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About the Cover

Stands of virgin timber domi-
nate the Coon Branch Natu-
ral Area along the White
Water River in northwestern
South Carolina. The land,
purchased by the Company in
1910, is one of three natural
areas permanently protected
under long-term leases
between Duke Power and the
Society of American Forest-
ers. Land preservation is one
facet of Duke Power’s tradi-
tion of environmental stew-
ardship, described in a special
section beginning on page 13.
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Duke Power is the seventh largest investor-
owned electric utility in the nation, with a
20,000-square-mile service area in North
Carolina and South Carolina. Duke’s three
nuclear stations, eight coal-fired plants and 26
hydroelectric facilities provide electricity to
more than 1.4 million customers.

Duke’s retail customers are served through

96 district and branch offices. The Company
also sells electricity at wholesale and contrac-
tual rates to bulk users.

Sales totaled 56.1 billion kilowatt-hours in
1985, with approximately 70 percent derived
from North Carolina and 30 percent from
South Carolina. Revenues totaled $2.9 billion.

Duke is headquartered in Charlotte, N.C.




Financial Highlights

Percent
increase

1985 1984 (decrease)
Kilowatt-hour sales .. ... ...... .. .. ..... 56,058,479,000 54,399,254,000 3.0
Electric revenues . . ... ... ... . ... .. $2,898,911,000 $2,710,015,000 7.0
Earnings for common stock . ... ........ .. $ 376,681,000 $ 399,545,000 (5:7)
Common Stock Data
Average shares outstanding . . .. ... ... .. 101,178,000 100,346,000 0.8
Earnings per share . . ... .. . . .. . .. $3.72 $3.98 (6.5)
Dividends per share . .. ...... ... ... .. $2.54 $2.42 5.0
Book value per share (year-end) . . . .. .. .. $28.98 $27.80 4.2
Return on average common equity . . . . .. . .. 13.1% 14.8% (11.5)
Plant construction costs . . . .. ...... . ... .. $ 657,172,000 $ 644,754,000 1.9
Total electric plant, net ... ........ ... .. $6,392,161,000 $6,152,618,000 3.9
Peak load (Kw)
Summer . .. ... ... 11,204,000 11,043,000 155
Winter . ... .. ... ... ... 12,687,000 10,863,000 16.8
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William S. Lee

Douglas W. Booth

To Our Shareholders:

uke Power faced major challenges in
1985, while at the same time achiev-
ing a number of long-sought goals.

First, the challenges.
M Earnings per share of common stock
decreased to $3.72 from $3.98 in 1984 —
the first decline in 10 years.
B Completion of Unit 1 of Catawba Nuclear
Station required the Company to ask for sub-
stantial increases in rates to its customers.
B Kilowatt-hour sales to textile customers
declined 2 percent, reflecting the severe pres-
sure of imports on that industry.
M Several hundred employees were laid off as
our nuclear construction program neared
completion.
B The Company continued to carry canceled
nuclear plants as non-earning assets, and we
earned returns substantially below our cost of
capital on financial investments.
B Efforts to repeal the outdated Public Utilf*
ties Holding Company Act and to modify cer-
tain provisions of the Federal Power Act met
stiff resistance in Congress.

We are acting vigorously to deal with those
challenges within our control and to shape
those others outside the Company’s direct
control, all in the interests of our sharehold-
ers and customers.

Earnings Per Share Decrease

he 6.5 percent decrease in earnings
per share resulted from a combination ~
of factors: higher maintenance costs,
reduced nuclear performance, a larger invest-
ment in low-yielding securities, and lower-
than-projected kilowatt-hour sales.

The increase in maintenance costs reflects
more extensive maintenance requirements at
some of our older plants as well as the addi-
tion of new plants. Those costs are not yet
fully reflected in rates.

While our nuclear units performed well by
industry standards in 1985, they fell short of
their record performance of 1984. The
difference had a significant impact on year-to-
year earnings results.

Following the December 1984 sale of a g
portion of Unit 1 of the Catawba Nuclear Sta-




tion, our investment in generating plants was
substantially reduced. The funds received
from that sale have been invested in securities
that offer a lower return than capital invested
in generating plants. Eventually this money
will be used for utility projects or diversified
business opportunities.

In addition to the decline in sales to textile
customers, sales to residential customers fell
slightly, reflecting unseasonably mild weather.
Total kilowatt-hour sales, including electricity
supplied to joint owners of the Catawba
Nuclear Station, rose 1.7 percent in 1985.

Earnings from subsidiaries, other non-
utility businesses and investment income con-
tributed 54 cents to earnings per share, up
22.7 percent from 44 cents in 1984.

Total return on average common equity
decreased to 13.1 percent, compared with
14.8 percent in 1984.

Both return on equity and earnings per
share have been negatively affected during
the past few years because we have not been
allowed to recover carrying costs on the
unamortized portion of our investment in the
canceled Cherokee and Perkins nuclear
stations.

Key Rate Increases Granted

his year of difficult challenges was also
marked by several landmark successes.
In two of the most important rate cases
the Company has ever filed, we were granted
rate increases in both North Carolina and
South Carolina to cover all our costs for
Catawba Unit 1.

Although some of these costs are being
recovered on a levelized basis, receiving fair
treatment on this initial Catawba rate case
was especially important to the Company’s
long-term financial health.

Despite strong opposition from interve-
nors, regulatory commissions determined that
our decision to build Catawba was prudent
and that the unit’s generation is needed to
meet the expanding energy needs of the Pied-
mont Carolinas. The commissions also ruled
that the Company’s decision to sell portions of
the plant to groups of municipal and electric

.cooperative customers was in the best inter-
st of all Duke Power customers.

The Company plans to file this spring for
rate increases to reflect commercial operation
of Catawba Unit 2.

Catawba Begins Operation

long with the rate increases, the year’s
most notable accomplishment was the
commercial operation of Catawba
Unit 1.

We’re proud to report that we brought the
1,145,000-kilowatt unit into service on June
29 at the lowest cost per kilowatt of any initial
unit of a nuclear plant of similar vintage in the
nation.

This achievement is particularly gratifying
in view of the difficult economic and regula-
tory conditions we faced during the decade of
its construction.

As Catawba Unit 1 was starting commer-
cial service, Catawba Unit 2 was undergoing
hot functional testing, which simulates opera-
ting conditions. The testing was completed in
October, and uranium fuel is expected to be
loaded into the reactor in the spring of 1986.

Unit 2 is expected to generate its first elec-
tricity during testing this summer and could
begin commercial operation as early as this fall.

Completion of Catawba Unit 2 will mark
the end of one of the largest and most suc-
cessful nuclear plant construction programs in
the nation. The course we began in 1967 with
our first Oconee unit proved to be more diffi-
cult than we expected, but we met the chal-
lenges and succeeded even in the face of ever-
changing regulations and near-crippling
inflation.

Although completion of our nuclear con-
struction is good news for shareholders and
customers, it did require us to lay off several
hundred of our experienced, highly skilled
construction employees. Fortunately, we were
able to place nearly 300 others in available
Company positions through the end of 1985.

Other Challenges

he Company and the entire electric
utility industry face several political
challenges that eluded resolution in
1985.

We were unable to persuade Congress to
repeal the Public Utilities Holding Company




Act of 1935, which we feel significantly
impairs the flexibility of holding companies
and their subsidiaries operating in more than
one state. The abuses the act originally
addressed are now controlled by other, more
effective means.

Congress also failed to modify provisions of
the Federal Power Act, which in some circum-
stances give preference for hydroelectric
licenses to public entities, such as municipali-
ties, over investor-owned utilities. The provi-
sions would deny the customers of investor-
owned utilities access to low-cost hydro-
electric power when the licenses come up for
renewal.

We will continue to work in support of
these changes, because they would benefit
both our customers and our investors.

Congress did pass legislation in late Decem-
ber that set a schedule for states to build
regional sites for the disposal of low-level
radioactive waste. The new law assures the
Company continued access to its current dis-
posal site in South Carolina and provides for a
new regional site by 1993.

Duke Power faces another challenge in
increasingly fierce competition from natural
gas utilities. The Company’s share of new res-
idential space and water heating connections
declined to approximately 55 percent and 80
percent, respectively, in 1985. Duke has step-
ped up efforts to increase its penetration in
these markets.

Employees Earn Awards

s we worked to meet the challenges of
1985, our employees were recognized
for outstanding performance in sev-
eral areas. Chief among these honors was
the Edison Electric Institute’s 1984 Edison
Award — our industry’s highest honor. The
award cited Duke for excellence in nuclear
plant design, construction and operation,
along with our effective Power in Citizenship
voter-awareness campaign.
The Edison Award is given each year for a
“distinguished contribution to the develop-

ment of the electric light and power industry
for the convenience of the public and the
benefit of all.” It is the second time in our
history we have won this special honor.

Winning the Edison Award is a tribute to
our 20,000 employees. Their expertise and
dedication are unsurpassed.

Employee excellence also earned one of the
nation’s highest awards for environmental
protection — a 1984 Conservation Achieve-
ment Award from the National Wildlife Fed-
eration, the country’s largest conservation
organization.

The Federation called the Company’s envi-
ronmental staff and programs among the best
in America. Our long-standing commitment to
environmental stewardship is the focus of a
special section of this year’s report, beginning
on page 13.

These awards, along with continuing effi-
ciency records in building and operating our
generating facilities, result from the outstand-
ing performance of members of the Duke
Power team. 5

Finally, we would like to welcome Dr. Roh=
ert Albright, president of Johnson C. Smith
University, to the Board of Directors. His abil-
ities as an educator, administrator and civic
leader will provide an important contribution
to the Company.

Thank you for your continued support. Let
us hear from you if you have questions about
your Company.

Ll f T

William S. Lee
Chairman of the Board and
Chief Executive Officer

Doty todez

Douglas W. Booth

President and
Chief Operating Officer .

February 14, 1986
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“We Can, We Care” are the
words inscribed on the “C” flag,
presented by President Reagan in
recognition of Duke Power’s
“exceptional contributions to
volunteerism” through its Low-
Income Weatherization and
Community Challenge Heating
Fund programs. "

Year In Review

Financial Results

arnings per share of common stock

decreased 6.5 percent to $3.72 in

1985 from $3.98 in 1984. Total earn-
ings for common stock were $376.7 million,
down from $399.5 million.

The decline in earnings resulted primarily
from higher maintenance costs, reduced
nuclear performance, a larger investment in
low-yielding securities and lower-than-
projected kilowatt-hour sales.

Earnings from subsidiaries, other non-
utility businesses and investment income con-
tributed $54.2 million to total earnings, com-
pared with $44.2 million in 1984.

Total return on common equity decreased
to 13.1 percent, down from 14.8 percent.

Earnings coverage of fixed charges
decreased to 3.87 times from 4.21 in 1984,
slipping below the Company’s goal of four
times.

Duke generated 62 percent of its capital
requirements internally in 1985. The Compa-
ny’s goal is to fund 50 percent or more of cap-
ital needs from internal sources.

At year-end Duke’s capital structure con-
sisted of 43 percent long-term debt, 11 per-
cent preferred and preference stocks, and 46
percent common equity. This ratio is consis-
tent with Company goals.

In July the Board of Directors raised the
quarterly cash dividend on common stock to
65 cents per share from 62 cents. The
increase, effective with the dividend paid in

September, raised the indicated annual
dividend rate to $2.60 per share,
up from $2.48.

Sales
Billions of KWH

1984
W Other and wholesale il General service

1981 1982 1983 1985

WS |ndustrial textile Bl Residential

I |ndustrial non-textile

Duke has increased its quarterly cash divi-
dend for 10 consecutive years. The Compa-
ny’s practice is to raise the dividend regularly
and maintain a payout ratio of about 65
percent.

Financial Statements and Notes begin on
page 22. .

Sales and Customers %

otal kilowatt-hour sales, including
electricity supplied to joint owners of
the Catawba Nuclear Station, rose 1.7
percent in 1985.

Sales excluding certain portions of the
transactions with the joint owners of Catawba
totaled 56.1 billion kilowatt-hours, compared
with 54.4 billion in 1984. However, sales to
the Company’s retail and wholesale customers
were essentially flat.

Sales to general service and non-textile
industrial customers increased 3.8 percent
and 1.9 percent, respectively, reflecting con-
tinued economic expansion in the Piedmont
Carolinas. Residential sales decreased 1.7 per-
cent because of mild weather.

Sales to textile customers dropped 2 per-
cent. The decrease reflects plant closings and
production cutbacks forced on that industry
by pressure from textile imports. i

Wholesale and other energy sales rose 21
percent.

Of the Company’s total kilowatt-hour sales
in 1985, residential customers accounted for
25 percent, general service customers 20 .



percent, non-textile industrial customers 21
percent and textile customers 18 percent.
Wholesale and other energy sales accounted
for the remaining 16 percent.

More than 43,700 customers were added
to the Duke system in 1985 — the largest
annual increase in 20 years. As of December
31 Duke served more than 1.4 million cus-
tomers, up 3.1 percent over a year ago.

For additional information on sales and
customers, see page 40.

Electric revenues
Billions of dollars

1981 1982 1983 1984 1985
Il Other and wholesale [l General service
B (ndustrial textile Il Residential
I ndustrial non-textile

Rates and Regulation

tilities commissions in both North

Carolina and South Carolina approved

increases in the Company’s retail elec-
tric rates in 1985, primarily to cover commer-
cial operation of Unit 1 of the Catawba
Nuclear Station.
~ The North Carolina Utilities Commission
granted a 9.1 percent, or $157.7 million,
increase effective September 17. The com-
mission allowed the Company the opportunity
to earn a 14.9 percent rate of return on com-
mon equity.

On October 8 The Public Service Commis-
sion of South Carolina approved a 10.75 per-
cent, or $78.4 million, increase with a 14.75
percent rate of return.

In each case the commissions allowed the
Company to recover all costs associated with
Catawba Unit 1, although some costs will be

- recovered on a levelized basis. Duke’s 12.5
“percent ownership interest in Catawba was

included in rate base. The Company was per-
mitted to recover, over the next 7Yz years in
South Carolina and 15 years in North Caro-
lina, certain costs of power purchased from
other Catawba owners.

Some of the intervenors in the North Caro-
lina rate case have appealed parts of that com-
mission’s decision to the North Carolina
Supreme Court.

Duke originally requested a 19.65 percent,
or $340 million, increase in North Carolina
with a return on common equity of 16.25 per-
cent. The Company subsequently revised its
request to 16.9 percent, or $293 million, low-
ering the requested return to 15.25 percent
in light of a decline in interest rates. The
revised request also reflected adjustments for
the actual commerecial operation date of
Catawba Unit 1.

The Company had sought a 19.87 percent,
or $143 million, increase in South Carolina
with a return on common equity of 16.25 per-
cent. This was later adjusted to 17.3 percent,
or $124.5 million, with a 15.25 percent
return.

In each state the Company had requested
recovery of all costs of Catawba Unit 1 with-
out levelization.

Retail rate increase requests will be filed in
both North Carolina and South Carolina in the
spring of 1986 to reflect commercial opera-
tion of Catawba Unit 2.

See Note 2 on page 27 for additional
information.

Financing

or the third consecutive year, Duke
marketed no new offerings of common
stock in 1985, and no sales of any kind
are planned for the near future.

Taking advantage of lower interest rates,
Duke issued $125 million of new bonds in
April and used part of the proceeds to refund
the entire $100 million of its 147% percent
bonds due in 2010. The new bonds carry a
125 percent interest rate and mature in
2015. Replacing the old bonds will result in
approximately $23 million in savings for the
Company’s customers over the next 25 years.

The remainder of the proceeds was used in
connection with the March retirement of 14%s




Capital structure (Excludes current maturities)
Billions of dollars

1981 1982 1983 1984 1985
I Common equity M Preferred and preference
I Longterm debt

percent bonds due in 1987.

In December the Company issued $50 mil-
lion of 10%s percent bonds due in 2015. The
proceeds were used in January 1986 to refund
the entire $50 million of outstanding 13
percent bonds due in 2010. Replacing the
13Ys percent bonds with 10%s percent bonds
will save the Company’s customers approxi-
mately $23 million over the next 25 years.

Duke may issue additional long-term debt
over the next several years in order to retire
other high-interest issues, if market condi-
tions permit.

See pages 39 and 40 for additional
information.

Earnings coverage of fixed charges
SEC method

1981 1982 1983 1984 1985

Construction

uke Power moved within a step of
completing its nuclear plant construc-
tion program in 1985.

Unit 1 of the Catawba Nuclear Station,
located in York County, S.C., began commer-
cial operation in June after more than 11
years of construction.

At Catawba Unit 2, Duke completed hot
functional testing, which simulates operating
conditions. Fuel is expected to be loaded into
the reactor this spring. Pending licensing by
the Nuclear Regulatory Commission, the unit
is expected to begin commercial operation in
the fall of 1986.

In January 1986 the Company announced a
$163 million reduction in the estimated cost
of the two Catawba units. The 2,290,000-
kilowatt plant is expected to be completed at
a cost of $1,632 per kilowatt, down from an
earlier projection of $1,703. Catawba will be
the nation’s lowest-cost nuclear station to be
completed in 1986.

Work on Bad Creek Hydroelectric Station;
located just above Lake Jocassee in Oconee *
County, S.C., was about 7.3 percent complete
at year-end. Units 1 and 2 of the four-unit,
1,000,000-kilowatt, pumped-storage facility
are scheduled for operation in 1991. Units 3
and 4 are slated for service in 1992.

Pumped-storage hydro plants pump water
from a lower reservoir to an upper reservoir
at night and on weekends to generate power
at times of peak electric demand.

Generation and Capacity

uke Power generated more than half -
of its electricity with nuclear power in
1985 for the second consecutive year.

Nuclear units produced 54 percent of total
system generation, the same as in 1984.

Duke’s network of eight coal-fired stations
produced 44 percent of the Company’s power,
up from 43 percent in 1984. Hydroelectric
plants and combustion turbine units supplied
2 percent of total generation, down from 3
percent.

Catawba Unit 1 contributed 4.3 billion kilc-
watt-hours of electricity to total generation
this past year. The 1,145,000-kilowatt unit
generated its first electricity during testing




January 22, 1985,

and began com-
mercial operation |
June 29. ‘
Although Duke’s
nuclear system did not
operate at 1984’s record levels, its perform-
ance in 1985 continued to outpace the indus-
try average. The six-reactor system achieved
an overall capacity factor of 68 percent, down
from 76 percent, but well above the industry
average of approximately 60 percent.

(Capacity factor refers to the amount of
electricity a unit produces in relation to the
amount it theoretically could produce if oper-
ated at full power without interruption.)

Oconee Nuclear Station led all Duke
nuclear stations with a 75 percent capacity
factor. Oconee Unit 1 led all individual units
with a capacity factor of 94 percent.

Oconee Unit 2 completed a world-record
run of 439 consecutive days of operation on
February 21, 1985. The 860,000-kilowatt
unit generated more than 8.6 billion kilowatt-
hours of electricity during the period.

Duke Power’s generating capacity as of
December 31, 1985, totaled 14,739,000 kilo-
watts. It consisted of 6,603,000 kilowatts of
coal-fired capability, 6,085,000 kilowatts of
nuclear power, 1,452,000 kilowatts of hydro-
electric power and 599,000 kilowatts of com-
bustion turbine units. Coal-fired units repre-
sented 45 percent of total capacity, nuclear
‘units 41 percent, hydroelectric plants 10 per-
cent and combustion turbines 4 percent.

Net generation
Billions of KWH

1983 1984 1985

Babcock and Wilcox, manufac-
turer of the nuclear steam system
at Oconee Nuclear Station, pre-
sented Duke Power with a gold
clock in honor of the world rec-
ord set by Oconee Unit 2 in early
1985 for 439 days of uninter-
rupted operation.

Generating Efficiency

uke Power operated the most efficient
coal-fired electric generating system
in the nation again in 1984, according
to Electric Light & Power magazine’s most
recent survey of the country’s 100 largest
investor-owned electric utilities.

The Company’s network of eight coal-fired
power plants has ranked first in efficiency in
the annual survey 13 of the past 15 years.

Unit 3 of Duke’s Marshall Steam Station
was named the nation’s most efficient individ-
ual coal unit for the second consecutive year.
Six of the Company’s coal units placed among
the top nine in the survey of more than 2,000
units.

If Duke’s coal-fired generating system had
operated at the average efficiency of the sys-
tems surveyed, fuel costs would have been
$76 million higher in 1984.

Marshall, Duke’s
second largest
coal-fired power
plant, celebrated
its 20th anniver-
sary in 1985.
The four-unit, - . > B 25,
2,030,000-kilowatt — :
station has led the nation in generatmg —
efficiency 13 times in its history, placing sec-
ond five times and third twice. It has gener-
ated more than 215 billion kilowatt-hours of
electricity.

Duke’s McGuire and Oconee nuclear sta-
tions ranked as the two most fuel-efficient
nuclear stations in the nation in 1984, accord-
ing to data published by the Nuclear Regula-
tory Commission.

Rated individually, the Company’s five
operating nuclear units placed among the
eight most efficient units in the country.

If Duke’s nuclear system had operated at
the average efficiency of all nuclear systems
in the United States in 1984, fuel costs would
have been approximately $48 million higher.

For the 11th consecutive year,
Dutke’s coal-fired generating sys-
tem was ranked first in the na-
tion in fuel efficiency.

Peak Demand/Energy Management

ustomer demand on Duke’s generating

system hit an all-time peak of

12,687,000 kilowatts on January 21,
1985, when record cold temperatures chilled
the Carolinas.



Qver the past five years, Duke

Power’s annual reports to share-

holders have been honored as
among the best in the utility
industry.

The new peak was 9.8 percent above the
previous all-time peak of 11,554,000 kilowatts
set August 23, 1983, and 16.8 percent above

the 1984 winter peak of 10,863,000 kilowatts.

Cumulative load management 6900
Winter MW

81 83 8 87 89 91 93 95 97 99
I Accomplishments Goals

The Company hit its summer peak for
1985, 11,204,000 kilowatts, on September
10. This was 1.5 percent above the 1984
summer peak of 11,043,000 kilowatts.

Although an all-time peak was set in 1985,
efforts to curtail growth in peak demand con-
tinued to surpass Company targets.

Through energy management and conser-
vation programs, the Company cut the
growth of summer peak demand by 384,000
kilowatts and winter peak demand by 487,000
kilowatts in 1985.

Since its inception in 1976, Duke’s energy
management program has reduced summer
peak by 2.2 million kilowatts and winter peak
by 2.8 million kilowatts. The Company’s goal
is to reduce summer peak by 5.4 million kilo-

W any utility was

equipped tocope
with the challenge
of the nuclear age,

that utility was

North Carolina’s
Dutke Power Co’

watts and winter peak by 6.9 million kilowatts
by the year 2000.

Employee Incentive Program

uke’s 20,000 employees achieved six
of 10 goals in the Employee Incentive
Goals Program in 1985, saving the
Company and its customers millions of
dollars.

In addition to a cost-reduction bonus goal,
employees met or surpassed targets in power
plant design and construction, coal-fired gen-
erating efficiency, affirmative action, energy
management and personal health.

Since the program began in 1981, employ-
ees have achieved 42 of 52 corporate goals —
a success rate of greater than 80 percent.

The Company bases additional contribu-
tions to the Stock Purchase Savings Program
for Employees on the number of goals
achieved.

Ten new ‘
incentive goals, |
plus a bonus
goal for cost |
reduction, have |
been set for |
1986.

Investor Plans

he Company developed two new ser-
vices in 1985 for its shareholders:
Direct Deposit of Cash Dividends and
the Small Shares Repurchase Service.

All shareholders will be contacted by mid-
summer and given the opportunity to sign up
for Direct Deposit of Cash Dividends.
Through the service, dividend payments will
be automatically credited to checking, savings
or money market accounts the same day the
dividend is paid.

Small Shares Repurchase began in January
1986 and is available to shareholders owning
fewer than 50 shares of common stock. The
service ensures that eligible shareholders who
wish to sell their holdings may do so without
paying brokerage fees that otherwise might |,
make such sales uneconomical.

To increase regional ownership of its com- .
mon stock, the Company will begin promoting -
its Customer Stock Purchase Plan again this



spring. The promotion effort will continue
throughout the year.

More than 6,700 Duke Power customers
bought shares through the plan in 1985,
investing more than $4.5 million in the
Company.

At year-end 23 percent of common share-
holders and 11 percent of preferred share-
holders were participating in the Dividend
Reinvestment Plan, investing an additional
$24 million during the year.

Duke provided shares of common stock for
all its investor plans in 1985 through stock
market purchases.

As a result, dividends invested in additional
shares of common stock through the Dividend
Reinvestment and Stock Purchase Plan and
the Customer Stock Purchase Plan no longer
qualified for federal income tax deferral after
January 1, 1985.

The Company is continuing to pay all com-
missions and administrative costs of its inves-
tor plans.

- Shares for various employee stock plans
have been provided through stock market
purchases since 1983. By purchasing shares
in the stock market for all investor programs,
the Company avoided issuing nearly 3 million
new shares in 1985.

Community Service

uke Power introduced a second pro-
gram in 1985 to raise money to help
low-income families pay winter heating
‘bills. Through the program, called Share the
Warmth, the Company included in electric
bills a one-time appeal for customer
donations.

Duke shareholders matched individual
donations up to an overall total of $400,000.
Customer and Company contributions
together made more than $652,000 available
for home heating assistance.

The new program was a companion to
Duke’s four-year-old Community Challenge
Heating Fund, which matches money raised
by various service organizations systemwide.
The Company doubled its contribution to that
fund for the winter of 1985-86 to $300,000.

. By pledging $1 for every $3 donated by other
“sources, the Company would help make up to
an additional $1.2 million available.

In 1985 Duke Power and its |
employees contributed more \
than $2.7 million to United Way
through local campaigns across |
the service area. This made the
Duke Power team the largest
single contributor in North Carolina and South
Carolina for the second year in a row.

Duke’s extensive community service
efforts earned it special recognition from the
President of the United States in 1985.

President Reagan presented the Company
with a commendation from his Citation Pro-
gram for Private Sector Initiatives at White
House ceremonies June 14. The award hon-
ored Duke for “exceptional contributions to
volunteerism,” specifically its Low-Income
Weatherization Program and its Community
Challenge Heating Fund.

As part of the award, the Company re-
ceived “C” flags, which stand for “We Can”
and “We Care,” to fly over its facilities.

Duke was also recognized for contributions
to education and the arts. Both North Caro-
lina and South Carolina honored the Company
for its Power in Education program, a com-
prehensive effort to marshal the resources of
business and industry to support public educa-
tion in the Carolinas.

The program is building a systemwide coa-
lition between business and education with
Duke serving as the catalyst.

The North Carolina Governor’s Award in
the Arts and the Humanities was presented to
Duke for exhibiting the works of local artists
in its offices and for organizing a traveling

Duke employees led all other
groups in North Carolina and
South Carolina in 1985 for
United Way contributions and
frequently top the rolls of Red
Cross blood donors.

exhibit of

selected

works from 2 The N.'C. Governor’s Business

s Chatioe]  anisies rcogived e

?;I;n;ils\g?as;um ; 1 985 Jfor exceptio.nal cm.zirz'bu-
tions to the arts, including spon-

thr OUghQUt soring a traveling art exhibit

;};Zaserwce and displaying works of local

artists in Company offices.
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Subsidiaries/Unregulated Businesses

uke Power’s subsidiaries and other
unregulated businesses continued to
expand their activities in 1985.

Duke’s Management and Technical Ser-
vices (MATS) organization, formed in 1982 to
market engineering, construction and other
services to outside companies, worked on 106
projects for 53 clients in 1985. Major projects
included designing a low-level radioactive
waste treatment facility, designing cogenera-
tion plants and modernizing a hydroelectric
station.

MATS was also awarded a $13 million con-
tract to design an experimental coal-fired
boiler for a joint demonstration project spon-
sored by Duke, the Tennessee Valley Author-
ity, the Electric Power Research Institute and
others.

MATS has nearly 400,000 hours of work
contracted for 1986 and 1987. The organiza-
tion completed more than 280,000 work
hours in 1985.

Duke formed a new wholly owned subsidi-
ary, Church Street Capital Corp., in 1985 to
make intermediate-term investments with
funds earmarked for future utility projects or
diversified business opportunities.

The funds were primarily derived from
depreciation of generating plants and the sale
of a portion of the Catawba Nuclear Station.

Crescent Land & Timber Corp., Duke’s
land management subsidiary, embarked on
additional development projects in 1985,

including a joint venture to build a $4.5 mil-
lion Holiday Inn north of Charlotte, N.C.
Crescent also completed a 100,000-square-
foot, “build-to-suit” facility at its Greenway
Industrial Park south of Charlotte.

Established in 1969 to manage approxi-
mately 270,000 acres of Duke’s non-utility
property, Crescent is a major supplier of tim-
ber for furniture, home-building and paper
industries in the Piedmont Carolinas. The
company harvested 38.5 million board feet of
timber and 72,900 cords of pulpwood and
planted 3.5 million seedlings in 1985.

Mill-Power Supply Company’s Sales Divi-
sion, one of the largest electrical wholesale
distributors in the Southeast, continued its
growth in the high-technology market by
opening a 10,000-square-foot industrial com-
puter training and display center for its Mill-
Power Technologies Department. Formed in
1984, Technologies’ product lines include
energy management equipment, programma-
ble controllers, and computer equipment and
systems. -

Mill-Power’s Sales Division, with headquar-
ters and warehouse facilities in Charlotte,
N.C., also operates distribution centers in
Greensboro, N.C., Greenville, S.C., and Lan-
caster, S.C., and sales offices in Hickory, N.C.,
and Kinston, N.C.

Established in 1910 to supply equipment to
textile mills and other industries converting
to electricity, Mill-Power also acts as Duke
Power’s purchasing agent. In 1985 the
subsidiary’s purchasing division purchased
approximately $1 billion in equipment, fuel,
supplies and services for Duke.
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ore than 60 years ago Duke Power
became one of the nation’s first
electric utilities to establish its own

environmental program. Today the Company
is still proving that an electric utility can fulfill
its mandate to provide electricity at all times
to everyone who needs it without upsetting
the intricate work of nature.

Duke invests in the environment because
it’s good business as well as good citizenship.
The rewards include power plants that oper-
ate cleanly and efficiently, a quality of life that
encourages economic development in the ser-
vice area, and the satisfaction of helping pre-
serve the Piedmont Carolinas as a good place
to live, to work and to play.

Duke inherited its commitment to environ-
mental stewardship from its founders, includ-
ing James B. Duke, who believed that a
healthy environment helps attract new cus-
tomers and keep old customers satisfied. The
Company'’s first environmental program was
launched in 1923 when a renowned public
health expert was hired to battle mosquitoes
on Duke Power lakes.

Duke now has a staff of more than 175
environmental scientists, technicians and
engineers whose full-time job is to monitor
and safeguard the air, water and other natural
resources surrounding the Company’s 37
generating plants. They also conduct environ-
mental impact studies for future facilities. To
carry out this mission, Duke Power has
invested in the finest available chemical, bio-
logical, and physical and health science labora-
tories — all housed at the Company’s Applied
Science Center just north of Charlotte, N.C.

The Company’s goal is to set standards of
excellence in environmental stewardship that
often go beyond regulatory requirements.

Duke’s environmental activities have
earned the respect of North Carolina and
South Carolina conservation agencies. The
Company also won national recognition in
1985 when the National Wildlife Federation
honored Duke’s efforts with a Conservation
Achievement Award, one of the highest hon-
ors for environmental protection and the first
the Federation has ever awarded to a corpora-
tion for its overall environmental program.

The 4 million-member conservation organi-
zation, the nation’s largest, described Duke’s

program as “an

acknowledged

national role model
- for environmental
- responsibility in
. theprivate sector.”
' The Federation

also credited Duke
"y for assembling
“the largest and
best in-house environmental staff among the
nation’s electric utilities.”

The knowledge Duke has accumulated
through its environmental work has saved the
Company millions of dollars in the construc-
tion and operation of its power plants. Duke
has found many times over that conserving
natural resources also conserves financial
resources.

SustieE

Enhancing the Environment by Design

uke Power’s Keowee-Toxaway Com- _
plex in northwestern South Carolina

exemplifies the Company’s ability to -
wed ecology with economy. The Company put
its environmental know-how to work at Keo-
wee-Toxaway to create one of the world’s
most efficient energy production areas.
Duke’s understanding of reservoir dynamics
made it possible to plan in advance the combi-
nation of three hydroelectric stations and a
cooling water reservoir into one generating
complex. At the same time, the Company
developed one of the most scenic recreation
areas in the Carolinas.

Keowee-Toxaway, designed and built by
Duke’s own work force, includes the Oconee
Nuclear Station and the Jocassee and Keowee
hydroelectric stations. When the third hydro
station, Bad Creek, is completed & >
in the 1990s, the complex will
be capable of producing more
than 4,330,000 kilowatts of
electricity.

Duke’s environ-
mental expertise not
only made possible
the construction of
this finely tuned net-

work of power plants, g
but also helped the &
Company meet a







series of challenges that arose during nearly
20 years of construction. In some instances,
actions taken to protect the environment pro-
duced direct cost savings.

For example, Duke scientists carrying out
field studies found a rare species of
wildflower: the Oconee bell. To preserve the
flower’s habitat, Duke cleared only the tops of
hills for transmission towers, leaving undis-
turbed the lush, green mountain glens where
the Oconee bell flourishes. While saving the
flowers, the approach also saved the Company
$73,000 in clearing costs.

Duke’s efforts to preserve temperature
patterns in Lake Jocassee that allow both
trout and black bass to thrive also helped
solve a construction problem: what to do with
rock excavated from the Bad Creek project.
The rock is being used to build an underwater
dam, or weir, in one arm of Lake Jocassee.
The weir will help protect Jocassee’s record-
sized brown trout from damaging changes
in temperature and water flow in its cold-
water habitat deep in the lake, while o
allowing largemouth and smallmouth bass, &
crappie and other fish to live in warmer
layers of water above.

Duke Power not only protected the
natural resources of the Keowee-Toxaway
region, but also enhanced them.

As part of the Keowee-Toxaway project,
Duke built a 43-mile segment of the Foothills
Trail, which offers hikers a spectacular view
of Whitewater Falls, the highest cascade in
the Eastern United States. Winding through
more than 60,000 acres of timberland and
natural wilderness, the trail features carefully
engineered suspension bridges spanning deep
ravines and well-stocked trout streams. The
trail also offers camp sites, lake access
areas and a specially designed two-
mile section for the handicapped.
Thousands of hikers, boaters,
hunters and fishermen are
drawn to the area each year

to enjoy more than 25,000
acres of Duke’s man-made
lakes and hundreds of
7 miles of unspoiled forests.

Duke gave the same
attention to the environ-
ment in 1963 when it

created the largest body of fresh water in
North Carolina: Lake Norman, near Charlotte,
N.C. The 32,500-acre lake powers the Cowans
Ford Hydroelectric Station and also provides
cooling water to the Marshall Steam Station
and McGuire Nuclear Station.

Lake Norman has become a major eco-
nomic asset for the four counties that border
it. In less than a quarter of a century, the
beauty of the lake’s 520 miles of shoreline has
attracted a year-round community of almost
25,000 residents. On any given weekend, sail-
ors race in colorful regattas and drop anchor
in secluded coves. And each year thousands
of fishermen are attracted to the lake by the
prospect of netting one of the lake’s renowned
striped ~ bass, stocked each year by
the North Carolina
Wildlife Commission.

A
A
3
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Preserving Through Efficiency

ot only has Duke Power designed and

built a network of power plants with

the environment in mind, but it also
operates those plants to minimize their
impact on nature. In operations, as with
design and construction, Duke’s environmen-
tal expertise has been a major factor in mak-
ing the Company’s plants more efficient and
economical.

Duke’s understanding of the aquatic envi-
ronment of its lakes has produced improve-
ments in power plant performance that save
millions of dollars in fuel costs each year. That
same understanding allows Duke to protect
the habitat of the 75 species of fish that live ~
in the 24 lakes across its system.

Duke engineers took advantage of water
temperature patterns in Lake Norman and
Lake Keowee, for instance, to design “skim-

mer walls” for the Marshall Steam Station .

and Oconee Nuclear Station, allowing the
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plants to draw cooling water from the bottom
of the lakes. The cold bottom water increases
the fuel efficiency of the plants.

Skimmer walls also minimize the thermal
effects of using lake water for plant cooling,
protecting delicate aquatic life. Water drawn
into the plant for cooling is heated in the pro-
cess, and using cold bottom water keeps the
temperature of the water returned to the lake
as low as possible. The warm water around
the discharge from the plant also encourages
winter production of the threadfin shad on
~which bass feed.

\ Duke’s ability to
 manage the water

b temperature in its
lakes convinced
federal officials to
allow the Company to
operate McGuire Nuclear
Station without cooling towers —
saving an estimated $193 million in
capital and operating costs over the

life of the plant. Duke environmentalists
studied water patterns for nine years to de-
monstrate that McGuire could use Lake
Norman as a source of cooling water without
interfering with aquatic life.

The Company manages not only water
temperatures to protect the lakes’ environ-
ment, but also water levels. Duke administers
a lake-level stabilization program at five of its
lakes to enhance the spawning activity of
important gamefish such as largemouth bass.
The program minimizes shifts in lake levels
until the peak spawning period is over.

While the Company’s environmental knowl-
edge has enhanced the efficiency of its plants,
that efficiency in turn has played a major role
in protecting the environment.

The unprecedented efficiency of Duke’s
eight coal-fired plants has not only saved mil-
lions of dollars in fuel costs, but has also
helped keep the Carolinas’ air clean. By
squeezing the most energy from each ton of

coal it burns, Duke limits two of the major
by-products of coal-fired generation: sulfur
dioxide and fly ash.

Duke Power also burns low-sulfur coal,
maintaining one of the lowest sulfur emission
rates per kilowatt of electricity of any utility
in the nation. Through these efforts, the
Company has been able to avoid the expense
of installing scrubbers to control sulfur-
dioxide emissions.

Electrostatic precipitators on Duke’s coal
plants trap most of the fly ash before it goes
up the stack. The trapped ash is waste, but it
isn’t wasted. It’s collected, and some is sold
for making concrete and concrete products.

Duke has also invested in a cleaner envi-
ronment by investing in nuclear power.
Nuclear plants are the cleanest form of large-
scale conventional generation, and nearly 50
percent of the Company’s generating capacity
is now nuclear. Like Duke’s coal plants, the
McGuire and Oconee nuclear plants have
been among the most fuel efficient in the
nation, getting the most power possible from
the uranium mined while minimizing the ¢
nuclear waste produced.

Duke Power is at the forefront in applying
technology to limit and compact nuclear
waste, linking economy and ecology in yet
another area. By reducing the volume of low-
level radioactive waste, such as contaminated
clothing and tools, Duke both saves money
and limits the material that must be handled
in disposal sites.

The radioactive waste treatment system at
McGuire Nuclear Station saved Duke an
estimated $3.2 million in disposal costs in one

g, e year alone. The
e system has con-
sistently reduced
the volume of low-
level radioactive
waste to amounts
below the industry
average. The cost
savings for waste
disposal at McGuire
are expected to .
be matched at
Oconee, where
¥ Duke will soon
complete a two-
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story, 56,000-square-foot radioactive waste
treatment facility.

Duke’s conservation ethic is company-wide.

By recycling scrap, transformer oil, coal ash
and even office paper, the Company saves an
estimated $2.5 million annually. These efforts
were recognized in 1985 in an award pre-
sented by the New York-based National
Recycling Coalition.

Going Beyond Business

uke Power’s commitment to the envi-
ronment goes beyond the day-to-day
production of power. In its role as a
corporate citizen, Duke searches for ways to
lend its knowledge and resources to enhanc-
ing the habitat of the Piedmont Carolinas.

By planting selected varieties of vegetation
along its power line rights-of-way, Duke not
only helps control erosion, but also provides
food and shelter for rabbits, quail and other
animals. These wildlife strips have been sown
on nearly 69,000 acres of Duke’s transmis-
sion corridors.

In an effort to bolster the Eastern bluebird
population in the Piedmont
Carolinas, Duke is placing
bluebird houses on or near
transmission towers,
forming “bluebird trails”
throughout its
service area. _.

Interested Duke employees are volunteering
their own time to build the houses.

Duke is providing special nesting sites for
osprey to encourage these birds of prey to
live on Lake Norman and Mountain Island
Lake. The Company
works closely with the
Carolina Raptor Center,
a non-profit organiza-
tion that protects,
rehabilitates and
improves habitats

for birds of prey. A t %

Meeting the Challenges Ahead

uke Power is committed to building on
its tradition of environmental stew-
ardship by putting its experience and
expertise to work in dealing with the environ-
mental issues of the '80s and beyond.

Chief among these is the question of acid
rain. Even though, in 20 years of monitoring,
Duke scientists have found no evidence of
increased acidity in its lakes, the Company
is designing an experimental coal-fired plant
that holds promise for eliminating sulfur- .
dioxide emissions. The joint demonstration
project with the Tennessee Valley Authority,
the Electric Power Research Institute and
others will use a unique process called atmo-
spheric fluidized-bed combustion.

Duke is also researching technologies to
neutralize and reduce the volume of both low-
level and high-level nuclear wastes. The Com-
pany is supporting both federal and state
efforts to safely dispose of nuclear waste in
permanent, licensed government sites.

‘:1“‘

A Promise to Live By

‘ ‘ e will honor and protect environ-
mental quality and human welfare
in the area we serve.”

Duke Power makes this commitment in
its Statement of Purpose. More than a
pledge, this statement reflects a tradition that
has guided the Company in every facet of its *
business.

Environmental stewardship was a corner-
stone of Duke’s founders’ philosophy. Duke
has earned a reputation as a steward of the
environment. It’s a reputation that the Com-
pany intends to keep.









Statements of Changes in Financial Position
Duke Power Company

Dollars in Thousands Year ended December 31,

Sources of Funds (See Note 12)
Operations
NEDINCOMe: - B n Sl o N S e
Non-fund items:
Depreciation and amortization Wotes 1and 5) . . ... . ... ..o,
Deferred income taxes and investment tax credit,
neliofamortization:(Nate:B)i: mmi nin. s e Sk Ul Tt B e U
Allowance for equity funds used during construction . .......... ... . . ...
(@512 g2 (o romete e e o e R Sb Rt o Dl -  mE

Funds from financing and sale of assets
First and refunding mortgagebonds@ote'l). . ... . . - . =
Proceeds from the sale of an interest in the Catawba Nuclear Station. . ... . .. .
Issmanceofeommonstock ... 0. o0
Issuance of pollution-controlbopds ... .= . .. ... . . .. . .
Nuclearfueltyiists, o /0 Cwiiflied o e e 2 0 L

Change in short-term position and other marketable securities . .. . .
Total soureesoffunds. o o.. . ... . . .. . .

Apphcatlons of Funds
Constructionexpenditites i i e sy - . 0 L
Long-term debt retired, capital stock reacquired . .. ... ... ... ... ... ... ... ..
Bvidendsipaidie reiin e JmerERE R TR e S e .
Chanpeimworkingcapital® o e s i ot e s w0 o
OtherapplicaliORSIeE . . . .. .o e s e ey s

Rotal appicAionS ORIy 1 -0 i ot i e

Change in Working Capital:

Increase/(Decrease) in current assets
S e e ok
Recaiphiess = il G RRR R e e B e e s s e
Refundabledncometaxes .. 0 o o 0 - . S
Materdlsandisipplies- = il b=l e o e o e R
Frepayinents oo - i die S e s

Decrease/(Increase) in current liabilities
Aceonntspayables: e - oL 0 L L
Nuoelear fuelidisposal costspayable. ... . ..~~~
Taxesaeerued .. ..... ... ... ... . ... ...

Increase/(Decrease) in workingeapital® . ... .. ... . . . |

$ 437,593 $461,331 $ 431,277
462,400 469,711 324,608
141,105 103,800 333,045
(62,741)  (98,711)  (144,048)
(68,563) _ (13,137) (6,073)
909,794 922,994 938,809
172,404 o e

e =

e 37,194 84,326
34,114 60,720 45,648
57,638 84,461 60,645
264,156 639,461 190,619
294,222 (690,038) (182,800)

$1,468,172 $872417  $ 946,628

$ 594,431 $546,043 $ 535,678
235,292 138,652 81,097
317,907 304,577 289,564
308,500  (386,086) 45,389

12,042 269,231 (5,100)

$1,468,172 $ 872,417 $ 946,628

$ (3,011) $ 5158 $ (3,457
(18,011) 30,092 69,906

= (41,209) 41,209

53,735 (21,334)  (34,850)
6,633 (2,243) 1,475
(6,016)  (36,812)  (28,633)
122,003 (122,003 —
161,141  (158,001) 4,974
(71,974) _ (39,734 (5,235)

$ 308,500 $(386,086) $ 45,389

*Excludes change in short-term position and change in current maturities of long-term debt and preferred stock.

See Notes to Financial Statements.
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Balance Sheets
Duke Power Company
Dollars in Thousands December 31, 1985 1984
Assets
Electric plant (at original cost — Notes 1, 3, 11 and 14)
Rl ctEeIAntNISERICET chs oo i s 2, S il i e AV SR et R L e o8 e $8,609,284 $7,810,094
Eesstaccimulated depreciation. andeamortization.: - . = - mrs ol e ne e R ot 3,034,473 2,646,266
Blectriciplantin Servicepnet v ims limetacy - —ce ot S T e SR P s i e 5,574,811 5,163,828
ConstHuctioNWORKINDIOGTESS - 5 Terrs amasitins ©ink e mom et o S MR i e g 817,350 988,790
Potallectricplant st cs nd so e 5l T S e e e e T 6,392,161 6,152,618
Other property and investments
Other property — at cost (less accumulated depreciation: 1985 — $7,790; 1984 — $7,423) ... .. .. 39,951 38,774
Investments in and advancestosubsidiaries WNote 1) . ... = . ... . L n L oL 88,812 77,785
Otheriinvestments(NotellDie i e e = 1k el e e 195,981 22,596
Total otheripropertyiandinvestmentsi: . = ... . .. . . o o s e 324,744 139,155
Current assets
CashNotE Tein il e Sl 00 0 e e e el 2,743 5,754
SHOr - P RLINVESHIERtS L s e e e = G s e e 351,637 815,628
Receivables (less allowance for losses: 1985 — $4,004; 1984 — $4,030) . . .................... 244,658 262,669
Materials and supplies — at average cost
Coal - = = oo L 150,085 114,787
Other "0 o e 126,268 107,831
Prepaymentsit o i a0 om0 o0 s e s 14,706 8,073
Totalicurrentassels v ol s el e R e e e 890,097 1,314,742
Deferred debits
Canceled construction'projects’'Notesbiand 14) . ... ... .. oo i L 341,214 395,519
Purchased.capacitycostsNote @) wnin f. o n s - w0 0 0 e e e 41,872 ——
Debt expense, being amortized over terms of related debt (Note 1) . ........... ... .. ... ... 16,946 4,068
(8 e e e L R e . T i 17,129 12,716
Total defsiredrdebifes=—" e e el auieilun sl it < e 417,161 412,303
T el oS et e g e el RS R e e Sl C e s S $8,024,163 $8,018,818
Capitalization and Liabilities
Capitalization (See Statements of Capitalization) . . . . ........... .. ... ... .............. $6,350,042 $6,214,754
Current liabilities
Acconntsipavablesr i i rmmantasi e b s o S s o e e ro i e 159,125 153,109
Nuclearfuel/disposalicosts'payablei@ote )i wovs aoivi i n B e it s i e — 122,003
TARESaceraeaiNOtE 1) s ia i tin Sl b ol i T e s R e e e 52,923 214,064
i e e oo DA e e O e e o 86,539 88,114
O e e e TR e e e oy 17,217 67,668
A s e S ARSI S e . e s L e e e RS 375,804 644,958
Current maturities of long-term debt and preferredstocks . . .............................. 133,342 119,819
Totalclittentliabilities s B - - = o e 509,146 764,777
Accumulated deferred income taxes (Notes 1and6) .. ... ... .. ... ... .. ... ... ... ... ... 775,333 683,023
Deferred credits and other liabilities ;
Investment tax creditNotesil and6). ... . .. . . .. . el S 353,227 329,376
Other . 0 e e L e 36,415 26,888
Total:deferred credits:andiotherliabilities: .. = - 0 0 v i el e 389,642 356,264
Commitments and contingencies (Notes5and 14) ........ ... .. ... ... ... . ... ... ... ...
Total cagibalizationand BABGER. i i e ene $8,024,163 $8,018,818 -

See Notes to Financial Statements.
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Statements of Capitalization and Retained Earnings
Duke Power Company

Dollars in Thousands December 31, 1985 1984
Capitalization
Common stock equity (Note 8)
Common stock, no par, 150,000,000 shares authorized; 101,193,802 shares outstanding
forA986andeli01:152,7.24 shares outstanding ford 984! L o = L o $1,860,623 $1,859,639
RelaiediearnIn o8 TRl i il - Sl G e e S S S e 1,071,814 952,360
JotallcommonStockiequity: - oi Snias i S e R e e e e 2,932,437 2,811,999
Preferred and preference stocks without sinking fund requirements (Note 9) . . ... ... .. 419,552 420,534
Preferred stocks with sinking fund requirements (Note 10). . . ... ... ... ... ... . .. .. .. 277,012 285,426
Long-term debt (Note 11)
Hirst and rerndineanortpage bondSt e o en it =0 o L 8 SRS e 2,614,136 2,530,506
Promissory note due subsidiary, 16%% —due 1989 ... .. ... .. . . o 58,725 58,725
slermnotesfloatingFate ==duc1987 ¢ - = & - & . 0 s el 21,000 21,000
Term hote, floatingrate —due 1985 ... = . ... . . ... . .. — 2,000
Capitdlizedleasesse s v e e s 0 87,537 90,877
Nifeleantiielftysteise 82 0 cne o sl e E . L 0 . i 85,000 125,000
Unamortized debfsdiscountandpremitun;net:. ...~ - . & . C o alin (18,415) (17,894)
Current maturitiesioflong-termdebt ... ... ... .. . ... . . . . . i (126,942) (113,419
= Jotalllong-termidebt:. ¢ ... . - . 2,721,041 2,696,795
dotal camtalization . - e e e e s e e e e $6,350,042 $6,214,754
Year ended December 31, 1985 1984 1983
Retained Earnings
Balinte— BeoinnNpotlear v b i s it e e = e $ 952,360 $ 795512 $ 653,981
Add — Netincome . . . . .. ... .. R SRR vt S e o SR e e e 437,593 461,331 491 277
e e e e e e e e e s e e 1,389,953 1,256,843 1,085,258
Deduct
Dividends
[Eaminenistopkise st e Sl e e = 256,995 242,791 226,964
Preferredandipreferencestockssn=c S e oo - 60,912 61,786 62,600
Capitalstoekiteansactions.nete v . 0 00 . 232 (94) 182
dotaldedugtionss < s e - - - - 318,139 304,483 289,746
Nalanee — Fodiotyeae o0 20 = 0 L o $1,071,814 $ 952,360 $ 795,512

§ee Notes to Financial Statements.



Notes To Financial Statements

Duke Power Company

Note 1.

Summary of
Significant
Accounting Policies

A. Additions to Electric Plant

The Company capitalizes all construction-related
direct labor and materials as well as indirect con-
struction costs. Indirect costs include general en-
gineering, taxes and the cost of money (allowance
for funds used during construction). The cost of
renewals and betterments of units of property is

capitalized. The cost of repairs and replacements
representing less than a unit of property is
charged to electric expenses. The original cost of
property retired, together with removal costs less
salvage value, is charged to accumulated
depreciation.

B. Allowance for Funds Used During Construction (AFUDC)

AFUDC represents the estimated debt and equity
costs of capital funds that are necessary to finance
the construction of new facilities. AFUDC, a non-
cash, non-operating item, is recognized as a cost of
“Construction work in progress,” with offsetting
credits to “Other income” and “Interest deduc-
tions.” After construction is completed, a utility is

C. Depreciation and Amortization
Provisions for depreciation are recorded using the
straight-line method. The year-end composite
weighted-average depreciation rates were 3.58
percent for 1985, 3.56 percent for 1984 and 3.47
percent for 1983. All coal-fired generating units
are depreciated at the rate of 3.57 percent. Nu-
clear units are depreciated at a rate of 4 percent,
which includes an allowance for decommissioning
costs.

Amortization of nuclear fuel and disposal costs
is included in “Fuel used in electric generation”

D. Subsidiaries

The Company’s financial statements reflect con-
solidation of its wholly owned subsidiary, Church
Street Capital Corp., formed in February 1985. All
intercompany transactions have been eliminated in
consolidation. Investments in other wholly owned
subsidiaries have been accounted for by the equity

E. Income Taxes

The Company and its subsidiaries file a consoli-
dated federal income tax return. Income taxes are
allocated to each company based on its separate
company taxable income or loss.

Income taxes are allocated to non-electric
operations under “Other income” and to electric
operating expense. The “Income taxes — credit”
classified under “Other income” results from tax
deductions of interest costs relating primarily to
investments in CWIP, canceled construction pro-

F. Fuel Cost Adjustment Procedures

Fuel costs are reviewed semiannually in the whole-
sale and South Carolina retail jurisdictions, with
provisions for changing such costs in base rates.
These jurisdictions allow the Company to adjust
for past over- or under-recovery of costs. There-
fore the Company reflects in revenues the

permitted to recover these capital costs, including
a fair return, through their inclusion in rate base
and in the provision for depreciation.

AFUDC, which is compounded semiannually,
was calculated on average embedded rates (net of
applicable income taxes) of 9.9 percent for 1985,
9.65 percent for 1984 and 9.45 percent for 1983.

in the Statements of Income. The amortization is
recorded using the unit-of-production method.
Under provisions of the Nuclear Waste Policy
Act of 1982, the Company began making pay-
ments to the Department of Energy (DOE) in
1983 for the disposal of nuclear fuel. These pay-
ments are based on nuclear generation on and -
after April 7, 1983. The Company has fulfilled its
obligation for disposal costs of nuclear fuel con-
sumed prior to April 7, 1983, by a payment in Jun2
1985 of approximately $122,000,000 to the DOE.

method. (See “Subsidiaries,” page 41.) Retained
earnings as of December 31, 1985, include
$80,058,000 of undistributed earnings of uncon-
solidated subsidiaries. Dividends received from
unconsolidated subsidiaries were $2,200,000 in
1985, $2,300,000 in 1984 and $2,250,000 in 1983.

jects, and short-term and intermediate-term
investments.

Deferred income taxes are provided for timing
differences between book and tax income, princi-
pally resulting from accelerated tax depreciation,
capitalized taxes and employee benefits, leveliza-
tion of purchased power payments, and canceled
construction projects. Investment tax credits are
deferred and amortized over the useful lives of the
related properties.

difference between actual fuel costs incurred and
fuel costs recovered through base rates.

In the North Carolina retail jurisdiction, the
level of fuel costs in rates is revised and set in each
general rate case proceeding. A hearing to review
fuel costs in base rates is required annually.



G. Retirement of Bonds

The Company used the proceeds from the April 1,
1985, issuance of first and refunding mortgage
bonds to redeem existing higher cost debt obliga-
tions. As a result of the redemption on May 6,

H. Other Investments

Other investments, which consist primarily of
marketable securities as of December 31, 1985,
are stated at the lower of cost or market value.

I. Franchise and Sales Taxes

The North Carolina state franchise tax rate was
changed effective January 1, 1985, in compliance
with North Carolina state law. The statute reduced
the franchise tax rate from 6 percent to 3.22 per-
cent and imposed a 3 percent sales tax on the
sales of electricity in North Carolina. This reduc-
tion in the franchise tax rate is reflected in re-

1985, the Company paid a premium of
$13,200,000. The premium is being amortized on
a monthly basis over the life of the new bonds,
which are due in the year 2015.

At year-end, the cost of these securities approxi-
mated market value.

duced revenues and reduced general taxes in the
Statements of Income. The Company is acting as
an agent for the state government in the collection
of sales tax and is accumulating the amount as a
component of “Taxes accrued” in the Balance
Sheets. The Company remits both the sales tax
and the franchise tax on a quarterly basis.

Note 2.
Rate Matters

The North Carolina Utilities Commission and The
Public Service Commission of South Carolina must
approve rates for retail sales within their respec-
tive states. The Federal Energy Regulatory Com-
mission (FERC) must approve the Company’s
rates for sales to wholesale customers. The

revenues shown (in millions of dollars) are
annualized on the basis of the filing test year.

A summary of all general rate increases re-
quested or implemented by the Company since
January 1, 1983, is as follows:

Approved
% of
Increase
Over End of
Jurisdiction and Requested % of Previous Rate Order 12-Month
Date Filed Revenues  Revenues Request Revenues Effective Test Period
N.C. retail
February 1983 $112.9" . B965.2-  BEDH 5.18 September 1983 September 30, 1982

November 1983 212.8 15144616
February 1985 (a) 340.0 157.7 464

S.C. retail
February 1982 99.4 40.7 40.9
September 1983 136.0 997 733
April 1985 143.0 784 54.8
FERC wholesale (b)
August 1982 44.1 26.0 59.0
December 1983 9.5 8.0 842
July 1985 9.2 52(c) —
(a) Under appeal.

8.40 June 1984 June 30, 1983
9.10 September 1985 June 30, 1984

7.10 March 1983
17.40 March 1984
10.75  October 1985

June 30, 1982
April 30, 1983
June 30, 1984

8.70  June 1983
9.60  October 1984
—  Pending

December 31, 1983
December 31, 1984
December 31, 1986

(b) FERC wholesale filings beginning December 1983 do not include the North Carolina Municipal
Power Agency Number 1, the North Carolina Electric Membership Corporation and the Saluda River
Electric Cooperative, Inc. Beginning in July 1985, FERC wholesale filings also do not include the
Piedmont Municipal Power Agency. These municipalities and electric cooperatives previously pur-
chased interests in the Catawba Nuclear Station. (See Note 3.) Sales to these entities, which previ-
ously represented a majority of the Company’s wholesale revenues, are now set through contractual

agreements.

(c) This increase has been agreed upon by the Company and its wholesale customers, subject to FERC

acceptance.
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Note 3.

The Company has sold interests in both units of

Nuclear Station and supplemental information re-

Joint Ownership the Catawba Nuclear Station. The purchasers of garding their ownership are as follows:
of Generating portions of the 2,290,000-kilowatt Catawba
Facilities Ownership Interest
Owner in the Station Date of Sale
North Carolina Municipal Power Agency Number 1
(NCMPA No. 1) 37.5% November 29, 1978
North Carolina Electric Membership Corporation
(NCEMO) 28.125% February 6, 1981
Saluda River Electric Cooperative, Inc.
(Saluda River) 9.375% February 6, 1981
Piedmont Municipal Power Agency (PMPA) 12.5% December 20, 1984
Each participant has provided its own financing for its ownership interest in the plant.
The Company retained a 12.5 percent owner- $572,149,000 for 1988, $531,247,000 for 1989
ship interest in Catawba. As of December 31, and $509,236,000 for 1990. These estimates
1985, $255,400,000 had been transferred to are based on an in-service date of fall 1986 for
“Electric plant in service,” representing the Com-  Catawba Unit 2.
pany’s investment in Unit 1 and initial core nu- The Company was granted recovery in current
clear fuel for that unit. Accumulated depreciation rates for the fuel, operating and maintenance costs
and amortization of $8,800,000 associated with associated with the purchases of capacity and en-_
the amount transferred to “Electric plant in ser- ergy in its most recent rate orders from the North
vice” had been recorded as of year-end. “Con- Carolina Utilities Commission and The Public Ser-
struction work in progress” as of December 31, vice Commission of South Carolina. These rate or-
1985, included $201,300,000, representing the ders granted recovery on a levelized basis of the
Company’s remaining investment in Catawba. capital costs of capacity purchased from the joint
Under the terms of the 1984 sale to PMPA, the  owners. The Company will recover the capital
Company received $457,086,000 at closing anda  costs over a 15-year period in its North Carolina
note for $13,800,000 payable upon commercial retail jurisdiction and a 7%2-year period in its South
operation of Catawba Unit 1, which occurred June  Carolina retail jurisdiction. The portion of capital
29, 1985. costs not recovered through current rates is being
In connection with the joint ownership, the accumulated and the Company is recording a car-
Company has entered into contractual agreements  rying charge on the accumulated balance. The
with the buyers to purchase annually declining Company will begin recovering the accumulated
percentages of the generating capacity and energy  balance when the capacity payments drop below
from the plant. The agreements are effective be- the levelized revenues.
ginning with the commercial operation of each For the year ended 1985 a total of
unit. Catawba Unit 2 is scheduled for commercial $224,600,000 was recorded for the purchases
operation in fall 1986. Such agreements were es- of capacity and energy from the joint owners.
tablished for 15 years for NCMPA No. 1 and This amount, net of the cost of capacity purchased
PMPA and 10 years for NCEMC and Saluda River.  not reflected in current rates, is included in “Net
Energy cost payments will be based on variable  interchange and purchased power” in the State-
operating costs, a function of the generation of the  ments of Income. As of December 31, 1985,
plant. Capacity payments will be based on $22,400,000 ($11,400,000 net of income taxes)
the fixed costs of the plant. The estimated pur- associated with the levelization of capital costs had
chased capacity obligations through 1990 are been accumulated in the Balance Sheets as a com-
$431,073,000 for 1986, $612,566,000 for 1987, ponent of “Purchased capacity costs.” g
Note 4. For the years ended December 31, 1985 and is primarily from dividends and interest on securi-

Other Income
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1984, the Company recorded investment income
of $51,700,000 and $36,700,000, respectively
($34,900,000 and $18,600,000 net of income
taxes, respectively) as a component of “Other,
net” in the Statements of Income. The income

ties. The taxes associated with the investment in-
come are recorded as a component of “Income
taxes — other, net” in the Company’s Statements
of Income.



Note §.
Canceled
Construction
Projects

The Cherokee and Perkins nuclear stations have
been canceled. All jurisdictions have permitted re-
covery of the costs incurred through April 30,
1983. These costs are being amortized principally
over a 10-year period beginning October 1983.
The Company intends to seek recovery of the re-
maining incurred costs. (See Note 14.)

As of December 31, 1985 and 1984, the bal-
ances for these canceled projects, net of amortiza-
tion, were $544,145,000 and $611,971,000, re-
spectively ($341,214,000 and $395,519,000 net of
income tax benefits, respectively). (See Note 6.)

Note 6.
Income Tax
Expense

Income tax expense consisted of the following (dollars in thousands):

Electric Expenses
Current income taxes

Wederal .t = 0. % s O
IR St SN PR e RS W R

Deferred taxes, net

Excess tax over book depreciation . . . .. ... ..
Capitalized taxes, employee benefits, etc. . . . .

Cancellation of Cherokee Nuclear Station (b)

Catawba purchased capacity costs . . ... ... ..
Ofheys - ti5- = s s Rl

Deferred ;. = = = 5 g o

Total electricexpenses ..............

Other Income

Income taxes — other,net . ........ . ... ...

Income taxes — (credit) .

Totaliotherincome. ... . . ... ..

‘‘‘‘‘‘ (19:929) 49,288
AAAAAA $367,848 $465,124 $276,876

1985 1984 1983

...... $200,884 $271,960 $ 701

...... 36,506 47,876 (966)
237,390 319,836 (265)(a)
...... 87,362 67,107 79,890
...... 12,487 10,337 8,999
...... (7,422) (2,234) 210,329
...... 37,700 — =
...... 677 1;959 44,942 ()
130,804 77,169 344,160
...... 40,729 37,381 —='(a)
...... (21,146) _ (18,550) _ (13,872)
19,583 18,831 (13.872)
,,,,,, 387,777 415,836 330,023

...... 20,434 91,497 d) 3,037

(40,363) _ (42,209) _ (56,184)

(63,147)(a)

(a) Current income tax expense for 1983 is a credit principally due to the cancellation of all units of the
Cherokee Nuclear Station and the deduction of the Company’s liability under the Duke/Department of
Energy Spent Nuclear Fuel Disposal Contract. This tax loss eliminated all investment tax credit utiliza-

tion for 1983.

(b) Represents deferred income tax expense related to the cancellation of all units of the Cherokee
Nuclear Station. The related deferred income tax credits have been classified as a reduction of
“Canceled construction projects” in the Balance Sheets. (See Note 5.)

(c) Deferred income tax expense for 1983 includes $51,260,000, primarily related to the reversal of de-
ferred income tax expense for prior period liabilities under the Duke/Department of Energy Spent

Nuclear Fuel Disposal Contract.

(d) Includes $62,317,000 resulting from the sale of assets in December 1984. Such income taxes, which
are included in “Other, net” in the Statements of Income, reflect a taxable gain in excess of book
gain resulting principally from the treatment of AFUDC. (See Note 3.)

Total current income taxes were $226,712,000 for 1985, $376,949,000 for 1984 and $(56,186,000) for
1983. Of these amounts, state income taxes were $34,692,000 for 1985, $57,587,000 for 1984 and

$(7,981,000) for 1983.

Total deferred income taxes were $121,553,000 for 1985, $69,344,000 for 1984 and $346,934,000
for 1983. Of these amounts, deferred state income taxes were $13,178,000 for 1985, $7,687,000 for

1984 and $42,773,000 for 1983.
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Note 6.
Income Tax
Expense (continued)

Income taxes differ from amounts computed by applying the statutory tax rate to pretax income as fol-

lows (dollars in thousands):

Income taxes on pretax income at the statutory

fodermlirate ofdBY vt e mlafind St

Increase (reduction) in tax resulting from:
Allowance for all funds used during

construction (ARUPC) . 5 s o

Amortization of electric investment tax

credit defErrale. ot ni oy vl
AFUDC in book depreciation/amortization . . . ..
State income taxes, net of federal income tax benefit . . .

Increase in tax expense primarily because of excess of

tax gain over book profit on sale of assets . . ..
Otheritems,net ... . ... ... ... ... 0. .. ..

Total income tax expense (see page 29) . ..

1985 1984 1983
...... $370,503 $426,169 $325,751
...... (36,685)  (59,220)  (88,424)
...... (21,146)  (18,550)  (13,872)
...... 42,575 45,298 23,884

25,320 35,832 18,874
...... = 27,280 =
...... 12,719 8,315 10,663
...... $367,848 $465,124 $276,876

Note 7. The Company had unused short-term credit facili- ~ There were no short-term borrowings during

Short-Term ties of $316,050,000 with 59 commercial banks as 1985 and 1984.

Borrowings of December 31, 1985, and $319,500,000 with 60 As of December 31, 1983, the Company had
commercial banks as of December 31, 1984. In- short-term credit facilities of $385,400,000 with
cluded in these credit facilities is $40,000,000 al- 67 commercial banks. The average amount of
located to the 1984 issue of annual tender, short-term debt outstanding during 1983 was
pollution-control revenue bonds. The facilities are $30,951,000. The maximum amount outstanding
on a fee basis and/or a compensating-balance during 1983 was $111,210,000. The weighted-
basis, with total average balance requirements of average interest rate for that year was 8.92 per--
$1,362,500 for 1985 and $1,372,000 for 1984. cent computed on a daily basis.

Note 8. Common Stock

Common Stock and A summary of issuances of shares of common stock-market purchases to satisfy the require-

Retained Earnings stock is as follows (dollars in thousands): ments of all its stock plans and intends to issue

o new shares of common stock only for the conver-

N Drotecds e sion of preference stock. (See Note 9.)
= = As of December 31, 1985, a total of 4,764,013
1985 $ = —  shares was reserved for issuance to stock plans
1984 37,194 1,451,607 and for the conversion of preference stock.
1983 84,326 3,605,980 patained Earnings

During the past three years, the Company As of December 31, 1985, none of the Company’s
began using stock-market purchases to satisfy the retained earnings were restricted as to the decla-
requirements of certain stock plans. For the next ration or payment of dividends.
several years, the Company anticipates using

Note 9. The following shares of stock were authorized $23.89 per share, with each share of preference

Preferred and
Preference Stocks
Without Sinking
Fund Requirements
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with or without sinking fund requirements as of
December 31, 1985 and 1984:

Par Value Shares
Preferred Stock $100 10,000,000
Preferred Stock A 25 10,000,000
Preference Stock 100 1,500,000

The outstanding Preference Stock, 6% % Con-
vertible Series AA, is convertible into shares of
common stock at the adjusted conversion price of

stock valued at $100 par. The conversion price is
subject to certain adjustments designed to protect
the conversion privilege against dilution. In 1985,
1984 and 1983, shares of preference stock were-
converted into shares of common stock as follows:

Preference Common
Year Shares Shares
1985 9,819 41,078 -
1984 16,136 67,510
1983 18,868

78,936



Preferred and preference stocks without sinking fund requirements as of December 31, 1985 and 1984,

were as follows (dollars in thousands):

Year Shares

Rate/Series Issued Outstanding 1985 1984
AB0% GF o e R e Pl 1964 350,000 $ 35,000 $ 35,000
572% D 50 s o S 1966 350,000 35,000 35,000
6:72% B ) D e ol R B e 1968 350,000 35,000 35,000
S70% B e aniE S VR e S 1970 600,000 60,000 60,000
820% G.. . ... ... . . . 1971 600,000 60,000 60,000
T80% TH =5 e v e e e e e 1972 600,000 60,000 60,000
828% Wovi oo e e 1977 500,000 50,000 50,000
B B49 M- = SR s el e 1978 400,000 40,000 40,000
IS 40% AL S r e e e e 1982 1,600,000 40,000 40,000
624%,; AAConvertible's s oo Wi i L 1969 45,527 4,552 —
55,346 — 5,534
Total . .. 0 ... L. e $419,552 $420,534

Note 10. Par Value Shares
Prgferr.ed .StOCks The following shares of stock were authorized Preferred Stock $100 10,000,000
With Smkmg Fund with or without sinking fund requirements as of Preferred Stock A 25 10,000,000
Requirements December 31, 1985 and 1984: Preference Stock 100 1,500,000

Preferred stocks with sinking fund requirements as of December 31, 1985 and 1984, were as follows
(dollars in thousands):

Year Shares
Rate/Series Issued Outstanding 1985 1984
w3h% 1. o e e 1973 552,000 $ 55200 $ =
576,000 — 57,600
8200 4 -t w e e e 1977 420,000 42,000 -
440,000 - 44,000
8375% e - i s s e 1978 440,000 44,000 -
460,000 — 46,000
B W e T e e 467,500 46,750 —
483,750 e 48,375
1100% O & o o S wn 1980 500,000 50,000 50,000
07600 A e vl ea o R e T o 1975 2,040,000 51,000 —
2,100,000 e 52,500
Less: Preferred shares reacquired for current and future
sinking fund requirements (at cost) Re?c]?}muirse d
1076% A . . . 72,500 (1,702) -
120,000 — (2,891)
884%= N~ . e 30,050 (2,607) =
32,500 — (2,529)
13500%: Qi = -7 5 - e aes cen s e 13,750 (1,229) (1,229)
Less: Current sinking fund requirements
235% 1 ... = = . 3 . . (2,400) (2,400)
8200 Jah =0 e s G cbi e s (2,000) (2,000)
3l - o e o . (2,000) (2,000)
qotal .. . = . 5 - o L $277,012 $285,426
The annual sinking fund requirements through The call provisions for the outstanding pre-
1990, net of amounts reacquired, are $6,400,000  ferred and preference stocks specify various re-
in 1986, $7,832,000 in 1987, $10,900,000 in demption prices not exceeding 115 percent of par
1988, 1989 and 1990, with some additional re- values, plus accumulated dividends to the redemp-
demptions permitted at the Company’s option. tion date.
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Note 11. First and refunding mortgage bonds outstanding as of December 31, 1985 and 1984, were as follows
Long-Term Debt (dollars in thousands):
Year Year
Series Due 1985 1984 Series Due 1985 1984
(continued)
3%% 1986 $ 30,000 $ 30,000 9%2% 2005 $ 92,800 $ 92,800
14%:% 1987 — 17,150 8%:% 2006 96,850 96,850
12% 1990 75,000 75,000 8% 2007 119,500 119,500
15%% 1991 100,000 100,000 9%% 2008 120,610 120,610
4% 1992 50,000 50,000 10%% 2009 145,050 145,050
4Y% B 1992 50,000 50,000 10%% B 2009 148,000 148,000
11% 1994 64,250 71,000 14%% 2010 — 100,000
4% 1995 40,000 40,000 13%% B 2010 50,000 50,000
5%% 1997 72,600 72,600 14%2% 2012 125,000 125,000
6%% 1998 68,500 68,500 12%% 2015 125,000 —
7% 1999 56,075 56,075 10%% B 2015 50,000 -
8% B 1999 64,739 64,739
8Y2% 2000 69,244 69,244
8%% B 2000 95,635 95,635 Pollution-Control
7Y2% 2001 97,900 97,900 6%% 1988 25,000 25,000
7%:% B 2001 38,050 38,050 9% % 2013 77,000 77,000
7%% 2002 78,100 78,100 5Y4% (1985) 2014 40,000 40,000
7%% B 2002 67,900 67,900 7Y4% (1984) &
7%% 2003 94,872 94,872 Less: Funds held
8%% B 2003 98,050 98,050 in trust (7,212) (39,742)
9%% 2004 95,623 95,623
Fotalie e $2,614,136 $2,530,505
Substantially all electric plant was mortgaged as of December 31, 1985.
On October 2, 1984, the Company transferred lease principal payments) through 1990 are
certain U.S. government securities to an irrevoca-  $126,942,000 in 1986, $60,020,000 in 1987,
ble trust for the defeasance of $32,850,000 of its $56,268,000 in 1988, $70,227,000 in 1989 and
143 percent first and refunding mortgage bonds. $86,933,000 in 1990.
The cash flow from this trust was sufficient to fund Annual maturities through 1990 include
the scheduled principal and interest payments on amounts relating to the $85 million in outstanding
these bonds. Accordingly, in 1984 this amount was  obligations under the Company’s two nuclear fuel
removed from the balance sheet. The entire series  trusts. The maturities are based on estimated fuel
of 14% percent bonds was retired on March 1, consumption. Instead of making cash payments,
1985. the Company intends to transfer title of additional
The annual maturities of long-term debt (includ-  nuclear fuel to the trusts as fuel is consumed.
ing sinking fund requirements and capitalized
Note 12. On the Statements of Changes in Financial Posi- classified to conform with 1985 classifications.
Reclassification tion, certain prior year information has been re-
Note 13. The Company and two of its subsidiaries have a ment Supplement Plan, a one-time early retire-
Retirement non-contributory, defined benefit retirement plan ment offer to eligible employees. In addition, cer-
Plan covering substantially all their employees. The tain amendments were made to the plan in 1985;
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Company’s policy is to fund pension costs accrued.
Total pension expense, including trustee fees,
amounted to $31,491,000 in 1985, $32,828,000
in 1984 and $33,137,000 in 1983. In 1983 the
plan was amended to provide for certain plan
changes, including increased benefits for retired
employees and survivor benefits. The plan was
changed in 1984 to include the Early Retire-

including changes in requirements for both credit-
able service and vesting service. The effect of
these changes did not significantly increase the =
Company’s pension cost.

A comparison of accumulated plan benefits and
plan net assets as of December 31, 1984, the date -
of the latest actuarial report, and December 31,
1983, is as follows (dollars in thousands):



Actuarial present value of accumulated plan benefits
Vested

The weighted-average assumed rate of return
used to determine the actuarial present value of
accumulated plan benefits was 8.8 percent in

1984 1983
................. $340,329 $310,185
................. 87,400 71,011
................. $427,729 $381,196
................. $447,665 $421,556

1984 and 8.6 percent in 1983. The actuarial pres-
ent value of accumulated plan benefits does not
consider future salary increases.

Note 14.
Commitments and
Contingencies

A. Construction Program

Projected construction and nuclear fuel costs, ex-
cluding costs related to portions of the Catawba
Nuclear Station that have been sold, are $2.02
billion and $521 million, respectively, for 1986
through 1988. The program is subject to periodic
review and revisions, and actual construction
costs may vary from such estimates. Cost vari-
ances are due to various factors, including revised
load estimates, outcome of licensing and environ-
mental matters, and cost and availability of capital.

B. Nuclear Insurance

The Company’s public liability for claims resulting
from any nuclear incident is limited to $650 mil-
lion under provisions of the Price-Anderson Act,
which provides for nuclear liability insurance up to
that amount. Under these provisions the Company
could be assessed up to $5 million for each of its
licensed reactors for a nuclear incident involving
any licensed facility in the nation, and up to $10
million a year for each, if more than one nuclear
incident occurred. Legislation is pending in Con-
gress which could increase the limitation liability
and the amount the Company could be assessed
for each of its licensed reactors. As of December
31, 1985, the Company had six licensed reactors.

The Company is a member of Nuclear Mutual
Limited (NML), which provides property damage
coverage for certain of the Company’s nuclear
facilities. If NML'’s losses ever exceeded its re-
serves, the Company would be liable, on a pro rata
basis, for additional assessments of up to $71 mil-
lion. This amount represents 10 times the Compa-
ny’s annual premium to NML.

The Company is also a member of Nuclear Elec-
tric Insurance Limited (NEIL), which provides in-
surance for the increased cost of generation
and/or purchased power resulting from an acciden-
tal outage of a nuclear unit. If NEIL’s losses ever
exceeded its reserves, the Company would be lia-
ble, on a pro rata basis, for additional assessments
of up to $39 million. This amount represents five
times the Company’s annual premium to NEIL.

The Company purchases $525 million of prop-
erty damage insurance through NEIL’s Excess
Property Insurance Program. The Company also

purchased an additional $85 million of property
damage insurance through a pool of stock and mu-
tual insurance companies. These coverages are in
addition to the $500 million of coverage provided
by the Company’s underlying property damage
policies issued through NML. If losses ever ex-
ceeded the accumulated funds available to NEIL
for the Excess Property Insurance Program, the
Company would be liable, on a pro rata basis, for
additional assessments of up to $28 million. This
amount represents 7.5 times the Company’s an-
nual premium for excess property insurance.

In addition to the coverage through NEIL's Ex-
cess Property Insurance Program, the Company
placed $585 million through a pool of stock and
mutual insurance companies for primary and ex-
cess property insurance coverage associated with
its interest in the Catawba Nuclear Station.

The joint owners of Catawba will assume their
pro rata share of any liability for claims resulting
from a nuclear incident. The Company is being re-
imbursed by the other joint owners for certain ex-
penses associated with nuclear insurance premi-
ums paid by the Company.

C. Other

The Financial Accounting Standards Board in De-
cember 1985 issued an Exposure Draft of a pro-
posed statement of Financial Accounting Stan-
dards which, if adopted in its current form, would
require the Company to write down to present
value its canceled construction projects. This
write-down would be required because the Compa-
ny’s recovery of these projects through rates does
not include a return on the outstanding canceled
construction balances. The resulting write-down
to present value, if required, could be recorded by
restating prior years’ financial statements.

The Company is involved in legal, tax and regu-
latory proceedings before various courts and agen-
cies regarding matters arising in the ordinary
course of business, some of which involve substan-
tial amounts. Management is of the opinion that
the final disposition of these proceedings will not
have a materially adverse effect on the Company’s
results of operations or financial position.
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Auditors’ Opinion

Duke Power Company:

We have examined the balance sheets and the
statements of capitalization of Duke Power Com-
pany as of December 31, 1985 and 1984, and the
related statements of income, retained earnings
and changes in financial position for each of the
three years in the period ended December 31,
1985. Our examinations were made in accordance
with generally accepted auditing standards and,
accordingly, included such tests of the accounting
records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the financial statements referred
to above present fairly the financial position of the

Company at December 31, 1985 and 1984, and
the results of its operations and the changes in its
financial position for each of the three years in the
period ended December 31, 1985, in conformity
with generally accepted accounting principles ap-
plied on a consistent basis.

Pt s o il
Deloitte Haskins & Sells
Certified Public Accountants

Charlotte, North Carolina
February 14, 1986

Responsibility for Financial Statements
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The financial statements of Duke Power Company
are prepared by management, which is responsible
for their integrity and objectivity. The statements
are prepared in conformity with generally ac-
cepted accounting principles appropriate in the cir-
cumstances to reflect in all material respects the
substance of events and transactions which should
be included. The other information in the annual
report is consistent with the financial statements.
In preparing these statements, management
makes informed judgments and estimates of the
expected effects of events and transactions that
are currently being reported.

The Company’s system of internal accounting
control is designed to provide reasonable assur-
ance that assets are safeguarded and transactions
are executed according to management’s authori-
zation. Internal accounting controls also provide
reasonable assurance that transactions are re-
corded properly, so that financial statements can
be prepared according to generally accepted ac-
counting principles. In addition, the Company’s ac-
counting controls provide reasonable assurance
that errors or irregularities which could be mate-
rial to the financial statements are prevented or
are detected by employees within a timely period

as they perform their assigned functions. The
Company’s accounting controls are continually re-
viewed for effectiveness. In addition, written poli-
cies, standards and procedures, and a strong inter-
nal audit program augment the Company’s
accounting controls.

The Board of Directors pursues its oversight
role for the financial statements through the audit
committee, which is composed entirely of direc-
tors who are not employees of the Company. The
audit committee meets with management and in-
ternal auditors periodically to review the work of
each group and to monitor each group’s discharge
of its responsibilities. The audit committee also
meets periodically with the Company’s indepen-
dent auditors, Deloitte Haskins & Sells. The inde-
pendent auditors have free access to the audit
committee and the Board of Directors to discuss_
internal accounting control, auditing and financial
reporting matters without the presence of g
management.

Norman P. Morrow
Controller



* Management’s Discussion and Analysis of Results of Operations and Financial Condition

. Results of Operations

Over the past five years Duke Power Company has
achieved significantly greater financial strength
and flexibility. However, in 1985 the Company was
unable to maintain the steady rate of growth in
corporate earnings experienced over the previous
four years, as 1985 earnings per share declined by
6.5 percent to $3.72.

Despite the decline in earnings in 1985, the
Company maintained sound credit ratings on its
fixed-income securities. The Company also contin-
ued its practice of increasing the common stock
dividend annually.

Earnings and Dividends

Earnings per share for the year 1985 decreased
6.5 percent from 1984, and the earned return on
average common equity fell to 13.1 percent from
14.8 percent last year. Earnings declined from
1984 primarily because of lower than projected
kilowatt-hour sales, a somewhat lower level of nu-
clear performance than that experienced in 1984
and higher maintenance costs. In addition, the
Company’s investments in securities yielded a
lower return than investments in utility plant.

Over the five-year period, however, earnings
per share increased at an annual rate of 4 percent,
to $3.72 in 1985 from $3.19 in 1981.

Common dividends paid increased at an annual
rate of 5 percent, to $2.54 per share in 1985 from
$2.08 in 1981. Indicated annual dividends per
share rose to $2.60 in 1985, up 5 percent from
the level at the end of 1984.

Revenues and Sales
Higher rates and kilowatt-hour sales increased
electric revenues at an annual rate of 11 percent
from 1981 to 1985. Kilowatt-hour sales, including
electricity delivered to joint owners of the
Catawba Nuclear Station, have increased at an
annual rate of 2 percent over the five-year period
primarily because of economic expansion in the
Piedmont Carolinas. Sales have fluctuated some-
what from year to year with the economic cycles
in the early 1980s and abnormal weather patterns.
In 1985, kilowatt-hour sales, including electric-
ity delivered to joint owners of the Catawba Nu-
clear Station, were 2 percent higher than in 1984.
However, sales to the Company’s retail and whole-
sale customers were essentially flat. Sales to resi-
dential customers declined 2 percent as a result of
unseasonably mild weather. Sales to textile cus-
tomers were 2 percent below 1984. However,
sales to this customer group increased during the
last four months of 1985. Kilowatt-hour sales to
non-textile industrial customers continued to in-
crease, rising 2 percent above the 1984 level.

Operating Expenses

Over the past five years non-fuel operating and
maintenance expenses increased principally be-
cause of the addition of three nuclear units, in-
creased maintenance at both nuclear and coal-fired
stations, additional Nuclear Regulatory Commis-
sion requirements, and inflation. (See “Selected
Financial Data — Effects of Changing
Prices,”page 42.) These factors caused non-fuel
operating and maintenance expenses to rise at an
annual rate of 15 percent from 1981 to 1985.

Fuel expense has fluctuated during the past five
years primarily because of changes in generation
mix and fuel prices. After decreasing for three
consecutive years, fuel expense in 1985 increased
5 percent over 1984, primarily because refuelings
caused the level of nuclear performance during the
year to fall short of the record level achieved in
1984. Also, while experiencing outages at some
of its more efficient coal-fired units, the Company
was forced to rely more on its smaller, less effi-
cient coal units. Decreased fuel expense in 1984
and 1983 resulted from higher nuclear generation,
while decreased levels of production brought about
by low demand resulted in a decline in 1982 fuel
expense. Fuel expense increased in 1981 because
the unit price of fuel rose.

“Net interchange and purchased power” ex-
pense increased significantly in 1985. The in-
crease was principally the result of purchased
power agreements with the joint owners of the
Catawba Nuclear Station. (See Note 3, “Notes to
Financial Statements.”)

Growth of Financial Assets and
Non-Utility Earnings

Non-utility earnings continued to grow in 1985,
increasing 23 percent over 1984. The increase is
largely because of dividend and interest income
earned from the Company’s investment in short-
term and intermediate-term securities. The Com-
pany made these investments with the proceeds
from the December 1984 sale of a portion of the
Catawba Nuclear Station. The Company will use
the invested funds to lessen its anticipated
financing requirements over the next several
years. The return earned on these low-risk invest-
ments is substantially less than the return on the
investment in utility property.

Other components of the Company’s non-utility
earnings are subsidiary earnings, appliance sales,
and Management and Technical Services income.
In 1985, non-utility earnings were 14 percent of
total Company earnings, compared with 11 per-
cent in 1984.
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Other

Allowance for funds used during construction
(AFUDC) was 21 percent of earnings for common
stock in 1985, a decrease from an average of 54
percent for 1981 through 1984. Completion of

three nuclear units, sales of portions of the Ca-
tawba Nuclear Station and cancellation of two nu-
clear projects caused AFUDC to decline during
1981 through 1985.

Liquidity and
Resources
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Rate Increases

The North Carolina Utilities Commission issued a
rate order in September 1985 granting the Com-
pany a 9.1 percent increase in revenues and a rate
of return on common equity of 14.9 percent. The
Public Service Commission of South Carolina, in
an October 1985 rate order, granted the Company
a 10.75 percent increase in revenues with a rate of
return on common equity of 14.75 percent. An ap-
plication for a rate increase with respect to the
Company’s wholesale customers was filed in July
1985. The Company and its wholesale customers
have agreed upon a $5.2 million increase, subject
to acceptance by the Federal Energy Regulatory
Commission. The Company filed these rate in-
crease requests in all three jurisdictions primarily
to recover its investment in Unit 1 of the Catawba
Nuclear Station and payments related to the pur-
chased power contracts with the other joint own-
ers of the station.

The rate orders in the Company’s retail jurisdic-
tions permitted the Company to recover in current
rates its investment in Catawba Unit 1 and the
fuel, operating and maintenance costs associated
with contractual purchases of energy and capacity
from the Catawba buyers. The contracts relating
to the sales of portions of the station obligate the
Company to make payments on an annually
declining percentage basis to the electric coopera-
tives and municipalities. Regulatory treatment of
these contracts provides revenue to cover the cap-
ital costs of purchased capacity on a levelized
basis. This treatment results in the Company hav-
ing to fund portions of the payments until these
costs, including carrying charges, are recovered at
a later date. The Company will begin to recover
the accumulated costs and carrying charges when
the amount of capacity payments drops below the
levelized revenues.

From 1981 to 1985 the Company was granted
retail rate increases allowing approximately 56
percent of requested additional revenues. Rate in-
creases during this period included recovery of the
Company’s investment in Catawba Unit 1 and in
both units of the McGuire Nuclear Station, higher
rates of return on common equity, compensation
for increased purchased power and operating ex-
penses, and recovery for the amortization of two
canceled nuclear projects.

(For additional information on rate matters, see
Note 2, “Notes to Financial Statements.”)

Capital Structure

The Company’s capital structure at year-end was
46 percent common equity, 43 percent long-term
debt, and 11 percent preferred and preference
stocks. The capitalization was substantially the
same as year-end 1984 and was consistent with
the Company’s long-term financial goals.

In January 1985 the Company’s Customer
Stock Purchase Plan and its Dividend Reinvest-
ment and Stock Purchase Plan began purchasing
common stock on the stock market to satisfy the
requirements of these plans. Consequently, divi-
dends reinvested by shareholders in these plans
no longer qualify for tax-deferred treatment. The
Company does not plan to issue new common
shares in the near future, except to convert out-
standing Preference Stock, 63%% Convertible Se-
ries AA. (For additional stock information, see -
“Long-Term Financings and Sale of Assets,” page
39.)

Fixed Charges Coverage
Fixed charges coverage, using the Securities and
Exchange Commission method, decreased to 3.87
times at year-end from 4.21 times in 1984. For the
year ended December 1985, pretax earnings were
lower than in 1984 principally due to the effects of
the Catawba sale in that year. This decline caused
the coverage to fall below the Company’s goal of
4.00 times. The Company has refinanced higher
cost debt obligations, which will help to increase
the coverage.

-

Funds From Operations

Funds from operations accounted for 62 percent
of the total applications of funds in 1985. The per-
centage of internally generated funds declined
from 1984, primarily because the Company re-
financed existing higher cost debt and made a
lump-sum payment to the Department of Energy
for nuclear fuel disposal costs in June 1985. The
Company also had to fund the portions of pur-
chased capacity payments not currently collected
in rates. In addition, internally generated funds in
1984 included the proceeds from the sale of a por-
tion of the Catawba Nuclear Station. The percent-
age of internally generated funds is still above the
Company’s long-term goal of 50 percent.

Additional Funds :
The Company obtained additional funds during the
past five years from the sale of $534 million in
first and refunding mortgage bonds, $38 million



in preferred stock and $357 million in common
stock. Proceeds from the sale of common stock in-
clude funds acquired from the issuance in 1982 of
$73 million of common stock in a non-cash ex-
change for bonds.

The Company took advantage of opportunities
to reduce interest expenses in 1985. In January
the Company reduced the obligations of one of its
nuclear fuel trusts by $40 million. Also, the Com-
pany refinanced several debt obligations during the
year at lower interest rates.

The Company, on December 23, 1985, issued
$50 million principal amount of its First and Re-
funding Mortgage Bonds, 10% percent Series B
due 2015. The proceeds were applied to the Janu-
ary 13, 1986, redemption of $50 million principal
amount First and Refunding Mortgage Bonds,
13 percent Series B due 2010. Total funds
needed to redeem the 13% percent Series B
bonds were $55.5 million.

On April 1, 1985, the Company issued $125 mil-
lion principal amount of its First and Refunding
Mortgage Bonds, 12% percent Series due 2015.
The proceeds were applied to the May 6, 1985,

certain U.S. government securities to an irrevoca-
ble trust in October 1984 for the defeasance of
$32.9 million of these bonds, with the balance nec-
essary for the retirement provided largely from
the proceeds of the issuance of the 12% percent
bonds.

The Company may issue additional debt obliga-
tions over the next several years to purchase or
redeem existing higher cost debt. Issuance of the
debt will depend on favorable market conditions.

The Company received $978 million from the
sales of portions of the Catawba Nuclear Station in
1984 and 1981. The Company retains a 12.5 per-
cent ownership interest in the two-unit station.

In February 1985 the Company formed Church |
Street Capital Corp., a wholly owned subsidiary,
for the purpose of investing the Company’s tem-
porary cash funds. The subsidiary is consolidated |
for financial statement purposes. As of December
31, 1985, the consolidated entity had approxi-
mately $352 million in short-term investments
and $170 million in intermediate-term
investments.

In June 1985 the Company made a lump-sum

* redemption of the $100 million principal amount payment of $122 million to the Department of
First and Refunding Mortgage Bonds, 14% per- Energy under the terms of the Nuclear Waste Pol-
& cent Series due 2010. The total amount required icy Act of 1982. The payment was for the obliga-
to redeem the 2010 Series bonds was $115.8 mil- tion related to disposal costs for nuclear fuel con-
lion. Portions of the proceeds were also used in sumed prior to April 7, 1983.
connection with the March 1, 1985, redemption The levelized recovery of purchased power obli-
of the First and Refunding Mortgage Bonds, 1434 gations under contracts with the joint owners of
percent Series due 1987. the Catawba Nuclear Station will result in pay-
The entire Series of the 143 percent bonds, ments by the Company over the next five years
totaling $50 million, was retired by the Company on  exceeding the amounts collected in rates for such
March 1, 1985. The Company had transferred power by approximately $461 million.
Capital Needs Property Additions and Retirements billion for the second consecutive year. CWIP is

Additions to property and nuclear fuel of $657 mil-
lion and retirements of $28 million resulted in a
net increase in gross plant of $629 million in 1985.

Since January 1, 1981, additions to property, in-
cluding nuclear fuel, of $3.5 billion and retire-
ments of $1.6 billion have resulted in a net in-
crease in gross plant of $1.9 billion. The amount of
retirements was unusually large primarily because
portions of the Catawba Nuclear Station were sold
and the Cherokee and Perkins nuclear projects
were canceled.

Construction and Other Expenditures

Plant construction costs declined during the period
1981 through 1985. The primary reasons for this
decline were the completion of three generating
units in this five-year period (McGuire Unit 1 in
1981; McGuire Unit 2 in 1984; and Catawba Unit
1 in 1985) and the sale of portions of the Catawba
Nuclear Station. As of December 31, 1985, con-
struction work in progress (CWIP) was below $1.0

expected to exceed $1.0 billion in the late 1980s
primarily because of increased construction ex-
penditures at Bad Creek Hydroelectric Station.

Expenditures for construction of major generat-
ing facilities and for nuclear fuel were approxi-
mately 21 percent of the total applications of funds
during 1985, a decrease from 34 percent for 1984
and 45 percent for 1981. Additional major applica-
tions of funds were required for the expansion and
replacement of transmission and distribution facili-
ties and for the redemption of maturing and re-
funded securities.

Future Construction Program

Projected construction and nuclear fuel costs, ex-
cluding costs related to portions of the Catawba
Nuclear Station that have been sold, are $2.5 bil-
lion for the three-year period 1986 through 1988.
Compared with the previous five years, major
plant construction costs projected for 1986

through 1988 will constitute a lower percentage of
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the Company’s total applications of funds.

Major generating units still under construction
are the four units of the Bad Creek Hydroelectric
Station. Catawba Unit 2 is undergoing pre-
operational testing and is planned for commercial
operation in fall 1986.

The Company’s portion of the estimated con-
struction and initial core nuclear fuel costs for Unit
2 of Catawba is $240 million, and total estimated
costs for the station are $495 million. As of Decem-
ber 31, 1985, $201 million had been spent on the
Company’s portion of Unit 2, increasing to $457
million the total amount incurred to date for the

station’s construction and initial core nuclear fuel.

Construction of Bad Creek Hydroelectric Sta-
tion, a 1,000,000-kilowatt pumped-storage facility
located in northwestern South Carolina, continued
in 1985. Units 1 and 2 are scheduled for comple-
tion in 1991 and Units 3 and 4 in 1992. As of
December 31, 1985, $78.3 million of the total es-
timated cost of $1.0 billion had been expended on
the project.

After completing Catawba Unit 2 and Bad
Creek, the Company currently has no plans to
place a new generating plant in service before
the mid-1990s.

Significant Trends

The Company’s financial position and results of
operations could be affected by several factors in
the coming years. The most significant of these is
whether the Company will receive timely and ade-
quate increases in rates to cover the increased ex-
penses associated with the commercial operation
of Catawba Unit 2 and the additional costs of ca-
pacity the Company is contractually obligated to
purchase from the other Catawba owners upon the
commercial operation of that unit. Additionally, as
operating and maintenance expenses increase, the
Company will need timely and adequate recovery
in future rates. Continued growth in the Compa-
ny’s non-utility operations, along with further eco-
nomic expansion throughout the service territory,
could have a positive impact on total Company
earnings.

Other factors that could have an impact on the

Construction costs
Millions of doliars

1981 1982 1983 1984 1985
I Nuclear fuel

Company include the resolution of certain issues

being addressed by the Financial Accounting Stan-
dards Board (FASB) and the North Carolina Utili-

ties Commission (NCUC). The FASB has proposed
accounting which, if implemented, would require

the Company to write down to present value its
canceled construction projects since the Compa-

ny’s recovery of these canceled projects through

rates does not include a return on the unrecovered
balance. The resulting write-down to present -
value, if required, could be recorded by restating

prior years’ financial statements. Also, the resolu-
tion by the NCUC of the treatment of over- or . :
under-recovery of fuel costs in the North Carolina :
retail jurisdiction could have an impact on future
results of operations and the financial position of

the Company.

Internal cash generation
Percent

1981 1982 1983 4 1985
VIncludes sale of portion of C
?Based on funds from of

a Nuclear Station.
s a percent of total sources of funds




. Long-Term Financings and Sale of Assets

* Duke Power Company

-

To meet its capital requirements, the Company has financed with long-term debt and equity securities
and has raised additional capital through other types of financings plus the sale of certain assets. In
March 1983 the Company introduced the Customer Stock Purchase Plan, which enables customers to
purchase common stock without paying brokerage fees. Financings and sale of assets from 1983 through
1985 were as follows (dollars in thousands):

Average 1985 1984 1983
price per Net Net Net
share proceeds proceeds proceeds
Financings
Common stock
Dividend Reinvestment and
Stock Purchase Plan
(1188333 sharesys > = = s . o & $25.70 $ 30,539
@:226:818chates);. -0 0« 23.56 $ 28,903
Customer Stock Purchase Plan
(263 274shates) - .~ . . 25.28 6,655
(403,911'shares) . ... ... .. .. ... .. . 23.37 9,439
Stock Purchase-Savings Program for Employees
(1,831,618shatesy - . .-~ . . = 23 .32 42,712
Employees’ Stock Ownership Plan
(143633 charesy .. . . . . . 22.78 3,272
Jotalcommonstocke = . .. ... . . = 37,194 84,326
Ll
Long-term debt
First and refunding mortgage bonds
~ 10%% Series B due 2015 (Issued December 23, 1985). .. $ 49,279
12%% Series due 2015 (Issued April 1, 1985) . .. .. ... .. 123,125
Pollution-eontroliseries .o ¢ =~ . = - = & 34,114 60,720 45,648
Fotal o o g e Tals L B s e 206,518 60,720 45,648
Nucleasr foeliteusts .« - 05 Sl S 57,638 84,461 60,645
Jdotaliongtermdebte: .= 2 . = 264,156 145,181 106,293
Totabfinancigps == s ae . n = 264,156 182875 190,619
Sale of assets
Sale of an interest in the Catawba Nuclear Station . . . . . .. 457,086
Total long-term financings and sale of assets . . .. ... ... . $264,156 $639,461 $190,619
The Company’s plans began purchasing stock on the stock market in the following years to satisfy plan
requirements:
Stock-market
purchases initiated
Employees Stocki@OwnershipPlan ... . = = s 1983
Stock Purchase-Savings Program for Employees. . . . ... . ... .. ... ... 1984
. Dividend Reinvestment and Stock PurchasePbn ... .. =~ . 1985
- Customer Stock PurchaseP@an . .~ - 1985
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Selected Financial Data

Duke Power Company

1985 1984 1983 1982 1981 3
Condensed statements of income (thousands)
B R EIC EOVETIUICR o s o o A G A b= v oo $2,898,911 $2,710,015 $2,420,252 $2,244,480 $1,908,454 '
FleCIIIGIEXPEHSESE o it ot s e 2,370,876 2,161,914 1,971,038 1,854,712 1,632,104
Electric operating income &= . . ..ot i s 528,035 548,101 449,214 389,768 276,350
Ot herintomeY e b s - e o mmias it o 163,821 162,795 213,001 175,048 254,043 °
Income before interest deductions . . .. ... ... .. 691,856 710,896 662,215 564,816 530,393
Ihterestidediiclionss o F T el ee 254,263 249,565 230,938 214,939 194,142
Income before extraordinary item . . .. ... ... .. 437,593 461,331 431,277 349,877 336:251
Exiraordinaryitemn i s S o o — — — 48,304 —
e 0 11 e S e e 437,593 461,331 A3 NPT 398,181 336,251
Dividends on preferred and preference stocks . . . . . 60,912 61,786 62,600 62,164 57,895
EarningSHorCOMMONSIOEK: Giote v oo $ 376,681 $ 399545 $ 368,677 $ 336,017 $ 278,356
Common stock data
Shares of common stock — year-end (thousands) . . . . 101,194 101,153 99,634 95,949 88,483
— average (thousands) . . . . . 101,178 100,346 97,784 93,679 87,313
Per share of common stock
Earnings before extraordinary item . . ... ..... ... $3.72 $3.98 SB77 $3.07 $3.19
Extraordmaryitem =~ .. .. .0 ... .. — — — 0.52 —
Barnings . .. $3.72 $3.98 $3.77 $3.59 $3.19
DBividendstovipmesrsietale soe on o - 0 $2.54 $2.42 $2.32 $2.24 $2.08
Book'value— yearend . ... ... .. . . $28.98 $27.80 $26.26 $24.89 $23.83
Market price — high-low . .. ............... .. $367%-281  $30%-22Vs  $26%-21% $24-20%  $22%-15%
—wyearsendt. . 0 o $35% $29 $25% $23% $2034
Balance sheet data (thousands)
FotAlARsetssir s - e s i e e $8,024,163 $8,018,818 $7,379,445 $7,057,780 $6,531,044
Tiong-fermdebieai s iceien i cn i o o $2,721,041 $2,696,795 $2,745,889 $2,712,372 $2,545,094
Preferred stocks with sinking fund requirements . . . . . $ 277,012 $ 285426 $ 295,053 $ 304,026 $ 308,674
Electric and other statistics
Kilowatt-hour sales (millions)
e T e el Py S s il e, ) 14,241 14,493 14,219 13:7141 13,861
(T LAl SEEVIC e b ot o e T e o e 11,338 10,922 10,339 10,087 9,731
QUSRS iyl Rae e e e e detm o e ey 21,837 21,821 20,907 19,345 20,667
Other energy and wholesale . ............. .. 8,642 7,163 8,686 8,237 9,289
Total kilowatt-hoursales(@) . . . . .. ........ ... 56,058 54,399 54,151 51,380 53,548
Residential customer data
Average annual KWHuse . ................. .. 11,659 12,210 12,278 12,065 12,392
Average revenue billedper KWH. .. ... ... ... .. 6.42¢ 6.11¢ 5.67¢ 5.41¢ 4.51¢
Source of energy (millions of KWH)
Generated— Coalo gl e e 27,619 26,394 32,466 38,927 42,513
N NClEAT D) e oot e e o 33,700 32,632 25,059 15,009 14,229
R T e e RN S 1,162 1,995 2:144 1,569 843
— Oillandigas: . -~ .. . 13 — 8 7 146
Totaligegeration. . ... ... . . . 62,494 61,021 59,647 55,512 57,731
Purchased power and net interchange . ... ... .. .. (1,742) (2,908) (1,003) (301) 494
Totallottpubi i et e e o 60,752 58,113 58,644 55,211 58,225
Less: Catawba buyers’ ownership ... ......... .. 3,827 — — — —
Plus: Purchases fromCatawba . ... ... .. ... .. 3,769 — — — —
Totalisourcesiofenergy ... .. . o . 60,694 58113 58,644 55241 58,225
Line lossand Company usage ............... .. 4,636 3,014 4,493 3,831 4,677
Total kilowatt-hour sales(@) .. . .. ...... .. 56,058 54,399 54151 51,380 53,548
System average'heatrate' .. .. .n .o 9,900 9,853 9,762 9,666 9,633
Systemiloadiactor: it st i inms G aeame. o 55.8% 62.2% 58.6% 56.8% 61.9%

(a) Excludes a portion of the energy sold to the joint owners of the Catawba Nuclear Station.

(b) Includes 100% of Catawba Unit 1 generation.
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* Selected Financial Data

! Duke Power Company

. Quarterly

A summary of quarterly financial data for 1985 and 1984 is as follows (dollars in thousands, except per-
Financial Data share data): Electric
Electric Operating Net Earnings
Revenues Income Income Per Share
1985 by quarter
HOUEE . 5 e o e e TR e e ol $717,893 $111,848 $ 89,535 $0.73
Phitds (i e e e e e T 753,237 141,416 119,358 1:03
SEEORd =i oo o R R R 678,332 116,996 93,961 0.78
O e e N e 751,449 157775 134,739 1.18
1984 by quarter
Hourth' ~siide = 0 i R $680,177  $129,979 $ 97,862  $0.81
Thitd: viive e - - s R 729,047 156,746 139,001 11523
Second: ..o o 629,483 132,990 101,276 0.86
PIrSE . = = S undars o2 il e e 671,308 128,386 123,192 1.08
Generally, quarterly earnings fluctuate with seasonal weather conditions, timing of rate increases, fuel
cost adjustment procedures and maintenance of electric generating units, especially nuclear units.
Stock Market The Company had approximately 116,549 holders of record of common stock as of December 31, 1985,
Information and 120,395 holders as of December 31, 1984. During 1985 approximately 46,098,900 shares of com-
mon stock were traded, compared with 39,432,900 during the previous year. The Company’s common
stock prices, as quoted by the New York Stock Exchange, and dividends paid are as follows:
o Dividends Stock Price Range Dividends Stock Price Range
Per Share High Low Per Share High Low
1985 by quarter 1984 by quarter
. Bourth oussa $0.65 $36% $31Y- Fourth: = .= v $0.62 $30v% $27s
SEhird = 5 - e 0.65 35% 30% Fhivdbe el 0.62 277 2433
Second. . . ... .. 0.62 35% 32V Seeond:. - ..k 0.59 25 22%
Birst s 0.62 32% 281 T e e 0.59 268 22V4
Subsidiaries

Dollars in Thousands 1985 1984
Subsidiary Property and investments — at cost
Investments Real estate, recreational and land development . .. ... ......... ... ... .. .. $39,856 $39,323
i Net current assets, principally investments,
s receivablesandinventories . ... . .0 e 54,941 42,485
JotaliaSsels - = - 2= voace S o= e e 94,797 81,808
o Pefepredimicometaxes. = . F e e lE o T (5,985) _ (4,023)
; totaliliabilities. . @+ = o ainlge . - L (5,985) (4,023)
- Investments in and advances to subsidiaries® . . ... ..... ... ... .. ... $88,812 $77,785

*Reflects the Company s unconsolidated subsidiaries.
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Selected Financial Data

Duke Power Company

Effects of
Changing Prices

42

In recent years, the impact of general inflation and
changes in specific prices has caused distortions in
traditional accounting measurements of income
and capital. Although the rates of inflation in re-
cent years have substantially decreased, the re-
placement of existing plant capacity occurs at a
significantly higher cost than recovered through
historical cost depreciation because of the high
levels of inflation in previous years. In response to
this problem, the Financial Accounting Standards
Board requires certain disclosures of the effects of
inflation on a company’s operations and financial
position.

Because the accompanying supplementary in-
formation involves various assumptions and ap-
proximations, it should be viewed as an estimate of
the effects of inflation, rather than a precise
measurement.

Constant dollar accounting

Constant dollar accounting reflects the overall de-
cline in the purchasing power of the dollar by re-
stating historical costs in terms of dollars of equal
purchasing power.

Current cost accounting

Current cost accounting reflects changes in spe-
cific prices of the property used in the Company’s
operations from the date the property was ac-
quired to the present. This method differs from
constant dollar accounting to the extent that costs
of specific utility property have increased more or
less rapidly than the rate of general inflation. The
current cost amounts of plant in service represent
the estimated cost for replacing existing plant fa-
cilities and were determined by indexing surviving
plant costs by internally generated indices or the
Handy-Whitman Index of Public Utility Construc-

tion Costs. Since plant facilities are not expected
to be replaced precisely in kind, “current cost”
does not necessarily represent the replacement
cost of existing productive capacity. Current cost
depreciation is computed by applying the same
rates used in the historical cost statements to the
current cost plant amounts.

Effects of rate regulation
Under the Company’s present ratemaking proce-
dures, only the historical cost of plant in service is
recoverable in rates as depreciation. Therefore, in
times of relatively high inflation, the erosion of
plant in service resulting from inflation in the cur-
rent year may be greater than is reflected in cur-
rent cost adjustments and is reflected as a reduc-
tion to net recoverable cost. This reduction was
not necessary in 1985, 1984 and 1983 because
the level of inflation was less than in previous years.
The Company has significant amounts of long-
term debt outstanding which serves as a partial
hedge against inflation, as well as other net mone-
tary liabilities, which will be paid back in dollars of
less purchasing power. In the accompanying
schedules, the gain from decline in purchasing
power of net amounts owed results from inflation’s
effect on obligations to pay cash at a future date.

Other

Income statement items other than depreciation
have not been adjusted. The Company’s operation
and maintenance expenses already include the av-
erage effects of changing prices during the period.
Therefore, no adjustments have been made to
them. No adjustments to income tax expense have
been made in computing the impact of inflation
since only historical costs are deductible for in-
come tax purposes.



* Supplementary Statement of Earnings for Common Stock Adjusted for Changing Prices

Duke Power Company

-
Historical Current
- Dollars in Thousands Year ended December 31, 1985 dollar cost

S Elcciricrevenliesy =sniis i = Sl s G el s B 8 e e el $2,898,911 $2,898,911

Operatiigexpensesc. . = L iEalanal a0 e e 1,262,100 1,262,100

: Vintendnceofplantfacihties . . . ¢ s g e L e 260,361 260,361

Bepreciation sedtaiin . . - . S i e s P A S 319,295 571,626

HaXES e e e e s e e e e 529,120 529,120

HotdlieleetricexXpensess, . - o se Sllrimar et paiee St insl - w el i o o P DS 2,370,876 2,623,207

BlecICODEIATINETCONE © ik s ey =i oo e e Sl e B i M S oy e o) 528,035 275,704

0 T e (a0 1] s e B Mk i, e e R O RN S RS RIS e e S s S i T I M SRR 163,821 163,821

Incomebefore mterest deticHoNSE S riGs e fon it oo Esle Rl s S et e 691,856 439,525

Interast deductionse i e mas o cR ol B o Tl sl it BEgeaal s e S e O et s 254,263 254,263

INEREOINERS aoite Lo StiBng is Ly 2on ol ST v e D e e e s e R e 437,593 185,262

Dividends on preferred and preference Stocks ... .. ... . i e e s 60,912 60,912

Eamningsdforeommonistocke 10 - = iElL G Bas Bagesl s L e e $ 376,681 $ 124,350

Increase in specific prices (current cost) of utility plant held during the year* .. . . .. .. .. . . .. $ 121,450

Reductionitonetrecoverablecost*™® = .. .. . . . ... .. ... ... . —
Effectofincreasein generalpricelevel .. . ... . . .00 o (360,804)
Excess of increase in general price level over increase in specific prices . . .. ... . ... .. ... . ... (239,354)

@#in from decline in purchasing power of net amountsowed . .. .. ... ... .. ... .. ... .......... 127,494
NetE Lo el s s e e e e RS e el e e S o e i $ (111,860)

At December 31, 1985, current cost of electric plant, net of accumulated depreciation, was $9,782,351,000.

**Due to the decrease in the rates of inflation in recent years, there is no reduction to the net recoverable cost of plant reflected for 1985.

Five-Year Comparison of Selected Supplementary Financial Data
Adjusted for the Effects of Changing Prices

In thousands of average 1985 dollars, except per-share figures 1985 1984 1983 1982 1981
Current cost information:
Income before extraordinary item . .. ... ... ... .. % 185262 ¢ 205136 ¢ 214400 % 140.069 $ 171,191
Earnings per share before extraordinary item . . . . . . 123 1.41 1.50 0.75 147
Netassetsatiyear-end: - - . - i 2,885,862 2,871,715 2,777,544 2,632,026 2,413,850
Decrease in the current cost of electric plant in
service, net of inflation, after reduction to
net recoverablecost .. . . = . ..., 239,354 267,339 289,189 110,873 312:765
Ceénstant dollar information:
Electricyevenues s ... - = e 2,898,911 2,806,708 2,613,288 2,501,458 2,257,356
Common stock dividends per share . .. ... ... .. .. . . 2.54 251 291 2.50 2.46
“Market price per common share at year-end . . . . . . .. 34.81 29.62 26.67 25.62 23.61
‘General information:
Purchasing power gain on net monetary items ... ... 127,494 142,833 145,022 162,880 386,682
Average consumer priceindex. . .. ............. .. 322.2 31151 298.4 289.1 2724
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:Other Information

Notice of annual meeting

The 1986 meeting of holders of Duke Power
Company common stock will be held
Thursday, April 24, at 10 a.m. in the O.].
Miller Auditorium of the Electric Center, 526
South Church Street, Charlotte N.C.

Transfer agent and registrar
Morgan Guaranty Trust Company
of New York

30 West Broadway

New York, N.Y. 10015

Stock exchange listing

Duke Power Company common stock is listed
and traded on the New York Stock Exchange.
The trading symbol is DUK.

Corporate headquarters
422 South Church Street
P.O. Box 33189
Charlotte, N.C. 28242
704/373-4011

SEC Form 10-K and statistical supplement
Upon request, the Company will provide
without charge a copy of its 1985 Annual
Report to Shareholders on Form 10-K as filed
with the Securities and Exchange Commis-
sion. Also available without charge is the
Statistical Supplement to the 1985 Annual
Report. Requests for these documents should
be directed to Richard Williams, Investor
Relations, Duke Power Company, P.O. Box
33189, Charlotte, N.C. 28242. Shareholders
may call Investor Relations at 373-4579
(Charlotte) or at the following toll-free
numbers: 1-800-532-0492 (North Carolina);
1-800-438-0142 (elsewhere in the United
States).
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