South Carolina to comply with the federal eight-hour ozone
standard

On October 14, 2005, the FPSC approved PEF s petition for the recovery of costs associated with the development and implementation of an Integrated Clean
Air Compliance Plan to comply with the CAIR, CAMR and CAVR through the ECRC (see discussion above regarding the vacating of the CAMR and
remanding of the CAIR). On March 31, 2006, PEF filed a series of compliance alternatives with the FPSC 1o meet these federal environmental rules. At the
time, PEF's recommended proposed compliance plan included approximately $740 million of estimated capital costs expected to be spent through 2016, to
plan, design, build and install pollution contro] equipment at the Anclote and Crystal River plants. On November 6, 2006, the FPSC approved PEF’s petition

for-its-intenratedsirrtegy-to-address-comphance-with-the- CAIR CAMR-and CAVR. They also approved cost recovery of prudently incurred cosls necessary

1o achieve this strategy. On June 1, 2007, PET filed a supplemental petition for approval of its recommended compliance plan and associated contracts and
recavery of costs for air pollution control projects. The estimated capital cost for the recommended plan was $1 26 billion in the June 1, 2007 filing. The
increase from the estimates filed in March 2006 is primarily due to the higher cost of Jabor and construction materials, such as concrete and steel, and
refinement of cost and scope estimales for the current projects. On April 2, 2008, PEF filed a petition for approval true-up of final 2007 environmental costs
and a review of the Integrated Clean Air Compliance Plan, which reconflirmed the efficacy of the reccommended plan. Additional cosls may be incurred if
poliution controls are required in order to comply with the requirements of the CAVR, as discussed above, or to meet revised compliance requirements of a
revised or new implementing rule for the CAIR. Subsequent rule interpretations, increases in the underlying material, labor and equipment costs, equipment
availability, or the unexpected accelesation of compliance dates, among other things, could result in significant increases in our estimated costs to comply and
acceleration of some projects. The outcome of this matter cannot be predicted.

Environmental Compliance Cost Estimates

Environmental compliance cost estimates are dependent upon a variety of factors and, as such, are highly uncertain and subject 1o change. Faclors impacting
our environmental compliance cost estimates include new and frequently changing laws and regulations; the impact of legal decisions on environmental laws
and regulations; changes in the demand for, supply of and costs of labor and materials; changes in the scope and timing of projects; various design, technology
and new generation options; and projections of fuel sources, prices, availability and sccurity The following tables contain information about our current
estimates of capital expenditures to comply with environmental laws and regulations described above. Amounts presented in the tables exclude AFUDC
Costs to comply with environmental laws and regulations are eligible for regulatory recovery through cither base rates or cost-recovery clauses The outcome
of future petitions for recovery cannot be predicted. Our estimates of capital expenditures to comply with environmental laws and regulations are subject to
periodic review and revision and may vary significantly. We cannot predict the impact that the EPA’s further CAIR proceedings will have on our compliance
with the CAVR requirements and will continue to reassess our plans and estimated costs 1o comply with
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the CAVR. Our estimated costs to comply with the CAVR prior to the July 11. 2008 D.C. Court of Appeals™ decision regarding CAIR were approximately
$100 million at PEC. Our previous estimate of $1.0 billion to comply with the CAVR at PEF related primarily to mslallallon of control equipment at CR1 and
CR2, which we subsequenty have decided to retire as coal-fired units The timing and extent of the costs for future projects will depend upon final

compliance strategies

Progress Energy

Air and Water Quality Estimated Required
Lnvironmental Expenditures (in nnlhon s)

Estimated
Timetable

Total Estimated
LExpenditures

Cumulative Spent through
December 3] 2008

Clean Smiokestacks Act 12002 = 2013 $1,500~ 1,600 +§1,007
In-process CAIR prmeclsm) 2005 - 2010 1,200 847
CAVR®b k -2017 S =
Mercury regulation(c 2006 - 2017 — 5
Total air quality - - 2,700 2,800 1,859
Clean Water Act Section 31()(b)(d) — —
Total air and water-quality - $2.700~2.800 - - $1.859
PEC
Air and Water Quality Estimated Requived Estimated Total Estimated Cumulative Spent through
Environmental L‘(pendlmles (inn millions) Timetable Expenditures Deccmber 31, 2008

Eleans i Jegont 20022013 v.M"nn CLLANDE M| rm7
In-process CAIR promclsm) 2005 - 2008 - -
CAVR@y s 2017 = -
Mercury regulation() 2006 — 2017 — 35

Total airquahity 1,500 =1,600 1.012
Clean Water Act Section 216(b)(d) —
Total air dnd water quality $1.500=1.600 31.012
PEF
Air and Water Quality Estimated Required Estimated Total Estimated Cumulative Spent through
Environmental Expenditures (in nulhons) Timetable Expenditures Du.cmbcr 31,2008
In-process CAIR projectsio)’ ©2005-2010 $1,200 il $847
CAVRm - 2017 -
Mercury regulatione L = Ll
Total air quality 1,200 847
Clean Water:Act Section 316(b¥d s i
Total air and waler quality $1.200 $847

@ PEF is continuing construction of its in-process emission control projects. Additional compliance plans for PEC and PEF to meet the requirements of a

revised rule will be determined upon finalization of the rule. See discussion under "Clean Air Interstate Rule."

@) As a result of the decision romandmg, 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 1o meel the requirements of a revised or new implementing rule will be determined upon finalization of the rule. See discussion under

“Clean Air Mercury Rule.”

(@) Compliance plans 1o meet the requirements of a revised or new implementing rule under Section 316(b) of the Clean Water Act will be determined upon
{inalization of the rule See discussion under “Water Quality.”

To date, under the first phase of Clean Smokestacks Act emission reductions, all environmental compliance projects at PEC’s Asheville. Lee and Roxboro
plants have been placed in service. The remaining first phase project at one of PEC’s largest plants, Mayo, is under construction and is expected to be

completed in 2009. The remaining projects
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to comply with the second phase of emission reductions, which are smaller in scope, have not yet begun. These estimates are conceptual i nature and subject
to change. In 2008, PEC determined that its in-process CAIR project did not vield the desired compliance results and decided not to pursue completion of the
project. Additional compliance projects requiring material environmental compliance costs may be implemented in the future

To date, expenditures at PEF for CAIR regulation primarily relate to environmental compliance projects under construction at CR5 and CR4, which arc
expected to be placed in service in 2009 and 2010, respectively. As a result of changes in the scope of work related 1o estimation of costs for compliance with
the CAIR and the uncertainty regarding the EPA’s further CAIR proceedings. the delisting determination and the CAMR discussed above, PEF is currently
unable to estimate certain costs of compliance. However, PEF believes that {uture costs fo comply with new or subsequent rule interpretations could be
significant. Compliance plans and estimated costs to meet the requirements of new regulations will be determined when those new regulations are finalized.

North Carolina Attorney General Petition under Section 126 of the Clean Air Act

In March 2004, the North Carolina attorney general filed a petition with the EPA, under Section 126 of the Clean Air Act, asking the federal government to
force coal-fired power plants in 13 other states, including South Carolina, to reduce their NOx and SOz emissions The state of North Carolina contends these
out-of-state emissions interfere with North Carolina’s ability to meet national air quality standards for ozone and particulate matter. On March 16, 2006, the
EPA issued a final response denying the petition. The EPA's rationale for denial was that compliance with the CAIR would reduce the emissions from
surrounding states sufficiently to address North Carolina's concerns. On June 26, 2006, the North Carolina attorney general filed a petition in the D.C. Court
of Appeals secking a review of the agency’s denial of the Section 126 petition; that appeal was held in abeyance pending resolution of the appeal of the CAIR
then pending before the same court. On July 11, 2008, the D C Court of Appeals vacated the CAIR. On December 23, 2008, the D.C. Court of Appeals
remanded the CAIR, without vacating the rule, lor the EPA to conduet further proceedings consistent with the D.C. Court of Appeals’ prior opinion. On the
basis of these developments, the appeal of EPA’s denial of North Carolina’s Section 126 petition was resumed and briefing on the merits has been
completed. Oral argument is scheduled for March 12, 2009. The outcome of this matter cannot be predicted

P
IVUGIOIAT TAoTenT AF gmll!l_,l WITTFIAATCS

On September 20, 2006, the EPA announced changes to the National Ambient Air Quality Standards (NAAQS) for particulate matter, including a new 24-
hour standard for particulate matter less than 2.5 microns in diameter, which lowered the standard from 65 micrograms per cubic meter to 35 micrograms per
cubic meter. In addition, the EPA decided not to establish a standard for particulate matter between 2.5 and 10 microns in diameter and eliminated the annual
standard for particulale matter less than 10 microns in diameter, but retained the 24-hour standard for particulate matter less than 10 microns in diameter.
These changes did not result in designation of any additional nonattainment areas in PEC’s or PEF’s service territories. Environmental groups and 13 states
{iled a joint petition with the D C. Court of Appeals arguing that the EPA's new particulate matier rule does not adequately restrict levels of particulate matter,
especially with respect to the annual and secondary standards. On February 24, 2009, the D.C Court of Appeals remanded the annual and secondary standards
to the EPA for further review and consideration. The outcome of this matter cannot be predicled

On March 12, 2008, the EPA announced changes to the NAAQS for ground-level ozone. The EPA revised the 8-hour primary and secondary standards from
0.08 parts per million to 0.075 parts per million. Depending on air quality improvements expected over the next several years as current federal requirements
are implemented, additional nonattainment arecas may be designated in PEC’s and PEF’s service terntories. Should additional nonattainment areas be
designated in our service territories, we may be required 1o install additional emission controls at some of our facilities. On May 27, 2008, a number of states,
environmental groups and industry associations filed petitions against the revised NAAQS in the D.C. Court of Appeals. The outcome of this matter cannot be
predicted.
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On October 16, 2008, the EPA published a revision to the NAAQS for lead to 0.15 micrograms per cubic meter rolling three-month average. The former
standard was 1 3 micrograms per cubic meter, calendar quarter average The revision is not expected to have a material impact on our or the Utilities’ results
ol operations or {inancial position

New Source Review

The EPA is conducting an enforcement initiative related to a number of coal-fired utility power plants in an effort to determine whether changes at those
facilities were subject to New Source Review requirements or New Source Performance Standards under the Clean Air Act We were asked to provide
information to the EPA as part of this initiative and cooperated in supplying the requested information. The EPA has undertaken civil enforcement actions
against unafliliated utilities as part of this initiative. Some of these actions resulted in settlement agreements requiring expenditures by these unaffiliated
utilities, several of which included reported expenditures in excess of $1.0 billion for retrofit of pollution control cquipment. These settlement agreements
have generally called for expenditures to be made over extended time periods, and some of the companies may seek recovery of the related costs through rate
adjustments or similar mechanisms

Water Quality

1. General

As a result of the operation of certain control equipment needed to address the air quality issues outlined above, new wastewater streams will be generated at
certain affected facilities. Integration of these new wastewater streams into the existing wastewater treatment processes is currently ongoing and will result in

permitting. construction and treatment requircments imposed on the Utilities now and into the future. The future costs of these requirements could be material
10 our or the Ultilities’ results of operations or financial position.

2. Section 316(b) of the Clean Water Act

Section 316(b) of the Clean Water Act (Section 316(b)) requires cooling water intake structures to reflect the best technology available for minimizing
adverse environmental impacts. The EPA promulgated a rule implementing Section 316(b) in respect to existing power plants in July 2004, The July 2004
rule required assessment of the baseline environmental effect of withdrawal of cooling water and development of technologies and measures for reducing
environmental effects by cerfain percentages Additionally, the rule authorized establishment of alternative performance standards where the site-specific
costs of achieving the otherwise applicable standards would have been substantially greater than either the benelits achieved or the costs considered by the
EPA during the rulemaking

Subsequent to promulgation of the rule, a number of states, environmental groups and others sought judicial review of the rule. On January 25, 2007, the U S.
Court of Appeals for the Second Circuit issued an opinion and order remanding many provisions of the rule to the EPA. On July 9, 2007, the EPA suspended
the rule pending further rulemaking, with the exception of the requirement that permitted facilities must meet any requirements under Section 316(b) as
determined by the permitting authoritics on a case-by-case, best professional judgment basis On December 2, 2008, the U.S. Supreme Court heard arguments
related 1o whether the EPA s authorized to compare costs with benelits in determining the “best technology available for minimizing adverse environmental
impact” at cooling water intake structures As a result of these developments, our plans and associated estimated costs to comply with Section 316(b) will
need to be reassessed and determined in accordance with any revised or new implementing rule once it is established by the EPA. Costs of compliance with a
new implementing rule are cxpected to be higher, and could be significantly higher, than estimated costs under the July 2004 rule. Our most recent cost
estimates to comply with the July 2004 implementing rule were $60 million to $90 million, including $5 million to $10 million at PEC and $55 million to $80
million at PEF The outcome of this matter cannot be predicted
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OTHER ENVIRONMENTAL MATTERS
Global Climare Change

The Kyoto Protocol was adopted in 1997 by the United Nations to address global climate change by reducing emissions of CO2 and other greenhouse gases
The treaty went into effect on February 16, 2005 The United States has not adopted the Kyoto Protocol. Growing state, federal and international attention to
global climate change may resull in the regulation of CO2 and other greenhouse gases. The Obama administration has agreed to review whether or not CO2
emissions {rom coal-fired power plants should be regulated. We are preparing for a carbon-constrained future and are actively engaged in helping shape
effective policies to address the issue. While state-level study groups are active in all three of our jurisdictions, we continue to believe that this is an issue that
requires a national policy framework - one that provides certainty and consistency. Our balanced solution is a comprehensive plan to meet the anticipated
demand in the Ulilities” service territories and provides a solid basis for slowing and reducing CO2 emissions by focusing on energy efficiency, altemative
energy and state-of-the-art power generation as discussed under “Other Matiers — Increasing Encrgy Demand.” In addition to a report issued in 2006, we
issued an updated report on global climate change in the second quarter of 2008, which further evaluates and states our position on this dynamic issue. The
outcome of this matter cannot be predicted

Reductions in CO2 emissions to the levels specified by the Kyoto Protocol and some additional proposals could be materially adverse to our financial position
or results of operations if associated costs of control or limitation cannot be recovered from ratepayers. The cost impact of legislation or regulation to address
global climate change would depend on the specific legislation or regulation enacted and cannot be determined at this time. As discussed under “Other
Matters — Regulatory Environment,” in 2008 the state of Florida passed comprehensive energy legislation, which includes a directive that the FDEP develop
rules to establish a cap-and-trade program to regulate greenhouse gas emissions that would be presented to the legislature no earlier than January 2010.

On April 2, 2007, the U S Supreme Court ruled that the EPA has the authority under the Clean Air Act to regulate COz emissions from new automobiles. On
April 2. 2008, 18 states and 11 environmental groups filed an action in the D.C. Court of Appeals against the FPA Administrator seeking an order requiring

the EPA 1o make a determmation withim 60 days ol wheiher greenhouse gas cniissions endanger public nealth and welfare The Ty € Court of Appeatsdernied
the petition on Junc 26, 2008. On July 11, 2008, the EPA 1ssued an Advance Notice of Proposed Rulemaking inviting public comment on the issues and
options that should be considered in development of comprehensive greenhouse gas regulation under the Clean Air Act. Prior to 2009, the EPA received
waiver requests from a number of states 1o allow those states to set standards for CO2 emissions from new vehicles. The EPA denied those requests. On
January 26, 2009, the Obama administration requesicd the EPA to review its earlier denials of waiver requests by states to regulate CO2 emissions from
vehicles. The impact of these developments cannot be predicted

NEW ACCOUNTING STANDARDS

See Note 2 for a discussion of the impact of new accounting standards.
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PEC

The information required by this item is incorporated herein by reference to the following portions of Progress Energy’s Management’s Discussion and
Analysis of Financial Condition and Results of Operations, insofar as they relate to PEC: “Results of Operations,.” “Application of Critical Accounting
Policies and Estimates.,” “Liquidity and Capital Resources” and “Other Matters ™

The following Management's Discussion and Analysis and the information incorporated herein by reference contain forward-looking statements that involve
estimates, proicchons goals. forecasts, assumptions, risks and uncertaintics that could cause actual results or ouicomes to differ malcnally from those
expressed in the Iouw:ud -looking statements. Please review “Safe Harbor for Forward-Looking Statements” and Item 1A, “Risk Factors,” for a discussion of
the factors that may impact any such forward-looking statements made herein

LIQUIDITY AND CAPITAL RESOURCES

OVERVIEW

PEC has primarily used a combination of debt securities, commercial paper and its revolving credit agreement for liquidity needs in excess of cash provided
by operations PEC also participates in the utility money pool, which allows PEC and PET to lend and borrow between each other

See discussion of PEC’s credit ratings in Progress Energy “Credit Rating Matters.”

PEC expects to have sufficient resources to meet its future obligations through a combination of internally generated funds, commercial paper borrowings.
maoney pool borrowings. its credit facilities, long-term debt, preferred stock and/or contribution of equity from the Parent.

CASH FLOW DISCUSSION
HISTORICAL FOR 2008 AS COMPARED T0O 2007 AND 2007 A4S COMPARED 70 2006
Cash Flows from Operations

In 2008, net cash provided by opemling activities increased when compared to 2007. The $43 million increase in operating cash flow was primarily due to a
$79 million increase in cash receipts from a wholesale customer due to the expiration of a prepayment agreement; income lax impacts including $80 milfion
in lower income tax payments; a $57 million increase from accounts payable and payables to atliliates, largely driven by the timing of payments; a $45
million increase from timing of customer collections; and a $32 million mcrease from net interest payments. These impacts were partially offset by $119
million decreasc in the recovery of fuel costs, largely driven by an under-recovery of fuels costs in 2008, and a $109 million increasc in invenlory purchases,
primarily coal, driven by higher prices

In 2007, net cash provided by operating activities decreased when compared to 2006 The $76 million decrease was primanly due to a $95 million decrease
{rom accounts payable and payables 1o affiliates, a $73 million decrease from the change in accounts receivable and receivables from affiliated companies,
and a $27 million pension funding payment in 2007 These impacts were partially offset by $59 million in lower coal inventory purchases in 2007 and a $56
million increase in the recovery of fuel costs driven by the 2007 recovery of previously under-recovered fuel costs. The decrease from accounts payable and
payables to affiliates was largely related to the timing of settlements with affiliates. The decrease from the change in accounts receivable was primarily due to
higher collections in 2006 of wholesale billings and the impact of weather.

Investing Activities
In 2008, net cash used by investing activities increased $150 million when compared with 2007. The increase was primarily due 1o a $79 million increase
from changes in advances to afliliated companies and a $75 million decrease in net proceeds from available-for-sale securnties and other investments

Available-for-safe securities and other investments include marketable debt securities and investments held in nuclear decommissioning trusts
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In 2007, net cash used by investing aclivities increased approximately $170 million when compared with 2006. The increase was primarily due to a $91
million decrease in net proceeds from available-for-sale securitics and other investments, an $82 million increase in nuclear fuel additions due to an additional
outage in 2007 compared to 2006. and $32 million in additional capital expenditures for utility property. Utility property additions primarily related to an
increase in spending for compliance with the Clean Smokestacks Act

Financing Activities

Net cash used by financing activities decreased $146 million for 2008 when compared to 2007 The decrease in net cash used by financing activities was
primanly due to $322 million in net proceeds from the issuance of long-term debt in 2008, $143 million in dividends paid to the Parent in 2007, and
outstanding commercial paper issuances of $110 million, offset by a $308 million change in advances from affiliated companies and a $100 million increase
in the retirement of long-term debt.

Net cash used by financing activities decreased $254 million for 2007 when compared to 2006, primarily due to a decrease in dividends paid to the Parent and
an increase in advances from afliliated companies, partially offset by a $200 million long-term debt retirement.

On January 15, 2009, PEC issued $600 million of First Mortgage Bonds, 5 30% Series due 2019. A portion of the proceeds will be used to repay the maturity
of PEC s $400 million 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 purposes

On March 12, 2008, PEC amended its RCA with a syndication of financial institutions to extend the termination date by one year. The extension was effective
on March 28, 2008. PEC’s RCA is now scheduled to expire on June 28, 2011

On March 13, 2008, PEC issued $325 million of First Morigage Bonds, 6.30% Series due 2038. The proceeds were used to repay the maturity of PEC’s $300

million 6.65% Medium-Term Notes, Series D, due Apnl T, 2008, and the remainder was placed 1n lemporary mvestments for gemerat corporate-userasTreeded:

On November 18, 2008. PEC; the Parent, as a well-known seasoned issuer; and PEF filed a combined shell registration statement with the SEC, which
became effective upon filing with the SEC. The registration statement is effective for three years and does not limit the amount or number of various
sccurities that can be issued. (See “Credit Facilities and Registration Statements.™)

On August 13, 2007, due to extreme volatility in the commercial paper market, PEC borrowed $300 million under its $450 million RCA and paid at maturity
$200 million of its 6.80% First Mortgage Bonds. On September 17, 2007, PEC used $150 million of available cash on hand 1o repay a portion of the amount
borrowed under the RCA. On October 17, 2007, PEC repaid the remaining $1350 million of its RCA loan using available cash on hand.

On May 3. 2006, PEC’s five-year 8450 million RCA was amended to take advantage of favorable market conditions and reduce the pricing associated with
the facility (See “Credit Facilities and Registration Statements ')

In 2006, PEC did not issue or retire long-term debt

FUTURE LIQUIDITY AND CAPITAL RESOURCES

PEC’s estimated capital requirements for 2009, 2010 and 2011 are approximately $1 1 billion, $1.3 billion and $1.2 billion, respectively, and primarily reflect
construction expenditures 10 support customer growth, add regulated generation, upgrade existing facilities and for environmental control facilities as
discussed in Progress Energy “Capital Expenditures.”

PEC expects 1o tund its capital requirements primarnly through a combination of internally generated funds, long-term debt, preferred stock and/or
contribution of equity from the Parent. In addition, PEC has $450 million in credit facilities that support the issuance of commercial paper. Access to the

commercial paper market and the utility money pool provide additional liquidity to help meet PEC’s working capital requirements
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Over the long-lerm, meeting the anlicipated load growth will require a balanced approach, including energy conservation and efliciency programs,
development and deployment of new cenergy technologies. and new generation, transmission and distribution facilitics, potentially including new bascload
generation facilities in the Carolinas toward the end of the next decade. This approach will require PEC 1o make significant capital investments. See Progress
Energy “Introduction - Strategy™ lor additional information. PEC may pursue joint ventures or similar arrangements with third parties in order to share some
of the financing and operational risks associated with new bascload generation

PEC has on lile with the SEC a shell registration statement under which it may issue an unlimited number or amount of various long-lterm debt securities and
preferred stock

CAPITALIZATION RATIOS

The following table shows PEC’s capitalization ratios at December 31:

2008 2007
Common stock equity. e : 53.9% 0 050.4%
Preferred stock 0.8% 0.8%
Total debi i i O e e T R R ey

See the discussion of PEC’s future liquidity and capital resources, including financial market impacts, under Progress Energy and see Note 11 for further
information regarding PEC’s debt and credit facilities

BB rR Ala o) O R A LA L OV D E T AT Y OINLCY

A AE e 1 AT AA LA LA TR G ALY
UTrT-DALAIVCI ST DL T AARINAINGE VLIV ATV D CUIN T IR T T U T OUD L TOTT T IO

Sce discussion under Progress Energy, “Contractual Obligations™ below, and Notes 22A, 22B and 22C for information on PEC’s off-balance sheet
arrangements and contractual obligations at December 31, 2008

GUARANTEES

See discussion under Progress Energy and Note 22C [or a discussion of PEC™s guarantecs

MARKET RISK AND DERIVATIVES

Under its risk management policy, PEC may use a variety ol instruments, including swaps, options and forward contracts, o manage exposure to fluctuations

in commodity prices and interest rates. See Note 17 and Item 7A, “Quantitative and Qualitative Disclosures About Market Risk,” for a discussion of market
risk and derivatives.
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CONTRACTUAL OBLIGATIONS

PEC is party to numerous contracts and arrangements oblipating it to make cash payments in future years. These contracis include {inancial arrangements
such as debt agreements and leases, as well as contracts for the purchase of goods and services. In most cases, these contracts contain provisions for price
adjustments. minimum purchase levels and other financial commitments The connmitment amounts presented below are estimates and therefore will hkely
differ from actual purchase amounts. Further disclosure regarding PEC's contractual obligations is included in the respective notes to the PEC Consolidated
Financial Statements. PEC takes into consideration the future commitments when assessing its liquidity and future financing needs. The following table
reflects PEC’s contractual cash obligations and other commercial commitments at December 31, 2008, in the respective periods in which they are due.

(in millions) Total Less than 1 vear 1-3 vears 3-3 years More than 5 years
Long-term debt ¢y (See Note 11) : $ 3516 % =% RN 900 % ; EE2.610
Interest payments on long-term debt (v) 2,214 183 364 311 i 336
Capital lease obligations (See Note 22B) ) : 18 2 : i SEEEI b R R N
Operating leases () {(See Note 22B) 758 37 36 48 637
Fuel and purchased. power (@) (See Note 22A) 7,512 1,706 2,295 1,320 Rt s, 191
Other purchase obligations (See Note 22A) 297 189 ] 94 8 ) - 6
Mimmum pension funding requirements (e) - TT9 75 312 165 =227
Other postretirement benefits 1) (See Nole 16A) 243 17 40 47 139
Uncerlain tax positions'¢p) (See Note 14) - - - S i e
Other commitments(h 118 13 26 26 53
e e = - - ST Y T T Y e e B SR W s B

y PEC’s maturing debt obligations are generally expected to be repaid with cash from operations or refinanced with new debt issuances in the capital
markets.

o Interest payments on long-term debt are based on the interest rate effective at December 31, 2008

© Amounts include certain related executory cost commitments

(@) Fuel and purchased power commitments represent the majority of PEC’s remaining {uture commitments after its debt obligations Essentially all of
PEC’s fuel and purchased power costs are recovered through cost-recovery clauses i accordance with North Carolina and South Carolina regulations
and therefore do not require separate liquidity support

t2) Represents the projected minimum required contributions to the qualified pension trusts for a total of 10 years. These amounts are subject to change
significantly based on factors such as pelmon asset earnings and market interest rates

) Represents projected benefit payments for a total of 10 years related 1o PEC’s postretirement health and life plans. These amounts are subject to change
based on factors such as experienced claims and general health care cost trends

(» Uncertain tax positions of $38 million are not reflected in this table as PEC cannot predict when open income lax years will be closed with completed
examinations. PEC is not aware of any tax positions for which it is reasonably possible that the total amounts of unrecognized tax benefils will
significantly increase or decrease during the 12-month period ending December 31, 2009

v By NCUC order, in 2008, PEC began transitioning North Carolina jurisdictional amounts currently retained internally to its external decommissioning

funds. The transition of the original $131 million must be complete by December 31, 2017, and at least 10 percent must be transitioned each year

=
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PEF

The information required by this item is incorporated herein by reference to the following portions ol Progress Lnergy’s Management’s Discussion and
Analysis of Financial Condition and Results of Operations, insolar as they relate to PEF: “Resulls of Operations.” “Application of Critical Accounting
Policies and Estimates,” “Liquidity and Capital Resources” and “Other Matters”

The following Management’s Discussion and Analysis and the information incorporated herein by reference contain forward-looking statements that involve
estimates, projections, goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to differ matenally from those
expressed in the forward-looking statements. Please review “Safe Harbor for Forward-Looking Statements” and ltem 1A, “Risk Factors,” for a discussion of
the factors that may tmpact any such forward-looking statentents made herein

LIQUIDITY AND CAPITAL RESOURCES

OVERVIEW

PEF has primarily used a combination of debt securities, commercial paper and its revolving credit agreement for liquidity needs in excess of cash provided
by operations PEF also participates in the utility money pool which allows PEC and PEF to lend and borrow between each other.

See discussion of PEF"s credit ratings in Progress Energy “Credit Rating Matters.”

PEF expects to have sufficient resources to meet its future obligations through a combination of internally generated funds, commercial paper borrowings.
moneyv pool borrowings, its credit facilities, long-term debt, preferred stock and/or contribution of equity {rom the Parent.

CASH FLOW DISCUSSION
HISTORICAL FOR 2008 AS COMPARED T0 2007 AND 2007 48 COMPARED TO 2006
Cash Flows from Operations

Net cash provided by operating activities for 2008 decreased when compared with 2007. The $748 million decrease in operating cash flow was primarily due
lo a $331 million decrease in the recovery of fuel costs driven by the under-recovery of higher fucls costs in 2008; $323 million of cash collateral paid o
counterparties on derivative contracts in 2008 compared to $47 mxlhon in net relunds of cash collateral in 2007; and a $87 million increase in inventory
purchases, 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 change in derivative collateral assets was primarily driven by the relative fair values of our commodity
derivative instruments (See Note 17A).

Net cash provided by operating activities for 2007 decreased when compared with 2006. The $94 million decrease in operating cash flow was primarily due to
a $335 million decrease in the recovery of fuel costs driven by the 2006 recovery of previously under-recovered fuel costs. This decrease was pamallv offset
by $93 million from the change in inventory, $47 million in net refunds of cash collateral previously paid to counterparties on derivative contracts in 2007
compared to $47 million in net cash payments in 2006, and $59 million related to a federal income tax refund received in 2007, The increase in operating cash
from inventory was principaily driven by higher coal inventory purchases in 2006

Investing Activities

In 2008, net cash used by investing activities increased $37 million when compared with 2007. The increase in cash used by investing activities was primarily
due to a $338 ]Tll“lOll increase in capital expenditures for utility property additions, partially offset by a $298 million decrease from changes in advances to
affiliated companies. The increase in capital expenditures for utility property additions was primarily driven by a $360 million increase in environmental
compliance expenditures and a $109 million increase in nuclear project expenditures, partially offset by a 365 million decrease related to repowering the
Bartow plant to more efficient natural gas-burning technology.
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which will not be completed unti} 2009, and a $52 million decrease related to the Hines 4 facthity, which was placed in service in 2007

In 2007, net cash used by investing activities increased $667 million when compared with 2006. The increase in cash used by investing aclivities was

primarily due to a $487 million increase in capital expenditures {or utility property additions, a §149 million increase in advances to afliliated companies. and
a $32 million increasc in nuclear fuel additions. The increase in utility property additions is primarily duc to environmental compliance projects, repowering
the Bartow plant, and nuclear projects, partially offset by lower spending on energy system distribution projects and at the Hines Unit 4 facility.
Financing Activities
Net cash provided by financing activities increased $781 million for 2008 when compared to 2007, The increase in cash provided by financing activities was
primarily due to PEF’s $1 475 billion in net proceeds from issuance of long-term debt and outstanding commercial paper issuances of $371 million in 2008,
partially offset by $739 million in net proceeds from the issvance of $750 million of long-term debt in 2007 and a $443 million increase in long-term debt
retirements.

Net cash provided by financing activities increased $956 million for 2007 when compared to 2006, primarily due to $739 million in net proceeds from the
issnance of long-term debt in 2007 and dividends paid to the parent of $234 million in 2006

On March 12, 2008, PEF amended its RCA with a syndication of financial institutions to extend the termination date by one year The extension was effective
on March 28, 2008. PEF’s RCA is now scheduled to expire on March 28, 2011

On February 1, 2008, PEF paid at maturity $80 million of its 6.875% First Mortgage Bonds with available cash on hand and commercial paper borrowings.

On June 18, 2008, PEF issued $500 million of First Mortgage Bonds, 5.63% Series due 2018 and $1.000 billion of First Morigage Bonds, 6 40% Series due

2038. A portion of the proceeds was used 1o repay PEIs ufility money pool borrowings and the remaining procéeds Were praced Iy IenTporary Tvestnrents tor
general corporate use as needed. On August 14, 2008, PEF redeemed the entire outstanding $4350 million principal amount of its Series A Floating Rate Notes
due November 14, 2008, at 100 percent of par plus accrued interest. The redemption was funded with a portion of the proceeds from the June 18, 2008 debt
issuance.

On November 18, 2008, PEF; the Parent, as a well-known seasoned issuer; and PEC f{iled a combined shelf registration statement with the SEC, which
became effective upon filing with the SEC. The registration statement is effective for three years and does not limit the amount or number of various
securities that can be issued. (See “Credit Facilities and Registration Statements.”)

On July 2, 2007, PEF paid at maturity $85 million of its 6.81% Medium-Term Notes with available cash on hand and commercial paper borrowings. On
September 18, 2007, PEF issued $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million of First Morigage Bonds, 5 80% Series due
2017. The proceeds were used to repay PEF’s utility money pool borrowings and the remainder was placed in temporary investments for general corporate
use as needed

On May 3, 2006, PEF’s five-year $450 million RCA was amended to lake advantage of favorable market conditions and reduce the pricing associated with
the facility (See “Credit Facilities and Registration Statements™)

On July 3, 2006, PEF paid at maturity $45 million of its 6.77% Medium-Term Notes, Series B with available cash on hand
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FUTURE LIQUIDITY AND CAPITAL RESOURCES

PEF’s cstimated capital requirements for 2009, 2010 and 2011 are approximately $1.4 billion to $1.7 billion. $1.3 billion to $1.5 billion, and $1 5 billion to
$1.7 billion, respectively, and primarily reflect construction expenditures to support customer growth, add regulated generation, upgrade existing facilities and
add environmental control facilities as discussed in Progress Energy “Capital Expenditures.”

PEF expects 1o fund its capital requirements primarily through a combination of intemally gencrated funds, long-term debi, preferred stock and/or
contribution of equity from the Parent. In addition, PEF has $450 million in credit facilities that support the issuance of commercial paper. Access to the
commercial paper market and the wutility money pool provide additional liquidity to help meet PEF’s working capital requirements.

Over the long-term, meeting the anticipated load growth will require a balanced approach, including energy conservation and efficiency programs,
development and deployment of new energy technologies, and new generation, transmission and distribution facilities, potentially including new baseload
generation facilitics in Florida toward the end of the next decade. This approach will require PEF to make significant capital investments. Sec Progress Energy
“Introduction — Strategy™ for additional information. PEF may pursue joint ventures or similar arrangements with third parties in order to share some of the
financing and operational risks associated with new baseload generation.

PEF has on file with the SEC a shelf registration statement under which it may issue an unlimited number or amount of various long-term debt securities and
preferred stock

CAPITALIZATION RATIOS

The following table shows PEF’s capitalization ratios at December 31:

2008 2007
Common stock equity - s @2 2% ¢ 48.0%
Preferred stock 0.4% 0.5%
Total'debt =i : o S BT A 5105%

See the discussion of PEF's future liquidity and capital resources, including financial market impacts, under Progress Lnergy and see Note 11 for further
information regarding PEF’s debt and credit facilities

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

See discussion under Progress Energy and Notes 22A, 22B and 22C for information on PEF’s off-balance sheet arrangements and contractual obligations at
December 31, 2008

MARKET RISK AND DERIVATIVES
Under its risk management policy, PEF may use a variety of instruments, including swaps, options and forward contracts, to manage exposure to fluctuations

in commeodity prices and interesl rates. See Note 17 and ltem 7A, “Quantitative and Qualitative Disclosures About Market Risk,” for a discussion of market
risk and derivatives




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 111 of 307

ITEM 7A QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to various risks related to changes in market conditions. Market risk represents the potential loss arising from adverse changes in market rates
and prices. We have a risk management committee that includes senior executives [rom various business groups, The risk management commitice is
responsible for administering risk management policies and monitoring compliance with those policies by all subsidiaries. Under our risk policy, we may use
a variety of instruments, mcludma swaps, oplions and forward contracts, to manage exposure to ﬂucluahons in commodity pnccs and interest rates Such
instruments contain credit risk to the extent that the counterparty fails to perform under the contract. We minimize such risk by performing credit and financial
reviews using a combination of financial analysis and publicly available credit ratings of such counterpartics (See Note 17). Both PEC and PEF also have
limited counterparty exposure for commodity hedges (primarily gas and oil hedges) by spreading concentration risk over a number of partners.

The following disclosures about market risk contain forward-looking statements that involve estimates, projections, goals, forecasts, assuniptions, risks and
uncertainties that could cause actual results or outcomes 1o differ matcn’ally from those expressed in the forward-looking statements. Please review Item 1A,
“Risk Factors,” and ““Sale Harbor lor Forward-Looking Statements™ for a discussion of the factors that may impact any such forward-looking statements made
herein.

Certain market risks arc inherent in our financial instruments, which arise from transactions entered into in the normal course of business. Our primary
exposures are changes in interest rates with respect to our long-term debt and commercial paper, fluctuations in the return on marketable securities with
respect 10 our nuclear decommissioning trust funds, changes in the market value of CVOs and changes in energy-refated commodity prices.

These financial instruments are held for purposes other than trading. The risks discussed below do not include the price risks associated with nonfinancial
instrument transactions and positions associated with our operations, such as purchase and sales commitments and inventory

PROGRESS ENERGY
INTEREST RATE RISK

As part of our debt portfolio management and daily cash management, we have variable rate long-term debt and typically have commercial paper and/or loans
outstanding under our RCA facilities, which are also exposed to floating interest rates. Approximately 18 percent and 16 percent of consolidated debt had
variable rates at December 31, 2008 and 2007, respectively.

Based on our variable rate Jong-term debt balances at December 31, 2008, a 100 basis point change in interest rates would result in an annual pre-tax interest
expense change of approximately $11 million. Based on our short-term debt balances at December 31, 2008, a 100 basis point change in interest rates would
result in an annual pre-tax interest expense change of approximately $11 million.

From time to time, we use interest rate derivative instruments to adjust the mix between fixed and floating rate debt in our debt portfolio, to miligate our
exposure to interest rate fluctuations associated with certain debt instruments and to hedge interest rates with regard to future fixed-rate debt issuances

The notional amounts of interest rate derivatives are not exchanged and do not represent exposure 1o credit loss. In the event of default by a counterparty, the
risk in the transaction is the cost of replacing the agreements at current market rates. We enter info interest rate derivative agreements only with banks with
credit ratings of single A or better

We use a number of models and methods to determine interest rate risk exposure and fair value of derivative positions For reporting purposes, fair values and
exposures of derivative positions are determined at the end of the reporting period using the Bloomberg Financial Markets system.
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In accordance with SFAS No 133, “Accounting {or Derivatives and Hedging Activities” (SFAS No. 133), interest rate derivatives that qualify as hedges are
separated into one of two categorics: cash flow hedges or fair value hedges Cash flow hedges are used to reduce exposure to changes in cash flow due fo
fluctuating interest rates. Fair value hedges are used 1o reduce exposure to changes in fair value due to interest rate changes.

The following tables provide information at December 31, 2008 and 2007, about our interest rate risk-sensitive instruments. The tables present principal cash
flows and weighted-average interest rates by expected maturity dates for the fixed and variable rate long-term debt and Florida Progress-obligated
mandatorily redeemable securities of trust The tables also include estimates of the fair value of our interest rate risk-sensitive instruments based on quoted
market prices for these or similar issues. For interest rate swaps and interest rate forward contracts, the tables present notional amounts and weighted-average
interest rates by contractual maturity dates for 2009 to 2013 and thereafter and the related fair value. Notional amounts are used to calculate the contractual
cash flows 10 be exchanged under the interest rate swaps and the settlement amounts under the interest rate forward contracts. See Note 17 for more
information on interest rate derivatives

December 31, 2008

(dollars in millions) 2009 2010 2011 2012 2013 Thereafter Total Fair Value Decem ber 31, 2008
Fixed-rate long-term debt o8 e 80306 8:1,0000 89300 088258 626589346 % e & : 2,909
Average interest rate - 4.83% 6.96% 6.67% 4.96% 6.21% 6.17% ) )
Variable-rate long-term debt COINRLEST100 i 00 S 86 h 8 06 B e 1,061
Average interest rate - 520% - 2.52% - 1.90% 2.27% o
Debt to affilinted truste) S L e L G 309 8 B0 B e 2 90,
Interest rate - - - - ) - 110% 7.10% - R )
Interest rate forward contractsg) § 450 S e e L R el (65)
Avernpse-pay-rite 1265 . 4.26%
CAverage receive rate ‘ L () i g e i i T ey e

w FPC Capital 1 - Quarterly Income Preferred Securities

® $250 million is for anticipated 10-year debt issue hedge maturing on March 1, 2019, and requires mandatory cash settlement on March 1, 2009 The
remaining $200 million is for anticipated ) 0-year debt issue hedge maturing on Apri] 1, 2019, and requires mandatory cash settlement on April 1, 2009.

« Rate is 3-month LIBOR, which was 1.423% at December 31, 2008.

During 2009, PEC terminated $250 million notional of anticipated 10-ycar debt issuc hedges on January 12, 2009, in conjunction with PEC’s issuance of
$600 million 5.30% First Mortgage Bonds

During January 2009, the Parent, PEC and PEF cach entered into $50 million notional of anticipated 10-year debt issuc hedges to mitigate exposure 10 interest
rate risk in anticipation of future debt issuances

During 2008, PEC terminated $100 million notional of anticipated 10-year debt issue hedges and $100 million notional of anticipated 30-year debt issue
hedges on March 10, 2008, in conjunction with PEC’s issuance of $325 million 6.30% First Morigage Bonds

During 2008, PEF entered into a series of forward starting swaps to mitigate exposure 1o interest rate risk in anticipation of future debt issuances In January
2008, PEF entered into a $100 million notional 10-year forward starting swap and a $100 million notional 30-year forward starting swap. In May 2008, PEF
entered into combined $100 million notional 10-vear forward starting swaps and $150 million notional 30-year forward starting swaps. In June 2008, PEF
entered into combined $100 million notional 30-year forward starting swaps. In June 2008, PEF terminated 10-year and 30-year debt issue hedges in
conjunction with PEF s issuance of $500 million of 5 65% 10-year First Mortgage Bonds and $1.000 billion of 6 40% 30-year First Mortgage Bonds
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December 31, 2007 Fair Value

(dollars in millions) 2008 2009 2010 2011 2012 Thereafler Total December 31, 2007

Fixed-rate long-term debt $.0427 0% 5400 8 1306 0% 1000008 950 8 4,865 S T 948 g i e g 1 92
Average inlerest rate 6.67% 5.95%  4.53% 6.96%  6.67% 6.03% 6.20%

Variable-rate long-term debt S $ 450 RER SRR S 1010 s 8G1 S il e 1 e
Average interest rate 5.27% - 5.69% - - 4.45% 4.80% - ] »

Debito affiliated trusten e e T R 309§ 309 S 204
Interest mie - - - - - 7.10% 7.10%

Interest'rate forward contractsi) % 200 [ - RIS i LIS 200000 % LA T2
Average pay rate 541% - - - - - 541% )
Average receive rate (§) e - R S - RO

@ FPC Capital | - Quarterly Income Preferred Securities.

@ $100 million was for anticipated 10-year debt issue hedge maturing on April 1, 2018, and required mandatory cash settlement on April 1, 2008 The
remaining $100 million was for anticipated 30-year debt issue hedge maturing on April 1, 2038, and required mandatory cash setllement on Apn) 1,
2008

© Rate was 3-month LIBOR, which was 4 70% at December 31, 2007

During 2007, PEF had entered into a combined $225 million notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation of
future debt issuances, which were terminated on September 13, 2007, in conjunction with PEF’s issuance of $500 million of First Mortgage Bonds, 6.35%
% 2 Y L R 1= ETR - v T 2 11 WA <y

1 20077

i)
) AZCTTORAI O oS

On July 30, 2007, PEC entered into a $50 million notional forward starting swap and on October 24, 2007, PEC entered into $100 million notional of forward
starting swaps to mitigate exposure to inferest rate risk in anticipation of future debt issuances. On September 25, 2007, PEC amended its 10-year forward
starting swap in order to move the maturity date from October 1, 2017, to April 1, 2018

MARKETABLE SECURITIES PRICE RISK

The Ulilities maintain trust funds, pursuant to NRC requirements, to fund certain costs of decommissioning their nuclear plants, These funds are primarily
invested in stocks, bonds and cash equivalents, which are exposed to price fluctuations in equity markets and to changes in interest rates. At December 31,
2008 and 2007, the fair value of these [unds was $1.089 billion and $1.384 billion, respectively, including $672 million and $804 million, respectively, for
PEC and $417 million and $380 million, respectively, for PEF. We actively monitor our portfolio by benchmarking the performance of our invesiments
against certain indices and by maintaining, and periodically reviewing, target allocation percentages for various asset classes. The accounting for nuclear
decommissioning recognizes that the Utilities” regulaled electric rates provide for recovery of these costs net of any trust fund earnings, and, therefore,
fluctuations in trust fund marketable security returns do not affect earnings. See Note 13 for further information on the trast fund securities.

108




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 114 of 307

CONTINGENT VALUE OBLIGATIONS MARKET VALUE RISK

In connection with the acquisition of Florida Progress, the Parent issued 98.6 million CVOs. Each CVO represents the right of the holder to receive contingent
payments based on the performance of four synthetic fuels facilities purchascd by subsidiaries of Florida Progress in October 1999, The payments are based
on the nel alter-tax cash flows the {acilities gencrate. The CVOs are derivatives and are recorded at fair value. Unrealized gains and losses from changes in
fair value are recognized in earnings. We perform sensitivity analyses lo estimale our exposure to the market risk of the CVOs. The sensitivity analysis
performed on the CVOs uses quoted prices obtained from brokers or quote services to measure the potential Joss in earnings from a hypothetical 10 percent
adverse change in market prices over the next 12 months. At December 31, 2008 and 2007, the CVO liability included in other liabilities and deferred credits
on our Consolidated Balance Sheets was $34 million. A hypothetical 10 percent increase in the December 31, 2008 market price would result in a $3 million
increase in the fair value of the CVOs and a corresponding increase in the CVO liability

COMMODITY PRICE RISK

We are exposed to the cffects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other energy-related products marketed and
purchased as a result of our ownership of energy-related assets. Our exposure 10 these fluctuations is significantly limited by the cost-based regulation of the
Utilities Each state commission allows electric utilities 10 recover certain of these costs through various cost-recovery clauses to the extent the respective
commission determines that such costs are prudent. Thercfore, while there may be a delay in the timing between when these costs are incurred and when these
costs are recovered from the ratepayers, changes from vyear 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 commodity contracts are not derivatives or qualily as normal purchases or sales pursuant to SFAS No. 133, Therefore, such contracts are
not.recorded at fair value

We perform sensitivity analyses 1o estimate our exposure to the market risk of our derivative commodity instruments that are not eligible for recovery from
ratepayers. The following discussion addresses the stand-alone commodity risk created by these derivative commodity instruments, without regard to the
offsetting effect of the undcnlynw exposure these instruments are intended to hedge The sensitivity analysis performed on these derivative commodity
instruments uses quoted prices obtained from brokers to measure the potential loss in earnings from a hypolhcllcal 10 percent adverse change in market prices
over the next 12 months. At December 31, 2008, substantially all derivative commodity instrument positions were subject to retail regulatory treatment. At
December 31, 2007, the only derivative commodm’ instruments not eligible for recovery from ratepayers related to derivalive contracts entered into on
January 8, 2007, 10 hedge coonomically a portion of our 2007 synthetic fuels cash flow exposure to the risk of rising oil prices as discussed below. These
contracts ended on December 31, 2007, and were settled for cash on January 8, 2008, with no material impact to 2008 earnings

See Note 17 for additional information with regard to our commodity contracts and use of derivative financial instruments.
DISCONTINUED OPERATIONS

As discussed in Note 3C, in 2007 our subsidiary, PVI, sold or assigned substantially all of its CCO physical and commercial assets and liabilities representing
substantially all of our nonregulated energy marketing and lradmsz operations. For the year ended December 31, 2007, $88 million of alter-tax gains from
derivative instrunients related to our nonregulated energy mdrl\etmg and trading operations were included in discontinued operations on the Con‘}ohdated
Statements of Income.

On January 8, 2007, we entered into derivative contracls to hedge economically a portion of our 2007 synthetic fuels cash flow exposure lo the risk of rising
oil prices over an average annual oil price range of $63 to 877 per barrel on a New York Mercantile Exchange basis The notional quantity of these oil price
hedge instruments was 25 million barrels and pmvldcd protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels production. The
cost of the hedges was approximately $65 million. The contracts were marked-to-market with changes in fair value recorded through earnings. These
contracts ended on December 31, 2007, and were setiled for
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cash on January 8, 2008, with no material impact to 2008 earnings. Approximately 34 percent of the notional quantity of these contracts was entered into by
Ceredo. As discussed in Note 3, we disposed of our 100 percent ownership interest in Ceredo on March 30, 2007. Progress Encrgy is the primary beneficiary
of. and continues 1o consolidate, Ceredo in accordance with FASB Interpretation No 46R. “Consolidation of Varable Interest Lntities ~ an Imterpretation of
ARB No. 51" (FIN 46R), but we have recorded a 100 percent minority interest. Consequently, subsequent to the disposal there is no net earnings impact for
the portion of the contracts entered into by Ceredo. At December 31, 2007, the fair value of all of these contracts was recorded as a $234 million short-term
derivative asset position, including $79 million at Ceredo. The fair value of these contracts was included in receivables, net on the Consolidated Balance Sheet
(See Note 5). We had a $108 million cash collateral liability related to these contracts at December 31, 2007, included in other current liabilities on the
Consolidated Balance Sheet. As discussed in Note 3A, on October 12, 2007, we permanenily ceased production of synthetic fuels at our majority-owned
facilitics. Because we have abandoned our majority-owned facilities 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 1ax on the Consolidated Statement of Income in 2007. During the year ended December 31,
2007, we recorded net pre-tax gains of $168 million related to these contracts. Of this amount, $57 millicn was attributable 1o Ceredo, of which $42 million
was attributed to minority interest {or the portion of the gain subsequent to the disposal of Ceredo

Due to the divestitures of Gas and CCO, management determined that it was no fonger probable that the forecasted transactions underlying certain derivative
contracts would be fulfilied and cash flow hedge accounting for the contracts was discontinued in 2006. For the year ended December 31, 2006, discontinued
operations, net of tax on the Consolidated Statements of Income included $74 million in after-tax deferred income, which was reclassified to earnings due to
discontinuance of the related cash flow hedges, and immaterial net gains and losses {rom other derivative instruments related to Gas and CCO

ECONOMIC DERIVATIVES
Derivative products, primarily natural gas and oil contracts, may be entered into from time to time for economic hedging purposes. While management

believes the cconomic hedges mitigate exposures to Ductuations in commodity prices, these instruments arc not designated as hedges for accounting purposes
and.are monitored consistent with trading positions. Cerlain of our hedge agreements may result in the receipt of, or posting of, derivative collateral with our

counterparties, depending on the daily derivative position. Fluctuations in commodily prices thaf lead 1o our return of collateral received and/or-our-pustingof
collateral with our counterparties negatively impact our liquidity. We manage open positions with strict policies that imit our exposure to market risk and
require daily reporting to management of potential financial exposures.

The Utilitics have derivative instruments related to their exposure to price fluctuations on fuel oil and natural gas purchases. Substantially ali of these
instruments receive regulatory accounting treatment Related unrealized gains and losses are recorded in regulatory habilities and regulatory assets,
respectively, on the Balance Sheets until the coutracts are settled (See Note 7A). Aller settlement of the derivatives and the fuel is consumed, realized gains or
losses are passed through the fuel cost-recovery clause. During the years ended December 31, 2008 and 2007, PEC recorded a net realized gain of $2 million
and a net realized loss of $9 million, respectively. PECs net realized loss was not material during the year ended December 31, 2006. During the years ended
December 31, 2008, 2007 and 2006, PEF recorded a net realized gain of $172 million, a net realized loss of $46 million and a net realized gamn of $39 million,
respectively.

At December 31, 2008, the fair value of PEC's commodity derivative instruments was recorded as a $45 million short-term derivative liability position
included in derivative liabilities and a $54 million long-term derivative liability position included i other liabilities and deferred credits on the PEC
Consolidated Balance Sheet At December 31, 2007, the fair value of such instruments was recorded as a $19 million long-term derivative asset position
included in other assets and deferred debits and a $4 million short-lerm derivative lability position included in derivative liabilities on the PEC Consolidated
Balance Sheet Certain counterparties have held cash collateral with PEC in support of these instruments PEC had an $18 million cash collateral asset
included in prepayments and other current assets on the PEC Consolidated Balance Sheet at December 31, 2008, and no cash collateral position at December
31,2007
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Al December 31, 2008, the f{air value of PEF’s commodity derivalive instruments was recorded as a $9 million short-term derivative asset position included in
current derivative assets, a 51 million long-term derivative asset position included in derivative assets, a $380 million short-term derivative liability position
included in current derivative liabilities, and a $209 million long-term derivative Hability position included in derivative liabilities on the PEF Balance Sheet.
At December 31, 2007, the fair value of such instruments was recorded as an $83 million short-term derivative asset position included in current derivative
assets, a $100 million long-term derivative asset position included in derivative assets, a $38 million short-term derivative liability position included in current
derivative liabilities, and a $9 million long-term derivative fiability position included in derivative }iabilitics on the PEF Balance Sheet. Certain counterparties
have posted or held cash collateral in support of these instruments. PEF had a $335 million cash collateral asset included in derivative collateral posted and a
$12 million cash collateral liability included in other current liabilities on the PEF Balance Sheet at December 31, 2008, and no cash collateral position at
December 31, 2007

CASH FLOW HEDGES

The Utilities designate a portion of commodity derivative instruments as cash flow hedges under SFAS No. 133. The objective for holding some of these
instruments is to hedge exposure to market risk associated with fluctuations in the price of power for our forecasted sales. Realized gains and losses are
recorded net in operating revenues We also hedge exposure to market risk associated with fluctuations in the price of fuel for fleet vclnclcs Realized gains
and losses are recorded net as part of fleet vehicle costs At December 31, 2008 and 2007, neither we nor the Utilities had material outstanding positions in
such contracts. The inelfective portion of commodity cash flow hedges was not material to our or the Utilities” results of operations for 2008, 2007 and 2006.

At December 31, 2008 and 2007, the amount recorded in our or the Utilities” accumulated other comprehensive income related 10 commodity cash flow
hedges was not material
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PEC
PLC has certain market risks inherent in its inancial instruments, which arise {rom transactions enfered info in the normal course of business PEC’s primary
exposures are changes in interest rates with respect to long-term debt and commercial paper, {luctuations in the return on marketable securitics with respect to

its nuclear decomnussioning trust funds, and changes in energy-refated commodity prices.

The information required by this 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 provide information at December 31. 2008 and 2007, about PEC’s interest rate risk sensitive instruments:

December 31,2008
Fair Value

(dollars in millions) 2009 2010 2011 2012 2013 Thereafter Total December 31, 2008

Fixed-rate long-term debt $o= S 6§ $ 500 508 d00 08 1,990::%.:2,896 % : 23,070
Average interest rate - 6.30% - 6.50% 5.13% 5.86% 5.87%

Variable-rate ong-term debt SR S B 620 8 620008 S 620
Average interest rate - - - - - 2.01% 2.01%

Int tratefomvard contractim .o T8 280 : ST T LT S e el R R T Qi iRy
Average pay rate 4.18% - - - e - 4.18%
Average yeceiverate Sy RN S R = e gy

w $250 million is for anticipated 10-year debt issue hedge maturing on March 1, 2018, and requires mandatory cash settlement on March 1, 2009
@ Rate is 3-month LIBOR. which was 1 425% at December 31, 2008,
During 2009, PEC terminated $250 million notional of anticipated 10-year debt issue hedges on January 12, 2009, in conjunction with PEC’s issuance of
$600 million of 5.30% First Mortgage Bonds

During January 2009, PEC entered into a $50 million notional anticipated 10-year debt issue hedge to mitigate exposure 1o interest rate risk in anticipation of
future debt issuance

December 31, 2007
Fair Value

(dollars in millions) 2008 2009 2010 2011 2012 Thereafter Total December 31, 2007
Tixed-rate long-term debt : $ 300 % 400 % 6. S =8 500 8 21,605 B 2,87 S 2:925:
 Average intercst rate 665%  595%  630% - 630%  557%  590%
Variable-rate long-term debt - - - Sty e 620 6200 08 Core 620
Average interest rate - - - - - 4.51% 4.51%
Interest rate forward contractses) $ 200 - L R S g P00 e T S 2)
Average pay rate S41% - - - - ~ 541%
Averape receive rate i) - o — - — L]

@ $100 million was for anticipated 10-vear debt issue hedge maturing on April 1, 2018, and required mandatory cash settlement on April 1, 2008 The
remaining $100 million was for anticipated 30-year debt issue hedge maturing on April 1, 2038, and required mandatory cash settlement on Aprii 1,
2008

m Rate was 3-month LIBOR, which was 4.70% at December 31, 2007
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COMMODITY PRICE RISK

PEC is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other energy-related products marketed and
purchased as a result of its ownership ol energy-related assels. PEC's exposure 1o these fluctuations is significantly limited by cost-based regulation Each
state commission allows clectric utilities to recover certain of these costs through various cost-recovery clauses fo the extent the respective commission
determines that such costs are prudent. Therefore, while there may be a delay in the timing between when these costs are incurred and when these costs are
recovered from 1he ratepayers, changes from year to year have no material impact on operating results. PEC may engage in limited economic hedging activity
using natural gas and electricity financial instruments. Sce “Commodity Price Risk™ discussion under Progress Energy above and Note 17 for additional
information with regard to PEC’s commodity contracts and usc of derivative financial instruments.
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PEF
PLF has certain market risks inherent in its linancial instruments, which arise {rom transactions entered into in the normal course of business. PEF’s primary
exposures are changes in interest rates with respect to long-term debt and commercial paper, fluctuations in the return on marketable securities with respect to

its nuclear decommissioning trust funds, and changes in energy-related commodity prices

The information required by this item is incorporated herein by reference lo Progress Energy’s Quantitative and Qualitative Disclosures About Market Risk
insofar as it relates to PEF

INTEREST RATE RISK

The following tables provide information at December 31, 2008 and 2007. about PEF’s interest rate risk sensitive instruments:

December 31, 2008
Fair Value

(dollars in millions) 2009 2010 2011 2012 2013 Thereafter Total December 31, 2008

Fixed-rate long-term debt : e § o300 80300 - F e § 25 008 2,925 8 3,950 - % kg 308
Average interest rate - 1.50% 6.65% - 4.80% 6.06% 5.85%

Variable-rate long-term debt =000 - - L e B ) : 241 $ DAY 0§ T R ]
Average interest rate — — — — — 1.63% 1.63%

During 2008, PEF entered into a series of forward starling swaps to mitigate exposure 10 interest rate risk in anticipation of future debt 1ssuances. In January
2008, PEF entered into a $100 million notional 10-year forward starting swap and a $100 million notional 30-year forward starting swap. In May 2008, PEF
entered into combined $100 million notional 10-year forward starting swaps and $150 million notional 30-year forward starting swaps In June 2008, PEF
entered into combined $100 million notional 30-year forward starting swaps. In Junc 2008, PEF terminated 10- -year and 30-year debt issue hedges in
conjunction with PEF s issuance of $500 million of 5.65% 10-year First MorlLagc Bonds and $1.000 billion of 6.40% 30-year First Mortgage Bonds

During January 2009, PEF entered into a $50 million notional anticipated 10-year debt issue hedge to mitigate exposure to inlerest rate risk in anticipation of
future debt issuance

December 31, 2007 Fair Value
December
(dollars in millions) 2008 2009 2010 2011 2012 Thereafter Total 31, 2007
Fixed-rate long-term debt : $ 82§ ~-$ 300 $ 3008 -8 1850 8 2532008 w2548
Averape interest rate 6.87% - 4.50% 6.65% - 5.69% 5.70%
Variable-rate long-term debti o g 450 00 e - = -. 5 241 00 % 0691 $ 691
Average interest rate 5.27% ~ — — 4.32% 4.94%

During 2007, PEF had entered into a combined $225 million nouon&l of [orward starting swaps to mitigate exposure to interest rate risk in anticipation
of future debt issuances, which were terminated on September 13. 2007, in conjunction with PEF’s issuance of $500 million of First Mortgage Bonds, 6.35%
Series due 2037 and $250 million of First Mortgage Bonds, 5.80% Series due 2017

COMMODITY PRICE RISK
PEF is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other energy-related products marketed and
purchased as a result of its ownership of energy-related assets. PEF’s exposure to these fluctuations is signilicantly limited by its cost-based regulation. The

FPSC allows PEF to recover certain fuel and purchased power costs to the extent the FPSC determines that such costs are prudent. Therefore,
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while there may be a delay in the timing between when these costs are incurred and when these costs are recovered from the ratepayers, changes from year to

year have no material impact on operating results. See “Commodity Price Risk™ discussion under Progress Laergy above and Note 17 for additional
information with regard to PEF’s commodity contracts and use of derivative financial instruments
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ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following financial statements, supplementary data and financial statement schedules are included herein:

Page
Progress Energy, Inc. (Progress Energy)
Report of Independent Registered Public Accounting Firm 118
Consolidated Statements of Income for the Years Ended December 31. 2008, 2007 and 2006 119
Consolidated Balance Sheets at Decenber 31, 2008 and 2007 120
Consolidated Statements of Cash Flows for the Years Ended December 31, 2008, 2007 and 2006 121
Consolidated Statements of Changes in Common_Stock Equity for the Years Ended December 31, 122
2008, 2007 and 2006
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2008, 2007 123
amd 2006
Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc. (PEC)
Report of Independent Registered Public Accounting Firm 124
C ons()lululed Statements of Income for the Years Ended December 31. 2008, 2007 and 2006 125
. alance Sheets at December 31, 2008 and 2007 126
C onsohd.\lui Statements of Cash Flows for the Years Ended December 31, 2008, 2007 and 2006 127
Consolidated Statements of Changes in Commen Stock Equity for the Years Ended December 31 128
2008, 2007 and 2006
Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2008, 2007 128
and 2006

Florida Power Corporation d/b/a Progress Energy Florida, Inc. (PEF)

Report of Independent Registered Public Accounting Firm 129

Statements of Income for the Years Ended December 31, 2008, 2007 and 2006 130

Balance Sheets at December 31, 2008 and 2007 131

Statements of Cash Flows for the Years Ended December 31, 2008, 2007 and 2006 132

Statements of Changes in Common Stock Equity for the Years Ended December 31, 2008, 2007 133
and 2006

Statements of Comprehensive Income for the Years Ended December 31, 2008, 2007 and 2006 133

Combined Notes to the Financial Statements for Progress Energy, Inc,, Carolina Power & Light Company d/b/a
Progress Energy Carolinas, Inc. and Florida Power Corporation d/b/a Progress Energy Florida, Inc

Note 1 — Organization and Summary of Significant Accounting Policies 134
Note 2 — New Accounting Standards 143
Note 3 — Divestitures 144
Note 4 — Property, Plant and Equipment 150
Note & —Receivables 155
Note 6 — Inventory 136
Note 7 — Repulatory Matters 156
Note 8 — Goodwill and Intangible Assets 165
Note 9 - FEquiry 166
Note 10 ~ Preferred Stock of Subsidiaries — Not Subject to Mandatory Redemption 172
Note 11 — Debt and Credit Facilities 173
Note 12 — Investments 177
Note 13 — Fair Value Disclosures 178
Note 14 — Income Taxes 186
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Page
Note 15 — Contingent Value Qbligations 194
Note 16 — Benefit Plans 195
Note 17 — Risk Management Activities and Derivatives Transactions 205
Note 18 — Related Party Transactions 209
Note 19 — Financial Information by Business Sepment 210
Note 20 — Other Income and Other Expense 212
Note 21 — Envirommental Matters 213
Note 22 — Commitments and Contingencies 217
Note 23 — Condensed Consolidating Statements 224
Nate 24 — Quarterly Financial Data (Unaudited) 233

Each of the preceding combined notes 1o the financial statements of the Progress Registrants are applicable to Progress Lnergy.
Inc. but not to cach of PEC and PEF. The following table sets forth which notes are applicable to cach of PEC and PEF.

Repistrant Applicable Notes
PEC 1,2, 4 through 9, 11 through 14, 16 through 22 and 24
PEF 1, 2, 4 through 9, 11 through 14, 16 through 22 and 24
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INC.:

We have audited the accompanying consolidated balance sheets of Progress Energy, Inc., and its subsidiaries (the Company) at December 31, 2008 and 2007,
and the related consolidated statements of income, comprehensive income, changes in common stock equity, and cash flows for each of the three years in the
period ended December 31, 2008. Our audits also included the consolidated financial statement schedule listed in the Index at Item 15 These financial
statements and financial statement schedule are the responsibility of the Company's management. Our responsibility is to express an opinion on the financial
statements and financial statement schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statemenls are free of material misstatement. An audit includes
examining, on a test basis, evidence supporling the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation We believe that our audits
provide a reasonable basis for our epinion

In our opinion, such consolidated financial statements present faisly, in all material respects, the financial position of the Company at December 31, 2008 and
2007, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2008, in conformity with accounting
principles generally accepied in the United States of America. Also, in our opinion, such consolidated financial statement schedule, when considered in
relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein

As discussed in Notes 2, 14 and 16 to the consolidated financial statements, on January 1, 2008 the Company adopted Financial Accounting Standards Board
Staff Position No. FIN 39-1, on January 1, 2007 the Company adopted Financial Accounting Standards Board Interpretation No. 48 and on December 31,
2006 the Company adopted Statement of Financial Accounting Standards No. 158

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company’s internal control
over financial reporting at December 31, 2008, based on the criteria established in Irernal Control — Integrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway Commission, and our report dated March 2, 2009, expressed an unqualified opinion on the Company’s internal
control over financial reporting.

/s/ Deloitte & Touche LLP

Rateigh, North Carolina
March 2, 2009
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(in millions excepl per share data)

Years ended December 31 2008 2007 2006
Operating revenues $ 9167 % 9153 3 8724
Operating expenses
Fuel-used in electric gencration 3,021 3.145 3.008
Purchased power 1,299 1,184 1.100
-Operation and maintenance 1,820 1,842 1.583
Depreciation. amorhzanon and accrelion 839 905 1,011
Taxes other than on income 508 501 500
Other 3) 30 35
Total operating expenses 7,484 7.607 7237
Operating income 1,683 1,546 ].487
Otherincome (expense) o [ i ’
Interest income 24 34 59
“Allowance Tor equity funds used-during construclion 122 51 21
Other, net an () (37)
- Total other income;, net - =129 78 43
Interest charges
“Interest ch.n ges : 679 605 631
Adlos forborrowed-funds used-durine.consirneiion (40) (17) (1)
Total interest charges, net 639 588 624
Income hom continuing oper ations before income tax and minority mtcust 1,173 1,036 906
Income tax expense 395 - 334 339
Minority interest in subsidiaries’ mwnw, net of tax (5) (9) (16)
Income lrom continuing operations 773 693 551
Discontinued oper .mons, net of tax 57 (189) 20
Net income S8 830 8 5048 571
Average common shares outstanding — basic 260 256 250
Basic earnings per common share SRR
Income from continuing operations $ 297 $ 271§ 2. 20
Digcontinued operations, net of tax 0.22 {0.74) 0.08
Net income $ 3.19 $ 197§ 228
Diluted earnings per commeon share :
__Income from continuing operations $§ 29 $ 270 % 220
““Discontinued operations, net of tax 0.22 {0.74) 0.08
Net income $ 3.18 1.96 3§ 228
Dividends declared per common share $. 2465 % 2445 -§-2423

See Notes to Progress Energy, Inc Consolidated Financial Statements
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(in millions)
December 3]

2008

2007

ASSETS

Utility plant
Utility :plantin-service
Accumulated depreciation

$ 26,3268 25,327
(11.298) (10.895)

“Utihity plant 1o service, net 15,028 5004, 432
Held for future use 38
Construction work in progress 2,745, 765
Nuclear fuel, net of amortization 482 371
‘Total utility plant, net 18203 16,605
Current assets
Cash and cash equivalents v 180 255
Receivables, net 867 1,122
“HInventory - 1,239 599
Regulatory assets 533 154
“Derivative collateral posted 383
Income taxes rcccivablc 194 24
- Assets 1o be divested | R )
Prepayments and other current assols 154 Gt
- Total current assets 3,520 02,802
Deferred debits and other assets :
Regulatory assets ‘ 2,567 946
Nuclear decommissioning trust funds 1,089 1,384
“Miscellaneous other property dand investments = LG A4 E
Goodwill 3,655 3,655
“rDerivative assets RN B
Other assets and deferred debits 302 379
1 Total deferred debits and other assets : 8.060 5,931

Total assets

329,873 S 26,338

CAPITALIZATION AND LIABILITIES
Commion stock equity

“Common’stock without par value, >00 mll]xon sharcs authombd 264 nn]hon dnd 260 mllhon shdrcs 1ssu<,d and

‘outstanding. respectively

S e 6‘2063 6028“

Unearned ESOP shares (1 million and 2 million shares, rcspecm ely) (25) (37)
Accumulated other comprehensive loss A16) (3
Retained earnings 2,622 2.438
Total conmon stock equity 8,687 8.395
Preferred stock « of subsidiaries — not subject to m antl.1t01 y 1 cdcmphon 93 93
Minority interest - G e B
Long-term debt, affiliate 272 271
Long-term debt, net 10,387 08,466,
Total capitalization 19,445 l7 309
Current liabilities L :
Current portion of long- -term dLbl - 877
Short-tenn debt 1,080 2010
_Accounts payable Lz 819
Interest accrued © S1eT 1735
Dividends declared 164 160
Customer deposits 282255
Regulatory labilities 6 173
Derivative labilities 493 57
~Liabilities to be divested -
Other current liabilitics 412 579 :
Total current liabilities 3,486 3 302
Deferred credits and other liabilities i
Noncurrent income tax Jiabilities 818 ,36]'
Accumulated deferred investment tax credits 327139
Regulatory liabilities 2,181 2,554
Asset retirement obligations 31,471 70001,.378
Accrued pension and other benelits 1,594 763
Capital lease ablipations 23107000239
Derivative liabilities 269 17
Other liabilities and deferred credits 253 2276
Total deferred credits and other liabilities 0, 942 5 727

Commitments and contingoncics {Notes 21 :and 22)

Total capitalization and liabilities

$ 29873 5 26338

See Notes to Progress Energy, Inc. Consolidated Financial Statements
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Years ended December 31 2008 2007 2000
Operating activities
Net income S 830 § 504 % 571
Adjustments 1o reconcile net income to net cash provxdcd by operating activities
““Impairment of asscts = - 174
Dcprccmlxon amorlization and accretion 957 1,026 1,190
"“Deferred inconie taxes and investment tax credits, net 411 177 (231)
Deferred fuel (credit) cost (333) 117 396
Deferred income : e (128) (69)
Allowance for equity funds used during construction {122) (5hH 21
“Other adjustments to net income : 66 175 109
Cash provided (used) by clmn;.cs in opcrann;z assels :md liabilities
Receivables : 233 (186) 59
Inventory 237) (11)  (168)
Derivative collateral posted 340 55 - {52)
Prepayments and other current assels 7 35 (81)
Income faxes, net ae9y (275 197
Accounts payable 77 (40) 34
Other-enrrenthabilitios 7103) Q1 s 10
Other assets and deferred debits (44  (198) (70)
Other habilities and deferred credits (15) (29) -~ (27)
Net cash pr ovided by opcl ating .lctlvmos 1218 1.252 2.00]
Inv cstmgnchwtles : o
Gross property additions (2,333) (1,973) (1,572)
Nuclear fuel ‘additions (222) - (228) - (114)
Proceeds from sales of discontinued operations and other assets, net of cash dlveslcd 72 675 1,657
Purchases of ‘available-for-sale gecurities and otlier investments (1,590) (1,413) (2,452)
Proceeds from available-{or-sale securities dnd other mvcstmenls 1,534 1452 263
Other investing activities {2y 30 (23)
Net cash (used) provided by mvcstms_ .lctwlhcs (2.541) (1.457) 127
Finiancing activities . : S : :
Issuance of common stock 132 151 185
Dividends paid on common stock ©42) - (627)  (607)
Payments of short-term debt with original maturities greater than 90 days (176) - -
Proceeds from issnance of short-terin debt with original maturities greater than 90 days 29 176 -
Net mcrease (dccrcasc) in short-term debt 1,096 25 (175)
Proceeds from issuance of long-term debt; net’ 1,797 739 397
Retirement of long-term debt (877)  (324) (2.200)
Cash distributions to minority interests of consolidated subsidiaries (85) (10 79
Other financing actvities (26) 65 11
Net cash provided (used) by financing activities 1.248 195 - {2.468)
Net decrease in cash and cash equivalents (75) (10)  (340)
Cash and cash equivalents at beginning of year 2585 265 605
Cash and cash cquivalents at end of year $ 180 5 255 8% 265
Supplemental disclosures
Cash paid during the year
Y Interest, net of amount capitalized $ 612 % 585 % 06Y8
Income taxes, net of refunds 152 176 311
Significant noncash transactions :
Capital lease obligation incurred - 182 54
“Note receivable for disposal of ownership interest in Ceredo - 48 -
Accrued property additions 334 329 23]

See Notes to Progress Energy. hic Consolidated Financial Statements
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Accumulated
Other
Common Unearned Comprehensive
Stock Outstanding ESOP (Loss) Total Common Stock

(inmillions except
per share dala) Shares Amount Shares Income Retained Eamings Equity
Balance, —— - T e O S
December 31, S S : o L
2005, as restated ;- I T L S : S

(See’Note 1B) 252 =8 5,571 fir) (63) 80 (104) b 2,607 08 s 8,011
Net income - - - 571 571
Other/ 140 ST LIl B
comprehensive : el o :
loss. ‘ = Sl (18) B R 18
Comprehensive
income 553
Adyustment to 5 T e e SR
~Cmitially apply ™ G

“SFAS No. 158, S S
“netoltax - = - = - 3 w3
Issuance of shares 4 70 - - - 70
Stock options : S e R e =
cxercised 115 - - = 115
Purchase of
resiricted stock ®) - - - ®)
Allocation of o : S
ESOP shares 13 13 = - 26"
Stock-based
compensation
expense 30 - - - 30
Dividends ($2.425 GO CEr e
per.share) g - — - SU611) G611
Balance,
December 31,
2006, as restated

(See Note 1B) 256 5,791 50 (49) 2,567 8,259
Net income - i T 504 504
Other
comprehensive
income - - 15 - 15
Comprehensive 770 T e T T
income 519-
Adjustment 10
initially apply
FASB

Interpretation R IR S R SR e

No. 48 - SRR - - (2) w BEHR)
Issuance of shares 4 46 - - - 46
Stack options o e L
exercised 105 - - - 105
Allocation of
ESOP shares 15 13 - - 28
Stock-based . e s e
compensation - Caiin et
expense 71 - - = T
Dividends ($2 445
per share) - ~ — (631) (631)
Balance, TR R
December 31, : s
2007, as restated : o ARG P

{See Note 1B) 260 6,028 (KX G4 - 22,438 CTU8,395
Net income - - - 830 830
Other : e R
comprehensive v T A I E s e
loss - - (82) - o (83
Comprehensive
income 748
Issuance of i : LR e Y
shares 4 131 - - —~ “131%
Stock options
exercised 1 - - - 1
Allocation of : - i
ESOP shares 13 12 - - 25
Stock-based
compensation
expense 33 - - ~ 33

Dividends (32.465
per share)
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Balance,
December 31,
2008 264 $ 6,206 $ (25) S (116) b 2,622 $ 8,687

See Notes to Progress Energy, Inc Consolidated Financial Statenients.
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PROGRESS ENERGY, INC
CONSOLIDATED STATEMENTS of COMPREHENSIVE INCOME
(in millions)
Years ended December 31 2008 2007 2006
Netincome : Sl = S o 8830850408 0571
Other compr chcnswc mu)mc (Ioss)

Reclassificalion adjustmients included-in net income : : i L
Change in cash flow hedges (net of tax (expense) boncft of $(2), S(K)and 528 rcspcchvcly) 3 4 (46)
Cfmngc inimrecognized items for pension and other pastretirement benefits (net of tax expense of $1:and 81, respeclively) i i L o

Ncl unrealized losses on cash flow hedges (net of tax benefit of $24, $8 and $16, respectively) o (37) (13) 23

Net unrecognized ilems on pemxon and olhcr postretirement benefits (m.,l of tax benefit (cxpense) of £29 and $(16), - S L
: respecuvcly) : o : : e (49) 3o
Minimum pension liability adjustment (net of tax (:\pcnsc of $%0) 48

I Other (net of tax benelit of $1.-$3'and $-. respectively) - R L I R T s VS SRRt R (1) 3

Othey comprehensive (]oss) income (82) 15 (18)
Cmnnuhenswcmcomc" : : G S S S ; $748 $519:85:553

See Notes to Progress Energy, Inc Consolidated Financial Statements.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS,
INC.:

We have audited the accompanying consolidated balance sheets of Carolina Power & Light Company d/bla Progress Energy Carolinas, Inc., and its
subsidiaries (PEC) at December 31, 2008 and 2007, and the related consolidated statements of income, comprehensive income, changes in common stock
equity, and cash flows for each of the three years in the period ended December 31, 2008. Our audits also included the consolidated financial statement
schedule listed in the Index at [tem 15. These inancial statements and financial statement schedule are the responsibility of the Company's management. Our
responsibility is to express an opinion on the {inancial statements and linanciaf statement schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are {ree of material misstatement PEC is not required to
have, nor were we engaged 1o perform, an audit of its internal control over financial reporting. Our audits include consideration of internal control over
financial reporiing as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of PEC’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion

In our opinion, such consolidated financial statements present fairly. in all material respects, the financial position of PEC at December 31, 2008 and 2007,

and.the.ras operations and their cash flows for cach of the three vears in the period ended December 31, 2008, in conformity with accounting

principles generally accepted in the United States of America. Also, in our opinion, such consolidated Imancial stateiment schedute, Whel comstdered
relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein

As discussed in Notes 2, 14 and 16 to the consolidated {inancial statements, on January 1, 2008 the Company adopted Financial Accounting Standards Board
Staff Position No. FIN 39-1, on January 1, 2007 the Company adopted Financial Accounting Standards Board Interpretation No. 48 and on December 31,
2006 the Company adopted Statement of Financial Accounting Standards No. 158

/s Deloitte & Touche LLP

Raleigh, North Carolina
March 2, 2009
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(in millions)

Years ended December 31 2008 2007 2006
Operating revenues - 5 4,429 8§ - 4385 9 4.086
Opcr.mng expenses
“Fuelused in eleciric generation 1,346 1,381 1,173
Purchased power 346 302 334
Operation‘and maintenance I 1,030 1,024 50000 5030
Depreciation, nmortlzallon and dCClCthH 518 519 571
“Taxes other than on income 198 192 =191
Other (5) (2) -
"Total operating expenses ' 3.433 3.416: 3:199:
Operating income 996 969 887
Otherincone: i e S B :
Interest income ] 12 21 25
Allowance Torequity funds used during construction 27 10 s
Other, net 4 6 21
i Total'other income, net: 0 43 <370 50:
Interest chﬂrncs ‘ .
210 2918 USSR Al 1)
Allowancc for bo: rowed hmds used dunmz construchon {12) (5) (2)
Total interest charges; net’ B 07 2 0 2 S
Incomc before income tax 832 796 722
Income tax expense: - 298 205 2635
Net income 534 301 i 457
Preferred stock dividend requirenient 3 j 3
Net income available to common stoclholders 3 531 8 498 $ 454

See Notes 1o PEC Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS
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(in millions)
December 31

2008 2007

ASSETS

Utility plant
Utility ‘plant in service
Accuniulated depreciation

$15,698 $15,117
(7,352 (7.097)

Utility plant'in service, net -
Held for [uture use
“ Construction work in progress
Nuclear fuel, net of amortization

8,346 8,020
3 2

660 566
376 292

< Total utility plant. net. =

0,385 8.880

Current assets

Cash and cash equivalents - 18 25
Receivables, net 502 446
“Recervables-from-affiliated companics 29 42
Notes reccwable Irom atﬁlmied compames 55 -
Slaventory i ; 633 510
Deferred lucl cost 207 148
- Income taxes receivable s 98 8
Prepayments and other currenl as%ls 28 6O
Total current assets 1,570 1.239
Dclm red debits and other nsscts
“Regulatory assels 1,243 680
Nuclear dccomnnssnomng trust funds 672 804
““Miscellancous other property-and investments 197 192
Other assets and deferred debits 98 160

Total deferred debits and other assets - L T

2210 1836

Total assets

$13.165 $11.955

CAPITALIZATION AND LIABILITIES . -
Common stock equity

‘Common stock without par value, 200 million shares authorized, 160 million shares issued and outstanding

Unearned ESOP common stock

$ 2,083 $ 2,054
25 (37)

“Accumulated other comprehensive loss (35) (10)
Retained earnings 2.278 1.745
~Total common stock equity 4,301 3.752
Preferred stock — not subwct to m'\ml.norv 1cd cmptmn 59 59
Long-term debt, net 3,509 - 3.183

7,869 6.994

Total c.lmhlu.mon
Current liabilities . i

~ Current portion of 101)u—tcr111 debl ] - 300
“8hortstermidebt 110 -
Notes payable 1o affiliated compnmes - 154
“Accounts payable : 377 308
Payables 10 affiliated compamcs 82 71
Tmterest accrued : : 39 58
Customer deposits 82 70
“Derivative liabilities:: B2 19
Other current !_E]bl]]llcs 173 190
Total current liabilities : - 965  1.170
Deferred credits and other liabilities
“Noncurrent income tax liabilities : 1,111 936
Accumuljated deferred anLSthm lax credns 115 122
Regulatory labilities - 987  1.098
Asset retirement obligations 1,122 1,063
“*Acernicd pension and other benefits - 856 459
Other liabilities and deferred credits 140 113

“Total deferred credits and other liabilities

4331 3.791

Commmncnts and contingencies (Notes 21 and 22)

~Total capitalization and liabilities

$13,165 $11.955

See Notes to PEC Consolidated Financial Statenients
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(in millions)
Years ended December 31 2008 2007 2006
Opcrating activitics
Netincome & ~$ 834§ 301 § 437
Adjustments 1o [‘CCOllCllG nel income to net cash pm\'lded by opemtmn acuvmes
-Deprccxatmn amortization and accretion 616 608 636
Deferred income taxes and investment tax credits, net 204 41 (59)
- Deferred fuel (credit) cost: 1 48 (8)
Allowance for equity funds used durmg constmcuon Q@7 (10) [C))
~Other adjustmenis 1o net income 45 (37) (19
Cash (used) provided by chanqes in opemung assets and ]mbllmes
" Recervables - : 61y (16) 33
Rcccxvablcs trom alﬁlmtcd companies 13 (15) 9
Crlnventory T (119 (10) 7 (69)
) Plepaymems and other cunem asscts 4 (17) 10
ncometaxes. net (16) (37 (24
Accounts payable 42 33 39
““Payables to-affilialed companies 11 (37) 32
Other current liabilitics 34 29y (16)
~Otherassetsand deferred debits. 28y 38
Other liabilities and deferred credits (55) 23 ()
“::Net cash provided by operating activities 7 1,061 - 1:018 1,094
Im esting activities
Gross praperty additions (760).:(757) +{(703)
Nuclear fuel additions ) (179) (184) (102)
Purchases of available-for-sale securities and ofher invesiments (682) --(603) (8906)
Proceeds from available-for-sale securities and other mvcslmems 626 622 1,006
Changes in advances to affiliated companies R C(RS) 24 (24)
Other investing activities 8 6 (1)
“Net ¢ash used by investing activities CLRE(1,042)05(892) © (722
Financing activities }
Dividends paid on preferred stock: 3 3) 3
Dividends paid to parent —  (143) (339
Net increase (decrease) in short-term debt 110 - =t (13
Proceeds from issuance of long-term debt, net 322 - -
Retirement of long-term'debt -+ +22(300) +(200) -
Changes in advances from aitlhmcd compamcs (154 154 (1
Contributions from parent : ERCREE L RO A ] -
Other financing activities (16) (1) —
- Net 'cash used by financing activities (26).5(172). 1 (426)
Net decrease in cash and cash equivalents () (46) (54)
Cash and ‘cash equivalents at beginning of year P28 7128

Cash and cash equivalents at end of year

§ 183 258 7l

Supplemental disclosures :

Cash paid during the year
Inferest, net of amount capitalized
Income taxes, net of refunds

Slgmilcant noncash transactions
Accrued property additions

“§0193 8

"
9

210°$ 210
291 347
87 104

See Notes to PEC Consolidated Financial Statements.
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Unearned Accumulated Other Total Common
Common Stock Qutstanding ESOP Comprehensive (Loss) Stock
Common Retained

(int millions) Shares Amount Stock Income Larnings Equity
Bnlance Deceml)ex 31, 2005 as. . . e . : - i

(SeL Nom 1B) 160 8 1,981 1008 B3 § i {1200 8 1,203 % : 3 091
Net income ) - - - - 457 457
Other.comprehensive income - - 36 R 36
Comprehensive income 493
Adjustment 1o initially app]y ST‘AS wnii ST

N0 158, met oftayy fi i D T R T L i 83 - “183
Stock-based compensation expense 10 - - - 10
Allocation of ESOP shares 19 13 = = 32
Preferred stock dividends at stated
rales - - - (&) (3
Dividends paid to parent = - - (339 (339)
Tax benefit dividend - - ~ (4) (4)

ce, December 31,2006, as e TR .

(Scc Not( lB) ~160 2,010 (50) - 1) 1,404 ~3,363
Net income - - 501 501
Other comprehensive Joss - - (9) - 9
Comprehensive income 492
Adjustment to initially ‘apply FASB -~ i g

Interpretation No. 48 - - - (6) (6)

Stock-based compensation expenise 24 v [ - T w24
Allocation of ESOP shares 20 13 - - 33
Preferred; stock dmdcnds at statcd : ; S
rates i : - = 3) )]
Dividends pand to parent - - - (143) (143)
Tax benefit dividend : ‘ - -~ - {8) (B
Balance, December 31, 2007, as
restated

(See Note 1B) 160 2,054 37 (10) 1,745 3,752
Net income - - - 534 534
Other comprchensive loss - - (25) - 25
Comprehensive income. -0 S i 500
Stock-based compensation
expense 13 - - - 13
Alocation of ESOP shares 16 12 - = 28
Preferred stock dividends at
stated rates B . o - ) 3)
Tax benefit dividend o e — S 2 2
Balance, December 31, 2008 160 S 2,083 $ (258 35 % 2278 § 4,301
CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC
CONSOLIDATED STATEMENTS of COMPREHENSIVE INCOME
(in millions)
Years ended December 31 2008 2007 2006

Net income
Other comprehensive income (loss)
Reclassification adjustniénts imcluded 1n net income -
Change in cash flow hedges (net of tax expense of $1) 1
Netunrealized losses on cash flow hedges (net of tax benefit of $17, $4 and $2, respectively) . (26) -

%534 85018 457

5 2
Minimum pension liability adjustment (net of tax expense 0f$2?) - (-) .§6)
Other (net of tax bencfit of $- $1 and $1. respectively) - e L Y 2
Other comprehensive (loss) income (25) (9 36
Comprehensive income 185098492 8 493

See Notes ro PEC Consolidated Financial Statemerits.

128




Case No, 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 135 of 307

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
TO THE BOARD OF DIRECTORS AND SHAREHOLDER OTF FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC :

We have audited the accompanying balance sheets of Florida Power Corporation d/b/a Progress Energy Florida, Inc (PEF) at December 31, 2008 and 2007,
and the related statements of income, comprehensive income, changes in common stock equity, and cash flows for each of the three years in the period ended
December 31, 2008. Our audits also included the financial statement schedule listed in the Index at Item 15. These f{inancial statements and financial
statement schedule are the responsibility of the Company's management. Our responsibility is to express an opinion on the financial statements and financial
statement schedule based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. PEF is not required to
have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audits include consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of PEF’s internal control over financial reporting Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall {inancial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, 1he financial position of PEF at December 31, 2008 and 2007, and the results
of its operations and its cash flows for cach of the three years in the period ended December 31, 2008, in conformity with accounting principles generally
acceplted in the United States of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic financial statements
taken as a whole_ presents fairly. in all material respects, the information set forth therein.

As discussed in Notes 2, 14 and 16 to the financial statements, on January 1, 2008 the Company adopted Financial Accounting Standards Board Stafl Position
No. FIN 39-1, on January 1, 2007 the Company adopted Financial Accounting Standards Board Interpretation No. 48 and on December 31, 2006 the
Company adopted Statement of Financial Accounting Standards No. 158

/s/ Deloitte & Touche LLP

Raleigh, North Carolina
March 2, 2009
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Years ended December 31 2008 2007 2006
Operating revenucs o - - 84,731 54.749 84639
Operating expenses
Fuel used in-clectric generation e 1,675:::1,764 1,835
Purchased power 953 882 766
Operation and mainienance i SRR L RO ) o R kT 684
Depreciation, amortization and accretion 306 366 404
““Taxes otherthan onincome =i 7000 RO 10309 004309 10309
Other (5) 8 (2)
s Fotal operating expenses oo 081 00163403996
Operating income 680 586 043
Other income (expense) - A o : : :
Imerest income 9 9 15
Allowance for equity funds used duriig construction =795 4] 17
Other, net (10) (2) (43}
“Total.otherincome,met it L9 g8 28
Interest charges )
Interesteharaos il iRy T - g Rl T R
Allowance for borrowed funds used during construction  (28)  (12) (5)
“Totalinterestchargesymet =~ oo 0 208 1735130
Income before income tax 566 461 521
Inconie tax expense e : ; oo 8 e 440103
Net income 385 317 328
Preferred stock dividend requirenient - : 20D 2
Net income available to common stockholders $ 383 § 315 3% 326

See Notes to PEF Financial Statements.
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(i miillions)
December 31

2008 2007

ASSETS

Utlity plant
Utility plant in service
Accumulated depreciation

810,449 £10,025
(3,883) (3.738)

“Utility ‘plant i service, net -

6,564 6,287

Held for future use 35 35
Construction work in progress 2,085 1,199
Nuclear fuel, net of amortization 106 79
Total utility plant net 8,790 7,600
Current assets
Cash and cash equivalents™ 19 23
Receivables, net 362 351
Receivables from affiliated companies - 158
Notes receivable Irom allllxalc,d commmc.s - 149
‘Inventory : 606 484
Regulatory assets 326 6
“Derivative assets . g 83
Denvative collaieral posl'(.d 335 —
Prepayments and other current assets ~130 83
Total current assets 1,802 1.187
Deferred debits and other assets :
Regulatory assets 1,324 266
“Nuclear decommissioning trust funds 417 580
Miscellaneous other property and mvcstmcms 37 46
Derivative assets =000 : 1 100
Prepaid pension cost - 221
Other assels and deferred debits 106 63

Total deferred debits ‘md other assets

1,879  1.276

Total asséts

$12,471:$10.063

CAPITALIZATION AND LIABILI] 1ES
Common stock equity

Common stock without par valuc 60 million sharcs aulhonnd 100 shares issued and oumandmg $1, 116 $ 1,109

Accumulated other comprehcxmvc loss
Retained earnings

Total common stock equity

Preferred stock — not subject to nmndatorv ledempnon
Long-term debt, net =i

Total capitalization

Current liabilities :
Current portion of Jong- lcrm dcbt
~Short-term débt -
Notes payable to afhhatcd companics
Accounnts payable
Payables to amlmtcd compames
“Interest accrued -
Customer dCDObliS
“"Regulatory habilities -
Derivative liabilities
Other current habilities -

Total current labilities

Deferred credits and other liabilities
Noncurrent income tax liabilities
Accumulated deferred investiment tax credits
Regulatory liabilities
Asset retirement obligations
Accrued pension and other benefits
Capital lease obligations
Derivative Labilities
Other liabilities and deferred credits

Total deferred eredits and other liabilities

1M (3
2,284 1901
13,399 3,002
34 34
4,182~ 2,686
7.615 5722
- 532
371 -
72 -
514 473
35 87
51 57
200 185
TG T3
380 38
122 92
1,771 1.637
634 401
12 17
1,076 1.330
349 315
494 304
216 224
209 9
95 104
3,085 2704

Commitments and contingencies {Notes 21 and 22)

Total capitalization and liabilities

$12,471 $10.063

See Notes to PEF Financial Statenmients
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA. INC
STATEMENTS of CASH FLOWS
(in millions)

Years ended December 31 2008 2007 2006
Operating activities
Net income : : i $ 385 '8 317 %328
Adjustments 1o reconcile net income 1o net cash prowdcd by operalma acuvllles
Dcpmuauon amorlizalion and aceretion S 320 385 433
Deferred income taxes and investment tax ClCdllS net 130 44) (48)
Deferred fuel {credit) cost 00 (262) 69 404
Allowance for equity [unds used dmma constr ucuon (95) (41) (17)
Other adjustments to netincome 40 77 36
Cash (used) provided by chanocs in opcr‘mng assets and ln.xbxhlles
“ooReceivables i i A (26) «(8) (39)
Receivables from aihllatcd compamcs (0} 3 -
Inventory ¢ ; : 122) (35) (128)
Derivative collateral posted . o 323 47 (47)
Prepayments and other current assels - 15y 25 10
Income 1axes, net - 3 (56)
Accounts pavable - Lo ; : : ; 48 43719
Payables to aftiliated compamcs 32) 29) 13
SOthercnmentligbilities o0 R : - R 6 £1)) 135 20
Other assets and deferred debits 8®) (44)y 13
- Other liabilitics and deferred credits S S 28 (4) - {(350)
Net cash provided by operating activities 51 799 893
Investing activities RN : s
Gross property additions ) . . ) (1,552) (1,214) (727)
Nuclear fuel additions : (43) 44) - (12)
Purchases of available-for-sale securities and other investinents (782)  (640) (625)
Proceeds from available-for-sale securities and other investments: 5 784 640625
Changes in advances to affiliated companies o 149 (149) -
Proceeds from sales of assels {o affiliated companies S 12 : =
Other investing aclivities (7) 5 4
Net cash used by investing activities - = oo (1L,439) (1.402) (735)
Financing activities
Dividends paid on preferred stock ‘ : @ 2y (@
Dividends paid to parent - - (234)
Netincrease (decrease) in short-term debt - : E 371 — (102)
Proceeds from issuance of long-term debt, nct 1,475 739 -
Retirement of long-tenn debt = i (332) (89) (48)
Changes in advances from affihated compamcs ) 72 (47) 34
Other {inancing activitics o : s : —‘ 2 (1)
Net cash provided (used) by financing activities 1,384 603 (353)
Net decrease’in cash and cash equivalents 7577 T : (€)} TL10(195)
Cash and cash equivalents at beginning of year 23 23 218
Cash and cash equivalents at end of veay " ; $ o9 s 02385 023

Supplemental disclosures
Cash paid during the year : :
Interest. net of amount capitalized § 2058 149 §152

Income tdxes, net of refunds e O . 82 184 296
Significant noncash transactions ‘ o ) )

Capital lease obligation mcurred . ‘ - 182 54

Accrued property additions 231 238 119

See Notes to PEF Financial Statements
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC
STATLEMENTS of CHANGES in COMMON STOCK EQUITY

Accumulated
Other
Common Stock
Qutstanding Comprehensive
(in millions except
shares outstanding) Shares

Amount Loss

Retained

Total
Common
Stock

LEquity

Balance, , R RS
December 31, 2005 - - o100 8
Net income

Other. ; SRR . S
comprehensive loss - - R (1)
Comprehensive

mcome

Stack-based

compensation SRR P R S :
expense’ : : ‘ : 3 =

Preferred stock

dividends at stated

1097 0§ L 5

Earnings

1,498
328

o

2595
328
SRS (12

327

rales = -
Dividends paid to ‘ SR o
parent RN L ERERE S S
Tax benefit

dividend = -

(234
(2)

Balance, -
December 31, 2006
Net income

Other :
comprehensive Joss : = B!
Comprehensive
income
Stock-based
compensation
axpense

Preferred stock
dividends at stated
rates - ) -
Tax benefit : ; : : :

dividend O : : =

100 1100 ‘ ' : eh)

2
(2)

2,687
317

M

310

(2)
2)

Balance,

December 31, 2007 100
Net income S L
Other

comprehensive

income _ 7
Comprehensive ;

income

Stock-based

compensation

expense 7 —
Preferred stoek : = s : » L
dividends at stated : : . R :
tates i : : S ’ : -

1,901
385

2

3,002
385

392

)

Balance,
December 31, 2008 100 $

{25]

1,116 $ o))

2,284

M

3,399

FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC
STATEMENTS of COMPREHENSIVE INCOMI

(inr millions)
Years ended December 31

2008 2007 2006

Net income
Other comprehensive income (loss) ) o . )
Net unrealized gains (losses) on cash flow hedges (net of 1ax (expense) benefit of $(5), $5 and $1. respectively)

$385 $317 §328

7D (1)
7. (1)

Other comprehensive income (loss)
Compyrehensive income :

$392 $310 $327

See Notes 1o PEF Financial Statements
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PROGRESS ENERGY, INC
CAROLINA POWER & LIGHT COMPANY d/b/a/ PROGRESS ENERGY CAROLINAS. INC
FLORIDA POWLER CORPORATION d/b/a/ PROGRESS ENERGY FLORIDA, INC

COMBINED NOTES TO FINANCIAL STATEMENTS

In this report, Progress Energy, which includes Progress Encrgy, Inc. holding company (the Parent) and its regulated and nonregulated subsidiaries on a
consolidated basis, is at times referred to as “we.” “us” or “our.” When discussing Progress Energy’s financial information, it necessanily includes the results
of PEC and PEF (collectively, the Utilities). The term “Progress Registrants” refers to each of the three separate registrants: Progress Energy, PEC and PEF.

The information in these combined notes relates to each of the Progress Registrants as noted in the Index to the Combined Notes. However, neither of the
Ultilities makes any representation as to information related solely to Progress Energy or the subsidiaries of Progress Encrgy other than itsclf

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. ORGANIZATION
PROGRESS ENERGY, INC.

The Parent is a holding company headquartered in Raleigh, N.C. As such, we are subject to regulation by the Federal Energy Regulatory Commission (FERC)
under the regulatory provisions of the Public Utility Holding Company Act of 2005 (PUHCA 2005).

Our reportable segments arc PEC and PEF, both of which are primarily engaged in the generation, transmission, distribution and sale of electricity. The
Corporate and Other segment primarily includes amounts applicable 1o the activities of the Parent and Progress Energy Service Company (PESC) and other
miscellaneous nonregulated businesses that do not separately meet the quantitative disclosure requirements as a separate business segment

See Note 19 for further information about our segments
PEC

PEC is a regulated public utility primarily engaged in the generation, transmission, distribution and sale of electricity in portions of North Carolina and South
Carolina. PEC’s subsidiaries are involved in msignificant nonregulated business activities. PEC is subject to the regulatory provisions of the North Carclina
Utilities Commission (NCUC), Public Service Commission of South Carolina (SCPSC), the United States Nuclear Regulatory Commission (NRC) and the
FERC

PEF

PEF is a regulated public utility primarily engaged in the generation. transmission, distribution and sale of electricity in west central Florida. PEF is subject to
the regulatory provisions of the IFlorida Public Service Commission (FPSC), the NRC and the FERC

B. BASIS OF PRESENTATION

These financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America (GAAP) and
include the activities of the Parent and our majority-owned and controlled subsidiaries. The Utilities are subsidiaries of Progress Energy, and as such their
financial condition and results ol operations and cash flows are also consolidated, along with our nonregulated subsidiaries, in our consolidated financial
statements. Noncontrolling interests in subsidiaries along with the income or loss attnbuted to these interests are included in minority interest in both the
Consolidated Balance Sheets and in the Consolidated Statements of Income. The results of operations for minority interest are reported on a net of 1ax basis if
the underlying subsidiary is structured as a taxable entity
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Unconsolidated investments in companies over which we do not have control. but have the ability to exercise influence over operating and financial policies,
are accounted for under the equity method of accounting. These investments are primarily in limited liability corporations and limited liability partnerships,
and the earnings from these investments are recorded on a pre-tax basis (See Note 20). Other investments are stated principally at cost These equity and cost
method investments are included in miscellaneous other property and investments in the Consolidated Balance Sheets. Sce Note 12 for more information
about our investments

Significant intercompany balames and transactions have been eliminaled in consolidation excepl as permitied by Statement of Financial Accounting
Standards (SFAS) No. 71, “Accounting for the Effects of Certain Types of Regulation” (SFAS No. 71), which provides that profits on intercompany sales to
regulated affiliates are not eliminated if the sales price is reasonable and the fture recovery of the sales price through the ratemaking process is probable.

Our presentation of operating, investing and financing cash flows combines the respective cash flows {rom our continuing and discontinued operations as
: g g and g ca P
permiited under SFAS No. 95, “Statement of Cash Flows.”

These combined notes accompany and form an itegral part of Progress Energy’s and PEC’s consolidated financial statements and PEF’s financial statements.
Certain amounts for 2007 and 2006 have been reclassified to conform to the 2008 presentation
RESTATEMENT

During the preparation of our December 31, 2008 financial stalements, we identified an error in accounting for our and PEC's unbilled revenue. The
cumulative impact of this error on beginning retained earnings and common stock equity at December 31, 2005, was a decrease of $27 million

PROGRESS ENERGY

The following table reflects the effects of the restatement on the Consolidated Statements of Changes in Common Siock Equity as of December 31, 20006:

(in mitlions) As Previously Reported Rcslalcmem Adjustments As Restated
Retained earungs : o $ : : 2,594 28 Sl S 27)0% Srrnin2)567
Total common stock equity 8.286 {(27) 8,259

The following table reflects the effects of the restatement on the Consolidated Balance Sheet and Consolhidated Statement of Changes in Common Stock
Equity as of December 31, 2007:

(in millions) As Previously Reported Rcslalemenl Adulslmenls As Restated
Receivables, net 1 el g ' : CoL167 08 45y 8122
Prepayments and other current asscls o } B L 183 B T ¢ T 201
Total current assets 117 : R : 2,829 ‘ SN 2,802
Total assets 26,365 27) 26 338
Retainied earnings ™ ¢ i : 2,465 : : SRR RS ‘2,438
Total common stock equity 8,422 @7 - 8,395
Total capitalization L RIS ; " e : 17,336 : o (Y 1,309
Total capitalization and liabilities 26,365 (27) 26,338

Our net income for the vears ended December 31, 2008, 2007 and 2006 was not materially impacted by this error; accordingly no income adjustments have
been recorded
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PEC

The following table reflects the effects of the restatement on the PEC Consolidated Statements of Changes in Common Stock Equity as of December 31,
2006:

(in millions) As Previously Reported Restatement Adjustments As Restated
Retained earmings = g e R S 14318 RIS LT SRTY S 1404
Total common siock equity 3.390 (27) 3,363

The following table reflects the effects of the restatement on the PEC Consolidated Balance Sheet and Consolidated Statement of Changes in Common Stock
Equity as of December 31, 2007:

(in millions) As Previously Reported Restatement Adjustments As Restated
Receivables; net: v iibri i e i 4918 EE SASYS e A6
Prepayments and other current assels ) 42 o 18 ) 60
Total current asseis = e 1,266 : e (27) w239
Total assels 11,982 ) (27 ) 11,955
Retamed earmings R : ” 1,772 z 35 R v
Total common stock equity ) 3,779 (27) 3,752
Total capitalization <o i RS IR SR a 7,021 e : S @y 0,994
Total capitalization and liabilities 11,982 (27) 11,955

PEC’s net income for the years ended December 31, 2008, 2007 and 2006 was not materially impacted by this error; accordingly no income adjustments have
been recorded

C. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

We consolidate all voting interest entities in which we own a majority voting interest and all variable interest entities (VIEs) for which we are the primary
beneficiary in accordance with Financial Accounting Standards Board (FASB) Interpretation No. 46R. “Consolidation of Variable Interest Entities — an
Interpretation of ARB No. 517 (FIN 46R)

In general, we determine whether we are the primary beneficiary of a VIE through a qualitative analysis of risk which identifies which vanable interest holder
absorbs the majority of the financial risk and vanability of the VIE. In performing this analysis, we consider all relevant facts and circumstances, including:
the design and activities of the VIE, the terms of the contracts the VIE has entered into, the nature of the VIE's variable interests issued and how they were
negotiated with or markeled to potential investors, and which parties participated significantly in the design or redesign of the entity. 1f the qualitative analysis
is inconclusive, a specific quantitative analysis is performed in accordance with FIN 46R.

In December 2008, the FASB issued FASB Stafl Position (FSP) No. FAS 140-4 and FIN 46R-8. “Disclosures by Public Entities (Enterprises) About
Transfers of Financial Assets and Interesis in Variable Interest Entitics,” which is effective [or Progress Energy on December 31, 2008 Tlus FSP amended the
disclosure requirements of FIN 46R. The Progress Registrants™ disclosures required by the FSP are presented below. For purposes of these disclosures, the
maximum loss amounts represent the maximum exposure that would be absorbed by the Progress Registrants in the event that all of the assets of the VIE are
deemed worthless, including any additional costs that the Progress Registrants would incur
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PROGRESS ENERGY

In addition to the variable interests listed below for PEC and PEF, Progress Energy. through its subsidiary Progress Fuels Corporation (Progress Fuels), is the
primary beneficiary of, and consolidates, Ceredo Synfuel, LLC (Ceredo), a coal-based solid synthetic fuels pxoducuon facility that qualified for federal tax
aredits under Scction 45K of the Internal Revenue Code (the Code). In March 2007, we disposed of our 100 percent ownership interest in Ceredo 1o a third-
party buyer. Ceredo ceased operations upon expiration of the synthetic fuels tax credit program at the end of 2007 Our variabie interests in Ceredo are
comprised of an agreement to operate the Ceredo facility on behalf of the buyer through December 2007 and certain legal and tax indemnifications provided
to the buyer. We performed a qualitative analysis to determine the primary beneficiary of Ceredo. The primary factors in the analysis were the estimated
levels of production of qualilying synthetic fuels in 2007, the final value of the related 2007 synthetic fuels tax credits, the likelihood of a full or partial phase-
out of the 2007 synthetic fuels tax credits due to high oil prices, our exposure 1o certain variable costs under the facility operating agreement and exposure
from indemnifications provided to the buyer. There were no changes 1o our assessment of the primary beneficiary during 2007 or 2008. No financial or other
support has been provided to Ceredo dunng the periods presented At December 31, 2008, we had no assets and $20 million of liabilities related to the legal
and tax indemnifications provided 1o the buyer included in other liabilities and deferred credits in the Progress Energy Consolidated Balance Sheets. The
ultimate resolution of the demnifications could result in adjustments to the loss on disposal in future periods. The creditors of Ceredo do not have recourse
to the general credit of Progress Energy. See Note 3J for additional information on the disposal ol Ceredo and Note 22C for a general discussion of
guarantees

PEC
VARIABLE INTEREST ENTITIES FOR WHICH PEC IS THE PRIMARY BENEFICIARY

PEC is the primary beneficiary of, and consolidates, two limited partnerships that quality for federal atfordable housing and historic tax credits under Section
42 of the Code. PEC’s variable interests are debt and equity investments in the two VIEs, PEC performed quantitative analyses to determine the pnmmy

beneficiaries of the two Viks The primary factors in the analyses were The eshimiated economic 1ives of e parmerships ar

estimates of available tax credits, and the likelihood of default on debt and other commitments. There were no changes to PLC s asscssmunt of the pnmary
beneficiary during 2006 through 2008. No financial or other support has been provided to the V1Es during the periods presented. At December 31, 2008, PEC
had assets of $40 million, substantially all of which was reflected in miscellancous other property and investment, and 516 million m long-term debL 57
million in other liabilities and deferred credits and $4 million in accounts payable in the PEC Consolidated Balance Sheets related to the two VIEs, The assets
of the two VIEs are collateral for, and can only be vsed to setile, their obligations. The creditors of these VIEs do not have recourse to the general credit of
PEC and there are no other arrangements that could expose PEC to losses

OTHER VARIABLE INTERESTS

PEC has an equity investment in, and consolidates, one limiled partnership investment fund that invests in 17 low-income housing partnerships that qualify
for federal and state tax credits The investment fund accounts for the 17 partnerships on the equity method of accounting. PEC also has an interest 1n one
power plant resulting from long-term power purchase contracts. PEC’s only significant exposure 1o variability from the power purchase contracts results from
fluctuations in the market price of fuel used by the entity’s plants to produce the power purchased by PEC. We are able to recover these fuel costs under
PEC’s fuel clause. Total purchases from this counterparty were $44 million, $39 million and $45 million in 2008, 2007 and 2006, respectively. The gencration
capacity of the entity’s power plant is approximately 847 megawatts (MW). PEC has requested the necessary information to determine if the investment
fund’s 17 partnerships and the power plant owner are VIEs or to identify the primary beneficiaries; all entities from which the necessary financial information
was requested declined to provide the information to PEC, and, accordingly, PEC has applied the inlormation scope exception in FIN 46R, paragraph 4(g), to
the 17 partnerships and the power plant PEC believes that if it is determined 1o be the primary beneficiary of these entities, the effect of consolidating the
power plant and the investment fund consolidating the 17 partnerships would result in increases to total assets, long-term debt and other liabilities. but would
have an insignificant or no impact on PEC’s common stock cquily, net earnings or cash flows. However. because PEC has not reccived any financtal
information from the counterparties, the impact cannot be determined at this time
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PEF
The following information is provided for PEF’s significant variable interests in VIEs for which PEF 1s not the primary beneficiary:

PEF has a prepayment clause in a building capital lease with a special purpose entity that is a VIE. In accordance with the lease agreement. PEF is not
required to make any lease payments over the last 20 years of the lease, during which period $51 million of rental expense will be recorded in the PEF
Statements of Income. The prepayment clause is PEF’s only variable interest in the VIE and, therefore, PEF’s exposure to loss primarily relates to the
recovery of the prepayments through future use of the rental property. PEF performed qualnullve and quantitative analyses and concluded that it is not
the primary beneficiary of the VIE. The primary factors in the analyses were the lease term, the fact that the lease payments are not variable interests, the
likelihood of construction and casualty risks to the building and the existence of insurance to offset those risks, and the estimated fair value of the building at
the end of the lease term. There were no changes to PEF's assessment of the primary beneficiary during 2006 through 2008. No financial or other support has
been provided to the VIE during the periods presented. At December 31, 2008, PEF had a $4 million prepayment included in prepayments and other current
assets on the PEF Balance Sheets. No liabilities associated with the prepayment clause were recorded . The aggregate maximum exposure to loss at December
31, 2008, is $51 million, which represents the loss if the maximum prepayment of rent at the end of year 20 was not recovered through luture use of the rental
property or from third-party insurers at that time.

PEF has a residual value guarantee in an operating railcar lease agreement with a special purpose entity that is a VIE. The lease agreement has an early
termination clause that permits PET to terminate the lease in certain circumstances. If PEF terminates the fease in accordance with the agreement, it must sell
ihe railcars and remit the proceeds to the lessor plus any amount for which the residual value guaraniee exceeds the realized value of the equipment The
residual value guarantee is PEF’s primary variable interest in the VIE and, therefore, PEF’s exposure to loss is from the potential decrease in the fair value of
the railears. PEF performed qualitative and quantitative analyses and concluded that it is not the primary beneficiary of the VIE The primary factors in the
analyses were the terms of the lease, the probability of exercising the early termination clause, and the estimated fair value of the ralears. There were no
changes 10 PEF's assessment of the primary beneficiary during 2006 through 2008. No financial or other support has been provided to the VIE during the

periods presented. No Jinbilities associaled with the residual value guaranice Wwere 1ecorded as of DECeniber 31, 2008, Decatise e earty termmatton chrose
was not exercised. The aggregate maximum exposure to loss at Dcccmbcr 31, 2008, is $18 million, which represents the maximum loss if’ the early
termination clause were exercised in 2009 and the related railcars were deemed worthless.

D. SIGNIFICANT ACCOUNTING POLICIES
USE OF ESTIMATES AND ASSUMPTIONS

In preparing consolidated financial statements that conform to GAAP, management must make estimates and assumptions that affect the reported amounts of
assels and liqbi]ities, disclosure of contingent assets and liabilities at the date of the consolidated {inancial statements, and amounts of revenues and expenses
reflected during the reporting period Actual results could differ from those estimates

REVENUE RECOGNITION

We recognize revenue when it is realized or realizable and earned when all of the following criteria are met: persuasive evidence of an arrangement exists;
delivery Thas occurred or services have been rendered; our price to the buyer is fixed or determinable; and collectability is reasonably assured. We recognize
electric utility revenues as service is rendered to customers. Operating revenues include unbilled electric utility base revenues earned when service has “been
delivered but not billed by the end of the accounting period. Customer prepayments are recorded as deferred revenue and recognized as revenues as the
services are provided
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FUEL COST DEFERRALS

Fuel expense includes fuel costs or other recoveries that are deferred through fuel clauses established by the Utilities™ regulators These clauses allow the
Utilities 1o recover fuel costs, [uel-related costs and portions of purchased power costs through surcharges on customer rates. These deferred {uel costs are
recognized 1n revenues and fuel expensces as they are billable to customers

EXCISE TAXYES

The Utilities collect from customers certain excise taxes levied by the state or local government upon the customers The Utilities account for sales and use

tax on a net basis and gross receipts tax, franchise taxes and other excise taxes on a gross basis. The amount of gross receipts tax, franchise taxes and other
excise taxes included in operating revenues and laxes other than on income in the statements of income for the years ended December 31 were as follows:

(in millions) 2008 2007 2006
Progress Bnergy oo B e S R AR Y, T SN D00 g T 203
PEC 102 99 94
PEF BT R R e I e Y Qe ; 200 0 : w199

STOCK-BASED COMPENSATION

As discussed in Note 9B, we account for stock-based compensation utilizing the modified prospective transition method per the fair value recognition
provisions of SFAS No. 123R, “Share-Based Payment” (SFAS No 123R)

RELATED PARTY TRANSACTIONS

Our subsidiaries provide and receive services, at cost, to and from the Parent and its subsidiaries, in accordance with PUHCA 20035. The costs of the services
are billed on a direcl-charge basis, whenever possible, and on allocation factors for general costs that cannot be directly attributed. In the subsidianies’
{inancial statements, billings from afliliates are capitalized or expensed depending on the nature of the services rendered.

UTILITY PLANT

Utility plant in service is stated at historical cost less accumulated depreciation. We capitalize all construction-related direct labor and material costs of units
of property as well as indirect construction costs. Certain costs that would otherwise not be capitalized under GAAP are capitalized in accordance with
regulatory treatment. The cost of rencwals and betterments is also capitalized. Maintenance and repairs of property (including planned major maintenance
activities), and replacements and renewals of items determined to be less than units of property, are charped to maintenance expense as incurred, with the
exception of nuclear outages at PEF. Pursuant 1o a regulatory order, PEF accrues for nuclear outage costs in advance of scheduied outages, which ocour every
two years. The cost of units of property replaced or retired, less salvage, is charged to accumulated depreciation Removal or disposal costs that do not
represent assel retirement obligations (AROs) under SFAS No. 143, “Accounting for Asset Retirement Obligations” (SFAS No 143), are charged to a
regulatory liability.

Allowance for funds used during construction (AFUDC) represents the estimated costs of capital funds necessary to finance the construction of new regulated
assets. As prescribed in the regulatory uniform system of accounts, AFUDC is charged to the cost of the plant The equity funds portion of AFUDC is credited
to other income, and the borrowed funds portion is credited to interest charges
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DEPRECIATION AND AMORTIZATION — UTILITY PLANT

Substantially all depreciation of utility plant other than nuclear fuel is computed on the straight-fine method based on the estimated remaining useful life of
the property, adjusted for estimated salvage (See Note 4A). Pursuant to their rate-setting authority, the NCUC, SCPSC and FFPSC can also grant approval to
accelerate or reduce depreciation and amortization rates of utility assets (See Note 7)

Amortization of nuclear fuel costs is computed primarily on the units-of-production method. In the Utilities” retail jurisdictions, provisions for nuclear
decommissioning costs are approved by the NCUC, the SCPSC and the FPSC and are based on site-specific estimates that include the costs for removal of all
radioactive and other structures at the site. In the wholesale jurisdictions, the provisions for nuclear decommissioning costs are approved by the FERC.

The North Carolina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in 2002 and froze North Carolina electric utility base rates for a five-year
period, which ended in December 2007. Subsequent to 2007, PEC’s current North Carolina base rates are continuing subject to traditional cost-based rate
regulation. During the rate freeze period, the legislation provided for the amortization and recovery of 70 percent of the original estimated compliance costs
for the Clean Smokestacks Act while providing significant {lexibility in the amount of annual amortization recorded from none up to $174 milhon per year. In
September 2008, the NCUC approved PEC’s request to terminate any further aceelerated amortization of its Clean Smokestacks compliance costs (See Note
B)

ASSET RETIREMENT OBLIGATIONS

We account for AROs, which represent legal obligations associated with the retirement of certain tangible long-lived assets, in accordance with SFAS No.
143 The present values of retirement costs for which we have a legal obligation are recorded as habilities with an equivalent amount added to the asset cost
and depreciated over the useful life of the associated asset. The liability is then acereted over time by applying an interest method of allocation to the Lability.
Accretion expense is included in depreciation, amortization and accretion in the Consolidated Statements of Income. The adoption of SFAS No. 143 and

FASB Interpretation No. 47, “Accounting Tor Conditional Assel Refirement Ubligations — an Interpretation of FASB Statenyent NoH43"<(FR =7y irad=no
impact on the income of the Utilities as the ellects were offset by the establishment of regulatory assets and regulatory liabilities pursuant to SFAS No. 71
(See Note 7A) and in accordance with orders issued by the NCUC, the SCPSC and the FPSC.

CASH AND CASH EQUIVALENTS

We consider cash and cash equivalents to include unrestricted cash on hand, cash in banks and temporary investments purchased with an original maturity of
three months or less

INVENTORY

We account for inventory, including cmission allowances, using the average cost method. We value inventory of the Utilities at historical cost consistent with
1atemaking treatment. Materials and supplies are charged 1o inventory when purchased and then expensed or capitalized to plant, as appropriate, when
installed. Materials reserves are established for excess and obsolete inventory

REGULATORY ASSETS AND LIABILITIES

The Utilities® operations are subject 1o SFAS No. 71, which aliows a regulated company 1o record costs that have been or are expected to be allowed in the
ratemaking process in a period different from the period in which the costs would be charged to expense by a nonregulated enterprise. Accordingly, the
Utilities record assets and liabilities that result from the regulated ratemaking process that would not be recorded under GAAP for nonregulated entities. These
regulatory assets and liabilities represent expenses deferred for future recovery from customers or obligations to be refunded to customers and are primarily
classified in the Consolidated Balance Sheets as regulatory assets and regulatory liabilities (See Note 7A). The regulatory assets and liabilities are amortized
consistent with the treatment of the related cost in the ratemaking process.
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NUCLEAR COST DEFERRALS

PEF accounts for costs incurred in connection with the proposed nuclear expansion in Florida in accordance with FPSC regulations. which establish an
alternative cost-recovery mechanism. PEF is allowed to accelerate the recovery of prudently incurred siting, preconstruction costs, AFUDC and incremental
operation and maintenance expenses resulting {rom the siting, licensing, design and construction of a nuclear plant through PEF’s capacity cost-recovery
clause, which is similar to, and works in conjunction with, energy payments recovered through PEF’s fuel cost-recovery clause Unrecovered nuclear costs
eligible for accelerated recovery are deferred and recorded os regulatory assets in the Consolidated Balance Sheets and are amortized in the period the costs
are collected from customers

GOODWILL AND INTANGIBLE ASSETS

Goodwill is subject to at least an annual assessment for impairment by applying a two-step, fair value-based test. This assessment could result in periodic
impatrment charges. Intangible assets are amortized based on the economic benefit of their respective lives

UNAMORTIZED DEBT PREMIUMS, DISCOUNTS AND EXPENSES

Long-term debt premiums, discounts and issuance expenses are amortized over the terms of the debt issues. Any expenses or call premiums associated with
the reacquisition of debt obligations by the Utilities are amortized over the applicable lives using the straight-line method consistent with ratemaking
treatment (See Note 7A)

INCOME TANES

We and our afliliales Tile a consofidated Tederal imncome fax refurn. I he consolidated mmcome tax ol Progress Lnergy 15 ajfocated 10 PEC and PEF N
accordance with the Intercompany Income Tax Allocation Agreement (Tax Agreement). The Tax Aglccment provides an allocation that recognizes positive
and negative corporate taxable income. The Tax Agreement prowdcs for an equitable method of apportioning the carryover of uncompensated tax benefits,
which primarily relate to deferred synthetic fuels tax credits. Income taxes are provided for as if PEC and PEF filed separate returns.

Deferred income taxes have been provided for temporary differences These occur when there are differences between the book and tax carrying amounts of
assets and liabilities. Investment tax credits related to regulated operations have been deferred and are being amortized over the estimated service life of the
related properties. Credits for the production and sale of synthetic fuels are deferred credits to the extent they cannot be or have not been utilized in the annual
consolidated federal income tax returns, and are included in income tax expense (benefit) of discontinued operations in the Consolidated Statements of
Income. We accrue for uncertain tax positions when it is determined that it is more likely than not that the benefit will not be sustained on audit by the taxing
authority, including resolutions of any related appeals or litigation processes, based solely on the technical merits of the associated tax position. If the
recognition threshold is met, the tax benefit recognized is measured at the largest amount of the tax benefit that, in our judgment, is greater than 50 percent
likely to be realized. Interest expense on tax deficiencies and uncertain tax positions is included in net interest charges, and tax penalties are included in other,
net in the Consolidated Statements of Income

DERIVATIVES

We account for derivative instruments in accordance with SFAS No. 133, “Accounting for Denvative Instruments and Hedging Activities” (SFAS No. 133),
as amended by SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities — An Amendment of FASB Statement No
133,” and SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities.” SFAS No. 133, as amended, establishes
accounting and reporting standards for derivative instruments, including cerlain derivative istruments embedded 1n1 other contracts, and for hedging activities.
SFAS No. 133 requires that an entity recognize all derivatives as assets or liabilities on the balance sheet and measure those instruments at fair value, unless
the
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derivatives meet the SFAS No. 133 criteria for normal purchases or normal sales and are designated as such. We generally designate derivative mnstruments as
normal purchases or normal sales whenever the SFAS No. 133 criteria are met I normal purchase or normal sale cnteria are not met, we will generally
designate the derivative instruments as cash {low or fair value hedges if the related SFAS No. 133 hedge criteria are met. In accordance with FSP No FIN
39-1, “An Amendment of FIN 39, Offsetling ol Amounts Related to Certain Contracts,” (FSP FIN 39-1), we elect not to ofTset fair value amounts recognized
for denvative instruments and related collateral assets and habilities with the same counterparty under a master neiting agreement. Certain economic
derivative instruments receive regulatory accounting treatment, under which unrealized gains and losses are recorded as regulatory liabilities and assets,
respectively, until the contracts are settled. See Note 17 for additional information regarding risk management activities and derivative transactions.

LOSS CONTINGENCIES AND ENVIRONMENTAL LIABILITIES

We accrue for loss contingencies in accordance with SFAS No. 3, “Accounting for Contingencies” (SFAS No. 5). Under SFAS No. 5, contingent losses such
as unfavorable results of litigation are recorded when it is probable that a loss has been mcurred and the amount of the loss can be reasonably estimated
Unless otherwise required by GAAP, we do not accrue legal fees when a contingent loss is initially recorded, but rather when the legal services are actually
provided.

As discussed in Note 21, we accrue environmental remediation liabilities when the criteria for SFAS No. 5 have been met. We record accruals for probable
and estimable costs related to environmental sites on an undiscounted basis. Environmental expenditures that relate to an existing condition caused by past
operations and that have no future cconomic benelits are expensed. Accruals for estimated losses from environmental remediation obligations generally are
recognized no later than completion of the remedial feasibility study. Such accruals are adjusted as additional information develops or circumstances change.
Certain environmental expenses receive xegulatory accounting treatment, under Whlch the expenses are recorded as regulatow assets. Recoveries of
environmental remediation costs from other parties are recognized when their receipt is deemed probable or on actual receipt of recovery. Environmental
expenditures that have future economic benefits are capitalized in accordance with our asset capitalization policy

IMPAIRMENT OF LONG-LIVED ASSETS AND INVESTAENTS

We account for impairment of long-lived assets in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
(SFAS No. 144). We review the recoverability of long-lived tangible and intangibie assets whenever impairment indicalors exist. Examples of these indicators
include current period losses, combined with a history of losses or a pxo]cctlon of continuing losses, or a significant decrease in the market price of a long-
lived asset group. If an impairment indicator exists for assets 1o be held and used, then the asset group is tested for recoverability by comparing the carrying
value 1o the sum of undiscounted expected future cash flows directly attributable lo the asset group. If the asset group is not recoverable through undiscounted
cash flows or the assel group is to be disposed of. then an impairment loss is recognized for the difference between the carrying value and the fair value of the
asset group

We review our investments to evaluate whether or not a decline in fair value below the carrying value is an other-than-temporary decline. We consider various
factors, such as the invesiee’s cash position, eamings and revenue outlook, liquidity and management’s ability to raise capital in determining whether the
decline is other-than-temporary If we determine that an other-than-temporary decline in value exists, the investments are written down to fair value with a
new cost basis established
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2. NEW ACCOUNTING STANDARDS

Refer to Note 1C for information regarding our implementation of FIN 46R-8, “Disclosures by Public Entities (Enterprises) About Transfers of Financial
Assets and Interests in Variable Interest Entities,” which is effective for Progress Energy on December 31, 2008, and which amended the disclosure
requirements ol FIN 46R.

FASB Staff Position No. FIN 39-1, "dAn Amendment of FIN 39, Offsetting of Amounts Related to Certain Contracis”

On January 1, 2008, we implemented FSP FIN 39-1, which allows a reporting entity to make an accounting election whether or not to offset fair value
amounts recognized for derivative instruments and related collateral assets and habilities with the same counterparty under a master netting agreement. Prior
to the adoption of FSP FIN 39-1, we and the Utilities offset fair value amounts recognized for derivative instruments under master netting arrangements. FSP
FIN 39-1 was implemented as a retrospective change in accounting principle and upon adoption, Progress Energy, PEC and PEF discontinued the offset of
fair value amounts for such derivatives The adoption of FSP FIN 39-1 did not have a material impact on our or the Utilities” financial position or results of
operations.

Fair Value Measurements - Adoption of FASB Statements Nos. 157 and 159

Refer to Note 13B for information regarding our first quarter 2008 implementation of SFAS No. 157, “Fair Value Measurements” (SFAS No. 157)

In February 2007, the FASB issued SFAS No. 139, “The Fair Value Option for Financial Assets and Financial Liabilities — Including an Amendment of

I'ASB Statement No. 1157 (SFAS No. 139), which permits enfilies 1o choose to measure many [inancial insiruments and cerfan otier Tems at fajy vatue that
are not currently required to be measured at fair value. The decision about whether to elect the fair value option is applied on an instrument by instrument
basis, is irrevocable (unless a new election date occurs) and is applied to the entire financial instrument. SFAS No. 159 was effective for us and the Utilities
on January 1, 2008. We and the Utilities did not elect to adopt the fair value option for any financial nstruments

SFAS No. 141R, “Business Combinations”

In December 2007, the FASB issued SFAS Statement No. 141R, “Business Combinations” (SFAS No. 141R), which introduces significant changes in the
accounting for business acquisitions SFAS No. 141R considerably broadens the definition of a “business” and a “business combination,” which will result in
an increased number of transactions or other events that will qualify as business combinations. This will affect us and the Utilities primarily in our assessment
of VIEs. SFAS No. 141R amends FIN 46R to clarily that the initial consolidation of a business that is a VIE is a business combination in which the acquirer
should recognize and measure the fair value of the acquiree as a whole, and the assets acquired and liabilities assumed at their full fair values as of the date
control is obtained, regardless of the percemage ownership in the acquiree or how the acquisition was achieved Other significant changes inciude the
expensing of all acquisition-related transaction costs and most acquisition-related restructuring costs, the fair value remeasurement of certain earn-out
arrangements and the discontinuance of the expense at acquisition of acquired-in-process research and development. SFAS No. 141R is effective for us for
business combinations for which the acquisition date is on or afler January 1, 2009. Eardier application is prohibited. We do not expect the adoption of SFAS
No. 141R to have a material impact on our or the Utilities' financial position or results of operations

SFAS No 160, “Nonconmrolling Interests in Consolidated Financial Statements, an amendment of ARB No 51"

In conjunction with the issuance of SFAS No. 141R, in December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB No. 51”7 (SFAS No 160), which introduces significant changes in the accounting for noncontrolling interests in a partially
owned consolidated subsidiary. SFAS No. 160 also changes the accounting for and reporting for the deconsolidation of a subsidiary SFAS No. 160 requires
that a noncontrolling interest in a consolidated subsidiary be displayed in the consolidated statement of linancial position as a separate component of equity
rather than as a “mezzanine” item between labilities and equity. SFAS No. 160 also requires that eamings attributed to the noncontrolling interests be
reported as part of consolidated earnings, and requires disclosure of the attribution of consolidated earnings to the controlling
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and noncontrolling interests on the face of the consolidated income statement. SFAS No. 160 must be adopted concurrently with the effective date of SFAS
No. 141R, which for us is January 1, 2009. We do not expect the adoption of SFAS No 160 to have a matenal impact on our or the Utilities' financial position
or results of operations

aan

SFAS No. 161, "Disclosures about Derivative Instruments and Hedging Activities — an amendment of FASB Statement No. 133

In March 2008, the FASB issned SFAS Statement No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment of FASB
Statement No. 133" (SFAS No. 161), which requires entities to provide enhanced disclosures about how and why an entity uses derivative instruments, how
derivative instruments and related hedged items are accounted for under Statement 133 and its related interpretations, and how derivative instruments and
related hedged items affect an entity’s financial position, financial performance and cash flows. SFAS 161 is effective for us on lanuary 1, 2009, and
encourages, but does not require, comparative disclosures {or earlier periods at initial adoption The adoption of SFAS No. 161 will change certain disclosures
in the notes to the inancial statements, but will have no impact on our or the Utilities' financial position or results of operations

FSP No. SFAS 132R-1, "Employers' Disclosures about Post Retirement Benefit Plan Assels”

In December 2008, the FASB issued FSP No. SFAS 132R-1, “Employers” Disclosures about Post Retirement Benefit Plan Assets™ (FSP SFAS 132R-1),
which requires additional disclosures on the investment allocation decision making process, the fair value of each major category of plan assets and the inputs
and valuation techniques used to remeasure the fair value of plan assets. FSP SFAS 132R-1 is effective for us on December 31, 2009. The adoption of FSP
STFAS 132R-1 will change certain disclosures in the notes to the {inancial statements, but will have no impact on our or the Utilities” financial position or
results of operations

3. DIVESTITURES

A.  TERMINALS OPERATIONS AND SYNTHETIC FUELS BUSINESSES

On March 7, 2008, we sold coal terminals and docks in West Virginia and Kentucky (Terminals) for $71 million in gross cash proceeds. The coal terminals
had a total annual capacity in excess of 40 million tons for transloading, blending and storing coal and other commoditics. Proceeds from the sale were used
for general corporate purposes. During the year ended December 31, 2008, we recorded an after-tax gain of $42 million on the sale of these assets The
accompanying consolidated financial statements reflect the operations of Terminals as discontinued operations

Prior 10 2008, we had substantial operations associated with the production of coal-based solid synthetic fuels as defined under Section 29 (Section 29) of the
Code and as redesignated eflective 2006 as Section 45K of the Code (Section 45K and, collectively, Section 29/45K). The production and sale of these
products qualified for federal income tax credits so long as certain requirements were satisfied. As a result of the expiration of the tax credit program, all of
our synthetic fuels businesses were abandoned and all operations ceased as of December 31, 2007. The accompanying consolidated statements of income
reflect the abandoned operations of our synthetic fuels businesses as discontinued operations

Concurrent with the synthetic fuels intangibles impairment evaluation discussed in Note 8, we also performed an impairment evaluation of related long-lived
assets during the second quarter of 2006. Based on the results of the impairment test, we recorded a pre-tax impairment charge of $64 million (§38 million
after-tax) during the quarter ended June 30, 2006, which was reclassified to discontinued operations, net of 1ax on the Consolidated Statements of Income.
This charge represented the entirety of the assel carrying value of our synthetic fuels manufacturing facilities, as well as a portion of the asset carrying value
assaciated with the river terminals at which the synthetic fuels manufacturing facilities were located.

Interest expense has been allocated to discontinued operations based on their respective net assets, assuming a uniform debt-to-cquity ratio across our
operations. Pre-tax interest expense allocated for each of the years ended December 31, 2007 and 2006 was $1 million We ceased recording depreciation
upon classification of the assets as
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discontinued operations in November 2007. Afier-tax depreciation expense during the years ended December 31. 2007 and 2006 was $2 million and $4
million. respectively

Results of Terminals and the synthetic fuels businesses discontinued operations for the years ended December 31 were as follows:

(in millions) 2008 2007 2006
Revenues R I o : : [ : [ TN e oG g g 10126 o847
Farnings (loss) before income laxes and mmonty mterest ) $ 8 8 28 (119
Income tax benefil, including tax credits [t o SRR R IR N ARSI V3 G135
Minority interest share of (earnings) losses (1) 17 7
Net eamnings (loss) from discontinued operations i e e L . 19 CR3 (3T
Gain on disposaj of discontinued operations. including income tax expense of $7 42 —

S 6 5 838 (31

Earnings (loss) {rom discontinued operations

B. COAL MINING BUSINESSES

On March 7, 2008, we sold the remaining operations of Progress Fuels subsidiaries engaged in the coal mining business (Coal Mining) for gross cash
proceeds of $23 million Proceeds from the sale were used for general corporate purposes. These assets included Powell Mountain Coal Co. and Dulcimer
Land Co., which consisted of approximately 30,000 acres in Lee County. Va., and Harlan County, Ky. As a result of the sale. during the year ended December
31, 2008, we recorded an afler-tax gain of $7 million on the sale of these assets

On Mayv. 1..2006, we sold .cerain net_assels_of three of our coal mining businesses for gross proceeds of $23 million plus a $4 million working capital

adjustment. As a result, during the year ended December 31, 2006, we recorded an after-tax loss of $10 million on the sale of these assels

The accompanying consolidated financial statements reflect the coal mining operations as discontinued operations. Interest expense has been allocated to
discontinued operations based on the net assets of the coal mines, assuming a uniform debt-10-equity ratio across our operations Pre-tax interest expense
allocated for each of the years ended December 31, 2007 and 2006 was $1 million. Results of discontinued operations for the coal mining businesses for the
years ended December 31 were as follows:

(in millions) 2008 2007 2006
Revenues - - T ; ; NS IR o SRR T T 2% 085 84
Loss before income taxes ] . e ) $ (138 (AN s (11)
Income fax benefit . : B . . ) i
Net loss from discontinued operations ‘ . ) SO an . @
Gain (loss) on disposal of discontinued operations, including income tax {expense) benefit of 8(2) and $16 e ST o ei(10)
Loss from discontinued operations S M Abs (1D

C. CCO-GEORGIA OPERATIONS

On March 9, 2007. our subsidiary, Progress Energy Ventures, Inc (PVI), entered into a series of transactions to sell or assign substantially all of its
Competitive Commercial Operations (CCO) physical and commercial assets and liabilitics. Assets divested included approximately 1,900 MW of gas-fired
generation assets in Georgia. The sale of the generation assets closed on June 11, 2007, for a net sales price of $615 million We recorded an estimated after-
tax loss of $226 million m December 2006. Based on the terms of the final agreement and post-closing adjustments, during the years ended December 31,
2008 and 2007, we incurred an additional $2 million after-tax in losses and reversed $18 million after-tax of the impainment recorded in 2006, respectively.
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Additionally, on June I, 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting of full-requirements contracts with 16
Georgia clectric membership cooperatives (the Georgia Contracts), forward gas and power contracts, gas transportation, structured power and other contracts
1o a third party. This represented substantially all of our nonregulated energy marketing and trading operations. As a result of the assignments, PV]I made a net
cash payment of $347 million, which represented the net cost to assign the Georgia Contracts and other related contracts. In the year ended December 31,
2007, we recorded a charge associated with the costs 1o exit the Georgia Contracts, and other related contracts, of $349 million after-tax (charge included in
the net loss from discontinued operations in the table below) We used the net proceeds {rom the divestiture of CCO and the Georgia Contracts for general
corporaie purposes

The accompanying consolidated financial statements reflect the operations of CCO as discontinued operations. Interest expense has been allocated to
discontinued operations based on their respeclive net assets, assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated
for the years ended December 31, 2007 and 2006 was $11 million and $36 million, respectively We ceased recording depreciation upon classification of the
assets as discontinued operations in December 2006. After-tax depreciation expense was $14 million for the year ended December 31, 2006. Results of
discontinued operations for CCO for the years ended December 31 were as follows:

(in millions) 2008 2007 2006

Revenues i it : : ; ; ‘ R R R g e 8040708754

Loss before income taxes $ (3849 (92)
Income tax benefit - . . Rty o S SR LTIL060 RS
Net loss from discontinued operations o (3) (283 (57
(I.oss) zain on disposal of discontinued operations, including income tax (expense) benefit of ${2), $7 and $123, respectively (2) - 18::0(220)
Loss from discontinued operations $ (5)$(265)5(283)

D. NATURAL GAS DRILLING AND PRODUCTION

On October 2, 2006, we sold our natural gas drilling and production business (Gas) for approximately $1 1 billion in net proceeds. Gas included Winchester
Production Company, Lid., Westchester Gas Company, Texas Gas Gathering and Talco Midstream Assets Lid; all were subsidiaries of Progress Fuels
Corporation, formerly Electric Fuels Corporation (Progress Fuels) Proceeds from the sale were used primanily to reduce holding company debt and for other
corporate purposes

Based on the net proceeds associated with the sale, we recorded an afier-tax net gain on disposal of $300 million during the year ended December 31, 2006.
We recorded an after-tax loss of $2 million during the year ended December 31, 2007, primarily related to working capital adjustments
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The accompanying consolidated financial statements reflect the operations of Gas as discontinued operations. Interest expense has been allocated to
discontinued operations based on their respective net assets, assuming a uniform debt-to-equity ratio across our operations. Pre-1ax interest expense allocated
was $13 million for the year ended December 31, 2006 We ceased recording depreciation upon classification of the assets as discontinued operations in July
2006. After-tax depreciation expense was $16 million for the vear ended December 31, 2006. Results of discontinued operations for Gas for the years ended
December 31 were as follows:

(in millions) 2007 2006
Earnings before income taxes 5 - E 135
Income tax benefit (expense) - L . S U R R L N s
Net uamlngs {from discontinued opcmnons ‘ 4 82
{Loss) painon disposal of discontinued operations, including income tax benefit {expense) of $1 and $(188), respectively L (23300,
Eamings from discontinued operations $ 2 $382

E. CCO-DESOTO AND ROWAN GENERATION FACILITIES

On May 8, 2006, we entered into definitive agreements to divest of two subsidiaries of PVI, DeSoto County Generating Co., LLC (DeSolo) and Rowan
County Power, LLC (Rowan), including certain existing power supply contracts to Southern Power Company, a subsidiary of Southern Company, for gross
purchase prices of applO\xma(c]v $80 million and $325 million, respectively. DeSoto owned a 320-MW dual-fuel combustion turbine electric generation

0. County, and Rowan owned a 925-MW dual-fuel combined cvele and combustion turbine electiic generation facility in Rowan County,

N.C We used the proceeds from the sales ta reduce debt and for other corporate purposes

The sale of DeSoto closed in the second quarter of 2006 and the sale of Rowan closed during the third quarter of 2006. Based on the gross proceeds associated
with the sales, we recorded an after-tax loss on disposal of $67 million during the year ended December 31, 2006

The accompanying consolidated financial statements reflect the operations of DeSoto and Rowan as discontinued operations. Interest expense has been
allocated to discontinued operations based on their respective net assets., assuming a uniform debt-to-equity ratio across our operations Pre-tax interest
expense allocated was $6 million for the year ended December 31, 2006. We ceased recording depreciation upon classitication of the assets as discontinued
operations in May 2006. After-tax depreciation expense during the year ended December 31, 2006, was $3 million. Results of discontinued operations for
DeSota and Rowan for the year ended December 31 were as follows:

(in millions) 2006
Revenues o : o$ 64
Earmings before income taxes 515
Income fax expense - . L (5)
Net earnings from discontinued operations 10
Loss.on disposal of disconlinued operations. including income tax benefit of $37 . (67)
Loss from discontinued operations $(57)
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F. PROGRESS TELECOM, LLC

On March 20, 2006, we completed the sale of Progress Telecom, LLC (PT LLC) to Level 3 Communications, Inc. We received gross proceeds comprised of
cash of $69 million and approximately 20 million shares of Level 3 Communications, Inc. common stock valued at an estimated $66 million on the date of the
sale. Our net proceeds {rom the sale of approximately $70 million. after consideration of minority interest. were used to reduce debt. Prior to the sale, we had
a 51 percent interest in PT LLC. See Note 20 for a discussion of the subsequent sale of the Level 3 Communications, Inc stock in 2006

Based on the net proceeds associated with the sale and after consideration of minority interest, we recorded an after-tax net gain on disposal of $28 million
during the year ended December 31, 2006

The accompanying consolidated financial statements reflect the operations of PT LLC as discontinued operations. Results of discontinued operations for PT
LLC for the year ended December 31 were as follows:

(in millions) 2006
Revenues oo s R i $:18°
Earnings before income taxes and minority interest s 7
Income fax expense S : : ()
Minority interest share of earnings (3)
Net loss from discontinued operations.. S2)
Gain on disposal of discontinued operations. including income lax expense of $8 and minority interest of $35 28

DAY

In connection with the sale, PEC and PEF provided indemnification against costs associated with certain asset performances 1o Level 3 Communications, Inc.
Sec general discussion of guarantees at Note 22C The ultimate resolution of these matters could result in adjustments to the gain on sale in future periods

G. DIXIE FUELS AND OTHER FUELS BUSINESS

On March 1, 2006, we sold Progress Fuels’ 65 percent interest in Dixie Fuels Limited (Dixie Fuels) 1o Kirby Corporation for $16 million in cash. Dixie Fuels
operates a fleet of four ocean-going dry-bulk barge and tugboat units. Dixie Fuels primarily transported coal from the lower Mississippi River to Progress
Energy’s Crystal River facility. We recorded an after-tax gain of $2 million on the sale of Dixie Fuels during the year ended December 31, 2006. During the
years ended December 31, 2008 and 2007, we recorded additional gains of $1 million and $2 million, respectively. primarily related to the expiration of
indemnifications

The accompanying consolidated financial statements reflect Dixie Fuels and the other fuels business as discontinued operations. Results of discontinued
operations for Dixie Fuels and other fuels businesses for the years ended December 31 were as lollows:

(1n millions) 2008 2007 2006
oo S ——— e o - - 5 % 3% 30
Earnings before income taxes § -5 -8 11
Incone fax expense o I - - : : R — oo (4)
Net eamnings {rom discontinued operations - 7

Gain'on disposal of discontinued operations. including income tax bencfit (expense) of B1. $(1) and $(1). respectively = oo i R R
Earnings from discontinued operations
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H. PROGRESS RAIL

We completed the sale of Progress Rail Services Corporation during the year ended December 31. 2005, As a result of certain legal. tax and environmental
indemnifications provided by Progress Fuels and Progress Energy, we continue to record adjustments 1o the loss on sale. During the year ended December 31,
2008, we recorded an after-tax gain on disposal of $2 million During the year ended December 31, 2006, we recorded an after-tax loss on disposal of $6
million. The ultimate resolution of these matiers could result in additional adjustments to the loss on sale in {uture periods. See general discussion of
guarantees at Note 22C.

L. NET ASSETS TO BE DIVESTED

At December 31, 2007, the assets and liabilities of Terminals and the remaining assets and liabilities of Coal Mining were included in net assets to be
divested. The major balance sheet classes included in assets and liabilitics to be divested in the Consolidated Balance Sheets were as follows:

December 31,

(in millions) 2007
Tventory rem— e e e o e e e . T —
Other current assets ) 2
Property, plant and equipment, net 100 S : ' o e S L8
Other assets 6
CUASSELS 1o berdivested T R I T e R S 52
Accrued expenses $ 3
Lomeitenm Rabi Hiias ot s T I R T S S I SRR R S Ly
Liabilities 1o be divesied 5 3

J. CEREDO SYNTHETIC FUELS INTERESTS

On March 30, 2007, our Progress Fuels subsidiary disposed of its 100 percent ownership interest in Ceredo, a subsidiary that produced and sold qualilying
coal-based solid synthetic fuels, to a third-party buyer. In addition, we entered into an agreement to operate the Ceredo facility on behalf of the buyer. At
closing, we received cash proceeds of $10 million and a nonrecourse note receivable of $34 million. Payments on the note were received as we produced and
sold qualifying coal-based solid synthetic fuels on behalf of the buyer, In accordance with the terms of the agreement, we received payments on the note
related to 2007 production of $49 million during the year ended December 31, 2007, and a final payment of $5 million during the year ended December 31,
2008, The note had an interest rate equal to the three-month London Inter Bank Offering Rate (LIBOR) rate plus 1% The estimated fair value of the note at
the inception of the transaction was $48 million. Under the terms of the agreement, the purchase price was reduced by $7 million during the year ended
December 31, 2008, based on the final value of the 2007 Section 29/45K tax credits

During the vear ended December 31, 2008, we recognized previously deferred gains on disposal of 5 million based on the final value of the 2007 Section
29/45K tax credits The operations of Ceredo ceased as of December 31, 2007, and are recorded as discontinued operations for all periods presented. See
discussion of the abandonment of our synthetic fuels operations at Note 3A In connection with the disposal. Progress Fuels and Progress Energy provided
guarantees and indemnifications for certain legal and tax matters to the buyer. The ultimate resolution of these matters could result in adjustments to the loss
on disposal in future periods. See general discussion of guarantees at Note 22C

On the date of the transaction, the carrying value of the disposed ownership interest totaled $37 million. which consisted primarily of the fair value of crude
oil call options purchased in January 2007. Subsequent to the disposal, we remain the primary beneficiary of Ceredo and continue o consolidate Ceredo in
accordance with FIN 46R, but record a 100 percent minority interest

K. SYNTHETIC FUELS PARTNERSHIP INTERESTS

In two June 2004 transactions, Progress Fuels sold a combined 49.8 percent partnership interest in Colona Synfuel Limited Partnership, LLLP (Colona). one
of its synthetic fuels facilities. Substantially all proceeds from the sales
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were received over time, which is typical of such sales in the induslry Gains rom the sales were recognized on a cost-recovery basis. The book value of the
interests sold totaled approximately $5 million We recognized a gain on these transactions ol $4 million in the vear ended December 31, 2006 In 2007, due
to the increase in the price of oil that limits synthetic fuels tax credits, we did not record any additional g gnins The operations of Colona are reflected in
discontinued operations for all periods presenied. See discussion of the abandonment of our synthetic fuels operations at Note 3A
4. PROPERTY, PLANT AND EQUIPMENT

A. UTILITY PLANT

The balances of electric utility plant in service at December 31 are listed below, with a range of depreciable lives (in years) for cach:

Depreciable Progress Eneray PEC PEF
(in millions) Lives 2008 2007 2008 2007 2008 2007
Production plant =200 ST e e T3 14,30 T8 “13,76508 0000009249 08 89688 4,689 % 14,612
Transmission plant 17-75 2,970 2,684 1,457 1,361 1,513 1,323
Distribution plant =000 SR S SHEEBRSS 028 7.676 e 330 T 40147 3,698 03,529
General plant and other 5-35 1,211 1,202 662 641 549 561
“Utility plantin service oo = S 8 063268 253278 15698 § 151178 10,449 % 10.025

Generally, cleetric utility plant at PEC and PEF, other than nuclear fuel; 15 pledged as collateral Tor the Tirst imorigage bonds of PEC and PEF, Tespectively
(Sce Note 11)

AFUDC represents the estimated costs of capital funds necessary to finance the construction of new regulated assets. As prescribed in the regulatory uniform
systems of accounts. AFUDC is charged to the cost of the plant for certain projects in accordance with the regulatory provisions for each Jurisdiction The
equity funds portion of AFUDC is credited 1o other income, and the borrowed funds portion is credited to interest charges. Regulatory authorities consider
AFUDC an appropriate charge for inclusion in the rates chargcd to customers by the Utlities over the service life of the property. The composite AFUDC rate
for PEC’s electric utility plam was 9.2%, 8.8% and 8.7% in 2008, 2007 and 2006, respectively. The composite AFUDC rate for PEF's electsic utility plant
was 8 8% in 2008, 2007 and 2006

Our depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel, were 2.3%, 2 4% and 2.3% in 2008, 2007
and 2006, respectively The depreciation provisions related to utility plant were $578 million, $360 million and $533 million in 2008, 2007 and 2006,
respechvcly In addition to utility plant depreciation provisions, depreciation. amortization and accretion expense also includes decommissioning cost
provisions, ARQ accretion, cost of removal provisions (See Note 4D)), regulatory approved expenses {See Notes 7 and 21) 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% for 2008, 2007 and 2006. The
depreciation provisions related to utility plant were $310 million, $303 million and $294 million in 2008, 2007 and 2006. respectively. [n addition to utility
plant depreciation provisions, depreciation, amortization and accretion expense also includes decommissioning cost provisions, ARQ accretion, cost of
removal provisions (See Note 4D), regulatory approved expenses (See Note 7B) and Clean Smokestacks Act amortization (See Note 7B)

PEF’s depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel, was 2.7% in 2008, 2007 and 2006. The
depreciation provisions related to wtility plant were $268 million, $257 million and $239 million in 2008, 2007 and 2006, respectively. In addition to utility
plant dcpmcnatlon provisions, depreciation, amortization and accretion expense also includes decommissioning cost provisions, ARO aceretion, cost of
removal provisions (See Note 4D) and regulatory approved expenses (See Note 7C)
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Amortization of nuclear fuel costs, including disposal costs associated with obligations to the U.S Department of Energy (DOL) and costs associated with
obligations to the DOE lor the decommissioning and decontamination of enrichment facilitics, was $145 million, $139 million and $140 million lor the years
ended December 31, 2008, 2007 and 2006, respectively. This amortization expense is included in fuel used for electric generation i the Consolidated

Statements of Income. Amortization of nuclear fuel costs for the years ended December 31, 2008, 2007 and 2006 was $115 million, $110 million and $109
million, respectively, for PEC and $30 million, $29 million and $3] million, respectively, for PEF

At December 31, 2008, PEF reflected $174 million of construction work in progress as recoverable regulatory assets pursuant to accelerated regulatory
recovery of nuclear costs (See Note 7C).

B. DIVERSIFIED BUSINESS PROPERTY

Net diversified business property is included in miscellaneous other property and investments on our and PEC’s Consolidated Balance Sheets Diversified
business property excludes amounts reclassified as assets to be divested (See Note 31).

PROGRESS ENERGY

The balances of diversified business property at December 31 are listed below, with a range of depreciable lives for each:

(in millions) 2008 2007
TrmenlGosvam T T T o —
Buildings (5-40 years) ) ) 9 9
Accunidated:denraciation o0 DI G e e D T T Ry Lo (Q)
Diversified business property, net 8 [ 6

Diversified business depreciation expense was less than $1 million, $3 million and $2 million for the years ended December 31, 2008, 2007 and 2006,
respectively

PEC
Net diversified business property was $6 million at December 31, 2008, and $6 million at December 31, 2007, These amounts consist primarily of buildings

and equipment that are being depreciated over periods ranging from 5 1o 40 years. Accumulated depreciation was $3 million and $2 million at December 31,
2008 and 2007, respectively. Diversified business depreciation expense was less than $1 million each in 2008, 2007 and 2006.
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C. JOINT OWNERSHIP OF GENERATING FACILITIES

PEC and PEF hold ownership interests in certain jointly owned generating facilities. Each is entitied 10 shares of the generating capability and output of each
unit cqual 1o their respective ownership interests. Each also pays its ownership share of additional construction costs, fucl inventory purchases and operating
expenscs, except in certain instances where agreements have been executed to limit certain joint owners” maximum exposure to the additional costs (See Note
21B). Each of the Utilities' share of operating costs of the above jointly owned generating facilities is included within the corresponding line in the Statements
of Income The co-owner of Intercession City Unit P11 has exclusive rights to the output of the unit during the months of June through September. PEF has
that right for the remainder of the vear. PEC’s and PEF’s ownership interests in the jointly owned generating facilities are listed below with related
information at December 31:

2008

(in millions) Company Ownership Construction Work in
Subsidiary  Facility Interest  Plant Investment Accumulated Depreciation Progress
PEC Mayo : : 83.83% ©85819 : 8278 S $228
PEC Harris 83.83% 3,187 1,603 21
PEC 0 Brunswick o e PR 81.67%- BT T e T Qe R TR L A2
PEC Roxboro Unit 4 87.06% 674 446 12
PEF Crystal River Unit3 00! P O T8 T B S G T 282
PEF Intercession City Unit P11 66.67% 23 9 -
2007

(in millions) Company Ownership Construction Work in
Subsidiary Facility Interest Plant Invesiment Accumulated Depreciation Progress
PEC -Mayo B T . SNTE3.83% SRRSO BRT0 8156
PEC Harns 83.83% 3,175 ) 1,581 21
PEC o Brunswick ; - 81.67% el GA T e e O30 ; ; 16
PEC Roxboro Unit 4 ) 87.06% 637 ‘ ) 422 ) ‘ 39
PEF: ~Crystal River Unit 3 : h 91.78% . COUBET e s e S
PEF Intercession City Unit P11 66.67% 23 9 —

In the tables above, plant investment and accumulated depreciation are not reduced by the regulatory disallowances related to the Shearon Harris Nuclear
Plant (Harris), which are not applicable to the joint owner’s ownership interest in Harris

D. ASSET RETIREMENT OBLIGATIONS

Al December 31, 2008 and 2007, the asset retirement costs, included in utility plant, related to nuclear decommissioning of irradiated plant, net of
accumulated depreciation for PEC, totaled $28 million and $29 million, respectively. At December 31, 2008, the asset retirement costs, included in utility
plant, refated to nuclear decommissioning of irradiated plant totaled $19 million at PEF. No costs related to nuclear decommissioning of irradiated plant were
recorded al December 31, 2007, at PEF. At December 31, 2008 and 2007, additional PEF-related asset retirement costs, net of accumulated depreciation, of
$116 million and $121 million, respectively, were recorded at Progress Energy as purchase accounting adjustments when we purchased Florida Progress
Corporation (Florida Progress) in 2000. The fair value of funds set aside in the Utilities’ nuclear decommissioning trust funds for the nuclear
decommissioning liability totaled $672 million and $804 million at December 31, 2008 and 2007, respectively, for PEC and $417 million and $580 million,
respectively, for PEF Net nuclear decommissioning trust unrealized gains are included in regulatory liabilities (See Note 7A).

PLEC s nuclear decommissioning cost provisions, which are included in depreciation and amortization expense. were $31 million each in 2008, 2007 and 2006
Management believes that nuclear decommissioning costs that have been
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and will be recovered through rates by PEC and PEF will be sufficient to provide for the costs of decommissioning. Expenses recognized for the disposal or
removal of utility asscts that are not SFAS No. 143 AROs. which are included in depreciation, amortization and aceretion expense, were $100 million, $96
million and $96 million in 2008, 2007 and 2006. respectively. for PEC and $33 million. $30 million and $27 million in 2008, 2007 and 2006. respectively. for
PEF.

During 2005, PEF performed a depreciation study as required by the FPSC no less than every four years Implementation of the depreciation study decreased
the rates used to calculate cost of removal expense with a resulting decrease of approximately $35 million in 2006. In 2009, PEF will be required to [ile an
updated depreciation study

The Utilities recognize removal, nonirradiated decommissioning and dismantlement of fossil generation plant costs in regulatory liabilities on the
Consolidated Balance Sheels (See Nole 7A) At December 31, such costs consisted of:

Progress Eneray PLC PEF
(in millions) 2008 2007 2008 2007 2008 2007
Removal costs s R $LATR S L4078 00 0864 08 794 8614 08 616
Nonirradiated decomnnssxonmg costs 146 141 84 80 62 61
Dismantlement costs © = : : : : : o124 R Ve I R A s R 25
T Non-ARO cost of removal $ 1,748 $ 1.676 § 948 § 874 § 800 _$ 802

The NCUC requires that PEC update its cost estimate for nuclear decommissioning every five years. PEC’s most recent site-specific estimates of
decommissioning costs were developed in 2004, using 2004 cost factors, and are based on pronipt dismantlement decommissioning, which reflects the cost of

removal of all radioactive and other structures currently at the site, with such removal occurring alier operating
cost estimates also include interim spent {uel storage costs associated with maintaining spent nucleal fuel on site until such time that it can be 1ransfcrrcd toa
DOEL facility (See Note 22D)). These estimates, in 2004 dollars, were $569 million for Unit No. 2 at Robinson Nuclear Plant (Robinson), $418 million for
Brunswick Nuclear Plant (Brunswick) Unit No. 1, $444 million for Brunswick Unit No 2 and $775 million for Harris. The estimates are subject to change
based on a variety of factors including. but not limited to, cost escalation, changes in technology applicable to nuclear decommissioning and changes in
federal, state or local regulations. The cost estimates exclude the portion attributable to North Carolina Eastern Municipal Power Agency (Power Agency)
which holds an undivided O\Vl]ClSh}P interest in Brunswick and Harris. NRC operating licenses held by PEC currently expire in July 2030, December 2034,
September 2036 and October 2046 for Robinson, Brunswick Units No. 2 and No 1 and Harris, respectively. On December 17, 2008, Harris received a 20-
year extension from the NRC on its operating license, which extends the operating license through 2046. Based on updated assumptions, in 2005 PEC further
reduced its asset retirement cost net of accumulated depreciation and its ARO hability by approximatcly $14 milhion and $49 million, respectively. In 2009,
PEC will be required to file an updated nuclear decommissioning study

The FPSC requires that PEF update its cost estimate for nuclear decommissioning every five years PEF received a new site-specific estimate of
decommissioning costs for the Crystal River Unit No. 3 (CR3) in October 2008, which PEF wiil file with the FPSC in 2009 as part of PEF s planned base rate
filing (See Note 7C). PEF’s estimate is based on prompt dismantlement decommissioning and includes interim spent fuel storage cosls associated with
maintaining spent nuclear fuel on site until such time that it can be transferred to a DOE facility (See Note 22D). The estimate, in 2008 dollars, is $751 million
and is subject to change based on a varety of factors including, but not limited 1o, cost escalation, changes in technology applicable to nuclear
decommissioning and chanvcs in federal. state or local regulations. The cost estimate excludes the portion attributable to other co-owners of CR3. The NRC
operating license held by PEF for CR3 currently expires in December 2016. PEF submitted an application requesting a 20-year extension of this license on
December 18, 2008. PEF expects a decision from the NRC in 2011. As part of this new eslimate and assumed license extension, PEF increased its asset
retirement cost and its ARO hability by approximately $19 million. Retail accruals on PEF’s reserves for nuclear decommissioning were prcvmusly
suspended through December 2005 under the terms of a previous base rate agreement, and the base rate agreement resulting {rom a base rate proceeding in
2005 continues that suspension. PEF expects to continue this
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suspension based on its planned 2009 base rate filing. In addition. the wholesale accrual on PEF’s reserves for nuclear decommigsioning was suspended
retroactive to January 2006, following a FERC accounting order issued in November 2006

The FPSC requires that PEF update its cost estimate for fossil plant dismantlement every four years. PEF received an updated fossil dismantlement study
estimate in 2008, which PEF will file with the FPSC in 2009 as part of PEF's planncd base rate filing. PEF’s reserve for fossil plant dismantlement was
approximately $145 million and $144 million at December 31, 2008 and 2007. including amounts in the ARO liability for asbestos abatement, discussed
below. Retail accruals on PEF’s reserves for fossil plant dismantlement were previously suspended through December 2005 under the terms of PEF’s
previous base rate agreement. The base rate agreement resulting from a base rate proceeding 1 2005 continued the suspension of PEF’s collection from
customers of the expenses to dismantle fossil plants

PLC and PEF have recognized ARO liabilities related 1o asbestos abatement costs (See Note 1D). In 2008, PEC and PEF reduced the ARO liabilities related
to asbestos abatement costs for the fossil plants by $4 million and $8 million, respectively, due to an updated study. An additional ARO liability was
recognized in 2008 for landfill capping costs identified by both PEC and PET of $1 million and $6 million, respectively

We have identified but not recognized AROs related to electric transmission and distribution and telecommunications assets as the result of casements over
property not owned by us. These casements are generally perpetual and require retirement action only upon abandonment or cessation of use of the property
for the specified purpose. The ARO is not estimable for such easements, as we intend to utilize these properties indefinitely. In the event we decide to
abandon or cease the use of a particular casement, an ARO would be recorded at that time

The following table presents the changes to the AROs during the years ended December 31, 2008 and 2007. Revisions to prior estimates of the PEC and PET
regulated ARO are related to the updated cost estimates for nuclear decommissioning and asbestos described above

Progress Energy
(in millions) Regulated Nonregulated PEC PEF
Asget refireinent obligations at January 1,2007:75 R GHEREL UL T 303 I T I s S 00400 $ 15299
Accrction expense 7) - 59 16
Asset retirement oblxoalxons at Dcccmbor 31 2007 l 378 - 1,063 315
Additions o EEEEE ‘ : IS TR SRR e S A U
Accretion c\pensc ) 7 9 - 62 17
Revisions to prior:estimates i [ : - G RR LT coligy i iy
Asset retirement obhg‘mom at December 31, 2008 $ 1,471 $ —- $ 1,122 § 349

E. INSURANCE

The Utilities are members of Nuclear Electric Insurance Limited (NEIL), which provides primary and excess insurance coverage against property damage to
members’ nuclear generating facilities. Under the primary program, each company is insured for $500 million at each of its respective nuclear plants. In
addition to primary coverage, NEIL also provides decontamination, premature decommissioning and excess property insurance with limits of $1.750 billion
on each nuclear plant.

Insurance coverage against incremental costs of replacement power resulting from prolonged accidental outages at nuclear generating units is also provided
through membership in NEIL. Both PEC and PEF are insured under this program, following a 12-week deductible period, for 52 weeks in the amount of $3.5
million per week at Brunswick, Harris and Robinson, and $4.5 million per week at CR3. An additional 110 weeks of coverage is provided at 80 percent of the
above weekly amounts. For the current policy period, the companies are subject to retrospective premium assessments of up to approximately $37 million
with respect 10 the primary coverage, $38 million with respect to the decontamination, decommissioning and excess property coverage, and $25 million for
the incremental
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replacement power costs coverage. in the event covered losses at insured f{acilities exceed premiums, reserves, reinsurance and other NEIL resources.
Pursuant to regulations of the NRC, each company’s property damage insurance policies provide that all pnocccds from such insurance be applied, first, to
place the p]am in a safe and stable condition after an accident and, second, to decontaminate the plant, before any proceeds can be used for decommissioning,
plant repair or restoration Each company is responsible to the extent losses may exceed limits of the coverage described above.

Both of the Utilities are insured against public liability for a nuclear incident up to $12 520 billion per occurrence. Under the current provisions of the Price
Anderson Act, which limits liability for accidents at nuclear power plants, each company, as an owner of nuclear units, can be assessed for a portion of any
third-party liability claims arising {rom an accident at any commercial nuclear power plant in the United States. In the event that public liability claims from
cach insured nuclear incident exceed the primary level of coverage provided by American Nuclear Insurers, ecach company would be subject to pro rata
assessments of up to $117.5 million for each reactor owned for each incident. Payment of such assessments would be made over time as necessary to fimit the
payment in any one year to no more than $17.5 million per reactor owned per incident. Both the maximum assessment per reactor and the maximum yearly
assessment are adjusted for inflation at least every five years. The next scheduled adjustment is due on or before August 29, 2013

Under the NEIL policies, if there were multiple terrorism losses occurring within one year, NEIL would make available one industry aggregate limit of $3 240
billion for noncertified acts, along with any amounts it recovers from reinsurance, government indemnity or other sources up to the linuts for each claimant. If
terrorism losses occurred beyond the one-year period, a new set of limits and resources would apply

The Utilities self-insure their transmission and distribution lines against loss due to storm damage and other natural disasters, PEF maintains a storm damage
reserve pursuant to a regulatory order and may defer losses in excess of the reserve (See Note 7C)

5. RECEIVABLES

Income taxes receivable and interest income receivables are not included in receivables. These amounts are included in prepayments and other current assets
or shown separately on the Consolidated Balance Sheets, At December 31 receivables were comprised of:

Progress Energy PLEC PEF

(in millions) 2008 2007 2008 2007 2008 2007
Trade accounts receivable IR R EER R AL S T oo 648 B 616 08 380 08 31008 298 B 2761
Unbilled accounts receivable 182 175 120 i1l 62 59
Notes receivable B e St g G T e R s R
Dertvatives accounts lCCCldele 247 - - -
Other receivables 05 [k : i SR 53 R NRe: 1) [EERC 1 ERH R ) e R K :
Allowance for doubtful receivables (18) (29) (6) (6) (11) (10)

Total receivables, net = : Dot $ CORET R 1122008 502 08 g4 g w3620 8 35T




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress inergy)

Page 162 of 307

6. INVENTORY

At December 31 inventory was comprised of:

Progress Energy PEC PEF
(in millions) 2008 2007 2008 2007 2008 2007
Fuel for production T8 614 8 4558 287 8 210 8. 327 B 245
Materials and supplics 588 520 338 284 250 236
Emission allowances G EERRR e 37 ] Qe g 60
Total inventory h 1,239 $ 994 § 633 3% 510 8 606§ 484

Materials and supplies amounts above exclude long-term combustion turbine inventory amounts included in other assets and deferred debits on the
Consolidated Balance Sheets for Progress Energy of $23 million and $65 million at December 31, 2008 and 2007, respectively, and PEC of $44 million at
December 31, 2007

Emission allowances above exclude long-term emission allowances included in other assels and deferred debits on the Consolidated Balance Sheets for
Progress Energy, PEC and PEF of $61 nullion, $14 million and $47 million, respectively, at December 31, 2008. Long-term emission allowances for Progress
Energy, PEC and PEF were $32 million, $3 million and $29 million, respectively, at December 31, 2007

On November 12, 2008, the FPSC approved PEF's petition for recovery of 1ts CAIR expenses, mcluding mirogen oxides (NUX) emission alfowance
nventory, through the environmental cost recovery clause (ECRC) (See Note 7C).

7. REGULATORY MATTERS
A. REGULATORY ASSETS AND LIABILITIES

As regulated entities, the Utilities are subject to the provisions of SFAS No. 71. Accordingly, the Utilities record certain assets and liabilities resulting from
the eflccts of the ratemaking process that would not be recorded under GAAP for nonregulated entities. The Utilities” ability 1o continue to meet the criteria
for application of SFAS No. 71 could be affected in the future by competitive forces and restructuring in the electric utility industry. In the event that SFAS
No. 71 no longer applies to a separable portion of our operations, related regulatory assets and liabilities would be eliminated unless an appropriate regulatory
recovery mechanism was provided Additionally, such an event could result in an impairment of utility plant assets as determined pursuant to SFAS No. 144

Except for portions of deferred fuel costs and loss on reacquired debt, all regulatory assets eam a return or the cash has not yet been expended, in which case
the assets are offset by liabilities that do not incur a carrying cost. We anticipate recovering long-term deferred fuel costs beginning in 2010 and loss on
reacquired debt over the applicable lives of the debt. We expect to fully recover our regulatory assets and refund our regulatory liabilities through customer
rates under cusrent regulatory practice




At December 31 the balances of regulatory asscts (habilities) were as {ollows:
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(in millions) 2008 2007
Deferred fuel cost —current {Notes 7B and 7C) 5 335 % 154
Nuclear deferral (Note 7C) 190 -
Environmental B 8 e
Total cumrent regulatory assets 533 154
Deferred fuel cost = long-term (Note 7B) ~130 114
Deferred impact of ARO (Note 1D) 348 294
Income taxes recoverable through future rates (Note 14) 193 ]
Loss on reacquired debt (Note 1D) 37 43
Storm deferral (Note 7C) 16 22
Postretirement benefits (Note 16) 1,042 212
Derivative mark-to-market adjustment (Note 17A) 697 =18
Environmental (Notes 7C and 21A) 31 40
Investment in GridSouth (Note 7D) 19 . 122
Other 54 40
Total Jonp-lerm regulatory assets SURET 046,
Deferred fuel cost — current (Note 7C) - (154)
clerred encroyv conservalion cost and other currenl regulatory liabilities Sy e o (19)
Total current regulatory liabilities (6) (173)
Non-ARQO cost'of removal (Note 4D) CLTARY o (1,676)
Deferred impact of ARO (Note 1D) (198) (226)
Net nuclear decomnussioning trust unrealized gains (Note 4D) (28) (351)
Derivative mark-to-marsket adjustment (Note 17A) (26) (200)
Storm.reserve (Note 7C) 129 263
Other (52) (38)
Total long-term regulatory liabilities o (2,181) L i(2:554)
Net segulatory assels (liabilities) S 913 §  (1.627)
PEC
(in millions) 2008 2007
Deferred fnel cost—current{Nole 7B) $ 2078 o4
Deferred fuel cost — long-term (Note 7B) 130 114
Deferred impact of ARO (Note 1D) 343704
Income taxes recoverable through future rates (Note 14) 62 51
Loss on reacquired debt (Note 1D) 16 S8
Postretirement benefits (Note 16) 322 126
Derivative mark-to-market adjustment (Note 17A) 9 4
Investment in GridSouth (Note 7D) 19 22
Other - L i SRS 51
Total long-term regulatory assets 1,243 680
Non=AROQ cost of removal (Note 4D) (948) crr (B74)
Net nuclear decommissioning trust unrealized gains (Note 41D) (1) (188)
Derivative mark-to-markel adjustment (Note 174) CURILIEEN0)
Other (18) (16)
~Total long-term regulatory liabilities ol (O8TY ] DY
Net regulatory assets (liabilities) $ 463 8 (270)
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PEF
(in millions) 2008 2007
Deferred fuel cost— current (Note 7C) : ‘ R : : : : . A28 6
Nuclear deferral (Notc 7C) 190 -
Environmental 5" . S L T U D DR
Total current 1uzulalorv assels 326 G
Income taxes recoverable through future rates (Note 14) -0t : O BT e e 3 90:
Loss on reacquired debt (Note 1D) 21 25
Storm:deferral (Note 7C) : : . crmn ST ST g T R
Postretirement benefits (Note 16) o ) ) ] 50 86
Derivative mark-to-market adjustment (Note 17A) : : = et 2601 : covlds
Environmental (Noles 7C and 21A) 2 30
Other o e : 5 ol AT i LT g e e
Total long-term re,qul'llmv assets 1.324 266
Deferred luul gost = current (Note 7C) R I ECENE ST BE : B R e crirnr(h54)
Deferred energy conservation cost and other current leaulalow habxlmcs (6) (19)
Total current regulatory habilities ‘ e B S R B S s () i (] 3
Non-ARO cost of removal (Note 4D) ] ; ; ) ) ‘ ) o 800y o (802)
Deferred impaet of AROQ (Note 1D} : i B S : o ‘ st (POY v (96)
oning-trastonreatized-gains-Mlote4 By €D e (163
Derivative mark-to- m.ukct adjusiment (Note 17A) : R : Sl : e CA26) i (180).
Stmm reserve (Non. 7C) (129) (63)
Iotal long-term regulatory habilities (1,076) (1.330)
“Netregulatory assets (liabilities) S [ L : ST R L g e e BRI (1931

B. PEC RETAIL RATE MATTERS
BASE RATES

PEC’s base rates are subject to the regulatory jurisdiction af the NCUC and SCPSC. In PEC’s most recent rale cases in 1988, the NCUC and the SCPSC each
authorized a return on equity of 1275 percent. In June 2002, the Clean Smokestacks Act was enacted in North Carolina requiring the stale's electric utilities to
reduce the emissions of NOx and sulfur dioxide (802) from their North Carolina coal-lired power plants in phases by 2013, The Clean Smokestacks Act froze
North Carolina electric utility base rates for a five-year period, which ended December 31, 2007, unless there were extraordinary events beyond the control of
the utilities or unless the utilities persistently earned a retum substantially in excess of the rate of return established and found reasonable by the NCUC in the
respective ulility’s last general rate case. There were no adjustments to PEC’s base rates during the [ive-year period ended December 31, 2007. Subsequent to
2007, PEC’s current North Carolina base rates are continuing subject o traditional cost-based rate regulation. During the rate freeze period, the legisiation
provided for a minimum amortization and recovery of 70 percent of the original estimated compliance costs of $813 million (or $569 million) while providing
flexibility in the amount of annual amortization recorded from none up to $174 million per year.

On March 23, 2007, PEC filed a petition with the NCUC requesling that it be allowed to amortize the remaining 30 percent (or $244 miilion) of the original
estimated compliance costs for the Clean Smokestacks Act during 2008 and 2009, with discretion to amortize up to $174 million in either year. Additionally,
among other things, PEC requested in its March 23, 2007 petition that the NCUC allow PEC to include in its rate base those chglblc compliance costs
C\CCCd)ll_L_, the original estimated compliance costs and that PEC be allowed to accrue AFUDC on all eligible compliance costs in excess of the original
estimated compliance costs. PEC also requested that any prudency review of PEC’s environmental compliancc costs be deferred until PEC’s next ratemaking
proceeding in which PEC seeks to adjust its base rates. On October 22, 2007, PEC filed with the NCUC a settlement agreement with the NCUC Public Staff,
the Carolina Utility Customers Association (CUCA) and the Carolina Industrial Group for Fair Utility Rates II (CIGFUR) supporting PEC’s proposal. On
December 20, 2007, the NCUC approved the seitlement agreement on a provisional basis, with the NCUC indicating that it intended to initiate a review in
2009 to consider
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all reasonable alternatives and proposals related to PEC’s recovery of its Clean Smokestacks Act compliance costs in excess of the original estimated
comphance costs of $813 million

On July 10, 2008, PEC filed a petition with the NCUC requesting that the NCUC reconsider its order issued December 20, 2007, and terminate the
requirement that PEC amortize any Clean Smokestacks Act compliance costs in excess of $569 million, and instead allow PEC to place into rate base all
capital costs associated witl its compliance with the Clean Smokestacks Act in excess of $569 million

On September 5, 2008, the NCUC approved PEC’s request to terminate any lurther accelerated amortization of its Clean Smokestacks Act compliance costs.
The NCUC ordered that PEC shall be allowed to include in rate base all reasonable and prudently incurred environmental compliance costs in excess of $584
million as the projects are closed to plant in service. As a result of this order, PEC will not amortize $229 million of the original estimated compliance costs
for the Clean Smokestacks Act during 2008 and 2009, but will record depreciation over the useful life of the assets

For the years ended December 31. 2008, 2007 and 2006, PEC recognized amortization of $15 million, $34 miilion and $140 million, respectively, and
recognized $384 million in cumulative amortization through December 31, 2008

See Note 21B for additional information about the Clean Smokestacks Act,

FUEL COST RECOVERY

On April 30, 2008, PEC filed with the SCPSC for an increase in the fuel rate charged to its South Carolina ratepayers. PEC asked the SCPSC to approve a $39
million increase in fuel rates for under-recovered fuel costs associated with prior year settlements and 1o meet luture expected fuel costs. On June 26, 2008,

the SCPSC approved PEC’s request. Effective July 1, 2008, residential electric bills increased by $5.86 per 1,000 kilowatt-hours (kWh), or 6.1 percent, for
fuel cost recovery. At December 31, 2008, PEC’s South Carolina under-recovered deferred fuel balance was $15 million.

On June 6, 2008, PEC filed with the NCUC for an increase in the fuel rate charged to its North Carolina ratepayers. Subsequently, PEC jointly filed a
settlement agreement with CIGFUR, CUCA and the NCUC Public Staff. Under the terms of the settlement agreement, PEC will collect $203 million of
deferred fuel costs ratably over a three-year period beginning December 1, 2008, compared with a one-year recovery period proposed in PEC’s original
request. Amounts to be collected in years beginning December 1, 2009 and 2010, will accrue interest. On November 14, 2008, the NCUC approved the
settlement agreement. Effective December 1, 2008, residential electric bills increased by $8 79 per 1.000 kWh, or 9.1 percent. At December 31, 2008, PEC’s
North Carolina deferred fuel balance was $321 million, of which $130 million is expected to be collected after 2009 and has been classified as a fong-term
regulatory asset

DEMAND-SIDE MANAGEMENT AND ENERGY-EFFICIENCY COST RECOVERY

During 2007, the North Carolina legislature passed comprehensive energy legislation, which became law on August 20, 2007 Among other provisions, the
law allows the utility to recover the costs of demand-side management (DSM) and energy-efficiency programs through an annual DSM clause. The law
allows PEC to capitalize those costs intended to produce future benefits and authorizes the NCUC to approve other forms of financial incentives to the utility
for DSM and energy-efficiency programs. DSM programs include, but are not limited to, any program or initiative that shifts the timing of electricity use from
peak to nonpeak periods and includes load management, electricity system and operating controls, direct load control, interruptible load and electric system
equipment and operating controls. PEC has begun implementing a series of DSM and energy-elficiency programs and, as of December 31, 2008, has deferred
$8 million of implementation and program costs for future recovery. In 2008, PEC [iled for NCUC approval of multiple DSM and energy-efficiency
programs The majority of the programs has been approved by the NCUC or is pending further review We cannot predict the outcome of the DSM and
energy-efficiency lilings pending further approval by the NCUC or whether the programs will produce the expected operational and economic results.
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On June 6, 2008, and as subsequently amended, PEC filed an application with the NCUC for approval of a DSM and energy-elficiency clause to recover the
costs of these programs and a return on the costs. Although the NCUC is not expected to make a decision on this filing until first quarter 2009, on November
14, 2008, the NCUC approved PEC collecting the DSM and energv-efliciency related costs beginning December 1, 2008. On December 9, 2008, the North
Carolina Public Staff iled an Agreement and Stipulation of Partial Settlement with PEC and some of the other parties to the proceedings. The NCUC held a
hearing on the matier on January 7, 2009. If the rates being collected as of December 1, 2008, are approved, residential electric bills would increase by $0.74
per 1,000 kW, or 0.8 percent. The increase in rates is subject to true-up in future proceedings. We cannot predict the outcome of this matter.

PEC filed a petition on November 30, 2007, with the SCPSC seeking authorization 1o create a deferred account for DSM and energy-efliciency expenses On
December 21, 2007, the SCPSC issued an order granting PEC’s petition. As a result, PEC has deferred $1 million of implementation and program costs for
future recovery in the South Carolina jurisdiction. On June 27, 2008, PEC filed an application with the SCPSC 1o establish procedures that encourage
mvestment in cost-effective energy-efficient technologies and energy conservation programs and approve the establishment of an annual rider to allow
recovery for all costs associated with such programs, as well as the recovery of appropriate incentives for investing in such programs. On January 23, 2009,
PEC filed a Stipulation Agreement between PEC and some of the other parties 1o the proceeding. A hearing on this matter was held on February 12, 2009. We
cannot predict the outcome of this matter.

RENEWABLE ENERGY AND ENERGY EFFICIENCY PORTFOLIO STANDARD COST RECOVERY

On February 29, 2008, the NCUC issued an order adopting final rules for implementing North Carolina’s comprehensive energy legislation. These rules
provide filing requirements associated with the legislation. The order required PEC to submit its {irst annual Renewable Energy and Energy Efficiency
Portfolio Standard (NC REPS) compliance plan as part of its integrated resource plan, which was filed on September 2, 2008. Under the new rules, beginning
in 2009, PEC will also be required to file an annual NC REPS compliance report demonstrating the actions it has taken to comply with the NC REPS
requirenient. The rules measure compliance with the NC REPS requirement via renewable energy certificates (REC) eamed afier January 1, 2008 The NCUC
will pursue a third-party REC tracking system, but will not develop or require participation in a REC wrading platform at this time. Rates for the NC REPS

clause will be set based on projected costs with true-up provisions. Un June 6, Z0UY, and as amended on August 22,2008 PEC fited s apphcatiomwitirtie
NCUC for approval of a NC REPS clause to recover the costs of this program. On November 14, 2008, the NCUC approved a monthly charge per customer
rather than a usage-based rate. Effective December 1, 2008, residential electric bills increased $0 36 per month.

OTHER MATTERS

The NCUC and the SCPSC approved proposals to accelerate cost recovery of PEC s nuclear generating assets beginning January 1, 2000, and continning
through 2009. The North Carolina aggregate minimum and maximum amounts of cost recovery are $415 million and $585 million, 1cspcchvely with
ﬂC\lblllW in the amount of annual depreciation recorded, from none to $150 million per year. Accelerated cost recovery of these assets resulted in additional
depreciation expense of $32 million and $37 million for the years ended December 31, 2008 and 2007, respectively No additional depreciation expense from
accelerated cost recovery was recorded in 2006. Through December 31, 2008, PEC recorded cumulative accelerated depreciation of $415 million for the
North Carolina junisdiction. The South Carolina aggregate minimum and maximum amounts ol cost recovery are $1135 million and $165 million, respectively.
No additional depreciation expense from acceleraled cosl recovery was recorded in 2008. 2007 or 2006. Through December 31, 2008, PEC recorded
cumulative accelerated depreciation of $77 million for the South Carolina jurisdiction.

In October 2008, PEC filed, and the SCPSC approved. a petition to terminate PEC’s remaining obligation to acceterate the cost recovery of PEC’s nuclear
generating assets. As a result of the approval of this petition, PEC will not be required to recognize the remaining $38 million of accelerated depreciation
required to reach the minimum amount of cost recovery for the South Carolina jurisdiction, but will record depreciation over the useful life of the assets
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On October 13, 2008, the NCUC issued a Certilicate of Public Convenience and Necessity allowing PEC to proceed with plans to construct an approximate
600-MW combined cycle dual fuel capable generating facility at its Richmond County generation site to provide additional generating and transmission
capacity to meet the growing energy demands of southern and eastern North Carolina. PEC expects that the new generating and transmission capacity will be
online by the second quarter of 2011

On April 30, 2008, PEC submitted a revised Open Access Transmission Tarifl (OATT) filing, including a settiement agreement, with the FERC requesting an
increase in transmission rates. The purpose of the filing was to implement formula rates for the PEC OATT in order to more accurately reflect the costs that
PEC incurs in providing transmission service. In the filing, PEC proposed to move from a fixed revenue requirement to a formula rate, which allows for
transmission rates to be updated cach year based on the prior yvear’s actual costs. Setilement discussions were held with major customers prior to the filing and
a settlement agreement was reached on all issues. The settlement proposed a formula rate with a rate of return on equity of 10.8 percent as well as recovery of
the wholesale portion of the terminated GridSouth Transco, LLC (GridSouth) project startup costs over five years. On June 27, 2008, the FERC approved the
settlement The new rates were effective July 1, 2008, and increased 2008 revenues by $7 nullion.

C. PEF RETAIL RATE MATTERS
BASE RATE AGREFMENT

As a result of a base rate proceeding in 2005, PEF is party to a base rate settlement agreement that was effective with the first billing cycle of January 2006
and will remain in effect through the last billing cycle of December 2009, with PEF having sole option to extend the agreement through the last billing cycle
of June 2010 pursuant to the agreement. In accordance with the base rate agreement and as modified by a stipulation and settlement agreement approved by
the FPSC on October 23, 2007, base rates were adjusted in January 2008 due to specified generation [acilities placed in service in 2007. The settlement
agreement also provides for revenue sharing between PEF and its ratepayers beginning in 2006, whereby PEF will refund two-thirds of retail base revenues
between the specified threshold and specified cap and 100 percent of revenues above the specified cap. However, PEF’s retail base revenues did not exceed

the specified thresholds m 2ZUU8, 2007 or 20U and hus no revenues were su 1

annually for rolling average 10-year retail kWh sales growth and were $1.664 billion and $1.716 bl”lOl] respectively, 10; 2008 lh<, settlement agreement
provides for PET 1o continue to recover certain costs through clauses, such as the recovery of post-9/11 security costs through the capacity clause and the
carrying costs of coal inventory in transit and coal procurement costs through the fuel clause. Under the settlement agreement, PEF is authorized to include an
adjustment to increase common equity for the impact of Standard & Poor’s Rating Services’ (S&P’s) imputed oif-balance shect debt for future capacity
payments to qgualifying facilities (QFs) and other entities under long-term purchase power agreements This adjusted capital structure will be used for
surveillance reporting with the FPSC and cost-recovery clause return calculations, PEF will use an authorized 11 75 percent return on equity for cost-recovery
clauses and AFUDC. In addition, PEF’s adjusted equity ratio will be capped at 57.83 percent as calculated on a financial capital structure that includes the
adjustment for the S&P imputed off-balance sheet debt. If PEF’s regulatory return on equity falls below 10 percent, and for certain other events. PEF is
authorized to petition the FPSC for a base rate increase.

On February 12, 2009, in anficipation of the expiration of its current base rate settlement agreement. PEF notilied the FPSC that it intends to request an
increase in its base rates, effective January 1, 2010. In its notice, PEF requested the FPSC 1o approve calendar year 2010 as the projecied test period for setting
new base rates and that it intends to seek annual rate relief between $475 million to $550 million. PEF intends to file its case-in-chief on March 20, 2009. The
request for increased base rates is based, in part, on investments PEF is making in its generating flect and in its transmission and distribution systems. If
approved by the FPSC, the new base rates would increase residential bills by approximately $15.00 per 1,000 kWh, or 11 percent, effective January 1, 2010
We cannot predict the outcome of this matter.

As part of its February 12, 2009 notification, PEF also informed the FPSC that it may seek additional rate relief in 2009, primarily driven by the addition of its
repowered Bartow power plant, which is expected to begin commercial
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operation in June 2009, and decreased sales and higher pension costs impacted by the current financial and credit crises We cannot predict the outcome of
this matter.

FUEL COST RECOVERY

On September 4, 2007, PEF filed a request with the FPSC secking approval of a cost adjustment to reflect a projected over-collection of fuel costs in 2007,
declining projected fuel costs for 2008 and other recovery clause factors. On January 8, 2008, the FPSC issued an order approving PEFs request for a $163
million, or 4 53 percent, decrease in rates effective January 1. 2008.

On May 30, 2008, PEF filed a petition with the FPSC requesting a mid-course correction to its fuel cost-recovery factors to recover an additional $213 million
in 2008, primarily due to rising fuel costs. In accordance with a FPSC order, investor-owned utilities must file a notice with the FPSC if the year-end
projected over- or under-recovery of fuel costs is expected to be greater than 10 percent of projected fuel revenues. The requested mid-course correction
would have resulted in a residential fuel rate increase of $12.07 per 1,000 kWh for the period August through December 2008. On July 1, 2008. the FPSC
approved recovery of the $213 million projected year-end under-recovery, but allowed PEF to recover 50 percent in 2008 and 50 percent in 2009. Therefore,
the increase in the fuel rate for the period August through December 2008 was $6.03 per 1,000 kWh. This increase was partially offset by the expiration of
PEF’s storm cost-recovery surcharge of $3 61 per 1,000 kWh effective August 2008 Conscquemly, beginning with the first billing cycle in August and
including gross receipts tax, residential electric bills increased by $2.48 per 1,000 kWh, or 2 29 perceni. As discussed in “Base Rate Agreemcm,“ residential
base rates increased effective January 1, 2008, due to specified generation facilities placed in service in 2007, The costs of certain of these faciliics had
previously been recovered through the fuel clause.

On October 15, 2008, PET filed a request with the FPSC to seek approval of a cost adjustment for the under-recovery of fuel costs in 2008 and other recovery-
clause factors, PEF asked the FPSC fo approve an increase in residential electric bills by $27 28 per 1,000 kWh, or 24.7 percent, elfective January 1, 2009
The increase in residential bills is primarily due to increases of $14.09 per 1,000 kWh for the prowcted recovery of fuel costs, “59 74 per I .G00 kWh for Ihe

projected recovery through the capacily cosi-recovery clause and $250 per 1,000 kWi for-tie projected-resovery-thronghr the-ECRC-Thetnereasein-th
capacily cost-recovery clause is primarily the result of projected costs to be incurred in 2009 under the nuclear cost- -recovery rule discussed below for the
proposed Levy Units 1 and 2 and the CR3 uprate less the projected reduction in capacity costs. The increase in the ECRC is primarily due to the recovery of
emission allowance costs (See Note 21B) and the return on assets expected to be placed in service in 2009. The FPSC issued orders in November and
December 2008 to approve the cost adjustment At December 31, 2008, PEF’s under-recovered deferred fuel balance was $128 million

On February 18, 2009, PET filed a request with the FPSC to reduce its 2009 fuel cost-recovery factors by an amount suflicient to achieve a $207 million
reduction in fuel charges to retail customers as a result of effective fuel purchasing strategies and lower fuel prices, and to defer until 2010 the recovery of
$200 million of Levy nuclear preconstruction costs, which the FPSC had authorized to be collected in 2009. If approved, the request would reduce residential
customers’ {uel charges by $6.90 per 1,000 kWh, and would reduce the nuclear cost-recovery charge by $7.80 per 1,000 kWh, starting with the first April
billing cycle. Commercial and industrial customers would see similar reductions. We cannot predict the outcome of this matter

On August 10, 2006, Florida’s Office of Public Counsel (OPC) filed a petition with the FPSC asking that the FPSC require PEF 1o refund to ratepayers $143
million, plus interest, of alleged excessive past fuel recovery charges and SO2 allowance costs during the period 1996 to 2005, The OPC subsequently revised
its claim to $135 million, plus interest. The OPC claimed that although Crystal River Unit 4 and Crystal River Unit 5 (CR4 and CR35) were designed to burn a
blend of coals, PEF failed to act to lower ratepayers’ costs by purchasing the most economical blends of coal. During the period specified in the petition,
PEF’s costs recovered through fuel recovery clauses were annually reviewed for prudence and approval by the FPSC. On October 10, 2007, the FPSC issued
its order rejecting most of the OPC’s contentions. However, the FPSC found that PEF had not been prudent in purchasing a portion of its coal requirements
during the period from 2003 1o 2003. Accordingly, the FPSC ordered PEF to refund its ratepayers approximately $14 million, inclusive of interest, overa 12-
month period beginning January 1, 2008 For the year ended December 31, 2007, PEF recorded a pre-tax other operating expense of $12 million. interest
expense
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of $2 million and an associated $14 million regulatory liability included within PEFs deferred fuel cost at December 31, 2007 The refund was returned to
ratepayers through a reduction of prior year under-recovered fuel costs. The FPSC also ordered PEF to address whether it was prudent in its 2006 and 2007
coal purchases for CR4 and CR5 On October 4, 2007, PEF filed a motion to establish a separate docket on the prudence of its coal purchases for CR4 and
CRS for the years 2006 and 2007. On October 17, 2007, the FPSC granted that motion. PEF believes its coal procurement practices have been prudent. A
hearing on PEF’s 2006 and 2007 coal purchases has been scheduled for April 13-15, 2009. On February 2, 2009, the OPC filed direct testimony in this
liearing alleging that during 2006 and 2007, PEF collected excessive fuel costs and SO2 allowance costs of $61 million before interest The OPC claimed that
these excessive cosls were attributed to PEF’s ongoing practice of not blending the most economical sources of coal at its CR4 and CR5 plants We cannot
predict the outcome of this matter

NUCLEAR COST RECOVERY

The FPSC has authorized alternative cost-recovery mechanisms for preconstruction and construction carrying cost of nuclear power plants. Accordingly, at
December 31, 2008, PET reflected $190 million of nuclear-related costs as a current regulatory asset, of which $174 million represents construction work in
progress (See Note 4A). The total $190 million of nuclear-related costs was comprised of $9 million related to the CR3 uprate and $181 million related to
Levy

CR3 Uprate

On September 22, 2006, PEF filed a petition with the FPSC for Determination of Need to uprate CR3 and bid rule exemption, and for recovery of the revenue
requirements of the uprate through PEF's fuel recovery clause. To the extent the expenditures are prudently incurred, PEF's investment in the CR3 uprate is
cligible for recovery through base rates. PEF’s petition would allow for more prompt recovery. The petition filed with the FPSC included a preliminary
project estimate of approximately $382 million. The multi-stage uprate will increase CR3’s gross output by approximately 180 MW by 2012. On February 8,
2007_the FPSC.i the need certification petition and bid rule exemption. PEF received NRC approval for a license amendmem and

nnplemented the first stage’s design modification on January 31, 2008, at a cost of 9 million PEF will apply for the require
stage’s design modilication. After PEF’s completion of a transmission study and additional engineering sludxes the current project estimaie of fully ]oadcd
costs is $364 million

On February 29, 2008, PEF filed a petition amending its recovery request and asked for recovery of costs incurred in 2007 and 2006 through the capacity
cost-recovery clause under Florida’s comprehensive enesgy legislation and the FPSC’s nuclear cost-recovery rule. On August 19, 2008, the FPSC granted
PLEF's petmon to amend its request to recover costs for the nuclear uprate project under the nuclear cost-recovery rule. On May 1, 2008, PEF filed with the
FPSC for an increase in the capacity cost-recovery clause for estimated costs mcuncd in 2008 and projected costs to be incurred in 2009 under the FPSC
nuclear cost-recovery rule. PEF petitioned the FPSC 1o approve a $25 million increase in the capacity cost-recovery revenue requirement for costs associated
with subsequent stages of the CR3 uprate

On September 19, 2008, PEF filed a petition with the FPSC 1o approve a base rate increase for the remaining revenue requirements for the first-stage costs
PEF’s 2008 revenue requirements for recovery of the first stage’s costs were included in the capacity cost-recovery clause. On October 28, 2008, the FPSC
approved a $1 million base rate increase for cosis associated with the [irst stage of the CR3 uprate. Base rates increased for residential customers by $0.04 per
1,000 kW, or 0.1 percent, beginning in January 2009. On November 12, 2008, the FPSC issucd an order to approve $24 million for costs associated with the
CR3 uprate in establishing PEJ’s 2009 capacity cost-recovery clause factor

Levy Nuclear

On March 11, 2008, PEF filed a petition for an affirmative Determination of Need for its proposed Levy Units 1 and 2 nuclear power plants, together with the
associated facilities, including transmission lines and substation facilities. Levy Units 1 and 2 are needed to maintain electric system reliability and integrity,

{uel and generating diversity and to continue 1o provide adequate electricity to PEF’s customers at a reasonable cost. Levy Units 1 and 2 will be advanced
passive light water nuclear reactors, each with a generating capacity of approximately 1,100 MW. As
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stated in the petition, Levy Unit 1 would be placed in service by June 2016 and Levy Unit 2 by June 2017. The filed, nonbinding project cost estimate for
Levy Units 1 and 2 is approximately $14 billion for gencrating facilities and approximately $3 billion for associated transmission facilities. The FPSC 1ssued
the final order granting the petition for the Determination of Need for the proposed nuclear units on August 12, 2008,

On March 11, 2008, PEF also filed a petition with the FPSC to open a discovery dockel regarding the actual and projecied cosis of Levy. PEF filed the
petition to assist the FPSC in the timely and adequate review of the proposed project’s costs recoverable under the nuclear cost-recovery rule. On May 1.
2008, PEF filed a petition for recovery of both preconstruction and carrying charges on construction costs incurred or anticipated to be incurred during 2008
and 2009 under the nuclear cost-recovery rule Based on the alffirmative vote by the FPSC on the Determination of Need for Levy, PEF filed a petition on July
18, 2008, to recover all prudently incurred costs under the nuclear cost-recovery rule. On November 12, 2008, the FPSC issued an order to approve the
inclusion of preconstruction and carrying charges of $357 million as well as site selection costs of $38 million in establishing PEF's 2009 capacity cost-
recovery clause factor.

As discussed above in “Fuel Cost Recovery,” on February 18, 2009, PEF filed a request with the FPSC to defer the recovery of $200 million of Levy nuclear
preconstruction costs

STORM COST RECOVERY

In 2005, the FPSC issued an order authorizing PEF to recover $232 million over a two-year period, including interest, of the costs it incurred and previously
deferred related to PEF’s restoration of power associated with four hurricanes in 2004 The net impact was included in customer bills beginning January 1,
2006. In 2007 and 2006, PET recorded amortization of $75 million and $122 million, respectively, associated with the recovery of these storm costs The
retail portion of storm restoration costs were fully recovered at December 31, 2007

On April 23, 2006, PEF entered into a settlement agreement with certain intervenors in its storm cost-recovery docket that would allow PEF to extend its then-

current two-year storm surcharge, Which equals approximately $3.61 on (he average resigential monthty customer bift-of 1,000 kWit for-armadditiorat 2=
month period 1o replenish its storm reserve The requested extension, which began August 2007, was expected to replenish the existing storm reserve by an
estimated 5126 million. During the third quarter of 2006, PEF and the intervenors modified the settlement agreement such that in the event future storms
deplete the reserve, PEF would be able to petition the FPSC for implementation of an interim surcharge of at least 80 pereent and up to 100 percent of the
clained deficiency of its storm reserve. The intervenors agreed not 1o oppose the interim recovery of 80 percent of the future claimed deficiency but reserved
the right to challenge the interim surcharge recovery of the remaining 20 percent. The FPSC has the right to review PEF’s storm costs for prudence. On
August 29, 2006, the FPSC approved the settlement agreement as modified. In 2008, PEF recorded net additional storm reserve of $66 million from the
extension of the storm surcharge. At December 31, 2008, PEF’s storm reserve totaled $129 million.

OTHER MATTERS

On October 29, 2007, PET submitted a revised OATT filing. including a settlement agreement, with the FERC requesting an increase in transmission rates.
The purpose of the filing was to implement formula rates for the PEF OATT in order 1o more accurately reflect the costs that PEF incurs in providing
transmission service. In the filing, PEF proposed to move {rom a fixed rate to a formula rate, which allows for transmission rates to be updated each year
based on the prior year’s actual costs. Settlement discussions were held with major customers prior lo the filing and a settlement agreement was reached on all
issues. The settlement proposed a formula rate with a rate of return on equity of 10 8 percent. PEF received FERC approval of the settlement agreement on
December 17, 2007. The new rates were effective January 1, 2008, and increased 2008 revenues by $2 million.

D. REGIONAL TRANSMISSION ORGANIZATIONS

In 2000, the FERC issued Order 2000, which set mmimum characteristics and functions that regional transmisston organizations (RTOs) must meet, including
independent transmission service. In October 2000, as a result of Order 2000, PEC, along with Duke Energy Corporation and South Carolina Electric & Gas
Company, filed an application with the FERC for approval of'an RTO, GridSouth In July 2001, the FERC issued an order provisionally approving GridSouth.
However, in July 2001, the FERC issued orders recommending that companies in the southeastern
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United States engage in mediation to develop a plan for a single RTO. PEC participated in the mediation; no consensus was reached on creating a southeast
RTO. On August 11, 2005, the GridSouth participants notified the FERC that they had terminated the GadSouth project. By order issued October 20, 2005,
the FERC terminated the GridSouth proceeding

On November 16, 2007, PEC petitioned the NCUC to allow it to establish a regulatory asset for PEC’s development costs of GridSouth pending disposition in
a gencral rale proceeding. On January 14, 2008, the NCUC issued an order requesting interested parties to file connments regarding PEC’s petition on or
before January 28, 2008. On February 11, 2008, PEC filed response comments. On December 20, 2007, the NCUC issued an order for one of the other
GridSouth partners. As part of that order, the NCUC ruled that the utility’s GridSouth development costs should be amortized and recovered over a 10-year
period beginning June 2002, Consequently, in 2007, PEC recorded an $11 million charge to amortization expense. On June 4, 2008, the NCUC issued an
order granting PEC 1he same accounting treatment 1o its GridSouth development costs. In accordance with the OATT settiement discussed above, in July
2008, PEC began amortization and recovery of the wholesale portion of PEC’s GridSouth development costs over a five-year period. The impact of this
wholesale amortization was $1 million in 2008 and is estimated to be $2 million annually dusing the remaining amortization period. PEC’s recorded
investment in GridSouth totaled $19 million and $22 million at December 31, 2008 and 2007, respectively.

E. NUCLEAR LICENSE RENEWALS

The NRC operating license for Robinson expires in 2030 and the licenses lor Brunswick expire in 2036 for Unit No. | and 2034 for Unit No. 2. On December
17, 2008, the NRC issued a 20-year extension on the operating license for Harris, which extends the operating license through 2046. The NRC operating
license held by PEF for CR3 currently expires in December 2016 On December 18, 2008, PEF filed an application for a 20-year extension from the NRC on
the operating license for CR3, which would extend the operating license through 2036, if approved. PET anticipates a decision from the NRC in 2011

8. GOODWILL AND INTANGIBLE ASSETS

We perform annual goodwill impairment tests in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS No 142) Goodwill was
tested for impairment for both the PEC and PEF segments in the second quarters ol 2008 and 2007; cach test indicated no impairment

Under SFAS No. 142, all goodwill is assigned to our reporting units that are expected to benefit from the synergies of the business combination. At December
31, 2008 and 2007, our carrying 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 Corporate and Other business segment. There were no changes to the assignment of the carrying
amounis to PEC and PEF in 2008 or 2007

Goodwill was previously allocated to our former CCO-Georgia Operations reporting unit, which was comprised of four nonregulated generating plants. As a
result of our evaluation of certain business opportunities that impacted the future cash {lows of our Georgia Operations, we performed an interim goodwill
impairment test during the first quarter of 2006. We estimated the fair value of that reporting unit using the expected present value of future cash flows. Asa
result of that test, we recognized a pre-tax goodwill impairment charge of $64 million ($39 million after-tax) during the first quarter of 2006, which has been
reclassified to discontinued operations, net of tax on the Consohidated Statements of Income (See Note 3C).

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets. On May 22, 2006, we 1dled our synthetic fuels
facilities due to significant uncertainty surrounding future synthetic fuels production. With the idling of these facilities, we performed an evaluation of the
intangible assets, which were comprised primarily of capitalized acquisition costs (See Note 3A). The impairment test considered numerous factors including,
among other things, continued high oil prices and the then-current idled state of our synthetic fuels facilities. We estimated the fair value using the expected
present value of future cash flows Based on the results of the impairment test, we recorded a pre-tax impairment charge of $27 million (517 million after-tax)
during the
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quarter ended June 30, 2006, which has been reclassified to discontinued aperations, net of tax on the Consolidated Statements of Income.

9. EQUITY

A. COMMON STOCK
PROGRESS ENERGY
At December 31, 2008 and 2007, we had 500 million shares of common stock authorized under our charter, of which 264 million shares and 260 million
shares, respectively, were outstanding. During 2008, 2007 and 2000, respectively, we issued approximately 3.7 million, 3 7 million and 4.2 million shares of
common stock, resulting in approximately $132 million, $151 million and $185 million in proceeds. Included in these amounts for 2008, 2007 and 2006,
respectively, were approximately 3.1 million, 1.0 million and 1.6 million shares for proceeds of approximately $131 million, $46 million and $70 million,
issued for the Progress Energy 401(k) Savings & Stock Ownership Plan (401(k)) and the [nvestor Plus Stock Purchase Plan.

On January 12, 2009, the Parent issued 14.4 million shares of common stock at a public offering price of $37.50 per share. Net proceeds from this offering
were approximately $523 million.

There are various provisions limiting the use of retained eamings for the payment of dividends under certain circumstances At December 31, 2008, there
were no significant restrictions on the use of retained earnings (See Note 11B)

PEC

At December 31, 2008 and 2007, PEC was authorized to issue up to 200 million shares of common stock. All shares issued and outstanding are held by
Progress Energy. There are various provisions limiting the use of retained carnings for the payment of dividends under certain circumstances. At December
31, 2008, there were no significant restrictions on the use of retaned carnings. See Note 11B for additional dividend restnctions related to PEC

PEF

At December 31, 2008 and 2007, PEF was authorized 1o issuc up to 60 million shares of common stock. All PEF common shares issued and outstanding are
indirectly held bv Progress Energy There are various provisions limiting the use of retained eamings for the payment of dividends under certain
circumstances. At December 31, 2008, there were no significant restrictions on the use of retained earnings See Note 11B for additional dividend restrictions
related to PEF

B. STOCK-BASED COMPENSATION
EMPLOYEE STOCK OWNERSHIP PLAN

We sponsor the 401(k) lor which substantially all full-time nonbargaining unit employees and certain part-time nonbargaining wnit employees within
participaling subsidiaries are eligible. At December 31, 2008 and 2007, participating subsidiarics were PEC, PEF, PV, Progress Fuels (corporate employees)
and PESC . The 401(k), which has matching and incentive goal features, encourages systematic savings by employees and provides a method of acquiring
Progress Energy common stock and other diverse investments. The 401(k), as amended in 1989, is an Employee Stock Ownership Plan (ESOP) that can enter
into acquisition loans to acquire Progress Energy common stock to satisty 401(k) common share needs. Qualification as an ESOP did not change the level of
benefits received by employees under the 401(k). Common stock acquired with the proceeds of an ESOP loan is held by the 401(k) Trustee in a suspense
account. The common stock is released from the suspense account and made available for allocation to participants as the ESOP loan is repaid. Such
allocations are used to partially meet common stock needs related to matching and incentive contributions and/or reinvested dividends. All or a portion of the
dividends paid on ESOP suspense shares and on ESOP shares allocated to participants may be used 1o repay ESOP acquisition
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loans. Dividends that are used 1o repay such loans, paid directly 1o participants or reinvested by participants, are deductible for income tax purposes

There were 1 1 million and 1 7 million ESOP suspense shares at December 31, 2008 and 2007, respectively. with a fair value of $435 million and $82 million,
respectively. ESOP shares allocated to plan participants totaled 12.6 million and 10.6 million at December 31, 2008 and 2007, respectively. Our matching and
incentive goal compensation cost under the 401(k) is determined based on matching percentages and incentive goal attainment as deflined in the plan. Such
compensation cost 1s allocated to participants’ accounts in the form of Progress Energy common stock, with the number of shares determined by dividing
compensation cost by the common stock market value at the time of allocation. We currently meet common stock share needs with open market purchases,
with shares released from the ESOP suspense account and with newly issued shares. Costs for incentive goal compensation are accrued during the fiscal year
and typically paid in shares in the following year, while costs for the maiching component are typically met with shares in the same year incurred. Matching
and incentive costs, which were met and will be met with shares released from the suspense account, totaled approximately $8 million, $23 million and $14
million for the years ended December 31, 2008, 2007 and 2006, respectively. Total matching and incentive costs were approximately $34 million, $30 million
and $23 million for the years ended December 31, 2008, 2007 and 2006, respectively. We have a long-term note receivable from the 401(k) Trustee related to
the purchase of common stock from us in 1989 The balance of the note receivable from the 401(k) Trustee is included in the determination of unearned ESOP
common stock, which reduces common stock equity. ESOP shares that have not been committed to be released to participants’ accounts are not considered
outstanding for the determination of earnings per common share. Interest income on the note receivable and dividends on unallocated ESOP shares are not
recognized for financial statement purposes.

Eflective January 1, 2008, the 401(k) Plan was revised. As revised, the employer match percentlage was increased and the employee stock incentive plan
based on goal attainment was discontinued

PEC

PEC’s maiching and incentive costs, which were met and will be met with shares released from the suspense account, totaled approximately $35 million, $14

million and §8 nullion for the years ended December 31, 2008, 2007 and 2006, réspectively. mmmfg-mchemrmvsTrwcrc—nppmm\uy 52+
million, $18 million and $13 million for the years ended December 31, 2008, 2007 and 2006, respectively

PEF

PEF’s matching and incentive costs, which were met and will be met with shares released from the suspense account, totaled approximately $1 million, $4
million and $2 million for the years ended December 31, 2008, 2007 and 2006, respectively. Total matching and incentive costs were approximately $7
million. $6 million and $4 million for the years ended December 31, 2008, 2007 and 2006, respectively

STOCK OPTIONS

Pursuant to our 1997 Equity Incentive Plan (EIP) and 2002 EIP, amended and restated as of July 10, 2002, we may grant options o purchase shares of
Progress Energy common stock to directors, oflicers and eligible employees for up 1o 5 million and 15 million shares, respectively. Generally, options granted
to employees vest one-third per year with 100 percent vesting at the end of year three, while options granted to directors vest 100 percent at the end of one
year. The options expire 10 years from the date of grant All option grants have an exercise price equal 1o the fair market value of our common stock on the
arant date, We curtailed our stock option program in 2004 and replaced that compensation program with other programs. No stock options have been granted
since 2004, We issue new shares of common stock 1o satisly the exercise of previously issued stock options.
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PROGRESS ENERGY

A summary of the status of our stock options at December 31, 2008, and changes during the year then ended, is presented below:

Numberof  Weighted-Average

{option quantilies in millions) Options Exercise Price
Options outstanding, January 1 : : 1.7 Ceins 543 09
Canceled e e T 8438
Exercised- : : : C(0.1) : 383
Options outstanding, December 31 1.6 43.99
Options exercisable. December 31 ) : 16 : 4399

The options outstanding and exercisable at December 31, 2008, had a weighted-average remaining contractual life of 4.0 years. Aggregate intrinsic value as of
December 31, 2008, was not significant Total intrinsic value of options exercised during the years ended December 31, 2007 and 2006, respectively, was $17
million and $10 million. The total intrinsic value of options exercised during the year ended December 31, 2008, was not significant

Compensation cost, for expense purposes subsequent to the adoption of SFAS No. 123R, is measured at the grant date based on the fair value of the award
and s recognized over the vesting period The fair value for these options was estimated at the grant date using a Black-Scholes option pricing model
Dividend yield and the volatility factor were calculated using three years of historical trend information. The expected term was based on the contractual life

T HICOPIoNnS,

At December 31, 2006, all options were fully vested; therefore, no compensation expense was recognized in 2008 or 2007 Stock option expense totaling 32
million was recognized in income during the year ended December 31, 2006, with a recognized tax benefit of $1 million. No compensation cost refated to
stock options was capitalized during the year

Cash received from the exereisc of stock options totaled $1 million, $105 million and $115 million, respectively, during the years ended December 31, 2008,
2007 and 2006. The actual tax benefit for tax deductions from stock option exercises for the years ended December 31, 2007 and 2006, was $6 million and $4
million, respectively. The actual tax benefit deduction for stock option exercises for the year ended December 31, 2008, was not significant

PEC

Stock option expense totaling §1 million was recognized in income during the year ended December 31, 2006, with a recognized tax benefit of less than $1
million. No compensation cost related to stock options was capitalized during the year As of December 31, 2006, all options were [ully vested; therefore, no
compensation expense was recognized in 2008 or 2007

PEF

Stock option expense totaling less than $1 million was recognized in income during the year ended December 31, 2006, with a recognized tax benefit of less
than $1 million. No compensation cost related to stock options was capitalized duning the year. As of December 31, 2006, all options were fully vested;
therefore. no compensation expense was recognized in 2008 or 2007.

OTHER STOCK-BASED COMPENSATION PLANS

We have additional compensation plans for our officers and key employees that are stock-based in whole or in part Our long-term compensation program
currently includes two types of equity-based incentives: performance shares under the Performance Share Sub Plan (PSSP) and restricted stock programs. The

COI]]pCl]Sﬂti(Wl] program was
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established pursuant 1o our 1997 EIP and was continued under our 2002 and 2007 ElPs, as amended and restated from time to time.

We granted cash-settled PSSP awards prior to 2003. Since 2003, we have been granting stock-setiled PSSP awards. Under the terms of the PSSP, our officers
and key employees are granted a target number of performance shares on an annual basis that vest over a three-year consecutive period Each performance
share has a value that is equal to, and changes with, the value of a share of Progress Energy common stock, and dividend cquivalents are acerued on, and
reinvested in, additional performance shares. Prior to 2007, shares issued under the PSSP (both cash-settled and stock-settled) had two equally weighted
performance measures, both based on our results as compared 1o a peer group of utilities. In 2007, the PSSP was redesigned, and shares issued under the
revised plan use one performance measure. The outconie of the performance measures can result in an increase or decrease from the farget number of
performance shares granted. For cash-settled awards, compensation expense is recognized over the vesting period based on the estimated fair value of the
award, which is periodically updated to reflect factors such as changes in stock price and the status of performance measures The stock-settled PSSP is
similar to the cash-settled PSSP, except that we distribute common stock shares to participants equivalent to the number of performance shares that ultimately
vest. We issue new shares of common stock 1o satisfy the requirements of the PSSP program Also, the fair value of the stock-settled award 15 gencrally
established at the grant date based on the fair value of common stock on that date, with subsequent adjustments made to reflect the status of the performance
measure. Compensation expense {or all awards is reduced by estimated [orfeitures PSSP cash-settled liabilities totaling $2 million, $3 million and $4 million
were paid in the years ended December 31, 2008, 2007 and 2006, respectively A summary of the status of the target performance shares under the stock-
settled PSSP plan at December 31, 2008, and changes during the year then ended is presented below:

Number of Stock-Settled ~ Weighted-Average Grant

Perdormance Sharesa) Date Fair Value
Bepinning balance » i iy LEIT629,995 i T a4 .97
Granted 271,964 4241
Vestad 000 i S S N 43S DRSS R SN DY
Paid) (228,793) 50.70
Torfeited 0 e (R ]3 27) T g g6
Ending balance 1.118.604 46.46

@ Amounts reflect target shares to be issued. The final number of shares issued will be dependent upon the outcome of the performance measures
discussed above

@) Shares paid include only target shares as originally granted Additional shares of 131,881 were issued and paid due to exceeding established
performance thresholds and due to dividends earned

For the vears ended December 31, 2007 and 2006, the weighted-average grant date fair value of stock-settled performance shares granted was $50 70 and
$44 27, respectively
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The Restricted Stock Award program allows us to grant shares of restricied common stock to our officers and key employees. The restricted shares generally
vest on a graded vesting schedule over a minimum of three vears. Compensation expense, which is based on the fair value of common stock at the grant date,
is recogmized over the applicable vesting period, with corresponding increases in common stock equity. Restricted shares are not included as shares
outstanding in the basic earnings per share calculation until the shares are no longer forfeitable. A summary of the status of the nonvested restricted stock
shares at December 31, 2008, and changes during the vear then ended, is presented below:

Number of Restricted Weighted-Average Grant

Shares Date Fair Value
Beginmng balance : . 268,635 SETg43.077
Granted - -
Vested : (71;134) 4329
Forfeited (5,400) 44.63
Ending balance o 192101 V3,93

For the years ended December 31, 2007 and 2006, the weighted-average grant date fair value of restricted stock granted was $49 54 and $44.51, respectively

The total fair value of restricted stock awards vested during the years ended December 31, 2008, 2007 and 2006 was $3 million, $13 million and $4 million,
respectively. Cash expended to purchase shares for the restricted stock program totaled $8 million during the year ended December 31, 2006. Cash expended
to purchase shares for 2008 and 2007 was not significant due to the curtailment of the Restricted Stock Award program and the rollout of the new restricted

stock unit (RSU) program’,

Beginning in 2007, we began issuing RSUs rather than restricted stock awards for our officers, vice presidents, managers and key employees RSUs awarded
to eligible employees are generally subject o either three- or five-year clifl vesting or five-year graded vesting We issue new shares of common stock to
satisly the requirements of the RSU program. Compensation expense, based on the fair value of common stock at the grant date, 1s recognized over the
applicable vesting period, with corresponding increases in common stock equity. RSUs are not included as shares outstanding in the basic carnings per share
calculation until shares are no longer forfeitable. Units are converted to shares upon vesting A summary of the status of nonvested RSUs at December 31,
2008, and changes during the year then ended, is presented below:

Number of Restricted Weighted-Average Grant

Units Date Fair Value
Beginning balance Ce 82 3R e g5 90
Granted 489,603 4248
Vested (187.318) R L46.67
Forfcited (50.207) 50.55
Ending balance 1.076.536 : 46.86

The total fair value of RSUs vested during the year ended December 31, 2008, was $9 million. There were no expenditures to purchase stock to satisfy RSU
plan obligations in 2008

Our Consolidated Statements of Income included tolal recognized expense for other stock-based compensation plans of $31 million for the year ended
December 31, 2008, with a recognized tax benefit of $12 million. The total expense recognized on our Consolidated Statements of Income for other stock-
based compensation plans was $64 million with a recognized tax benelit of $24 million and $25 million, with a recognized tax benefit of $10 million, for the
years ended December 31, 2007 and 2006, respectively. No compensation cost related to other stock-based compensation plans was capitalized
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At December 31, 2008, there was $34 million of total unrecognized compensation cost related to nonvested other stock-based compensation plan awards,
which is expected to be recognized over a weighted-average period of 1.57 vears

PLEC
PEC’s Consolidated Statements of Income included total recognized expense for other stock-based compensation plans of $18 million for the year ended
December 31, 2008, with a recognized tax benefit of $7 million. The total expense recognized on PEC’s Consolidated Statements of Income tor other stock-

based compensation plans was $38 million with a recognized tax benefit of $15 million and $14 million, with a recognized tax benefit of $6 million, for the
years ended December 31, 2007 and 2006, respectively. No compensation cost related to other stock-based compensation plans was capitalized

PEF
PEF’s Statements of Income included total recognized expense for other slock-based compensation plans of $13 million for the year ended December 31,
2008, with a recognized tax benefit of £5 million. The total expense recognized on PEF’s Statements of Income for other stock-based compensation plans was
$21 million with a recognized tax benefit of $8 million and $7 million, with a recognized tax benefit of $3 million, for the years ended December 31, 2007
and 2006, respectively. No compensation cost related to other stock-based compensation plans was capitalized

C. EARNINGS PER COMMON SHARE

Basic earnings per common share are based on the weighted-average number of common shares outstanding. Diluted earnings per share include the eflects of
the nonvested portion of restricted stock, restricted stock unit awards and performance share awards and the effect of stock options outstanding

A reconciliation of the weighted-average number of common shares outstanding for the years ended December 31 for basic and dilutive purposes follows:

(1n mullions) 2008 2007 2006
Weiglited-average common shares - basic E : 260.3. U256, nnnii250:4
Net effect of dilutive stock-based compensation plans 0.5 0.6 0.4
- “Weighted-averape shares = fully diluted ST : L . ©11260.8: 2567 02508

There were no adjustments to net income or 1o income from continuing operations between the calculations of basic and fully diluted earnings per common
share. LSOP shares that have not been committed to be released to participants’ accounts are not considered outstanding for the determination of earnings per
common share, The weighted-average ESOP shares totaled 1.2 million, 1 8 million and 2.4 million for the years ended December 31, 2008, 2007 and 2006,
respectively. There were 1.6 million, 0.1 million and 1.8 million stock options outstanding at December 31, 2008, 2007 and 2006, respectively, which were
not included in the weighted-average number of shares for computing the fully diluted carnings per share because they were antidilutive.

D. ACCUMULATED OTHER COMPREHENSIVE LOSS

Components of accumulated other comprehensive loss, net of tax. at December 31 were as follows:

Progress Energy PEC PEF
(in millions) 2008 2007 2008 2007 2008 2007
Loss'on cash {lowhedges R : . s Gn 8 23 $ G5 5. (10) S~ ()% (D
Pension and other postretirement benefits (58) (13) - - - -
Other 00 ; ; : (L) TS i e e b
Total accumulated other comprehensive loss 3 (116) § 3 85 G % ddO $ [ (8)
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10. PREFERRED STOCK OF SUBSIDIARIES ~ NOT SUBJECT TO MANDATORY REDEMPTION

All of our preferred stock was issued by our subsidiaries and was not subject to mandatory redemption. At December 31, 2008 and 2007, preferred stock
outstanding consisted of the folfowing:

Sharcs Redemption
Authorized
{dollars in millions, except share and per share data) Outstanding Price Total
PEC
Cumulative, no par value $5 Preferred Stock 00 ; : 300,000 :
$5 Preferred 236,997 $110.00 $24
Cumulative; no par value Serial Preferred Stock ™'+ Srinrin' 20,000,000 : R sriiie :
$4.20 Serial Preferred 100.000 102.00 10
©185.44 Serial Preferred: L TR : R4 B50 101.00 25
Cumulatlvc no par value Prclcrrcd Slock A 5,000,000 - - -
No parvalue Preference Stock : 5 10,000,000 : = oo LU
Total PEC 59
PE: 2 ; .
Cumulative, $100 par valuc Preferred Slocl\ 4,000,0000
4. 00% S 100 par value Bierered e ; g 39980 FOH2S &
4,40% $100 par value Preferred 75,000 102.00 8
145896 $100 parvalue Preferred 0 i G Corin Lr99.990 - 101.00 - +-10
4.60% $100 par value Preferred 39,997 103 25 4
4 775% $100. par value Preferred i S : : ©80.000 102.00 8
Cumulative, no par value Preferred Stoc}\ 5,000,000 - - -
$100 par valiie Preference Stack 5 oo : 1.000.000 e - =
Total PEF 34
Total preferred:stock of subsidiaries = o : e e $93
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11. DEBT AND CREDIT FACILITIES
A. DEBT AND CREDIT FACILITIES

At December 31 our long-term debt consisted of the following (maturities and weighted-average interest rates at December 31, 2008):

(in miflions) 2008 2007
Parent
Seniorunsecured npotes, matoring 2010-2031 6.96% § 2,600 $ 2,600
Draws on revolving crcdn agreement, expiring 2012 o S ) ) o 252% 100
Upamortized premium and discount. net : - i : [€)) (3)
Long-term debt. nel 2.696 2.597
PEC
Tirst mortgage bonds, matunng 2009-2038. -~ - R e ©574% 2.325 2.000
Pollution control obligations, maturing 2017-2024 2.25% 669 669
Senior unsecured notes; maturing DI [ TR N T 6.50%4 500 500
Mediim-term notes 300
Miscellanéous notes : : : g : [N L6.01% 22 22
Unamortized premium and dmconnl net e L (7) (8)
Current portion of long-term debt : L e - - -(300)
LonO lexm debt ne\ 3,509 3.183
In’st ‘mortgage bonds, maturing 2010- D03G e : : 581% 3,800 2,380
Pollution control obligations, maturing 2018-2027 1 63% 241 241
Senior unsecured noles . R . i ; RN : 450
Medium-term notes, maturing 2028 6.75% 150 152
Unamortized premiuim and discount; net ‘ : 3 : ()] (5)
Current portion of long-term debt (532)
SLong=termnydebl, met i e e : 4,182 2 686
Florida Progress Funding Corporation (See Note 23) i sini! L :
Debt to alﬁlnatcd trust, maturing 2039 ] 7.10% 309 309
Unamortized premium and discount. net S s RN R S . (37) . (38)
Lonc'-lexm debl net 272 271
Progress Capzml Hol(lmgs Inc . o ) o )
Medium-term notes’ : : : : i i : 45
Current portion of long-term dcbl (43)
Long-term debt. net :
Progress Energy consolidated long-term debt, net g 10,659 § 8.737

At December 31, 2008, the Parent had a revolving credit agreement (RCA) used to support its commercial paper borrowings. We classified $100 million of
the $600 mllion oulslandmg under the Parent’s RCA as long-term debt. Setilement of a portion of this obligation did not require the use of working capital in
2009 as $100 million of the proceeds from the January 12, 2009 equity issuance was used to reduce RCA borrowings. No amount was outstanding under the
Parent’s RCA at December 31, 2007. Additionally, we classified PEC’s $400 million 5.95% Senior Notes, duc March 1. 2009, as long-term debt, as the
maturity will be paid with the praceeds of PEC"s $600 million January 15, 2009 debt issuance discussed below
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On March 13, 2008, PEC issued $325 million of First Mortgage Bonds, 6.30% Series due 2038 The proceeds were used to repay the maturity of PEC s $300
million 6.65% Medium-Term Notes. Series D, due April 1, 2008, and the remainder was placed in temporary investments for gencral corporate use as needed

On February 1, 2008, PEF paid at maturity $80 million of its 6 875% [irst Mortgage Bonds with available cash on hand and commercial paper borrowings.
On June 18, 2008, PEF issucd $500 million of First Morigage Bonds, 5 65% Series due 2018 and $1 000 billion of First Mortgage Bonds, 6.40% Series due
2038. A portion of the proceeds was used to repay PEFs utility money pool borrowings and the remaining proceeds were placed in temporary investments for
general corporate use as needed On August 14, 2008, PEF redeemed the entire outstanding $4350 million principal amount of its Series A Floating Rate Notes
due November 14, 2008, at 100 percent of par plus accrued interest The redemption was funded with a portion of the proceeds from the June 18, 2008 debt
issuance.

On May 27, 2008, Progress Capital Holdings, Inc., one of our wholly owned subsidiaries, paid at maturity its remaining outstanding debt of $45 million of
6.46% Medium-Term Notes with available cash on hand.

On January 12, 2009, the Parent issued 14 4 million shares of common slock at a public offering price of $37.50 per share. Net proceeds from this offering
were $523 million. We used $100 million of the proceeds to reduce the Parent’s RCA borrowings and the remainder was used for general corporate purposes.

On January 15, 2009, PEC issued $600 million of First Morigage Bonds, 5.30% Series due 2019. A portion of the proceeds will be used to repay the maturity
of PEC’s $400 million 5.95% Senior Notes, due March 1, 2009 The remaining proceeds were used 1o repay PEC’s outstanding money pool balance and for
general corporate purposes

At December 31, 2008 and 2007, we had committed lines of credit used to support our commercial paper borrowings. As a result of financial and economic
conditions in 2008, the short-term credit markets tightened, resulting in volatility in commercial paper durations and interest rates On November 3, 2008, the
Parent borrowed $600 million under its RCA to reduce rollover risk in the commercial paper markets, which is reflected in the outstanding borrowings under

our credit facilities as shown 1 the table below. As discussed above, ol the 360U nulhion ouistanding, 310U mullion was classiticd as fong-errdebtat
December 31, 2008. We will continue to monitor the commercial paper and short-term credit markets to determine when to repay the outstanding balance of
the RCA loan, while maintaining an appropriate level of liquidity. At December 31, 2007, we had no outstanding borrowings under our credit facilities. We
are required to pay minimal annual commitment fees to maintain our credit facilities

The following table summarizes our RCAs and available capacity at December 31, 2008:

(in millions) Description Total Qutstanding(s) Reservedib) Available
Parent i chees Fve-year (expiring 3/3/12) v S 1130 B e 1600 54 8 g d3]
PEC Five-year (expiring 6/28/11) 450 ] e 110 340
PEF o S Five-vear (expiring 3/28/11) i s 450 0 — 371 79

Total credit facilities $ 2030 % 600 § 580 3% 850

@ In February 2009, the Parent repaid $100 million of its outstanding RCA borrowings
o To the extent amounts are reserved for commercial paper or letters of credit outstanding, they are not available for additional borrowings At December
31, 2008, the Parent had $30 million of letters of credit issued, which were supported by the RCA.

The RCAs provide liquidity support for issuances of commercial paper and other short-term obligations Fees and interest rates under Progress Energy’s RCA
are based upon the credit rating of Progress Energy’s long-term unsecured senior noncredit-enhanced debt, currently rated as Baa2 by Moody’s Investors
Service, Inc. (Moody’s) and BBB by S&P. Fees and interest rates under PEC’s RCA are based upon the credit rating of PEC’s long-term unsecured senior
noncredit-enhanced debt, currently rated as A3 by Moody’s and BBB+ by S&P. Fees and interest rates under PEF's RCA are based upon the credit rating of
PEF's long-term unsecured senior noncredit-enhanced debt, currently rated as A3 by Moody's and BBB+ by S&P
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our outstanding commercial paper and related weighted-average

(n milliong) 2008 2007
Parent- 2.81% el B9 5.48% $ : 201
PEC 4.36% 110 -
PEF 4.41% , 371 L e
Total 3.54% $ 1,050 3 201
The following table presents the agaregate maturities of long-term debt at December 31, 2008:
(1n millions) Progrcss anrgv Consohdatcd PEC PEF
T - 3 - R e
2010 406 6 300
2011 S10007 S e e e 300
2012 1,030 . 500 e T
2013 S825 Cd Q0 425
Thereafler 7 435 2,610 3.166
Total oo -3 07160 B 331608 4.191

B. COVENANTS AND DEFAULT PROVISIONS

FINANCIAL COVENANTS

The Parent’s, PEC’s and PEF’s credit lines contain vanous terms and conditions that could affect the ability to borrow under these facilities. All of the credit
facilities include a defined maximum total debt to total capital ratio (leverage). At December 31, 2008, the maximum and calculated ratios for the Progress
Registrants, pursnant to the terms of the agreements, were as follows:

Company Maximum Ratio Actual Ratio @
Parent ™ T 08% CU5TRY
PEC 65% 45.5%

PER 63% ~58.6%

@ Indebtedness as defined by the bank agreements includes certain letters of credit and guarantees not recorded on the Consolidated Balance Sheets.
CROSS-DEFAULT PROVISIONS

Each of these credit apreements contains cross-defaull provisions for defaults of indebtedness in excess of the following thresholds: $50 million for the Parent
and $35 million cach for PEC and PEF Under these provisions, if the applicable borrower or certain subsidiaries of the borrower fail to pay various debt
obhgahons in excess of their respective cross-default threshold, the lenders of that credit facility could accelerate payment of any outsianding borrowing and
terminate their commitments 1o the credit facility. The Parent’s cross-default provision can be iriggered by the Parent and its significant subsidiaries, as
defined in the credit agreement. PEC’s and PLF’s cross-defaull provisions can be triggered only by defaults of indebtedness by PEC and its subsidiaries and
PEF, respectively, not each other or other affihates of PEC and PEF.
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Additionally, certain of the Parent’s long-term debt indentures contain cross-default provisions for defaults of indebtedness in excess of amounts ranging from
$25 million to $50 million: these provisions apply only to other obligations of the Parent, primarily commercial paper issued by the Parent, not its
subsidiaries. In the event that these indenture cross-default provisions are triggered, the debt holders could accelerate payment of approximately $2 6 billion in
long-term debt. Certain agreements underlying our indebtedness also limit our ability to incur additional liens or engage in cerlain types of sale and leaseback
transactions.

OTHER RESTRICTIONS

Neither the Parent’s Articles of Incorporation nor any of its debt obligations contain any restrictions on the payment of dividends, so long as no shares of
preferred stock are outstanding. At December 31, 2008, the Parent had no shares of preferred stock outstanding.

Certain documents restrict the payment of dividends by the Parent’s subsidiaries as outlined below
PEC

PEC’s mortgage indenture provides that, as long as any [lirst mortgage bonds are outstanding, cash dividends and distributions on its common stock and
purchases of its common stock are restricted to aggregate net income available for PEC since December 31, 1948, plus $3 million, less the amount of all
preferred stock dividends and distributions, and all common stock purchases, since December 31, 1948 At December 31, 2008, none of PEC’s cash dividends
or distributions on common stock was restricted

In addition, PEC’s Articles of Incorporation provide that so long as any shares of preferred stock are outstanding, the aggregate amount of cash dividends or
distributions on common stock since December 31, 1945, including the amount then proposed to be expended, shall be limited to 75 percent of the aggregate
net income available for common stock if common stock equity falls below 25 percent of total capitalization, and 1o 50 percent if common stock equity falls

below 20 percent. PEC’s Articles of Incorporation also provide that cash dividends on common stock shall be Tinmfed io 75 pércent of (he current year s net
income available for dividends if common stock equity lalls below 25 percent of total capitalization, and to 50 percent if common stock equity falls below 20
percent. At December 31, 2008, PEC’s common stock equity was approximately 547 percent of total capitalization. At December 31, 2008, none of PEC’s
cash dividends or distributions on common stock was restricted

PEF

PEF’s mortgage indenture provides that as long as any first mortgage bonds are outstanding, it will not pay any cash dividends upon its common stock, or
make any other distribution to the stockholders, except a payment or distribution out of net income of PEF subsequent to December 31, 1943. At December
31, 2008, none of PEF’s cash dividends or distributions on common stock was restricted

In addition, PEF’s Articles of Incorporation provide that so long as any shares of preferred stock are outslanding. no cash dividends or distributions on
common stock shall be paid, if the aggregate amount thereol since April 30, 1944, including the amount then proposed to be expended, plus all other charges
1o retained earnings since April 30, 1944, exceeds all credits 1o retained earnings since Apnl 30, 1944, plus all amounts credited to capital surplus after April
30, 1944, arising from the donation to PEF of cash or securitics or transfers of amounts {rom retained carnings to capital surplus. PEF’s Articles of
Incorporation also provide that cash dividends on common stock shall be limited 1o 75 percent of the current year’s net income available for dividends if
common stock equity falls below 25 percent of total capitalization, and to 50 percent if common stock equity falls below 20 percent. On December 31, 2008,
PEF’s common stock equity was approximately 44 6 percent of total capitalization. At December 31, 2008, none of PEF’s cash dividends or distributions on
common stock was restricted

C. COLLATERALIZED OBLIGATIONS
PEC’s and PEF’s first morigage bonds are collateralized by their respective mortgage indentures. Each mortgage constitutes a first lien on substantially all of
the fixed properties of the respective company, subject to certain permitted encumbrances and exceptions. Each mortgage also constitutes a lien on

subsequently acquired property. At December 31, 2008, PEC and PEF had a total of $2 994 billion and $4.041 billion, respectively, of first mortgage
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bonds outstanding, including those related to pollution control obligations Each morigage allows the issuance ol additional mortgage bonds upon the
satisfaction of certain conditions

D. GUARANTLES OF SUBSIDIARY DEBT
See Note 18 on related party transactions for a discussion of obligations guaranteed or secured by affiliates
E. HEDGING ACTIVITIES

We use interest rate derivatives to adjust the fixed and variable rate components of our debt portfolio and to hedge cash flow risk related to commercial paper
and fixed-rate debt to be issued in the future. See Note 17 for a discussion of risk management activities and derivative transactions.

12. INVESTMENTS
A. INVESTMENTS

At December 31, 2008 and 2007, we had investments in various debt and equity securities, cost investments, company-owned life insurance and investments
held in trust funds as follows:

Proaress Eneray PEC PEF
(in millions) 2008 2007 2008 2007 2008 2007
Nuclear decommissioning 1rust (See Note:dDY i s i i e i g U 089 LB T 3B 8T8 804 8T T B 1580,
Equity method investments (a) 22 23 9 11 2 2
Costanvestments®y 100 e R PSR g R e e
Company-owned life insurance (¢ ) 49 51 34 34 - -
Benefitinvestment trusts (dy 10 L SIS S EEE R 1.5 BECUE R e 1 GRS R0 30 RS
Marketable debt securities 1 1 1 1 — —
— T s i35 5 1666 5 8045 933 5 49 5 62l

@ Investments in unconsolidated companics are included in miscellaneous other property and investments in the Consolidated Balance Sheets using the
equity method of accounting (See Note 1). These investments are primarily in limited liability corporations and limited partnerships, and the earnings
from these investments are recorded on a pre-tax basis {See Note 20)

o Investments stated principally at cost are included in miscellaneous other property and investments in the Consolidated Balance Sheets

« Investments in company-owned life insurance are included in miscellaneous other property and investments in the Consolidated Balance Sheets and
approximate fair value due to the nature of the investment

w Benefit investment trusts are included in miscellaneous other property and investments in the Consolidated Balance Sheets. At December 2008 and
2007, $142 million and $155 million, respectively, of investments in company-owned life insurance were held in Progress Energy’s trusts. Substantially
all of PEC’s and PEF’s benefit investment trusts are invested in company-owned life insurance.

B. IMPAIRMENT OF INVESTMENTS

We evaluate declines in value of investments under the criteria of SFAS No 113, “Accounting for Certain Investments in Debt and Equity Securities” (SFAS
No. 115), and FASB Staff Position FAS 115-1/124-1, “The Meaning of Other-Than-Temporary Impairments and Its Application to Certain Investments” (See
Note 1D). Declines in fair value to below the cost basis judged to be other than temporary on available-for-sale securities are included in long-term regulatory
liabilities on the Consolidated Balance Sheets for securities held in our nuclear decommissioning trust funds and in operation and maintenance expense and
other, net on the Consolidated Statements of Income for securities in our benefit investment trusts and other available-for-sale sccurities. See Note 13 for
additional information. There were no material other-than-temporary impairments in 2008, 2007 or 2006
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The carrying amount of our long-term debt, including current maturities, was $10.659 billion and $9 614 billion at December 31, 2008 and 2007, respectively.
The estimated fair value of this debt, as obtained from quoted market prices for the same or similar issues, was $11.260 billion and $9.897 billion at

December 31, 2008 and 2007, respectively

INVESTMENTS

Certain investments in debt and equity securities that have readily determinable market values, and for which we do not have control, are accounted for as
available-for-sale securities at Iair value in accordance with SFAS No. 115. These investments include investiments held in trust funds, pursuant to NRC
requirements, to fund certain costs of decommissioning the Utilities” nuclear plants (See Note 4D). These nuclear decommissioning trust funds are primarily
invested in stocks, bonds and cash equivalents classified as available-for-sale. Nuclear decommissioning trust funds are presented on the Consolidated
Balance Sheets at fair value. In addition to the nuclear decommissioning trust funds, we hold other debt and equity investments classified as available-for-sale
in miscellancous other property and investments on the Consolidated Balance Sheets at fair value Our available-for-sale securities at December 31, 2008 and

2007 are summarized below. Net nuclear decommissioning trust fund unrealized gains are included in regulatory liabilitics (See Note 7A).

2008
Unrealized Estimated
(in millions) Booli Value Losses Unrealized Gains Fair Value
Equity securities % 518 <% = M3)$ : S134 -8 GBS
Debt securities 478 Q27 15 466
Cash equivalents i S T i R P R LY
Total 3 1,110 § 120 38 149§ 1,139

2007
Unrealized Estimated
(in millions) Book Value Losses Unrealized Gains Fair Value
Equity securities s Rl B T SEETEL(0) 08 : 1354008 L7819
Debt securities 578 ) 11 585
Cash equivalents 18 R i g
Total $ 1.071 $ (i) % 365§ 1,422

The NRC requires nuclear decommissioning trusts to be managed by third-party investment managers who have a right to sell securities without our
authorization. Under GAAP, such securities are considered to be impaired il they are in a loss position. Due to the ratemaking treatment applicable to nuclear
decommissioning (See Note 12B), gains and losses on the nuclear decommissioning trusts accrue to the benefit or detriment of ratepayers and are included in
the determination of regulatory assets and liabilities (See Note 7A), with no earnings impact. Therefore, the tables above include the book value and
unrealized gains and losses for the nuclear decommissioning trusts based on the onginal cost of the trust investments; $118 million of the unrealized losses

and $148 million of the unreahized gains for 2008 and all unrealized losses and gains for 2007 relate to the nuclear decommissioning trusts
The aggregate [air value of investments that related to the 2008 and 2007 unrealized losses were $374 million and $243 million, respectively
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At December 31, 2008, the fair value of available-for-sale debt securities by contractual maturity was:

(in millions)

Due in one year or less : e o RO RN : ‘ T [IES 2
Due after one through five vears 183
Due afler five through 10 years i . = : . i S =126
Due afler 10 vears 155

Total - T R o T R s EE R S 466

Selected information about our sales of available-for-sale securities during the years ended December 31 is presented below. Realized gains and losses were
determined on a specilic identilication basis

(in millions) 2008 2007 2006
Proceeds : : RIS R AIE S B 1,092 $ - 1,334 5 o 2,547
Realized gains 29 ) 35 ) 33
Realized losses g ; LT : IR L 2860 . . 23 o i 19

Previously, we invested available cash balances in various financial instruments, such as tax-exempt debt securities (See Note 12A) For the years ended
December 31, 2007 and 20006, our pmceeds lrom lhe sale of these securities were $399 million and $1.7 billion, respectively. For the year ended December

J 1, ZUUS,our procecds were ]JlHHdllly tekited-tormcear uuvululunsmrrrﬂﬁ. traste=-Some-e £our-bepefitinvesiment-trusis-are m"““g"d h" third i artyvinvestment
managers who have the right 1o sell securities without our authorization. Losses at December 31, 2008 2007 and 2006 for invesiments in these benefit
investment trusts were not material. Other securities are evaluated on an individual basis to determine if a decline in fair value below the carrying value is
other-than-temporary (See Note 1D). At December 31, 2008 and 2007, our other securities had no investments in a continuous loss position for greater than
12 months

PEC
DEBT
The carrying amount of PEC’s long-term debt, including current maturities, was $3.509 billion and $3.483 billion at December 31, 2008 and 2007,

respectively. The estimated fair value of this debt, as obtained from quoted market prices for the same or similar issues, was $3.690 billion and $3.545 billion
at December 31, 2008 and 2007, respectively
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INVESTMENTS

External trust funds have been cstablished to fund certain costs of nuclear decommissioning (See Note 4D). These nuclear decommissioning trust funds are
invested in stocks. bonds and cash equivalents and are classified as available-for-sale. Nuclear decommissioning trust funds arc presented on the PEC
Consolidated Balance Sheets at fair value. In addition to the nuclear decommissioning trust fund, PEC holds other debt and equity investments classified as
available-for-sale in miscellancous other property and investments on the PEC Consolidated Balance Sheets at {air value. PEC’s available-for-sale securities
at December 31, 2008 and 2007 are summarized below. Net nuclear decommissioning trust fund unrealized gains are included in regulatory liabilities (See
Note 7A)

2008
Unrealized Estimated
(in millions) Boglk Value Losses Unrealized Gains Fair Value
Eqguity securities 5 314 8 w88y 58 SR : 758 sr334
Debt securitics 249 ae 11 250
Cash eguivalents 108 : T R I T SR 08
Total $ 608 $ (65) 8 86 § 689

2007
Unrealized Estimated
inmillions) Book Value Losses Unrealized Gains Fair Value
Equity securitics $ T R : (6) % ; TO1 - % T
Debt securities 344 (3) 6 347
Cash equivalents - : o D 11 07 L R s B e IRt 8 1
Total 5 617 & N 3 197 % 805

The NRC requires nuclear decommissioning trusts to be managed by third-party investment managers who have a nght lo sell securities without our
authorization. Under GAAP, such securities are considered to be impaired if they are in a loss position. Due to the ratemaking treatment applicable to nuclear
decommissioning (See Note 12B), gains and losses on the nuclear decommissioning trusts accrue to the benefit or detriment of ratepayers and are included in
the determination of regulatory assets and liabilities (See Note 7A), with no earnings impact. Therefore, the tables above include the book value and
unrealized gains and losses lor the nuclear decommissioning trusts based on the original cost of the trust investments; all of the unrealized losses and gains for
2008 and 2007 relate 1o the nuclear decommissioning trusts

The aggregate lair value of investments that related to the 2008 and 2007 unrealized losses were $191 million and $166 million, respectively

At December 31, 2008. the fair value of available-for-sale debt securities by contractual maturity was:

(On mithions)

Due in one year or less SR B $ 2
Due after one through five years . 142
Due after five through 10 years 57
Due afler 10 vears 49

Total i i SRR : $ 250
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Selected information about PEC's sales of available-for-sale securities during the vears ended December 31 is presented below. Realized gains and losses
were determined on a specific identification basis

(1n millions) 2008 2007 2006
Proceeds . : : : B ‘ & : 8790 . 1609 B ; 2995
Realized gains 12 12 21

Previously, PEC invested available cash balances in various linancial instruments, such as tax-exempt debt securities (See Note 12A). For the year ended
December 31, 2006, PEC's proceeds {rom the sale of these securities were $531 million For the years ended December 31, 2008 and 2007, PEC’s proceeds
were primarily related to nuclear decommissioning trusts. Other securities are evaluated on an individual basis to determine if a decline in fair value below the
carrying value is other-than-temporary (See Note 1D). At December 31, 2008, PEC did not have any other securities. At December 31, 2007, PEC’s other
securities had no investments in a continuous loss position for greater than 12 months

PEF
DEBT

Fhecarrying—wmomt-ofPEFstonasterm=debt—ineluding=eurrent-maturities—was-84.182 bilion.and $3.2 IR hillion. at. December. 31, 2008 .and. 2007

respectively. The estimated fair value of this debt, as obtained from quoted market prices for the same or similar issues, was $4.546 and $3 239 billion at
December 31, 2008 and 2007, respectively

INVESTMENTS

External trust funds have been established to fund certain costs of nuclear decommissioning (See Note 4D). These nuclear decommissioning trust funds are
invested in stocks, bonds and cash equivalents and are classified as available-for-sale. Nuclear decommissioning trust funds are presented on the Balance
Sheets at fair value. PEF’s available-for-sale sccurities at December 31, 2008 and 2007 are summarized below. Net nuclear decommissioning trust fund
unrealized gains are included in regulatory liabilities (See Note 7A)

2008
Unrealized Estimated
(in millions) Book Value Losses Unrealized Gains Fair Value
Equity securities B HOSIRRRE | w 204 8 @G8) -8 s S GRS i 228
Debt securities 189 (15) 3 177
Cash equivalents - 9 e i S S R LY
Total s 402 8 (33) 3 62 $ 411

2007
Unrealized Lstimated
(in millions) Book Value 1 osses Unrealized Gains Fair Value
Equity securtties . 5 2138 : Coen () S i i 103G e 372
Debt secunties 194 (1 ) 5 198
Cash equivalents = LT 7 : . e DT : T e
Total 3 414 3 (3) § 168 % 577

The NRC requires nuclear decommissioning trusts 1o be managed by third-party investiment managers who have a right to sell securities without our
authorization. Under GAAP, such securities are considered to be impaired if they are in a loss position Due to the ratemaking treatment applicable to nuclear
decommissioning (See Note 12B), gains and losses on the nuclear decomnuissioning trusts accrue 1o the benelit or detriment of ratepayers and are included in
the determination of regulatory assets and liabilities (See Note 7A), with no camings impact. Therefore, the tables above include the book value and
unrealized gains and losses for the nuclear decommissioning trusts based on the
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original cost of the trust investments: all of the unrealized losses and gains for 2008 and 2007 relate to the nuclear decommissioning trusts

The aggregate fair value of investments that related to the 2008 and 2007 unrealized losses were 81635 million and $77 million, respectively

At December 31, 2008, the [air value of available-for-sale debt securitics by contractual maturity was:

(in millions)

Duie 1n orie year orless : : : S L $ L
Due afler one through five years , o - ; e B
Due afterfive through 10 years -+~ 0 0 : S R : R B TR 88
Due after 10 years 83

Selected information about PEF’s sales of available-for-sale sccurities for the years ended December 31 is presented below. Realized gains and losses were
determined on a specific identification basis.

(in millions) 2008 2007 2006
Proceeds: i PR s ! s S S 394 o 0535 o509
Realized gains 16 22 12
T T T T T : o LTE36 i SRR L T R

Previously, PEF invested available cash balances in various inancial instruments, such as tax-exempt debt securities (See Note 12A). For the years ended
December 31, 2007 and 2006, PEF’s proceeds from the sale of these securities were $329 million and $235 million, respectively For the year ended
December 31, 2008, all of PEF’s proceeds were related to nuclear decommissioning trusts. Other securities are evaluated on an individual basis to determine
if a decline in fair value below the carrying value is other-than-temporary (See Note 1D). At December 31, 2008, PEF did not have any other securities. At
December 31, 2007, PEF’s other securities had no investments in a continuous loss position for greater than 12 months.

B. FAIR VALUE MEASUREMENTS

In September 2006, the FASB issued SFAS No.157. which delfines fair value. establishes a framework for measuring fair value under GAAP, and requires
enhanced disclosures about assets and liabilities carried at fair value SFAS No. 157 also establishes a fair value hierarchy that categorizes and prioritizes the
inputs that should be used to estimate fair value. In February 2008. the FASB issued FSP No. FAS 157-2, “Effective Date of FASB Statement No. 157,
which delayed for us the effective date of SFAS No. 157 until January 1. 2009, for all nonfinancial assets and nonfinancial liabilifies, except for those
recognized or disclosed at fair value in the {inancial statements on a recurning basis (at feast annually).

We implemented SFAS No 157 as of January 1, 2008, for all recurring linancial assets and liabilitics. The adoption of SFAS No. 157 for recurring financial
assets and liabilities did not have a material impact on our or the Utilities' financial pasition or results of operations We utilized the deferral provision of FSP
No. FAS 157-2 for all nonrecurring nonfinancial assets and liabilities within its scope. Major categories of our assets and liabilities to which the deferral
applies include reporting units and fong-lived asset groups measured at fair value for impairment purposes, AROs initially recognized at fair value, and
nonfinancial liabilities for exit and disposal costs and indemnifications initially measured at fair value The January 1, 2009, adoption of SFAS No. 157 for
nonrecurring nonfinancial assets and liabilities did not have a material impact on our or the Utilities’ financial position or results of operations.

SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to transier a liability in an orderly transaction between market
participants at the measurement date (i e., an exit price). SFAS No. 157 permits the use of a mid-market pricing convention (the mid-point price between bid
and ask prices) as a practical

182




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 189 of 307

expedient and requires the use of market data or assumptions that market participants would use in pricing the asset or liability, including assumptions about
risk and the risks inherent in the inputs to the valuation technique. These inputs can be readily observable, corroborated by market data, or generally
unobservable SFAS No. 157 requires that valuation techniques maximize the use of observable inputs and minimize the vse of unobservable inputs

SFAS No. 157 establishes a fair value hicrarchy that prioritizes the inputs used to measure fair value, and requires fair value measurements to be categorized
based on the observability of those inputs The hierarchy gives the highest priority 1o unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 inputs) and the lowest priority to unobservable inputs (Level 3 inputs). The three Jevels of the fair value hierarchy defined by SFAS No
157 are as follows:

Level 1 — The pricing inputs are unadjusted quoted prices in active markets for identical assets or liabilities as of the reporting date. Active markets
are those in which transactions for the asset or lability occur in suflicient frequency and volume to provide pricing information on an ongoing
basis. Level 1 primarily consists of {inancial instraments such as exchange-traded derivatives and listed equities

Level 2 — The pricing inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or lability, either directly
or indirectly. Level 2 includes financial instruments valued using models or ather valuation methodologies. These models are primarily industry-
standard models that consider various assumptions, including quoted forward prices for commodities, time value, volatility factors, and current
market and contractual prices for the underlying instruments, as well as other relevant economic measures. Substantially all of these assumptions
are observable in the marketplace throughout the full term of the instrument, can be derived from observable data or are supported by observable
levels at which transactions are executed in the marketplace. Instruments in this category include non-exchange-traded denvatives, such as over-
the-counter forwards, swaps and options; certain marketable debt securities: and financial instruments traded in less than active markets

Level 3 - The pricing inputs include significant inputs generally less observable from objective sources. These inputs may be used with internally
developed methodologies that result in management's best estimate of fair value. Level 3 instruments may include longer-term instruments that

extend into periods where quoted prices or other observable inputs arc not avarlable

The following tables set forth by level within the fair value hierarchy our and the Utilities’ financial assets and liabilities that were accounted for at fair value
on a recurring basis as of December 31, 2008. As required by SFAS No 157, [inancial assets and liabilities are classified in their entirety based on the lowest
level of input that is significant to the fair value measurement Our assessment of the significance of a particular input to the fair value measurement requires
judgment, and may affect the valuation of fair value assets and liabilities and their placement within the fair value hierarchy levels

Progress Energy

(in millions) Level 1 Level 2 Level 3 Total
Assets i : s . . . .
Commodity derivatives : : : $ - 10 % g SHE010
Nuclear decommissioning trust funds 592 497 - 1,089
Othermarketable securities & o L L . 16 .o 38 o S
Total assels 3 608  § 345 % - 3 1.153
Liabilities . - , o e
Commodity derivalives : RAEE RS = : : $ ~ 3 647 % 41y $=- - {688)
Interest rate derivatives - (65) - (63)
CVO derivatives ol s - (31 o — . 2 (34)
Total liabilities $ - $ (746) $ (41) $ (787)
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PEC

(in millions) Level | Level 2 Level 3 Total
Assets

Nuclear deconumissioning trust funds o : 8 368 % 304 % - 8 672
Other marketable sccunhcs 2 — - 2
Total agsels - T S P 370 % S 304 08 N BRI
Liabilities EROIISERE o : A ‘ oo I : ‘ RGREr e
Commodity derivatives by - % (77) $ (22) §$ (99)
Interest rate derivalives : ; i FEALE : s ~ . (35) - ~ S 5(35)
Total liabilities $ - $ (112) % 22) % (134)
PEF

(in millions) Level 1 Level 2 Level 3 Total
Assets

Commodity derivatives - R Pt L T T - $ —~ 8 100§ —n8 10
Nuclear decommissioning trust 1unds 224 193 - 417
Other marketable Sechrities £ 1 i i S RREE ! s e [
Total assets $ 225 % 203 8§ - % 428
Liabilities

Commaodity derivatives T R e : SRy -8 SO0y B 10y B {589

The determination of the fair values above incorporates various lactors xeqmred under SFAS No. 1537, including risks of nonperformance by us or our
counterparties, Such risks consider not only the credit standing of the counterpartics involved and the impact of credit enhancements (such as cash deposits or
letters of credit), but also the impact of our and the Utilities’ credil risk on our liabilities.

Commodity derivatives reflect posmons held by us and the Utilities. Most over-the-counter commodity and interest rale derivatives are valued using financial
models which utilize observable inputs for similar instruments, and are classified within Level 2. Other derivatives are valued utilizing inputs that are not
observable for substantially the full term of the contract, or for which the impact of the unobservable period is signilicant to the fair value of the derivative
Such derivatives are classified within Level 3. See Note 17 for discussion of risk management activities and derivative transactions

Nuclear decommissioning trust [unds reflect the assets of the Utilities” nuclear decommissioning trusts. as discussed in Note 12A The assets of the trusts are
invested primarily in L\chancc traded equity securities (classified within Level 1) and marketable debt sccuritics, most of which are valued using Level |
inputs for similar mslruments, and are classified within Level 2.

Other marketable securities primarily represent available-for-sale debt and equity securities used to fund certain employee benefit costs

We issued Contingent Value Obligations (CVOs) in connection with the acquisition ol Florida Progress, as discussed in Note 15 The CVOs are derivatives
recorded at fair value based on quoted prices from a less than active markel, and are classified as Level 2
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The following 1ables set Torth a reconciliation of changes in the fair value of our and the Utilities” commodity derivatives classified as Level

hierarchy for the 12 months ended December 31. 2008

Progress Energy
(in millions)
Derivatives, net at Janvary 1,2008 = 00 $:26:
Total pains (losses). realized and unrealized
Includéd inearnings "% =
Included in other compxehensn ¢ income -
Deferred as regulatory assets and liabilities, net ~(102)
Purchases, issuances and senlemunls nel -

Transfersout of Level 3.net i - . 35
Derivatives, net at December 31. 2008 $ 4l
PEC

(1n millions)

Derivatives, nelal J.muaryl 2008 $:6

Tord] }.,dlnb_\‘lUSS’LA), reahzedand wirreatized
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3 in the fair value

Included in earnings =

Included in other comprehensive income

“Deferred as regulatory assets and liabilitics, net’ ('%2)
Purchases, issuances and bullcmcms net -

Transfers out of Level3. net - . s
Derivatives, net at December 31, 2008 5(22)
PEF

(1n millions)

Derivatives; net a1 January 1, 2008 820

Tolal ,Lmn.s(losscs) rcahzcd and unredhzcd o
Included in earmings e
Included in other complehensxve income

“iDélerred as regulatory assets and liabilities, net (70)

Purchases, issuances and settlements, ncl

Transfers out of Level 3. net ol : 31

Derivatives, net at December 31, 2008 $(19)

Substantially all unrealized gains and losses on derivatives are deferred as regulatory liabilities or assets consistent with ratemaking treatment

Transfers out of Level 3 represent existing assets or Habilities previously classified as Level 3 for which the lowest significant input became observable during

the period
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We provide deferred income taxes for temporary differences. These occur when there are differences between book and tax carrying amounts of assets and
liabilities. Investment tax credits related to regulated operations have been deferred and are being amortized over the estimated service life of the related
properties. To the extent that the establishment of deferred income taxes under SFAS No. 109, “Accounting for Income Taxes” (SFAS No. 109), 1s different
from the recovery of taxes by the Utilities through the ratemaking process, the differences are deferred pursuant 1o SFAS No. 71. A regulatory asset or
liability has been recognized for the impact of tax expenses or benelits that are recovered or refunded in different periods by the Utilities pursuant to rate
orders. We accrue for uncertain tax positions when it is determined that it is more likely than not that the benefit will not be sustained on audit by the taxing
authority based solely on the technical merits of the associated tax position. 1f the recognition threshold is met, the tax benefit recognized is measured at the
largest amount that, in our judgment, is greater than 50 percent likely to be realized

PROGRESS ENERGY

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions) 2008 2007
Defexred income tax assels )
ARO liability $o 264 146
Compensation accruals 100 101
- Derivative instruments R A R R s D Gl g e o
Environmental remediation hability 21 32
“Income taxes refundable through future rates 111 2324
Pension and other postretirement benefits 544 306
Unbilled revenue e 61 59
DT e 370 122
Federal income tax credit varry forward - Armil Sl 802 836
State net operating loss carry forwald (ncl of federal c:\pense) 64 87
G Valuation allowance oI e TR e CL(BRY s (7)Y
Total deferred income tax assets 2.368 1.934
Delerred imcome tax liabilities e R R R D e e D A i
Accumulated deprccmllon and ploperly cosl dllfcxcnces (1,665) (1,482)
Deferred fuel recovery (186) : (64)
Deferred nuclear cost recovery (73) -
~Derivative inslruments : “ (59)
Income taxes recovcxab]c through lulurc rates (9589) (317)
“Investments - K ~(6) (99)
Prepaid pcnslon cosls ) - (18)
CUOMher e ©62) CUEI56)
Total deferred income 1ax lmbxlmcs (2,951) (2.095)
- Total net deferred income tax habilities - g e(583) 8 (16
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The above amounts were classified on the Consolidated Balance Sheets as follows:

(in millions) 2008 2007
Current deferréd income 1ax assels, included in prepayments and -other current assets - - ; O i R [P T
Noncurrent deferred income tax assets, included in other assets and deferred dcbils ) 32 65
Current deferred income tax liabilities, included in other current liabilities: =7 : L : : R R Y (B
Noncunem deferred income tax liabilities, included in noncurr ent uicome ta\ llabllmes (710) (266)
~Total'net deferred income 1ax linbilities RN S L R e e D8 (583) 81 H6]1)

At December 31, 2008, the [ederal income tax credit carry forward includes $802 million of alternative minimum tax credits that do not expire.
At December 31, 2008, we had gross state net operating loss carry forwards of $1.5 billion that will expire during the period 2009 through 2028.

Valuation allowances have been established due to the uncertainty of realizing certain future state tax benefits. We had a net reduction of $24 million in our
valuation allowances during 2008:

e We increased our valuation allowances by $12 million during 2008. Additional valuation allowances of $9 million were recorded related to PVI's
2007 state net operating loss carry forward Additional valuation allowances of $3 million were recorded to fully offset state net operating loss and
state capital loss carry forwards generated during 2008.

» We reduced our valuation allowances and deferred i income tax assets by $36 mllhon during 2008 due to the ceasing of business opuduons |n

13 Tl 2L HAN Soaenl 1l 1 deto=fulaofiset PP I K £ontal
varrotsstate-anmerurisdictons~the-S36-mihorr-ebvarmhonr-ahlowances

VHOHST FAEeg=<rO<1iitt $36-mitlion-of-state-deferred

J
income tax assets related to our terminal, coal mining and synthetic fuel busmesses During 2008 we sold our tcrmma] and remaining coal mining
businesses and dissolved our synthetic Fuel businesses, which caused us to cease business operations in various slate taxing jurisdictions. We
believe that we will not realize the deferred income tax assets for those jurisdictions, and accordingly we reduced our total deferred income tax
assets and corresponding valuation allowances by $36 million, which had no net impact on 1otal deferred income tax assets

We believe it is more likely than not that the results of future operations will generate sufficient taxable income to allow for the utilization of the remaining
deferred tax assets.

Reconciliations ol our effective income tax rate 1o the statutory federal income tax rate for the years ended December 31 follow:

2008 2007 2006
Elfective income ax rate -~ - : : S s 3370 e e e e 3 B0 e e 3750
State income taxes, net of federal bcnem (3.8) (2.8) (3.5)
Tiivestiment tax credit amortizition : 1.0 : S [ S B B B ca 3
Employee stock ownership plan dividends 1.0 1.1 13
Domestic manufacturing deduction ; B 0.3 : R ; 210 0.
AFUDC equity 2.5 0.7 (0.1)
Other differences, net - : L UL ), 3 e oSt S(1.9)
Statutory federal income tax rate 35.0% 35.0% 35.0%
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Income lax expense applicable 1o continuing operations for the years ended December 31 was comprised of:
(in millions) 2008 2007 20006
Current = federal - T R - : : 8 3808 C285 i 30
— state 12 36 ) 70
Deferred = tederal : : : S e L SELLTZ08 SBsn e (0d)
) — state 49 11 17)
Investment taxicredit- oo RS RN E A S R S R (AT AR L AR (2) 2y
State net operaling loss carry forward I - . I (2 S O D )
Beginning-of-the-vear valuation allowance change -~ - S . L G R i
Total income tax expense S 395§ 334§ 339

We previously recorded a deferred income tax asset for a stale net operating loss carry forward upon the sale of PV1's nonregulated generation facilities and
energy marketing and trading operations During 2008, we recorded an additional deferred income tax asset of $6 million refated to the state net operating loss
carry forward due to a change in estimate based on 2007 tax return filings As previously discussed, we also evaluated this state net operating loss carry
forward and recorded a partial valuation allowance of $9 million

Total income tax expense applicable to continuing operations excluded the following:

o Taxes related to discontinued operations recorded net of tax for 2008, 2007 and 2006, which are presented separately in Notes 3A through 3G.

o Taxes related 1o other comprehensive income recorded net of tax for 2008, 2007 and 2006, which are presented separately in the Consolidated
Statements of Comprehensive Income

o Current tax benefit of $6 million, which was recorded in commion stock during 2007, related to excess tax deductions resulting from vesting of
restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP awards and exercises of nonqualified stock options pursuant to the terms of
our EIP Current tax benefit of $3 million, which was recorded in comman stock during 2006, related to excess tax deductions resulting from vesting
of restricted stock awards, vesting of stock-settled PSSP awards and exercises of nonqualified stock options pursuant to the terms of our EIP. No net
current tax benefit was recorded in common stock during 2008.

o Taxes of $2 million and $4 million that reduced retained earnings and increased regulatory assets, respectively, due 1o the cumulative effect of
adopting the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48) on January 1, 2007.
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At December 31, 2008, our liability for unrecagnized tax benefits was $104 million, and the amount of unrecognized tax benefits that, if recognized, would
affect the eflective tax rate lor income {rom continuing operations was $8 million. At December 31, 2007, our liability for unrecognized tax benefits was $93
million, and the amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate for income {rom continuing operations was $10
million. The following table presents the changes to unrecognized tax benefits during the years ended December 31, 2008 and 2007:

(in millions) 2008 2007
Unrecognized tax benefits at beginning of period e L e A e e k St o8 9381260
Gross amounts of increases as a result of tax positions taken in a prior period ) ) ) 17 32
Gross amounts of decreases as a result of tax positions taken'in a prior period- =+ 7 : R IR R STk SAD e ED
Gross amounts of increases as a result of tax positions taken in the current period ‘

Gross amotints of decreases as a result of tax positions taken in the current period : ST i [ (2) (32).
Amounts of net increases (decreases) relating to settlements with taxing . aulhonnes o e I ¢ &)
Reductions as ‘@' resull of a lapse of the applicable statute of limitations == 75 : S L 2) .

Unrecognized tax benefits at end of period $ 104 § 93

We and our subsidiaries file income tax returns in the U § federal jurisdiction and various state jurisdictions. During 2007, we closed federal tax years 1998
1o 2003. Our open federal tax years are from 2004 forward and our open state tax years in our major jurisdictions are generally from 2003 forward The
Internal Revenue Service (IRS) is currently examining our federal tax returns for years 2004 through 2005, We cannot predict when those examinations will
be complctcd We are not aware of any tax posmons Ior whlch it 13 reasonably possible that the total amounts ol unrecognized tax benefits will significantly

1.0
tnereaseordeerease u\uunb the=}Zemranth P Frove uuun.. Peeember .u, 2069

We include interest expense relaled to unrecognized tax benefits in interest charges and we include penalties in other, net on the Consolidated Statements of
Income. During 2008 and 2007, the net interest expense related to unrecognized tax benefits was $4 million and $1 million, respectively, of which a
respective $1 million and $15 million expense component was deferred as a regulatory asset by PEF, which is amortized as a charge to interest expense over a
three-year period or less. During 2008, PEF charged the unamortized balance of the regulatory asset to interest expense. During 2008, less than $1 million was
recorded for penalties related 1o unrecognized tax benefits. During 2007, there were no penalties related to unrecognized tax benefits. At December 31, 2008
and 2007, we had accrued $27 million and $23 million, respectively, for interest and penalties, which are included in other liabilities and deferred credits on
the Consolidated Balance Sheets
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(in millions) 2008 2007
Deferred income tax assets )
“UARO hability i $ 244 % 140
Compensation accruals 52 55
Derivative instruments 64 4
Income taxes refundable through future rates 10 83
Pension and other postretirement benefits 262 166
Unbilled revenue 18 18
Other - wmin i 38 ¢ 36
Federal income tax credit carrv forward - 1
- Total deferred income tax assets 688 =503
Deferred income tax labilities
‘Accumnulated depreciation and property cost differences {1,162) “{1;013)
Deferred fuel recovery (132) (60)
Income 1axes recoverable through future ates “51) {218)
Investments. @) (74)
Qihe Iy Rt e e
Total deferred income tax liabilities (1,765) (1,372)
Total net deferred in¢ome tax liabilities S (1,077) 8 (B6Y)
The above amounts were classified on the Consolidated Balance Sheets as follows:
(in millions) 2008 2007
Current delerred income 1ax assels, moluded in prepayments and other current assets R i g ; 26

Current deferred income tax liabilitics, included in other current Labilities

Noncurrent deferred income tax liabilities, included in noncurrent income tax liabilities

(5) -
(1,072) = (895)

Total net deferred income tax liabilites $ (1,077 & (869)

Reconciliations of PEC’s effective income tax rate to the statutory federal income tax rate for the years ended December 31 follow:
2008 2007 2006

Litective income tax rate 358% 37.1% 36.7%
State income taxes, net of federal benefit 2.7 2.3) (2.3)
Investment 1ax credit amortization 0.7 0.7 08
Domestic manufacturing deduction 0.5 11 0.6
Other diffcrences. net 0.7 (1.6) (0.8)
Statutory {ederal income fax rate 35.0% - 35.0% +35.0%
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Income lax expense applicable to continuing operations for the years ended December 31 was comprised of:

(1n millions) 2008 2007 2006
Current ~ federal B o k R N 87 % 2350008 285
o T State o . Y A 19 S
Deferred ~{ederal - : R e 181 34 2y
— stale 29 13 (11)
Investment tax-credit - T : (6) : (D) s i (6)
Total income tax expense $ 298 3 295 by 265

Total income tax expense applicable to continuing operations excluded the following:

¢ Taxes relaled 1o other comprehensive income recorded net of tax for 2008, 2007 and 2006, which are presented separately in the Consolidated
Statements of Comprehensive Income

e Current 1ax benefit of $3 million, which was recorded in common stock during 2007, related 1o excess tax deductions resulting from vesting of
restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP awards and exercises of nonqualified stock options pursuant to the terms of
our EIP Current tax benefit of $1 million, whicli was recorded in common stock during 2006, related to excess tax deductions resulting from vesting
of restricted stock awards, vesting of stock-settled PSSP awards and exercises of nonqualified stock options pursuant 1o the terms of our EIP. No net
current tax benefit was recorded in common stock during 2008

o Taxes of $6 million that reduced retained eamings. due to the cumulative effect of adopting the provisions of FIN 48 on January 1, 2007.

PLC and each of its wholly owned subsidiaries have entered into the Tax Agreement with the Parent (See Note 1D). PEC’s intercompany tax receivable was
approximately $74 million at December 31, 2008 PEC’s intercompany tax payable was approximately 527 million at December 31, 2007

At December 31, 2008, PEC’s lability for unrecognized lax benefits was $38 million, and the amount of unrecognized tax benefits that, 1f recognized, would
affect the effective tax rate was $5 million. At December 31, 2007, PEC's hab]]xw for unrecognized tax benefits was $41 million, and the amount of
unrecognized tax benefits that, if recognized, would affect the effective tax rate was £9 million. The following table presents the changes 1o unrecognized tax
benefits during the years ended December 31. 2008 and 2007:

(in millions) 2008 2007
Unrecognized tax bcncﬁ[s at beginning of penod L S R : (SR § EENEH S X
Gross amounls of increases as a result of tax posmons taken ina pl‘lOl pcnod 5 3
Gross amounts of decreases as a result of tax positions taken in a prior period.- oo [ i : FR R ¢ V1) HESHES B)
Gross amounts ol increases as a result of tax posmons taken in the current penod 4 22
Gross amounts of deereases as a result of tax positions taken in the' current penod - BRI IR H R : SRR @Y )
Amounts of net increases {decreases) relating 1o settlements with taxing dmhormes 1 m
Reductions as a result of a lapse'of the applicable statute of limitations : I T - L : U
Unrecognized tax benefits at end of period $ 38 % 4]

We file consolidated federal and state income tax returns that include PEC. In addition, PEC files stand-alone tax retums in various state jurisdictions. During
2007, we closed federal tax years 1998 to 2003. PEC s open fcderal tax vears are from 2004 forward and PEC’s open state tax years in our major jurisdictions
are generally from 2003 forward The IRS is currently examining our federal tax returns for years 2004 through 2005 PEC cannot predict when those
examinations will be completed PEC is not aware of any tax positions for which it is reasonably
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possible that the total amounis of unrecognized tax benefits will significantly increase or decrease during the 12-month period ending December 31. 2009
PEC includes interest expense related to unrecognized tax benefits in interest charges and includes penalties in other, net on the Consolidated Statements of
Income. During 2008 and 2007, the interest benelit recorded related fo unrecognized tax benefits was $1 million and $4 million, respectively, and there were
no penalties recorded related to unrecognized tax benefits. At December 31, 2008 and 2007, PEC had accrued $7 million and $8 million. respectively, for
interest and penalties, which is included in other labilities and deferred credits on the Consolidated Balance Sheets
PEF

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in mitlions) 2008 2007
Deferred income tax assets
Compensation accruals : ; PRI LIns 238§ 21
Derivative instruments o o N ) 222 -
Environmental remediation liability e 14 ]
Income taxes refundable through future rates 54 190
Pension and othér postretirement benefits = I RN i I : (51 7 2 1 e
Reserve for slorm damage 54 25
“Unbilled revenue N v : ; i IR X S ER RS §
Other 644 56
Total deferred income tax assets L T i e o L T 1 A I
Delorredancometasliabilili
Au,umulatc,d depreciation and property cost differences : SR (490) (431)
Deferred fuel recovery ; ; , D B o BhH @)
Deferred nuclear cost recovery : : o {73) S
Derivative instruments - (64)
Inconme laxes recoverable through future rates ) R : R : : : {508) S RE99)
Investments ()] (63)
“Prepaid pension costs St R : ‘ : : ST RGY)
Other (36) (33)
Total deferred income tax liabilities : i (1,164) “(800)
Total net deferred income tax liabilines $ (498) $ (307)

The above amounts were classilied on the Balance Sheets as follows:

(in millions) 2008 2007

Current deferred income tax assets, included in prepayments and other current assets : i . $ 748 39:

Noncurrent deferred income tax liabilities, included in noncurrent income lax llabllmes (572) (346)
Total net deferred mcome tax Jiabilities R : L 5498y 5 (307
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Reconciliations of PEFs effective income tax rate 1o the statutory federal income tax rate for the years ended December 31 follow:

2008 2007 2006
Lifective income tax rate ’ o : e R L32.0% = 31.2% Cr3T7.0%
State income laxes, net of federal benefit ) ‘ 3.D ) 33 36
Investment tax credit- amortizalion : : e N | sl 3B 20
Domestic manufacturing deduction 0.2 0.8 03
AFUDC equity 8 B ; 84000 26 ST
Other differences, net (0.6) 2.4 (0.6)
Statutorv federal income tax rate R A CAEERERA S 3R s 35 % CR50%
Income tax expense applicable to continuing operations for the years ended December 31 was comprised of:
(in millions) 2008 2007 2006
Current —federal - - : : - BT 398 : e B0 S 207
- slate 12 28 34
Deferred — federal - : : e : . 121 - (33) (36)
) ~ —state } 15 (5) (6)
Invéstment tax credit . : LU Con RN e i (G) 2 s R) e e e (B):
Total income 1ax expense $ 81§ 144 193

Total income tax expense applicable to continuing operations excluded the following:

» Taxes related to other comprehensive income recorded net of tax for 2008, 2007 and 2006, which are presented separately in the Statements of
Comprehensive Income.

o Less than $1 million of current tax benefit, which was recorded in common stock during 2007 and 2006, related to excess tax deductions resulting
from vesting of restricted stock awards and exercises of nonqualified stock options pursuant to the terms of our EIP No net current lax benefit was

recorded in common stock during 2008

o Taxes of less than $1 million and $4 million that reduced retained earnings and increased regulatory assets. respectively, due to the cumulative effect
of adopting the provisions of FIN 48 on January 1, 2007

PEF has entered into the Tax Agreement with the Parent (See Note 1D). PEF’s intercompany tax receivable was approximately $47 million and $41 million at
December 31, 2008 and 2007, respectively
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At December 31, 2008, PEFs liability for unrecognized tax benefits was $62 million and the amount of unrecognized lax benefits that, if recognized, would

affect the effective tax rate was $2 million. At December 31, 2007, PEIs liability for unrecognized tax benefits was $35 miition, and the amount of
unrecognized fax benefits that, if recognized, would aifect the effcctive tax rate was $3 million The tollowing table presents the changes to unrecognized tax
benefits during the years ended December 31. 2008 and 2007:

(in millions) 2008 2007
Unrecognized tax benefits at beginmng of period : ARt : g R B )
Gross amounts of increases as a result of tax posmons taken ina pnm penod 6 23
Gross amounts of decreases as a‘result of tax posmons taken m a prior period - E L ; ! (1) )
Gross amounts of increases as a result of tax posmons taken in the current period ]
Gross amounts of decreases as a'result of tax positions taken in the current period =~ :- RN : S s coee @y 25y
Amounts of decreases relating to settlements with taxing authorities ) ) ) - (a3
Reductions as a result of a lapse of t} the ‘applicable statute of limitations L : Sk L L R R
Unrecognized tax benelits at end of penod $ 62 5 55

We file consolidated federal and state income tax retumns that include PEF. During 2007, we closed federal tax years 1998 to 2003. PEF’s open federal tax
years are from 2004 forward and PEF’s open state 1ax years are generally from 2003 forward The IRS is currently examining our federal tax returns for years
2004 through 2005. PEF cannot predict when those examinations will be completed. PEF is not aware of any tax positions for which it is reasonably possible
that the total amounts of unrecognized tax benefits will significantly increase or decrease during the 12-month period ending December 31, 2009.

Pursuant to a regulatory order, PEF records interest expense related o unrecognized tax benefits as a regulatory asset, which is amortized over a three-year
period or less, with the amortization included in interest charges on the Statements of Income During 2008, PEF charged the unamortized balance of the
regulatory asset to interest expense on the Stmcmem of Incomc Penahles are included i in olher nel on the Slalemems of Incomc Durmg 2008 and 2007,

Sl

TrieTest TRPETSTTECoTUTU a5 a lLL’,‘lI‘hAlUiy ASSCTWAS .91 umuuu sk px_) nmuuu uoyu.u\m) ard-there-were-ne P\,umu s-recorded-s u.u A=bE-HH B dotp
benefits. At December 31, 2008 and 2007, PEF had accrued $19 million and $18 million, respectively, [or interest and penalties, which is included n other
liabilities and deferred credits on the Balance Sheets

15. CONTINGENT VALUE OBLIGATIONS

In connection with the acquisition of Florida Progress during 2000, the Parent, issued 98.6 million CVOs. Each CVO represents the right of the holder to
receive contingent payments based on the performance of four coal-based solid synthetic {uels limited liability companics, of which three were wholly owned
(Earthco), purchased by subsidiaries of Florida Progress in October 1999 All of our synthetic fuels businesses were abandoned and all operations ceased as of
December 31, 2007 (See Note 3A). The payments are based on the net afler-tax cash flows the facilities generate. We will make deposits into a CVO trust for
estimated contingent payments due 1o CVO holders based on the results ol operations and the utilization of tax credits. Momnies held in the trust are generally
not payable to the CVO holders until the completion of income tax audits. The CVOs are derivatives and are recorded at fair value The unrealized loss/gain
recognized due to changes in fair value is recorded in other, net on the Consolidated Statements of Income (See Note 20). At December 31, 2008 and 2007,
the CVO liability included in other liabilities and deferred credits on our Consolidated Balance Sheets was $34 million

During the year ended December 31, 2008, a $6 million deposit was made into the CVO trust for the CVO holders™ share of the disposition proceeds from the
sale of one of the Earthco synthetic fuel facilities (See Note 31). Disposition proceeds payments will not generally be made to CVO holders until the
termination of all indemnity obligations under the purchasc and sale agreement related to the disposition. During 2007, a $5 million deposit was made into a
CVO trust for the net after-tax cash flows generated by the four Larthco synthetic fuels facilities in 2004 Deposits into the trust will be classified as a
restricted cash asset until the applicable tax years are closed. at
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which time a payment will be disbursed to the CVO holders, Future payments will include principal and interest carned during the investment period net of’
expenses deducted. The interest carned on the payments held in trust for 2008 and 2007 was insignificant. The asset is included in other assets and deferred
debits on the Consolidated Balance Sheet at December 31, 2008

16. BENEFIT PLANS
A. POSTRETIREMENT BENEFITS

We have noncontributory defined benefit retirement plans that provide pension benefits for substantially all full-lime employees. We also have supplementary
defined benefit pension plans that provide benefits to higher-level employees. In addition to pension benelits, we provide contributory other postretirement
benefits (OPEB), including certain health care and life insurance benefits, for retired employees who meet specified criteria. We use a measurement date of
December 31 for our pension and OPEB plans

COSTS OF BENEFIT PLANS

Prior service costs and benelits are amortized on a straight-line basis over the average remaining service period ol active participants Actuarial gains and
losses in excess of 10 percent of the greater of the projected benefit obligation or the market-related value of asscts are amortized over the average remaining
service period of active participants.

To determine the market-related value of assets, we use a five-year averaging method for a portion ol the pension assets and fair value for the remaining
portion. We have historically used the five-year averaging method When we acquired Florida Progress in 2000, we retained the Florida Progress historical
use of fair value to determine market-related value for Fiorida Progress pension assets

The components of the net periodic benefit cost for the years ended December 31 were:

Progress Energy

Pension Benefits Other Postretirement Benelits

(in millions) 2008 2007 20006 2008 2007 2006
SEIVICe COSE i RN 46 8 6 A 8 88 BT AR TR
Interest cost 128 123 117 34 32 33
Expected retiirn on plan agsets i i s U (T0) I SS y E(148) (6) (6) S (6)
Amorlization of actuarial loss() 8 15 18 1 2 4
Other amortizationinet @y 0 R 20 2 — 5 o5 5

Net periodic cost $ 14 3 31 8 32 8 42 3 40 3 45

(aAdjusted to reflect PEF’s rate treatment (See Note 16B).
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We and the Utilities adopted SFAS No 138, “Emplovers” Accounting for Defined Benelit Pension and Other Postretirement Plans, an amendment of FASB
Statements No. 87, 88, 106 and 132(R)Y” (SFAS No. 158), as of December 31, 2006 SFAS No. 138 amended prior accounting requirements for pension and
OPEB plans. Prior to the implementation of SFAS No. 138, other comprehensive income (OCI) reflected minimum pension adjustments related to our
pension plans, Our pre-tax minimum pension adjustment recognized as a component of OCI was a net actuarial gain of $78 million for the vear ended
December 31, 2006. No amounts related to our OPEB plans were recognized as a component of OCI for the vear ended December 31. 2006 The tables below
provide a summary of amounts recognized in other comprehensive income for 2008 and 2007 and other comprehensive income reclassification adjustments
for amounts included in net income for 2008 and 2007. The tables also include comparable items that affected regulatory assets of PEC and PEF. Refer to the

PEC and PEF sections below for more information with regard to these regulatory assets

Pension Benelits

Other Postretirement Benefits

(in millions) 2008 2007 2008 2007
Other comprehensive income (loss)
Recognized for the year
“Netactuarial loss 8§ (G ) B 24 8 : ®) by 16
Other, net (6) ()] - -
Reclassification adjustments c
Net actuarial loss 1 2 - -
i Other; net e | 1 L -
Regulatory asset (increase) decrease
Recognized for the vear =
Net actuarial (loss) gain (735) 66 (73) 82
e e e e Gy (B . !
Amortized to income
—rriNetactuarial Joss 7 13 1 2
Other, net 1 1 5 )
PEC
Pension Benefits Other Postretirement Benelits
(in millions) 2008 2007 20006 2008 2007 2006
Service cost =% 238 238 228 5 $ 5 b 4
Interest cost 58 56 52 17 15 17
Expected return on plan asscts 66) - 60) (59) ) (4) (4)
Amortization of actuarial loss 6 12 11 - - 2
Other amortization, net D D 1. 1 : 1 1
Net periodic cost $ 23§ 33 § 27 8 19 ) 17 5 20
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No amounts related to PEC’s OPLB plans were recognized as a component of OCI for the year ended December 31, 2006. PLC s pre-tax mimimum penston
adjustment recognized as a component of OCI for the vear ended December 31, 2006, was a net actuarial gain of $59 million In conjunction with the
implementation of SFAS No. 158, amounts that would otherwise be recorded in OCI are recorded as adjustments to regulatory assets consistent with the
recovery of the related costs through the ratemaking process. The fables below provide a summary of amounts recognized in regulatory assels for 2008 and
2007 and amounts amortized from regulatory assets to net income for 2008 and 2007

Pension Benefits Other Postretirement Benelits
(in millions) 2008 2007 2008 2007
Regulatory asset (increase) decrease
Recognized for the year )
(7o Net actuarial (loss) pain R S G e 08y e B 26, g (66). - 8 82
Other, net (31) (6) - -
~Amortized to net-income - s b : : BN e AR S : s - :
Net actuarial loss ) .6 12 - -
Other, net = : g £ T Sy e S : , l
PEF
Pension Benelits Other Postretirement Benefits
(in millions) 2008 2007 2006 2008 2007 2006
Interest cost ] 53 52 49 14 14 14
Expected return on plan assels o I : ST 0) T By T8y )y o S (1) [ 0
Amortization of actuarial loss 1 1 3 1 2 1
Other amortization; net i SR B s () (1) oy 3 3 o 4
Net periodic (benefit) cost S 20) $ (16) $ (11) $ 19 $ 20 5 21

No amounts related to PEF’s OPEB or pension plans were recorded as a component of OCI for the years ended December 31, 2008, 2007 and 2006 Amounts
that would otherwise be recorded in QOCI are recorded as adjustments 1o regulatory assets conststent with the recovery of the related costs through the
ratemaking process. The tables below provides a summary of amounts recognized in regulatory assets for 2008 and 2007 and amounts amortized from
regulatory assets to net income for 2008 and 2007

Pension Benefits Other Postretirement Benelits
(in miilions) 2008 2007 2008 2007
Regulatory asset (increase) decrease
Recognized for the year J PR e BT . .
+“Netactuarial (loss) gain- o e e G (2T S 40 8 (6 ' $ =
QOther, net 18] (H - -
Amortized 1o netiincome P PRI R SN St e T D T
Net actuarial loss 1 1 1 2
Qther, net s e e G L) C(1) e o3 3
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The following weighted-average actuarial assumptions were used by Progress Energy in the caleulation of its net periodic cost:

Pension Benefits Other Postretirement Benefits
2008 2007 2000 2008 2007 2006
Discount rate i i e 6.20% - 5.95% 5.65% 60.20% e 5.95% 5.05%
Rate of increase in future compensation
“Bargaining S TSI L R R AR, RS B S0 L L T
Supplementary plans ) 5.25% 5.25% 5.25% - - -
Expected long-lerm rate of retum on o e iy R S S E TS A R ISEE I I IS SAE S D ItS SR ot RSB
plan assets 9.00% 9.00% 9.00% 8.10% 7.70% 8.30%

The weighted-average actuarial assumptions used by PEC and PEF were not materially different from the assumptions above, as applicable, except that the
expected long-term rate of returm on OPEB plan assets was 9.00% for PEC and 5.00% for PEF, for all years presented.

The expected long-term rates of return on plan assets were determined by considering long-term historical returns for the plans and long-term projected
returns based on the plans’ target asset allocation. For all pension plan assets and a substantial portion of OPEB plan asscts, those benchmarks support an
expected long-term rate of return between 9.0% and 9.5%. The Progress Registrants used an expected long-term rate of 9 0%, the low end of the range, for
2008, 2007 and 2006

BENEFIT OBLIGATIONS AND ACCRUED COSTS

SFAS No. 158 requires us fo recognize in our statement of financial condition the funded status of our pension and other postretirement benefit plans,
i & Ot 2 % gl i X

P
UTIICTOmI o e siaryear.

Reconciliations of the changes in the Progress Registrants’ benefit obligations and the funded status as of December 31, 2008 and 2007 are presented in the
tables below, with each table followed by related supplementary information

Progress Energy

Pension Benefits Other Postretirement Benetits

(in millions) 2008 2007 2008 2007
Projected benefit obligation at Januvary:1: o R L I T R v R R P T s T B B e 608
Service cost 46 46 8 7
Interest cost X S ; : SR 128 1230 i L34 T i 32
Benelit payments (127) (131) (35) (30)
Actuarial loss (gain) 3 27) 60 (96)

“Obligation at December 317000007 SR L e R e g P D s L G0 e e i 5]
Fair value of plan assets at December 31 1,285 1,996 52 75

“Funded status R e e (94QY gt (IAG) s § i (SR G) Dot g e e (466

The defined benefit pension plans with accumulated benefit obligations in excess of plan assets had projected benefit obligations totaling $2 234 billion and
$463 million at December 31, 2008 and 2007, respectively. Those plans had accumulated benefit obligations totaling $2.196 billion and $422 million at
December 31. 2008 and 2007, respectively, and plan assets of $1.285 billion and $269 million at December 31, 2008 and 2007, respectively. The total
accumulated benefit obligation for pension plans was $2.196 billion and $2 100 billion at December 31, 2008 and 2007, respectively
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The accrued benelit costs reflected in the Consolidated Balance Sheets at December 31 were as foliows:
Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Noncurrent assets R S R . R IR S =$ e i
Current liabilities (10) (10) ) ) -
Noncurrent liabilities : I (939) CUA8AY e BR Y R G {466)
Funded status S (949) 5 (146) 8 {350) 3 (466)
The table below provides a summary of amounts not yet recognized as a component of net periodic cost, as of December 31
Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Recognized 1n accumulated other comprehensive loss ) ) )
Net actnarial loss (gain) o ‘ [ anE SR ey S BT S 2 e ()
~ Other, net ) 1 6 = 1
Recognized in regulatory assets, net BRI T L L e L B s A e T e e e e e
Net actuarial loss 865 136 97 ) 25
Ofther, net . : R, g iR CLIQR DR 8 S 23
Total not vet recognized as a component of net periodic cost) $ 1,025 § 192 § 1158 $ 40
@ All components are adjusted to reflect PEF’s rate treatment (See Note 16B)
The following table presents the amounts we expect 1o recognize as components of net periodic cost in 2009,
(in millions) Pension Benelits Other Postretirement Benefits
Amortization of actuanal loss) : Co : g G AR S T T — 3
Amortization of other. netw) 5] 5
» Adjusted to reflect PET’s rate treatment (See Note 16B)
PEC
Pension Benelits Other Postretirement Benetits
(in millions) 2008 2007 2008 2007
Projected benetit obligation at January 1 o S S 9808 952:0% 257 B S R R T
Service cost , e . S S < S - ST
Interest cost : : . 58 567 i DRI VRE : 15
Plan amendment 31 6 ) - o -
Benefit payments = ERRO SRER SRR T (SRY T 60) L By T R R  (12)
Actuarial (gam) loss (12) 3 48 (81)
" Obligation at December 31 ; T T 028 T 080 L B B b 087
Fair value of plan assets at December 31 521 805 22 44
T Tunded status -l T T8 (504) 8 (175) 8 e (2O0) R (D 3Y
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All defined benefit pension plans had accumulated benefit obligations in excess of plan assets, with projected benefit obligations totaling $1 025 billion and
$980 million at December 31, 2008 and 2007, respectively. Those plans had accumulated benefit obligations totaling $1.021 billion and $974 million at
December 31, 2008 and 2007, respectively, and plan assets of $321 million and $805 million at December 31, 2008 and 2007, respectively

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as follows:

Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
e e O T e
Noncurrent liabilities (502 (173) 290) (213)
- TFunded status. - T g (S0) g L (17E) T290) e {21B)

The table below provides a summary of amounts not yet recognized as a component of net periodic cost, as of December 31

Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Recognized in regulatory assets o o
Net actuarial loss (gain) ‘ PR ; : . S 407 8 1048 : 54 3 i (12):
Other, net 57 29 4 5
lotalnetauet I+ izedas.a "n"‘}'\r\vu*nt'nf nel rwx‘;nrﬁr Lot ) Qi G o R R G B

The following table presents the amounts PEC expects to recognize as components of net periodic cost in 2009

(in millions) Pension Benefits Other Postretirement Benefits
Amortization of actuarial Joss : $ . S BB Bl
Amortization of other, net 5 1
PEF
Pension Benelits Other Postretirement Benetits

(1n millions) 2008 2007 2008 2007
Projected benetit obligation at Janiaiy 1 EREE R 881 $ 880 S el R R L2467
Service cosl . e 17 e 2
Interest cost : L : : 53 52 B TR ey g
Plan amendment 5 1 - e ‘ T
Benefil payments 50 E S R D R R s8) ST R sy e ey
Actuarial loss {(gain) 16 (11) 5 (1)

Obligation at December 31 i B ) ) U -1 ) Rt 0., S SR 248
Fair value of plan assets at December 31 650 1.026 27 26
. TFunded Status . - T8 (264) 8 . 145 8. (221) B (210Y,
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The defined benefit pension plans with accumulated benefit obligations in excess ol plan assets had projected benefit obligations lotaling $914 million and
$345 million at December 31, 2008 and 2007, respectively. Those plans had accumulated benefit obligations totaling $884 million and $313 million at
December 31, 2008 and 2007, respectively, and plan assets of $630 miilion and $269 million at December 31, 2008 and 2007, respectively The total
accumulated benefit obligation for pension plans was $884 million and $849 million at December 31, 2008 and 2007. respectively

The accrued benelit costs reflected in the Consolidated Balance Sheets at December 31 were as follows:

Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Noncurrent assets : R SR - B 22108 : e b e e
Current liabilities 3) 3) = -
Noncurrent liabilities (261) ~(73) . (221) . : )
Funded status $ (264) by 145 8§ (221) $ (219
The table below provides a summary of amounts not yet recognized as a component of net peniodic cost, as of December 31
Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Recognized in regulatory assets, net
SEDBIIZEE I TERE S e e g ag B3z g gy
Other. net 5 (1) 144 18
Total not vet recoenized as a component of net perrodic cost = i R RaRE | X1 oo 3L AR 8
The following table presents the amounts PEF expects to recognize as components of net periodic cost in 2009.
(in mllions) Pension Benelfits Other Postretirement Benelfits
Amortization ‘of actuarial loss ; [ RE e 3608 SRR CEUERTE E EY
Amortization of other. net — 4
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Pension Benefits

Other Postretirement Benefils

2008 2007 2008 2007
Discount rate 6.30% 6.20% 6.20% 116.20%
Rate of increase in future compensation
~Bargaining : ' 4.25% 4.25% ~ -
Supplementary plans 5.25% 5.25% - -
Initial medical cost trend rate for pre-Medicare Act benefits Vi = C.00% T 9.00%:
Initial medical cost trend rate for post-Medicare Act benefits - - 9.00% 9.00%
Ultimate medical cost trend rate : - - ~8.00% 5.00%
Year ultimale medical cost trend rate is achieved — — 2016 2015

The weighted-average actuarial assumptions for PEC and PEF were the same or were not significantly ditferent from those indicated above, as applicable
The rates of increase in future compensation include the effects of cost of living adjustments and promotions

Our primary defined benefit retirement plan for nonbargaining employees is a “cash balance™ pension plan as defined in FITT Issue No. 03-4, “Determining
the Classification and Benelit Attribution Method for a “Cash Balance™ Pension Plan.” Therefore, effective December 31, 2003, we began to use the
traditional unit credit method for purposes of measuring the benefit obligation of this plan. Under the traditional unit credit method, no assumptions are
included about future changes in compensation, and the accumulated benefit obligation and projected benefit obligation are the same

MEDICAL COST TREND RATE SENSITIVITY

The medical cost trend rates were assumed to decrease gradually from the initial rates to the ultimate rates. The eflects of a 1 percent change in the medical

cost trend rate are shown below

(in millions) Progress Eneroy PEC PEF
1 percent increase in medical cost trend rate o i
“Effect on total of service and interest cost 3 3 e 2 Sl

Effect on postretirement benelit obligation 37 19 15

1 percent decrease in medical cost trend rate i [ ;
Effect on total of service and interest cost (2) (1) (1)
Effect on postretirement benetit obligation (30): 0 (16) (12)

202




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 209 of 307

ASSETS OF BENEFIT PLANS

In the plan asset reconciliation tables that follow, our, PEC's and PEF’s employer contributions for 2008 include contributions directly to pension plan assets
of $33 million. $24 million and less than 81 million. respectively, and for 2007 include contributions directly to pension plan asscts of 363 mmllion, $33
million and $15 million, respectively. Substantially all of the remaining employer contributions represent benefit payments made directly from the Progress
Registrants’ assets. The OPER benelit payments presented in the plan asset reconciliation tables that lollow represent the cost afler participant contributions.
Participant contributions represent approximately 20 percent of gross benefit payments for Progress Energy, 25 percent for PEC and 135 percent for PEF. The
OPEB benefit payments are also reduced by prescription drug-related federal subsidies received In 2008 and 2007, the subsidies totaled $3 million for us, $1
million for PEC and $2 mitlion for PEF

Reconciliations of the fair value of plan assets at December 31 follow:

Progress Energy

Pension Benelits Otlier Postretirement Benelits
(in millions) 2008 2007 2008 2007
Fair value of plan assets at January 1 ¢ : = $:001,996.00% 1,836:% : L8 ERREE L SRRt
Actua] return on plan assets o ey 210 6) 7
Benefit payments G b (27 (13D {35) Lo (30)
Emplovyer contributions 43 72 28 24
Farvalve-ofplapassetsat-Becomber3d 5 4285ty 00508 52 : 8 Gaic 5,
PEC
Pension Benelits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
IFairvalae of plan assets at January 1 : B L I CFAY T Y e . f e )
Actual return on plan assets (255) 89 (14) 5
Benefit payments : sl (88) L (B0) e e s (UR) snER R (12)
LEmployer contributions 26 35 7 6
Fair value of plan assets at December 31 s L G T R G QS L i e i e e e
PEF
Pension Benefits Other Postretirement Benefits
(in millions) 2008 2007 2008 2007
Tair value of plan assets at January 1 g 1,026 % 952 - § Y [ SR EERE R, $o 24
Actual return on plan assets (320 113 - 1
Benefit payments i SR (58) (ST ST LAY T T T (16)
Lmployer contributions 3 18 19 17
Tair value of plan assets at December 31 ) SR S ieS0 g ] 026 g i 9 g L6
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The asset allocation for the benefit plans at the end of 2008 and 2007 and the target allocation for the plans, by asset calegory, are presented in the following
tables. The pension benefit plan allocations and targets are consistent for all Progress Registrants

Pension Benelits

Percentage of Plan Assets

Target at
Allocations Year Lnd
Asset Category 2009 2008 2007
Equity — domestic 40% 39% 42%
Equity ~ international 20% 20% 25%
Debt — domestic ) 10% 10% 11%
Debt - internationa 15% 16% 12%
Other e o 135% : 15% i 10%
Total 100% 100% 100%

Other Postretirement Benefits

Percentage of Plan Assets

Target al Year
Progress Energy Allocations End
Assel Category 2009 2008 2007
Equity — domestic ; L 20% 18% 0 28%
Equity — international B 10% 10% 16%
Debt —domestic- > S : 50% 57% 41% ¢
Debt ~ international 10% 8% 8%
Other . : 10% ) 7% 7%
Total 100% 100%. 100%

Percentage of Plan Assets

Tar at Year
PEC get Allocations End
Asset Calegory 2009 2008 2007
Equity ~ domestic : ; 40% 39% 42%
Equity ~ international 20% 20% 25%
Debt - domestic: : : 10% 106% 11%
Debt — international 15% 16% 12%
Other 15% 15% 10%
Total 100% 100% 100%
Percentag
Tar e of Plan Assets
PEF oet Allocations at Year End
Assel Category 2009 2008 2007
Debt - domestic 100% 100% ~100%

For pension plan assets and a substantial portion of OPEB plan assets, the Progress Registrants set larget allocations among asset classes to provide broad
diversification lo protect against large investment losses and excessive volatility, while recognizing the importance of offsetting the impacts of benefit cost
escalation In addition. external investment managers who have complementary investment philosophies and approaches are employed to manage the assels
Tactical shifts (plus or minus 5 percent) in asset allocation from the target allocations are made based on the near-term view of the risk and return tradeotfs of
the asset classes.
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CONTRIBUTION AND BENEFIT PAYMENT EXPECTATIONS

In 2009, we expect to make at least $130 million of contributions directly to pension plan assets and $1 million of discretionary contributions directly to the
OPLB plan assets. The expected benefit payments for the pension benelit plan for 2009 through 2013 and n total for 20)4 through 2018, in millions, are
approximately $154, $157, $158, $167. $169 and $923, respectively. The expected benefit payments for the OPEB plan for 2009 through 2013 and in total for
2014 through 2018, in millions, arc approximately $40, $43, $45, 48, $50 and $268, respectively. The expected benefit payments include benefit payments
directly from plan assets and benefit pavments directly from our asseils. The benefit payment amounts reflect our net cost aller any participant contributions
and do not reflect reductions for expected prescription drug-related federal subsidies The expected federal subsidies for 2009 through 2013 and in total for
2014 through 2018, in millions, are approximately $4, $4. $3, 85, $6 and $40, respectively

In 2009, PEC expects to make at least $75 million in contributions directly to pension plan assets. The expecled benefit payments for the pension benefit plan
{or 2009 through 2013 and in total for 2014 through 2018, in millions, are approximately $78, $79, $79, $83, $82 and $445, respectively. The expected benefit
payments for the OPEB plan for 2009 through 2013 and in total for 2014 through 2018, in millions, are approximately $17, $19, $21, $23, $24, and $139,
respectively. The expected benefit payments include benefit payments directly from plan assets and benefit payments directly from PEC assets The benefit
payment amounts reflect the net cost to PEC after any participant contributions and do not reflect reductions for expected prescription drug-related federal
subsidies. The expecled federal subsidies for 2009 through 2013 and in total for 2014 through 2018, in millions, are approximately $2, $2, $2, $3, §3 and $21,
respectively

In 2009, PEF expects to make at least $55 million in contributions directly to pension plan assets and expects to make $1 million of discretionary
contributions 1o OPEB plan asscts. The expected benefit payments for the pension benelit plan for 2009 through 2013 and in total for 2014 through 2018, in
millions, are approximately $58, $59, $60, $62, $63 and $354, respectively. The expected benefit payments for the OPEB plan for 2009 through 2013 and in

tofal Tor 2014 through 20T, n millions, are approximately 520, 521,821,522, 522 and-$T09 respectively—Fe-expected-benefitpayients Trchrdebemefit
paymenis dircetly from plan assets and benelit payments directly from PEF's assets The benefit payment amounts reflect the net cost to PEF after any
participant contributions and do not reflect reductions for expected prescription drug-related federal subsidies. The expected federal subsidies for 2009
through 2013 and 1n total for 2014 through 2018, in millions. are approximately $2, $2, $2, 2. $3 and $16. respectively

B. FLORIDA PROGRESS ACQUISITION

During 2000, we completed our acquisition of Florida Progress. Florida Progress’ pension and OPLB liabilities, assets and net periodic costs are reflected in
the above information as appropriate Certain of Florida Progress’ nonbargaining unit benefit plans were merged with our benefit plans effective January 1,
2002

PEF continues 1o recover qualificd plan pension costs and OPEB costs in rates as if the acquisition had not occurred The information presented in Note 16A
is adjusted as appropriate to reflect PEF’s rate treatment.

17. RISK MANAGEMENT ACTIVITIES AND DERIVATIVES TRANSACTIONS

We are exposed to various risks related to changes in market conditions We have a risk management committee that includes senior exccutives from various
business groups. The risk management committee is responsible for administering risk management policies and monitoring compliance with those policies
by all subsidiaries. Under our risk policy, we may usc a varicty ol instruments, including swaps. options and forward contracts, to manage exposure lo
fluctuations in commodity prices and interest rates Such instruments contain credit risk if the counterparty {ails 1o perform under the contract. We minimize
such risk by performing credit and financial reviews using a combination of financial analysis and publicly available credit ratings of such counterparties.
Potential nonperformance by counterparties is not expected to have a material effect on our {inancial position or resulls of operations
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As discussed in Note 15, in connection with the acquisition of Florida Progress during 2000. the Parent issued 98 6 million CVOs. The CVOs are derivatives
and are recorded at fair value The unrealized loss/gain recognized due to changes in lair value is recorded in other, nel on the Consolidated Statements of
Income (Seec Note 20). At December 31, 2008 and 2007, the CVO liability included in other liabilities and deferred credits on our Consolidated Balance
Sheets was $34 million

A. COMMODITY DERIVATIVES
GENERAL

Most of our physical commodity contracts are not derivatives or qualily as normal purchases or sales pursuant to SFAS No. 133 Therefore, such contracts are
not recorded at fair value.

In 2003, PEC recorded a $38 million pre-lax ($23 million after-tax) fair value loss transition adjustment pursuant to the provisions of FASB Derivatives
Implementation Group Issue C20, “Interpretation of the Meaning of Not Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a Price
Adjustment Feature” (DIG Issue C20). The related liability is being amortized to eamings over the term of the related contract (See Note 20). At December
31, 2008 and 2007, the remaining liability was $7 million and $10 million, respectively

DISCONTINUED OPERATIONS

As discussed in Note 3C, in 2007 our subsidiary, PVI, sold or assigned substantially all of its CCO physical and commercial assets and liabilities representing
substantially all of our nonregulated energy marketing and trading operations. For the year ended December 31, 2007, $88 million of after-tax gains from
derivative instruments related to our nonregulated energy marketing and trading operations were included in discontinued operations on the Consolidated
Statements of Income.

On January 8, 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fuels cash low exposure to the risk of rising
oil prices over an average annual oil price range of $63 to $77 per barrel on a New York Mercantile Exchange basis. The notional quantity of these oil price
hedge instruments was 25 million barrels and provided protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels production. The
cost of the hedges was approximately $65 million. The contracts were marked-to-market with changes in tair value recorded through carnings. These
contracts ended on December 31, 2007, and were settled for cash on January 8, 2008, with no material impact to 2008 earnings Approximately 34 percent of
the notional quantity of these contracts was entered into by Ceredo. As discussed in Note 3J, we disposed of our 100 percent ownership interest in Ceredo on
March 30, 2007. Progress Energy is the primary beneficiary of, and continues to consolidate Ceredo in accordance with FIN 46R, but we have recorded a 100
percent minority interest. Consequently. subsequent to the disposal there is no net earnings impact for the portion of the contracts entered into by Ceredo. At
December 31, 2007, the fair value of all of these contracts was recorded as a $234 million shori-term derivative asset position, including $79 million at
Ceredo. The fair value of these contracts was included in receivables, net on the Consolidated Balance Sheet (See Note 5). We had a $108 million cash
collateral liability related 1o these contracts at December 31, 2007, included in other current liabilities on the Consolidated Balance Sheet. As discussed in
Note 3A, on October 12, 2007, we permanently ceased production of synthetic fuels at our majority-owned facilities. Because we have abandoned our
majority-owned facilities 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 tax on the Consolidated Staternent of Income in 2007. Duning the year ended December 31, 2007, we recorded net pre-tax
gains of $168 million related to these contracts. Of this amount, $57 million was attributable to Ceredo of which $42 million was attributed to minority
interest for the portion of the gain subsequent to the disposal of Ceredo

Due to the divestitures of Gas and CCO, management determined that it was no longer probable that the forecasted transactions underlying certain derivative
coniracts would be fulfilled and cash flow hedge accounting for the contracts was discontinued in 2006. For the year ended December 31, 2006, discontinued
operations, net of tax on the Consolidated Statements of Income included $74 million in after-tax deferred income, which was reclassified to earnings due to
discontinuance of the related cash flow hedges, and immaterial net gains and losses {rom other derivative insiruments related to Gas and CCO
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ECONOMIC DERIVATIVES

Derivative products. primarily natural gas and oil contracts, may be entered into from time to time for economic hedging purposes. While management
believes the economic hedges mitigate exposures 1o {luctuations in commodity prices, these instruments are not designated as hedges for accounting purposes
and are monitored consistent with lmdmg positions. Certain of our hedge agreements may result in the receipt of. or posting of, derivative collateral with our
counterpartics, depending on the daily derivative position. Fluctuations in commodity pnccs that lead to our return of collateral received and/or our posting of
collateral with our counterparties negatively impact our liquidity. We manage open positions with strict policies that limit our exposure to market risk and
require daily reporting to management of potential {inancial exposures

The Utilities have derivative instruments related to their exposure to price fluctuations on fuel oil and natural gas purchases. Substantially all of these
instruments receive regulatory accounfing treatment Related unrealized gains and losses are recorded in regulatory liabilities and regulatory assets,
respectively, on the Balance Sheets until the contracts are seitled (See Note 7A). After settlement of the derivatives and the fuel is consumed, any realized
gains or losses are passed through the fuel cost-recovery clause. During the years ended December 31, 2008 and 2007, PEC recorded a net realized gain of $2
miliion and a net realized loss of $9 million, respectively. PEC’s net realized loss was not material durning the year ended December 31, 2006. During the
years ended December 31, 2008, 2007 and 2006, PEF recorded a net realized gain of $172 million, a net realized loss of $46 million and a net realized gam of
$39 million, respectively.

At December 31, 2008, the fair value of PEC's commodity derivative tnstruments was recorded as a $435 million short-term derivative liability position
included in derivative liabilities and a $54 million long-term derivative liability position included in other Habilities and deferred credits on the PEC
Consolidated Balance Sheet At December 31, 2007, the fair value of such instruments was recorded as a $19 million long-term derivative asset position
included in other assets and deferred debits and a $4 million short-term derivative liability position included in denvative liabtlities on the PEC Consolidated
Balance Sheet Ceriain counterparties have held cash collateral with PEC in support of these instruments PEC had an $18 million cash collateral asset
included in prepayments and other current assets on the PEC Consolidated Balance Sheet at December 31, 2008, and no cash collateral position at December

312007

At December 31, 2008, the fair value of PEF’s commodity derivative instruments was recorded as a $9 million short-term derivative asset position included in
current derivative assets, a $1 million long-term derivative asset position included in denvative assets, a 3380 million short-term derivative liability position
included in current derivative liabilities, and a $209 million long-term derivative liability position included in derivative habilities on the PEF Balance Sheet
At December 31, 2007, the fair value of such instruments was recorded as an $83 million short-term derivative asset position included in current derivative
assets, a $100 million long-term derivative asset position included in derivative assets, a $38 million shori-term derivative liability position included in current
derivative liabilities, and a $9 million long-term derivative liability position included in derivative liabilities on the PEF Balance Sheet. Certain counterparties
have posted or held cash collateral in support of these instruments. PEF had a $335 million cash collateral asset included in derivative collateral posted and a
$12 million cash collateral liability included in otler current liabilities on the PEF Balance Sheet at December 31. 2008, and no cash collateral position at
December 31, 2007.

CASH FLOW HEDGES

The Utilities designate a portion of commodity derivative instruments as cash flow hedges under SFAS No. 133, The objective for holding some of these
instruments is to hedge exposure 10 market risk associated with {luctuations in the price of power for our forecasted sales. Realized gains and losses are
recorded net in operaling revenues We also hedge exposure 1o market risk associated with fluctuations in the price of fuel for fleet vehicles. Realized gains
and losses are recorded net as part of flect vehicle costs. At December 31, 2008 and 2007, neither we nor the Utilities had material outstanding positions in
such contracts. The ineffective portion of commodity cash flow hedges was not material to our or the Utilities’ results of operations for 2008, 2007 and 2006

At December 31, 2008 and 2007, the amount recorded in our or the Utilities’ accumulated other comprehensive income related to commodity cash flow
hedges was not material
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B. INTEREST RATE DERIVATIVES ~ FAIR VALUE OR CASH FLOW HEDGES
We use cash flow hedging strategies to reduce exposure to changes in cash Now due to fluctuating interest rates. We use fair value hedging strategies to
reduce ¢xposure to changes in fair value duc 1o interest rale changes. The notional amounts of interest rate derivatives are not exchanged and do not represent
exposure to credit loss In the event of default by the counterparty, the exposure in these transactions is the cost of replacing the agreements at current market
rates.

CASH FLOW HEDGES

The fair values of open interest rate cash {low hedges at December 31 were as follows:

Progress Eneray PEC PLEF
(in mitlions) 2008 2007 2008 2007 2008 2007
Fair value of liabilities : R . S Sl (68) $ Ci12) 08 (35) "8 12y 0% g =

The effective portion of gains and losses from interest rate cash flow hedges, including terminated hedges, is recorded in accumulated other comprehensive
income, and amortized to net interest charges as the hedged transactions occur. The ineffective portion of interest rate cash flow hedges was not material to
our or 1hc Utilities” results of operations for 2008, 2007 and 2006.

The fo lowmg table presents selected information relaled to interest rate cash flow hedges included in accumulated other comprehensive income at December

H 2668

(term in years/millions of dollars) Progress Energy PEC PEF
Maximum term LCS:: than 1 Lessthan | -
Accumiulated other comprehensive loss, net of taxea) B (868 35) S
Portion expected to be reclassified to eamings during lhc ne\t 12 monlhs(b) $ ()% (N3

@) Includes amounts related to terminated hedges.
® Actual amounts that will be reclassified 1o ecarnings may vary from the expected amounts presented above as a result of changes in interest rates
At December 31, 2007, including amounts related to terminated hedges, we had $24 million of after-tax deferred losses, including $12 million of after-tax
q]cien ed Josses at PEC and $8 million of after-tax deferred losses at PEF, recorded in accumulated other comprehensive income related to interest rate cash
flow hedges.

At December 31, 2008, the Parent had $200 million notional of interest rate cash flow hedges. During 2008, the Parent entered into a combined $200 million
notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation of future debt issuances. In January 2009, the Parent entered into a
$50 million notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation of future debt issuances

At December 31, 2008 and 2007, PEC had $250 million notional and $200 million notional, respectively, of interest rate cash flow hedges. In March 2008, all
of PEC’s 2007 forward starting swaps were terminated in conjunction with PEC’s issuance of $325 million of First Mortgage Bonds, 6.30% Series due 2038,
During 2008, PEC entered into a combined $250 million notional of forward slarting swaps to mitigate exposure to inlerest rate risk in anticipation of future
debt issuances. All of PEC’s 2008 forward starting swaps were terminated on January 12, 2009, in conjunction with PEC’s issuance of $600 million of First
Mortgage Bonds, 5.30% Series due 2019. After the January 2009 debt issuance, PEC entered into a $50 million notional of forward starting swaps to mitigate
exposure 1o interest rate risk in anticipation of future debt issuances

At December 31, 2008 and 2007, PEF had no outstanding interest rate cash flow hedge positions. During 2008, PEF centered into a combined $550 million
notional of forward starting swaps to mitigate exposure to interest rate risk in
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anticipation of future debt issuances. In June 2008, all of PEF's forward starling swaps were terminated in conjunction with PEF’s issuance of $500 million of
First Mortgage Bonds, 5.65% Series due 2018 and $1 000 billion of First Mortgage Bonds, 6.40% Series due 2038 In January 2009, PEF entered into a $50
million nolmml of forward starting swaps to mitigate exposure to interest rate risk in anticipation of future debt issuances

FAIR VALUE HEDGES

For interest rate fair value hedges, the change in the fair value of the hedging derivative is recorded in net interest charges and is oflsel by the change in the
tair value of the hedged item. At December 31, 2008 and 2007, neither we nor the Ulilities had any outstanding positions in such contracts

18. RELATED PARTY TRANSACTIONS

As a part of nonmal business, we enter into various agreements providing f{inancial or performance assurances to third parties These agreements are entered
into primarily to support or enhance the creditworthiness otherwise attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of
sufficient credit to accomplish the subsidiaries’ intended commercial purposes. Our guarantees include performance obligations under power supply
agreements, transmission agreements, gas agreements, fuel procurement agreements and trading operations Our guarantees also include standby letters of
credit and surety bonds. At December 31, 2008, the Parent had issued $386 million of guarantees for future financial or performance assurance on behalf of its
subsidiaries This includes $300 million of guarantees of certain payments of two wholly owned indirect subsidiaries (See Note 23). We do not believe
conditions are likely for significant performance under the guarantees of performance issued by or on behalf of affiliates. To the extent habilities are incurred
as a result of the activities covered by the guarantees, such habilities are included in the Consolidated Balance Sheet.

Our subsidiaries provide and receive services, at cost, to and from the Parent and its submdmnes in accordance wnh agreements approved bv the S[C

pursuant To Section 13(d) ol The FPubhc Unhly Holdmg Company At o 19350 uupn 935 Therepealof PUHEAI 935 e ffective-February-8-2006--and
subscqucnl regulation by the FERC did not change our current intercompany services. Services include purchasma, human resources, accounting, legal,
transmission and delivery support, engineering materals, contract support, loaned employees payroll costs, construction management and other centralized
administrative, management and support services. The costs of the services are billed on a direct-charge basis, whenever possible, and on allocation factors for
general costs that cannot be directly atiributed. Billings from affiliates are capitalized or expensed depending on the nature of the services rendered. Amounts
receivable from and/or payable to affiliated companies for these services are included in receivables from affiliated companies and payables to affiliated
companies on {he Balance Sheets.

PESC provides the majority of the affiliated services under the approved agreements, Services provided by PESC during 2008, 2007 and 2006 to PEC
amounted to $194 million, $182 million and $188 million, respectively, and services provided to PEF were $160 million, $174 million and $165 million,
respectively.

PEC and PEF also provide and receive services at cost. Services provided by PEC to PEF during 2008, 2007 and 2006 amounted to $44 million, $54 million
and $34 milhion, respectively. Services provided by PEF to PEC during 2008, 2007 and 2006 amounted to $12 million, $10 million and $8 million,
respectively.

PEC and PLF participate in an 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 inlercompany balances. The weighted-average interest rate for the money pool was 3 29%, 5.49% and
5.17% at December 31, 2008, 2007 and 2006, respectively. Amounts payable to the money pool are included in notes payable to alliliated companies on the
Balance Sheets. PEC and PEF recorded insignificant interest expense related to the money pool for all the years presented
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Progress Fuels sold coal to PEF at cost in 2007 and 2006. These intercompany revenues and expenses are eliminated in consolidation; however, in accordance
with SFAS No. 71, profits on intercompany sales 1o regulated affiliates are not eliminated if the sales price is reasonable and the future recovery of sales price
through the ratemaking process is probable. Sales, net of insignificant profits, if any, of $2 million and $321 million for the years ended December 31, 2007
and 2006, respectively, are included in fuel used in clectric generation on the Consolidated Statements of Income In 2006, PEF began entering into coal
contracts on its own behalf

PEC and its wholly owned subsidiaries and PEF have entered into the Tax Agreement with the Parent (See Note 14).

19. FINANCIAL INFORMATION BY BUSINESS SEGMENT

Our reportable PEC and PEF business segments are primarily engaged in the generation, transmission, distribution and sale of electricity in portions of North
Carolina, South Carolina and Florida. These electric operations also distribute and sell electricity 1o other utilities, primarily in the eastern United States

In addition to the reportable operating segments, the Corporate and Other segment includes the operations of the Parent and PESC and other miscellaneous
nonregulated businesses that do not separately meet the quantitative disclosure requirements of SFAS No. 131, “Disclosures about Segments of an Enterprise
and Related Information,” as a separate business segment. The profit or loss of our reportable segments plus the profit or loss of Corporate and Other
represents our total income from continuing operations

Products and services are sold between the various reportable segments. All intersegment transactions are at cost except for 2007 and 2006 transactions
between PEF and businesses included in the Corporate and Other segment, which are at rates set by the FPSC. In accordance with SFAS No 71, profits on
intercompany sales between PEF and businesses included in the Corporate and Other segment are not eliminated if the sales price is reasonable and the future

recovery of sales price through the rafemaking process 15 probable. The prohiisrealized Tor an Were not significant
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In the following tables. capital and investment 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

gin millions) PEC PEF Corporate ;_\_pd Other Eliminnﬁon_g TOli_ﬂ_S.
As of and for the year ended December 31, 2008
Revenues
Unaffiliated : $ 4,429.°% 4,730 S UGS i 8 96T
Intersegment — 1 361 (362) —
“Total revenues : - . : : 4,429 4,731 : : L3600 SN (362) 9167
Depreciation, amortization and accretion 518 306 15 ) =83
Interest income - s ) 12 9 Ce LR T sy g
Total interest charges, net 207 208 259 (35 639
Income tax expense (benefit) . : 298 e 18 Cenin By e SmEA 398
Segment profit (loss) 531 383 (141) - 713
Total assets- : : 13,165 12,471 SEL1 7483 S (13.246) 0 20.873
Capital and investment expenditures 939 1.601 33 (13) 2.560
(n mflions) ————PLC____ PLI Corporalc and OIher_Liminatons ——Totafs
As of and for the year ended December 31, 2007
Revenues
Unaflihated : $ 4385 54,748 8 ‘ 208 =8 9153
Intersegment — 1 393 (394) —
Total revenues i i 4,385 4,749 413 2(394) 09,153
Dcprccmhou amorlxzatlon and accretion 519 366 20 - 905
Interest income 7 21 9 ’ ES S ISR 5D 34
Total interest charges, net 210 173 258 {(53) 588
Income tax expense (benefit) - 295 144 S{108) - SRRZ 334
Segment profit (loss) 498 315 (120) - 693
Total asgets 00 : : 11,955 10,063 16,356 (12,088)726,286
Capita) and investment expenditures 941 1.262 3 (2) 2.204
(1n millions) PEC  PEF Corporate and Other Eliminations  Totals
As of and for the year ended December 31, 2006
Revenues
Unaffihated - : $ 4,086 $4.638 § SO =B 8.724
Intersegment — 1 729 (730) e
_Total revenues 4.086 :4.639 729 . (730) -:8.724
Dcprccmuon amortization and accrcuon 571 404 36 - 1,011
Interest income o 25 15 i 85 (66) 59
Total interest charges. net 215 150 326 67) 624
Income tax expense (benefit) : 265 193 (L1933
Segment profit (loss) 454 326 (229) - 551
Total assets IR 11,999 8,648 15,394 (11,266) 24,775
Capital and mveslmenl expenditures 308 741 12 (9) 1.552
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Other income and expense includes interest income and other income and expense items as discussed below. Nonregulated energy and delivery services
include power protection services and mass market programs such as surge protection, appliance services and arca light sales, and delivery, transmission and
substation work for other utilities. The components of other, net as shown on the accompanying Statements of Income for the years ended December 31 were

as follows:

Progress Energy
(n mllions) 2008 2007 2006
OTHER INCOME ]
Nonregulated energy-and delivery services income $ 3885 BCTORER RN 3 |
DIG Issue C20 amortization (Note 17A) 3 4 5
Gain on sale of Level: 3 Communications, Inc. stock ) = - 32
Investment gains, net - 3 4.
Income from equity investments; net <@ 1 = =
Reversal of indemnification liability (Note 21B) - - 29
Other. net by Loyl R o
Total other income 45 45 111
OTHER EXPENSE i St R S
Nonregulated energy and delivery services expenses 21 24 27
Donations -+ 75 Sl S N LS 22 =205
\/Ulll;ll}.’,\alll \‘d;ll\a U;J:;‘E,dl;uu L vu:;/..\.zd :UDJ. uv: (‘Nu‘\\-« 2 23
Investmentlosses, net’ . 13 = =
Loss from equity investments, net - 3 2
Loss on debt redemptionmy = el 59
Derivative mark-to-market losses, net 3 - -
Indemnitication liability:(Note 21B) i i 3L
Other, net — ] 2
Total othéer expense QR S ] A8
Other. net — Progress Energy $ (an s (7 8 (37)
PEC
(in millions) 2008 2007 2006
OTHER INCOME
Nonregulated energy and delivery services income 3 20 % 14 % 15
DIG Issue C20 amortization (Note 17A) 3 4 5
Investment gains, met o - 1 -
Reversal of indemnification liability (Note 21B) - - 29
Other, pet 10y : v 8 4 3
Total other income 31 23 52
OTHER'EXPENSE : i : EE i
Nonregulated energy and delivery services expenses 9 8 7
Donations” B 14 9 10
Losses from equity investments, net 1 - !
Dertvative mark-to-market losses 3 = =
Indemnification lability (Note 21B) — ~ 13
Total other expense i 227 17 31
Other. net - PEC S 4 5 6 % 21
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PEF
(in millions) 2008 2007 2006
OTHER INCOME
Nonregulated cnergy and delivery:services income i [ ‘ £ TR B R | I S 248 L 260
Investmcnl }_,ams nel o ) o - 2 2
Total other income 22 26 28
OTHER EXPENSE - & : : : R S D AT I P i G T B R
Nonregulated energy. and dchvcry services e\penses B ‘ o ) 12 16 20
Domtmnb : k : : okt 11 . 8 10
Investment losses, net 9 ~ -
Losses from equity investments, met oo 5l i LT s R T R D R RS IR R R
Other. net — 3 1
Total Ofher eXpense i+ 51157 (i T T I gy T T R G LD
Other, net ~ PEF $ 1o s 2) % 4

() Other income includes pre-tax gains of $32 million for the year ended December 31, 2006, [rom the sale of approximately 20 million shares of Level 3

Communications, Inc. stock received as part of the sale of our interest in PT LLC (Scc Note 3F). These gains are prior to the consideration of minosity
“‘ﬂ(’r[’“'

vy On November 27, 2006, Progress Energy redecmed the entire ouistanding $350 million principal amount of its 6.05% Senior Notes due April 15, 2007,
and the entire outstanding $400 million principal amount of its 5.85% Senior Notes duc October 30, 2008. On December 6, 2006, Progress Encrgy
repurchased, pursuant 1o a tender offer, $550 million, or 44 0 percent, of the aggregate principal amount of its 7.10% Senior Notes due March 1, 2011
We recognized a total pre-tax loss of $59 million in conjunction with these redemptions

21. ENVIRONMENTAL MATTERS

We are subject to regulation by various federal, state and local authorities in the areas of air quality, water quality, control of 1oxic substances and hazardous
and solid wastes, and other environmental matters. We believe that we are in substantial compliance with those environmental regulations currently applicable
to our business and operations and believe we have all necessary permits to conduct such operations. Environmental jaws and rcgulatxons frequently change
and the ultimate costs of compliance cannot always be precisely estimated

A.  HAZARDOUS AND SOLID WASTE

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act ol 1980, as amended (CERCLA), authorize the United States
Environmental Protection Agency (EPA) to require the cleanup of hazardous waste sites. This statute imposes retroactive joint and several liabilities. Some
states, including North Carolina, South Carolina and Florida, have similar types of statutes. We are pericdically notified by regulators, including the EPA and
various slate agencies, of our involvement or potential involvement in sites that may require investigation and/or remediation. There are presently several sites
with xcspu,l to which we have been notified of our potential liability by the EPA, the state of North Carolina, the state of Florida, or potentially responsible
parly (PRP) groups as described below in greater detail. Various orgamce materials associated with the production of manufactured g gas, generally referred to
as coal tar, are regulated under federal and state laws, PEC and PEF are each PRPs at several manufactured gas plant (MGP) sites. We are also currently in the
process of assessing potential costs and exposures at other sites. These costs are cligible for regulatory recovery through either base rates or cost-recovery
clauses. Both PEC and PEF cvaluate potential claims against other PRPs and insurance carriers and plan to submit claims for cost recovery where appropriate.
The outcome of potential and pending claims cannot be predicted A discussion of sites by legal entity follows

We record accruals for probable and estimable costs related to environmental sites on an undiscounted basis. We measure our liability for these sites based on
available evidence including our experience in investigating and remediating environmentally impaired sites. The process often involves assessing and
developing cost-sharing

213




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 220 of 307

arrangements with other PRPs. For all sites, as assessnients are developed and analyzed, we will accrue costs for the sites to the extent our hability 1s probable
and the costs can be reasonably estimated. Because the extent of environmental impact, allocation among PRPs for all sites, remediation alternatives (which
could involve either minimal or significant efforts), and concurrence of the regulatory authorities have not yet reached the stage where a reasonable estimate
of the remediation costs can be made, we cannot determine the total costs that may be incurred in connection with the remediation of all sites at this time. It is
probable that current estimates will change and additional Josses, which could be matenal, may be incurred in the future

The following table contains information about accruals for environmenial remediation expenses described below. Accruals for probable and estimable costs
related to various environmental sites, which were included in other liabilities and deferred credits on the Balance Sheets, at December 31 were:

(n mllions) 2008 2007

PEC

MGP and other siteswy = L B [ : . $ 168 16

PEF

Remediation of distribution and substation transformers - B o SR S e B R Ry ¥ St S N ) |

MGP and other sites 15 17
“Tatal PEF environmental remediation accrualsiy [ S L = RIS ¥ 48

53 5 o

o

Total Proeress Energy environmental remediation accruals

wExpected 1o be paid out over one to five years
mExpected to be paid out over one to 15 years.

PROGRESS ENERGY

In addition to the Utilitics sites. discussed under “PEC” and “PEF” below, we incurred indemnity obligations related to certain pre-closing liabilities of
divested subsidiaries. including certain environmental matters (See discussion under Guarantees in Note 22C).

PEC

In 2006, the NCUC and the SCPSC authorized PEC 10 defer and amortize certain environmental remediation expenses Remediation expenses not authorized
to be deferred are included in operation and maintenance expense

Including the Ward Transformer site located in Raleigh, N.C. (Ward), and MGP sites discussed below, for the year ended December 31, 2008, PEC accrued
approximately $8 million, of which $2 million was deferred, and spent approximately $8 million. These amounts primanly relate to the Ward site. For the
vear ended December 31, 2007, including the Carolina Transformer site, the Ward site and MGP sites discussed below, PEC’s accrual was reduced by a net
amount of approximately $2 million and PEC spent approximately $4 million. For the year ended December 31, 2006, PEC accrued approximately $21
million and spent approximately $6 million. The 2006 accrual included $12 million for the minimum estimated tolal remediation cost for all of PEC’s
remaining MGP sites based upon newly available data for scveral of PEC’s MGP sites, which had individual site remediation costs ranging from
approximately $2 million to $4 million.

PEC has recorded a minimum estimated total remediation cost for all of its remaining MGP sites based upon its historical experience with remediation of
several of its MGP sites. The maximum amount of the range for all the sites cannot be determined at this ime as one of the remaining sites is significantly
larger than the sites for which we have historical experience. Actual experience may differ from current estimates, and it is probable that estimates will
continue to change in the future

During the fourth quarter of 2004, the EPA advised PEC that it had been identified as a PRP at the Ward site. The EPA offered PEC and a number of other
PRPs the opportunity to negotiate the removal action for the Ward site and reimbursement to the EPA for the EPA’s past expenditures in addressing
conditions al the Ward site. Subsequently, PEC and other PRPs signed a settlement agreement, which requires the participating PRPs to remediate the Ward
site. During 2007. the PRP agreement was amended 1o include an additional participating PRP, which reduced, on

214




Case No. 2011-124
Staff-DR-01-009 iii attachment
(Progress Energy)

Page 221 of 307

an interim basis. PEC”s proportionale responsibility for funding the remediation. During 2008, PEC increased its accrual due 1o an increase in the estimated
scope of work. At December 31, 2008 and 2007, PEC’s recorded liability for the sitc was approximately $7 million and $6 million, respectively Actual
experience may differ from current estimates, and it is probable that estimates will continue to change in the future. On September 12, 2008, PEC filed a
complaint seeking contribution for and recovery of costs incurred in remediating the Ward site, as well as a declaratory judgment that defendants are jointly
and severally liable for response costs at the site. The complaimt names 28 parties that did not sign a tolling agreement with PEC, which was entered mto by
over 200 PRPs. The tolling agreement suspends the running of the statute of Innitations for determination of cost recovery from PRPs at the Ward site. The
litigation has been stayed to allow the parties to explore private settlements. The outcome of these matters cannot be predicted

On September 30, 2008, the EPA issued a Record of Decision for the operable unit for stream scgments downstream from the Ward site (Ward OU1) and
advised 61 parties, including PEC, of their identification as PRPs for Ward OU] and for the operable unit for further investigation at the Ward facility and
certain adjacent areas (Ward OU2). The EPA’s estimate {or the selected remedy for Ward QU1 is approximately $6 million. The EPA offered PEC and the
other PRPs the opportunity to negotiate implementation of a response action for Ward OU! and a remedial investigation and feasibility study for Ward OU2,
as well as reimbursement to the EPA of approximately $1 million for the EPA’s past expenditures in addressing conditions at the site. On January 19, 2009,
PEC and several of the other participating PRPs at the Ward site submitted a leiter containing a good faith response to the EPA’s September 30, 2008 letter.
Another group of PRPs separately submitied a good faith response to the EPA’s September 30, 2008 letter. Although a loss is considered probable, an
agreement among the PRPs for these matters has not been reached; consequently, it is not possible at this time to reasonably estimate the total amount of
PEC’s obligation for Ward OU1 and Ward OU2

PEF
PEF has received approval from the FPSC for recovery through the ECRC of the majority of costs associated with the remediation of distribution and

substation transformers. Under agreements with the Flonda Department of Enviranmental Prolection (FDEP), PEF has reviewed all distribution transformer
sites and all_substation sites for mineral oil- -impacted soil caused by equipment integrity issues. Should further distribution transformer sites be identified

outside of this population, the disinbution operations and mainienance expense (&M ) Costs will 101 be recoverable MTough e FURG Based o Historfoat s

experience, PEF projects costs will be between approximately $3 million and $4 million per year. For the year ended Dcccmbcn 31, 2008, PEF accrued
approximately $17 million, due 1o the identification of additional transformer sites and an increase in estimated remediation costs, and spent approximately
$26 million related to the remediation of transformers. For the year ended December 31, 2007, PEF accrued approximately $10 million due to an increase in
estimated remediation costs and spent approximately $22 million related to the remediation of transformers. For the year ended December 31, 2006, PEF
accrued approximately $42 million due 10 additional sites expecied to require remediation and spent approximately $19 million related 1o the remediation of
transformers. At December 31, 2008 and 2007, PEF has recorded a regulatory asset for the probable recovery of these costs through the ECRC (See Note 7A).

The amounts for MGP and other sites, in the previous table, relate 1o two former MGP sites and other sites associated with PEF that have required, or are
anticipated to require, investigation and/or remediation. The amounts include approximately $12 million in insurance claim settlement proceeds received in
2004, which are restricted for use in addressing costs associated with environmental liabilities. For the year ended December 31, 2008, PEF made no accruals
and spent approximately $2 million. For the year ended December 31, 2007, PEF made no accruals and spent approximately $1 million. For the year ended
December 31. 2006, PEF made no accruals and PEF’s expenditures were not material to our or PEF’s results of operations or financial condition

B. AIR AND WATER QUALITY

At December 31. 2008 and 2007, we were subject to various current federal, state and local environmental compliance laws and regulations governing air and
water quality, resulting in capital expenditures and increased O&M expenses. These compliance laws and regulations included the Clean Air Interstate Rule
(CAIR). the Clean Air Visibility Rule (CAVR). the Clean Smokestacks Act and mercury regulation. PEC’s and PEF’s environmental compliance capital
expenditures related to these regulations began in 2002 and 2003, respectively. At December 31,
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2008, cumulative environmental compliance capital expenditures to date with regard to these environmental laws and regulations were $1.859 billion,
including 81 012 billion at PEC, which primanly relates to Clean Smokestacks Act projects, and $847 million at PEF, which related entirely to in-process
CAIR projects. At December 31, 2007, cumulative environmental compliance capital expenditures to date with regard to these environmental Jaws and
regulations were $1 225 bitlion, including $902 miltion at PEC and $323 million at PEF. PEC completed installation of controls to meet the requirements of
the NOx SIP Call Rule under Section 110 of the Clean Air Act (NOx SIP Call) in 2007.

PEF participated in a coalition of Florida utilities that liled a challenge to the CAIR as it applied to Florida. PEF withdrew from the coalition during the fousth
quarter of 2008. On July 11, 2008, the U.S. Court of Appeals for the District of Columbia (D C. Court of Appeals) issued its decision on multiple challenges
to the CAIR, including the Florida challenge, which vacated the CAIR in its entirety. On September 24, 2008, petitions for rehearing were filed by a number
of parties. On December 23, 2008. the D.C Court of Appeals remanded the case without vacating the CAIR for the EPA to conduct further proceedings
consistent with the D.C. Court of Appeals’ prior opinion. The outcome of the EPA’s further proceedings cannot be predicted The Court’s December 23, 2008
decision remanding the CAIR maintained its current implementation such that CAIR satisties best available retrofit technology (BART) for SOz and NOx for
BART-affected units under the CAVR. Depending on whether this determination continues to be maintained as the CAIR is revised, for BART-eligible units
CAVR compliance eventually may require consideration of NOx and SO2 emissions in addition to particulate matter emissions. As a result, BART for SO2
and NOx could apply to PEC's and PEF's BART-cligible units

On February 8, 2008, the D.C. Court of Appeals vacated the delisting determination and the Clean Air Mercury Rule (CAMR). On September 17, 2008, the
Utility Air Regulatory Group filed a petition for writ of certioran with the U.S Supreme Court seeking a review of the decision that vacated the CAMR On
October 17, 2008, the EPA filed a similar petition and subsequently withdrew it on January 29, 2009, The Utility Air Regulatory Group's petition for writ of
certiorari was denied on February 23, 2009, The three states in which the Utilities operate adopted mercury regulations implementing CAMR and submitted
their state implementation rules to the EPA. It is uncertain how the decision that vacated the federal CAMR and any review granted by the Supreme Court will
affect the state rules; however, state-specific provisions are likely to remain in effect. The North Carolina mercury rule contains a requirement that all coal-
fired units in the state install mercury controls by December 31, 2017, and requires compliance plan applications to be submitted in 2013 We are currently

evaluating The impact oI these decisions. The ouiconie of Tthese matlers cannot be predicied

PEF is continuing construction of its in-process emission control projects On December 18, 2008, PEF and the FDEP announced an agreement under which
PEF will retire Crystal River Units No. | and No. 2 (CR1 and CR2) as coal-lired units and complete construction of its emission control projects at CR 4 and
CR 5. CR1 and CR2 will be retired afier the second proposed nuclear unit at Levy completes its first fuel cycle, which is anticipated to be around 2020

We account for emission allowances as inventory using the average cost method. We value inventory of the Utilities ai historical cost consistent with
ratemaking treatment. At December 31, 2008, PEC had approximately $22 million in SO2 emission allowances, which will be utilized to comply with existing
Clean Air Act requirements, and an immaterial amount of NOX emission allowances. In order to achieve compliance with the requirements of the CAIR
pursuant to ils Integrated Clean Air Compliance Plan, PEF needed to purchase CAIR seasonal and annual NOx allowances. On November 12, 2008, the FPSC
approved PEF’s petition for recovery of its CAIR expenses, including NOx allowance inventory expense, through the ECRC. At December 31, 2008, PETF had
approximately $59 million in annual NOx emission allowance inventory, $6 million in scasonal NOx emission allowance inventory and approximately $11
million in SO2 emission allowance inventory SOz emission allowances will be utilized to comply with existing Clean Air Act requirements

As discussed in Note 7B, in June 2002, the Clean Smokestacks Act was enacted in North Carolina requiring the state's electric utilities to reduce the emissions
of NOx and SO2 from their North Carolina coal-fired power plants in phases by 2013 Two of PEC’s largest coal-fired penerating units (the Roxboro No. 4
and Mayo Units) impacted by the Clean Smokestacks Act are jointly owned. Pursuant to joint ownership agreements, the joint owners are required 1o pay a
portion of the costs of owning and operating these plants. PEC has determined that the most cost-effective Clean Smokestacks Act compliance strategy is to
maximize the SOz removal from its larger coal-fired units,
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including Roxboro No. 4 and Mavo, so as to avoid the insfailation of expensive emission controls on its smaller coal-fired units_ In order to address the joint
owner's concerns that such a compliance strategy would result in a disproportionate sharc of the cost of compliance for the jointly owned units, in 2005 PEC
entered into an agreement with the joint owner lo limit its aggregate costs associated with capital expenditures to comply with the Clean Smokestacks Act to
approximately $38 million. PEC recorded a related Hability for the joint owner's share ol estimated costs in excess of the contract amount. At December 31,
2008 and 2007, the amount of the liability was $10 million and $30 million, respectively, based upon the respective estimates for the remaining Clean
Smokestacks Act compliance costs. During the year ended December 31, 2008, PEC made no additional accruals and spent approximately $20 million that
exceeded the joint owner limit. Because PEC has taken a system-wide compliance approach, its North Carolina retail ratepayers have significantly benefited
from the strategy of focusing emission reduction efforts on the jointly owned units, and, therefore, PEC believes that any costs in excess of the joint owner’s
share 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 NCUC of its intent to record these estimated excess costs as part the Clean Smokestacks
amortization, and subsequently reclassified $29 miltion of indemnification expense to Clean Smokestacks amortization On September 5, 2008, the NCUC
ordered that PEC shall be allowed to include in rate base all reasonable and prudently incurred environmental compliance costs in excess of $584 million,
including eligible compliance costs in excess of the joint owner’s share, as the projects are closed to plant in service (See Note 7B).

22. COMMITMENTS AND CONTINGLENCIES
A. PURCHASE OBLIGATIONS
In most cases, our purchase obligation contracts contain provisions for price adjustments, minimum purchase levels and other financial commitments. The

commitment amounts presented below are estimates and therefore will likely differ from actual purchase amounts At December 31, 2008, the following table
reflects contractual cash obligations and other commercial commitments in the respective periods in which they are due:

Progress Energy

(in millions) 2009 2010 2011 2012 2013 Thereafter
Fuel i Fi T $ 3,186 % 253208 1,938 0% 1,5320%° 1,167,080 6,669
Parchased power - e 22 432 M7 43 419 34T
Construction obligations - g 1098 1,458 1,532 1433 =151 S 2,418
Other purchase obligations 53 68 40 33 24 168
Total oo o -3 247598 4490 % - 3,957 % 3434 832 ] 2932
PEC
(in millions) 2009 2010 2011 2012 2013 Thereafter
Fuel v SRR SRR 1,619 % 1,272 % 832 % 396 8 i 56) B e ] 593
Purchased power 87 92 99 85 78 598
Construction obligations - : CLiE . 182 72 16 - - i 2 : FERARE
Other purchase obligations 7 3 3 3 3 6
sonTetal st : LRI ¥ 1.895 . % 1439 °§ 950 % [ R T R e e e Y
PEF
(in millions) 2009 2010 2011 2012 2013 Thereafter
Fuel oo CREASII I L 56T R 1,260 "% ¢ 1,106 0§ nont 936 8 606§ 1 5076
Purchased power 335 340 348 351 341 ) 2,879
Construction obligations 7 - 916 1.386 1,516 S LA33 1,509 sheim 2418
Other purchase obligation 36 30 36 29 2] 162
Total o0 B L e §o 284§ 3016 5 3006 % C2749 0% 2477 -% srr 10535
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FUEL AND PURCHASED POWER

Through our subsidiaries, we have entered into various long-lerm contracts for coal. oil. gas and nuclear fuel. Our payments under these commitments were
$3.078 billion, $2.360 billion and $1.628 billion for 2008, 2007 and 2006, respectively. PEC's total payments under these commitiments for its generating
plants were $1.446 billion, $1.049 billion and $1 051 billion in 2008, 2007 and 2006. respectively. PEF's payments totaled $1 632 billion, $1 311 billion and
$577 million in 2008, 2007 and 2006, respectively

In December 2008, PEF entered into a nuclear fuel fabrication contract for the planned Levy nuclear units (See discussion under Construction Obligations
below.) This $355 million contract (fuel plus related core components) is for the period from 2014 through 2027 and contains exit provisions with termination
fees that vary based on the circumstance

Both PEC and PEF have ongoing purchased power contracts with certain co-generators (primarily QFs) with expiration dates ranging {rom 2009 to 2028
These purchased power contracts generally provide for capacity and energy payments

PEC has a long-term agreement for the purchase of power and related transmission services from Indiana Michigan Power Company’s Rockport Unit No. 2
(Rockport). The agreement provides for the purchase of 250 MW (19 percent of net output) of capacity through 2009 with an estimated remaining 2009
payment of approximately $29 million, representing capital-related capacity costs Total purchases (including energy and transmission use charges) under the
Rockport agreement amounted to $90 million, $77 million and $80 million for 2008, 2007 and 2006, respectively

PEC exccuted two long-term tolling agreements for the purchase of all of the power generated from Broad River LLC’s Broad River facility (Broad River)
One agreement provides for the purchase of approximately 500 MW of capacity through May 2021 with average minimum annual payments of approximately
$25 million, primarily representing capital-related capacity costs, The second agreement provides for the additional purchase of approximately 335 MW of
capacity through February 2022 with average annual payments of approximately $26 million representing capital-related capacity costs. Total purchases for

both capacily and energy under the Broad Kiver agreements amountedto 44 muilion, >3V mitlion and 45 mulhonin ZUUS, AUV and cUUD, Tespectively.

In 2007, PEC executed long-term agreements for the purchase of power from Southern Power Company. The agreements provide for capacity purchases of
305 MW (68 percent of net output) for 2010, 310 MW (30 percent of net output) for 2011 and 150 MW (33 percent of net output) annually thereafter through
2019. Estimated payments for capacity under the agreements are $23 million for 2010, $24 million for 2011 and $16 million annvally thercatier through 2019

PEEC has various pay-for-performance contracts with QFs, including renewable energy, for approximately 200 MW of firm capacity expiring at various times
through 2028 In most cases, these contracts account for 100 percent of the net generating capacity of each of the facilities Payments for both capacity and
energy are contingent upon the QTs’ ability to generate. Payments made under these contracts were $35 million, $95 million and $182 million in 2008, 2007
and 2006, respectively.

PEF has long-term contracts for approximately 489 MW of purchased power with other utilitics, including a contract with Southern Company for
approximately 414 MW (19 percent of net output) of purchased power annually through 2016 Total purchases, for both energy and capacity. under these
agreements amounted to $178 million, $161 million and $162 million for 2008, 2007 and 2006, respectively. Minimum purchases under these contracts,
representing capital-related capacity costs, are approximately $70 million, $65 million, $56 million. $48 million and $42 million for 2009 through 2013,
respectively, and $102 million payable thereafter

PEF has ongoing purchased power contracts with certain QFs for 786 MW of firm capacity with expiration dates ranging trom 2009 to 2025. Energy
payments are based on the actual power taken under these contracts. Capacily payments are subject 1o the QFs meeting certain coniract performance
obligations. In most cases, these contracts account for 100 percent of the net generating capacily of each of the facilities. All ongoing commitments have been
approved by the FPSC. Total capacity purchases under these contracts amounted to $273 million, $288 million and $277 million for 2008, 2007 and 2006,
respectively. At December 31, 2008, minimum expected future capacity
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payments under these contracts were $263 million, $267 million, $281 million, $292 million and $288 million for 2009 through 2013, respectively, and
$2751 billion payable thercafter The FPSC allows the capacity payments to be recovered through a capacity cost-recovery clause, which is similar to, and
works in conjunction with, energy payments recovered through the fuel cost-recovery clanse

In June 2008, PEC entered into a conditional contract with an interstate pipeline for firm pipeline transportation capacity to support PEC’s gas supply needs
for the period from May 2011 through April 2031, The estimated total cost to PEC associated with this agreement is approximately $487 wmillion. The
transaction is subject to several conditions precedent, including various state regulatory approvals, the completion and commencement of operation of
necessary related intersinte natural gas pipeline system expansions and other contractual provisions. Due to the conditions of this agreement, the estimated
costs associated with this agreement are not included in the contractual cash obligations table above.

In July 2008, PLC entered into an amendment fo an existing transporiation service agreement with an intrastate pipeline for firm pipeline transportation
capacity to support PEC’s gas supply needs for the period from April 2011 through May 2030. The total additional cost to PEC associated with this
amendment is estimated to be approximately $54 million. The amendment is subject 1o several conditions precedent, including various state regulatory
approvals, the completion and commencement of operation of necessary related intrastate natural gas pipeline system expansions and other contractual
provisions. Due to the conditions of this agreement, the estimated costs associated with this agreement are not included in the contractual cash obligations
table above.

In April 2008 (and as amended in February 2009), PEF entered into conditional contracts and extensions of existing contracts with Florida Gas Transmission
Company, LLC (FGT) for firm pipeline transportation capacity 1o support PEF’s gas supply needs for the period from April 2011 through March 2036 The
total cost to PEF associated with these agreements is estimated to be approximately $1.086 billion. The contracts are subject to several conditions precedent,
including the completion and commencement of operation of necessary related interstate natural gas pipeline system expansions and other contractual
provisions. In addition to the FGT contracts, during 2008, PEF entered into additional gas supply and transportation arrangements for the period from 2010

through 2025 that are subject 1o certain conditions. The total current notional cost of these additional dmcemenls is estimated 10 be approximately $849
million. Due to the conditions ol these agreements, the estimated cosls associate 3 ;
table above

CONSTRUCTION OBLIGATIONS

We have purchase obligations related to various capital constructlion projects. Our total payments under these contracts were $1.018 billion, $698 million and
$387 million for 2008, 2007 and 2006, respectively

PEC has purchase obligations related to various capital projects including new generation, transmission and obligations related to the Clean Smokestacks Act
Total payments under PEC’s construction-related contracts were $140 million, $208 million and $233 million for 2008, 2007 and 2006, respectively. PEC’s
future obligations under these contracts are $182 million, $72 million, $16 million and $1 million for 2009. 2010, 2011 and 2013, respectively. PEC has no
future obligation under these contracts for 2012

The majority of PEF’s construction obligations relate to an engineering, procurement and construction (EPC) agreement that PEF entered into in December
2008 with Westinghouse Electric Company LLC and Stone & Webster, Inc. for two approximately 1,100-MW Westinghouse AP1000 nuclear units planned
for construction at Levy. Estimated payments and associated escalation totaling $8.736 billion are included for the multi-year contract and do not assume any
joint ownership. Actual payments under the EPC agreement are dependent upon, and may vary significantly based upon the decision to build, regulatory
approval schedules, timing and escalation of project costs, and the percentages, if any, of joint ownership. For termination without cause, the EPC agreement
contains exit provisions with termination fees, which may be significant, that vary based on the termination circumstance See Note 7C for additional
information about the Levy project. In 2008, PEF made payments ol $117 million toward long-lead equipment and engineering related to the EPC agreement.
Additionally. PEF has other construction obligations related to various capital projects including new generation, transmission and environmental compliance.
Total payments under PEF’s other construction-related contracts were $761 million, $490 million and $154 milhion for 2008, 2007 and 20006, respectively
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OTHER PURCHASE OBLIGATIONS

We have entered inte various other contractual obligations primarily related 1o service contracts [or operational services entered into by PESC, parts and
services contracts, and PEF service agreements related to the Hines Energy Complex and the Bartow plant. Our payments under these agreements were $110
million, $75 million and $100 mitlion for 2008, 2007 and 2006, respectively

PEC has various purchase obligations for emission obligations, limestone supply and fleet vehicles. Total purchases under these contracts were $36 million,
$25 million and $51 million for 2008, 2007 and 2006, respectively. Future obligations under these contracts are $7 million for 2009, $3 million each for 2010
through 2013 and $6 million thereafier

Among PEF's other purchase obligations, PEF has long-term service agreements for the Hines Energy Complex and the Bartow plant, emission obligations
and fleet vehicles. Total payments under these contracts were $58 million, $24 million and $19 million for 2008, 2007 and 2006, respectively. Future
obligations are primarily comprised of the long-term service agreements. These agreements total $31 million, $29 million, $36 million, $29 million and $21
million for 2009 through 2013, respectively, with approximately $162 million payable therealter

B. LEASES
We lease office buildings, computer equipment, vehicles, railears and other properly and equipment with various terms and expiration dates. Some rental
payments for transportation equipment include minimum rentals plus contingent rentals based on mileage. These contingent renials are not significant. Our
rent expense under operating leases totaled $38 million, $40 million and $42 million for 2008, 2007 and 2006, respectively. Our purchased power expense
under agreements classified as operating leases was approximately $152 million, $69 million and $60 million in 2008, 2007 and 2006, respectively.

PEC’s rent expense under operating leases totaled $26 million, $23 million and $25 million during 2008, 2007 and 2006, respectively. These amounts include

rent expense allocated Trom PESTU 1o PEU oI $5 million, 30 nuilTion and $8 million for cUUS, YU/ and LUUD, respectively. Purchased power expense umder
agreements classified as operating leases was approximately $9 million, $10 million and $10 million in 2008, 2007 and 2006, respectively

PEF’s rent expense under operating leases totaled $11 million, $15 million and $16 million during 2008, 2007 and 2006, respectively. These amounts include
rent expense allocated from PESC to PEF of $3 million, $6 million and $7 million for 2008, 2007 and 2006, respectively. Purchased power expense under
agreements classified as operating leases was approximately $142 million, $59 million and $49 million in 2008, 2007 and 2006, respectively.

Assets recorded under capital leases, including plant related to purchased power agreements, at December 31 consisted of:

Progress Energy PEC PEF
(in mitlions) 2008 2007 2008 2007 2008 2007
Buildings i 0w e T 2 RS S s T3 R T Y1 N R 1) BT S X 7 R SR ¥
Less: Accumulated amortization (28) (20) (1) (13) (14 (7)
T e S R R S P R | S T L R )
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At December 31, 2008, minimum annual payments, excluding execwtory costs such as property taxes, insurance and maintenance. under long-term
noncancelable operating and capital leases were:

Progress Lneray PEC PEF

(in millions) Capital Operating  Capital ~ Operating  Capital Operating
2009 : e RS INETRIEEENE P U e e g R @G T R e DR G D s R T
2010 , 28 28 2 21 26 3
2001 R SRR 23 2 16 26 : 4
2012 28 38 2 13 26 22
2013 : B : : i 36500 G4 g 31 26 31
Thereafter 272 055 — 559 272 394
Minimum annual payments BN R ST 2T e N ST R LI SRR Y 40208000 463
Less amount representing imputed interest (182) (3) (179)

“Present value ol net minimum Jease payments under capital Jeases: o ooi dn i LRGN L ST S S T R AR

In 2003, we entered into an operating lease for a building lor which minimum annual rental payments are approximately $7 million. The lease term expires
July 2035 and provides for no rental payments during the last 15 years of the lease, during which period $53 million of rental expense will be recorded in the
Consolidated Statements of Income.

In 2008, PEC entered into a 336-MW (100 percent of net output) tolling purchased power agreement, which 1§ classified as an operating 1€aS¢ 1he agreenient
calls for an initial minimum payment of approximately $18 million in 2013, with minimum annual payments escalating at a rate of 2.5 percent through 2032,
for a total of approximately $460 nullion

In 2007, PEF entered into a 632-MW (100 percent of net output) tolling purchased power agreement, which is classified as an operating lease The agreement
calls for minimum annual payments of approximately $28 million from June 2012 through May 2027, for a total of approximately $420 million

In 2005, PEF entered imo an agreement for a capital lease for a building completed during 2006. The lease term expires March 2047 and provides for
minimum annual payments of approximately $5 million from 2007 through 2026, for a total of approximately $103 million. The lease term provides for no
payments during the last 20 vears of the lease, during which period approximately $51 million of rental expense will be recorded in the Statements of Income

In 2006, PEF extended the terms of a 517-MW (100 percent of net output) tolling agreement for purchased power, which is classified as a capital lease of the
related plant, for an additional 10 years. The agreement calls for minimum annual payments of approximately $21 million from April 2007 through April
2024, for a total of approximately $348 million Due to the conditions of the agreement, the capital lease was not recorded on our or PEF’s Balance Sheets
until 2007

In 2006, PEF entered into an agreement for 116 6-MW (100 percent of net output) purchased power, which is classified as a capital lease of the related plant
Due to the conditions of the agreement, the capital lease will not be recorded on PEF's Balance Sheet until approximately 2011. Therefore, this capital lease is
not included in the table above. The agreement calls for minimum annual payments of approximately $7 million from 2012 through November 2036, for a
total of approximately $170 million.

Excluding the Utilities, we are also a lessor of land, buildings and other types of properties we own under operating leases with various terms and expiration
dates. The leased buildings are depreciated under the same terms as other buildings included in diversified business property. Minimum rentals reccivable
under noncancelable leases are approximately $8 million, $6 million, $5 million, $2 million and $1 million for 2009 through 2013, respectively. Rents
received under these operating leases totaled $9 million, $8 million and $9 million for 2008, 2007 and 2006, respectively.
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The Ultilities are lessors of electric poles, streetlights and other facilities. PEC’s minimum rentals receivable under noncancelable leases are $10 million for
2009 and none therealter. PECs rents received are contingent upon usage and totaled $33 million cach for 2008 and 2007 and $31 million for 2006. PEF’s
rents received are based on a fixed minimum rental where price varies by type of equipment or contingent usage and totaled $81 million, $78 million and $72
million for 2008, 2007 and 2006. respectively. PEF’s minimum rentals receivable under noncancelable leases are not material for 2009 and thereafier.

C. GUARANTEES

As a part of normal business, we enter into various agreements providing future financial or performance assurances to third parties, which are outside the
scope ol FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others™ (FIN 45). Such agreements include guarantees, slandby letters of credit and surety bonds. At December 31, 2008, we do not believe conditions are
likely for significant performance under these guaraniees, To the extent habilities are incurred as a result of the activities covered by the guarantees, such
liabilities are included in the accompanying Consolidated Balance Sheets

At December 31, 2008, we have issued guarantees and indemnifications of and for certain asset performance, legal, tax and environmental matters to third
parties, including indemnifications made 1n connection with sales of businesses, which are within the scope of FIN 435, Related to the sales of businesses, the
latest specified notice period extends until 2013 for the majority of legal, tax and environmental matters provided for in the indemnification provisions.
Indemnifications for the performance of assets extend to 2016. For certain matters for which we receive timely notice, our indemnity obligations may extend
beyond the notice period. Certain indemmnifications have no limitations as to time or maximum potential {uture payments In 2005, PEC entered into an
agreement with the joint owner of certain facilities at the Mayo and Roxboro plants to limit their aggregate cosls associated with capital expenditures to
comply with the Clean Smokestacks Act and recognized a liability related to this indemnification (See Note 21B). PEC’s maximum exposure cannot be
determined. At December 31, 2008, the estimated maximum exposure for guarantees and indemnifications for which a maximum exposure is determinable
was $458 million, including $32 million at PEF. At December 31, 2008 and 2007, we had recorded liabilities related to guarantees and indemnifications to
third parties of approximately $61 million and $80 million, respecuvelv These amounts included $10 million and $30 million, respectively, for PEC and $8

million lor PLF at Deceniber 31,2008 and 2007 Dunng The year ended December 31, 2008, PLEC Tade o additror ety-320
million that exceeded the joint owner limit. As current estimates change, it is possible that additional losses related to gumamccs and indemnifications to third
parties, which could be material, may be recorded in the future.

In addition, the Parent has issued $300 million of guarantees of certain payments of two wholly owned indirect subsidiaries (See Note 23)
D. OTHER COMMITMENTS AND CONTINGENCIES
SPENT NUCLEAR FUEL MATTERS

Pursuant to the Nuclear Waste Policy Act of 1982, the Ulilities enfered into contracts with the DOE under which the DOE agreed to begin taking spent
nuclear fuel by no later than January 31, 1998. All similarly situated utilities were required to sign the same standard contract.

The DOE failed to begin taking spent nuclear fuel by January 31, 1998, In January 2004, the Utilities filed a complaint in the United States Court of Federal
Claims against the DOE, claiming that the DOFE, breached the Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nuclear fuel
from our various facilities on or before January 31, 1998. Approximately 60 cases involving the government’s actions in connection with spent nuclear fuel
are currently pending in the Court of Federal Claims. The Utilities have asserled nearly $91 mullion in damages incurred between January 31, 1998 and
December 31, 2005; the time period set by the court for damages in this case. The Utilities will be free to file subsequent damage claims as they incur
additional costs.

A trial was held in November 2007, and closing arguments were presented on April 4, 2008. On May 19, 2008, the Ulilities received a ruling from the United
States Court of Federal Claims awarding $83 million in the claim against the DOE for failure to abide by a contract for federal disposition of spent nuclear
fuel. The United States
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Department of Justice requested that the Trnal Courl reconsider its ruling. The Tnal Court did reconsider its ruhing and reduced the damage award by an
immaterial amount. On August 15, 2008, the Department of Justice appealed the United States Court of Federal Claims ruling 1o the D.C. Court of Appeals In
the event that the Utilities recover damages in this matter, such recovery is not expected to have a material impact on the Ulilities” results of operations given
the anticipated regulatory and accounting treatment However, the Utilities cannot predict the outcome of this matter.

SYNTHLETIC FUELS MATTERS

A number of our subsidiaries and affiliates are parties to two lawsuits arising out of an Asset Purchase Agreement dated as of October 19, 1999, by and
among U.S. Global, LLC (Global), Earthco; certain affiliates of Earthco, EFC Synluel LLC (which was owned indirectly by Progress Energy, Inc.) and
certain of its affiliates, including Solid Energy LLC; Solid Fuel LLC; Ceredo Synfuel LLC; Gulf Coast Synfuel LLC (currently named Sandy River Synfuel
LLC) (collectively, the Progress Alfiliates), as amended by an amendment to Purchase Agreement as of August 23, 2000 (the Asset Purchase Agreement)
Global has asserted (1) that pursuant to the Asset Purchase Agreement, it is entitled to an interest in two synthetic fuels facilities previously owned by the
Progress Aftiliates and an option to purchase additional interests in the two synthetic fuels facilities, (2) that it is entitled to damages because the Progress
Affiliates prohibited it from procuring purchasers for the synthetic fuels facilities and (3) a number of tort claims are related to the contracts.

The first suit, U.S. Global, LLC v. Progress Energy, Inc et al (the Florida Global Case), asserts the above claims in a case filed in the Circuit Court for
Broward County, Fla., in March 2003, and requests an unspecitied amount of compensatory damages, as well as declaratory relief. The Progress Affiliates
have answered the Complaint by generally denying all of Global’s substantive allegations and asserting numerous substantial affirmative defenses. The casc is
at issue, but neither party has requested a trial The parties are currently engaged in discovery in the Florida Global Case

The second suit, Progress Swifuel Holdings, Inc. et al v. US Global, LLC (the North Carolina Global Case), was filed by the Progress Affiliates in the
Superior Court for Wake County, N C , secking declaratory relief consistent with our interpretation of the Asset Purchase Agreement Global was served with
the North Carolina Global Case on April 17, 2003

On May 15, 2003, Global moved to dismiss the North Carolina Global Case for lack of personal jurisdiction over Global. In the alternative, Global requested
that the court decline to exercise its discretion to hear the Progress Affiliates” declaratory judgment action On August 7, 2003, the Wake County Superior
Court denied Global’s motion to dismiss, but stayed the North Carolina Global Case, pending the outcome of the Florida Global Case. The Progress Affiliates
appealed the superior court’s order staying the case By order dated September 7, 2004, the North Carolina Court of Appeals dismissed the Progress
Affiliates” appeal. Since that time, the parties have been engaged in discovery in the Florida Global Case

In December 2006, we reached agreement with Global 1o settle an additional claim in the suit related to amounts due to Global that were placed in escrow
pursuant 1o a defined 1ax event. Upon the successful resolution of the IRS audit of the Earthco synthetic fuels facilities in 2006, and pursuant to a settlement
agreement, the escrow totaling $42 million as of December 31, 2006, was paid to Global in January 2007.

In January 2008, Global agreed to simplily the Florida action by dismissing the tort claims. The Florida Global Case continues now under contract theories
alone. The case is scheduled to go 1o trial in June 2009 We cannot predict the outcome of this matter

OTHER LITIGATION MATTERS

We and our subsidiaries are involved in various litigation matters in the ordinary course of business, some of which involve substantial amounts. Where
appropriate, we have made accruals and disclosures 1 accordance with SFAS No. 5, “Accounting for Contingencies,” to provide for such matters. In the
opinion of management, the final disposition of pending litigation would not have a material adverse effect on our consolidated results of operations or
financial position.
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23. CONDENSED CONSOLIDATING STATEMENTS

Presented below are the Condensed Consolidating Statements of Income, Balance Sheets and Cash Flows as required by Rule 3-10 of Regulation S-X. In
September 2005, we issued our guarantee of certain payments of two wholly owned indirect subsidiaries, FPC Capital 1 (the Trust) and Florida Progress
Funding Corporation (Funding Corp.). Our guarantees are in addition to the previously issued guarantees of our wholly owned subsidiary, Flonda Progress

The Trust, a finance subsidiary, was established in 1999 for the sole purpose of issuing $300 million of 7.10% Cumulative Quarterly Income Preferred
Securities due 2039, Series A (Preferred Securities) and using the proceeds thereof to purchase from Funding Corp. $300 million of 7.10% Junior
Subordinated Deferrable Interest Notes due 2039 (Subordinated Notes) The Trust has no other operations and its sole assets are the Subordinated Notes and
Notes Guarantee (a