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B Nantahala Power and Light Company
Duke Power Company

Agsout THE CovER Throughout Duke Power, quality improvement teams are
performing important work designed to improve the way teammates do their jobs.
The team shown on this year’s cover developed new safety equipment and procedures
to make climbing jobs throughout the Company safer, with the ultimate goal of
reaching 100 percent fall protection. A story on the team’s work is on page 18.

Asout Duke PoweR Headquartered in Charlotte, N.C., Duke Power supplies
electricity to more than 1.7 million residential, commercial and industrial customers
in a 20,000-square-mile service area in North Carolina and South Carolina. Founded
89 years ago, the Company is the nation's sixth-largest investor-owned electric utility
as measured by kilowatt-hour sales.

Duke Power operates three nuclear generating stations, eight coal-fired stations
and 27 hydroelectric stations. Together, these units produced 84 billion kilowatt-
hours of electricity in 1993. Total electric revenues reached $4.3 billion, with
approximately 70 percent of sales in North Carolina and 30 percent in South
Carolina.

Principal subsidiaries and other diversified activities of the Company include:

CHURCH STREET CAPITAL CORP.
Funds management and parent company of non-regulated subsidiaries

CRESCENT RESOURCES, INC.
Real estate development and forest management

DUKE ENERGY GROUP
Development and management of investments in electric power facilities

DUKE ENGINEERING & SERVICES, INC.
Engineering and consulting services

DUKE/FLUOR DANIEL
Engineering and construction services

DUKE MERCHANDISING
Appliance and electronics sales and service

WATER OPERATIONS
Water service for over 15,000 South Carolina and more than 4,000 North Carolina

customers

NANTAHALA POWER AND LIGHT COMPANY
Electric utility serving more than 50,000 customers in a five-county area in western
North Carolina




ki

FINANCIAL HIGHLIGHTS

Percent
mgcrease
1993 1992 (decrease)
Kilowatt-hour sales {(millions) .................... ... ... ... 76,058 71,042 7.1
Electric revenues .. .............. ... $4,281,876,000 $3,961,484,000 8.1
Earnings for common stock . ... ... $ 573,986,000 $ 451,676,000 27.1
Common stock data
Average shares outstanding . ... 204,859,000 204,819,000 —
Earnings pershare. ... $2.80 $2.21 26.7
Dividends per share.................. .. $1.84 $1.76 4.5
Book value per share (year-end) ....... ... . ... $21.17 $20.26 4.5
Return on average common equity. ................... 13.6% 11.1% 22,5
Plant construction costs (including AFUDC) .......... . $ 547,612,000 $ 463,971,000 18.0
Nuclear fuel construction costs (including AFUDC) ... ... $ 121,848,000 $ 127,855,000 (4.7)
Internal cash generation (including refinancings)......... .. ... .. 46% 50% (8.0)
Internal cash generation (excluding refinancings)...... .. ... ... . 112% 101% 10.9
Earnings coverage of fixed charges, SEC method ... ... ... ... 4.68X 3.48X 34.5
Total electric plant, nec...... ... $8,924,109,000 $8,780,123,000 1.6
Peak load (KW) (a)
Summer. 15,720,000 14,763,000 6.5
Winter .. 13,314,000 13,001,000 2.4
Full-time employees at year-end (b)........ ... ... ... ... . 18,274 18,727 (2.4)
(a) The Company’s all-time peak of 15,720 megawatts (MW) on July 29, 1993, was surpassed on
January 19, 1994, by a new all-time peak of 16,070 MW,
() lnc/ud{: ;89 and 759 full-time employees of subsidiaries and affiliates for 1993 and 1992,
rf.fpfftll/f}k
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For Duke Power, 1993 proved to be a good year indeed. Earnings increased to $2.80 per share on
toral revenues of $4.3 billion. We experienced a 7.1 percent increase in sales thanks to weather-

related factors and continued economic growth in our service territory. Earnings for 1993 also
rebounded from a customer refund that caused a 32-cent charge against earnings in 1992.
BiLL GRIGG NAMED CHAIRMAN-ELECT In January, your Board of Directors named Bill Grigg to
be the next Chairman, President and Chief Executive Officer of Duke Power Company, effective at the
annual meeting on April 28, 1994. Bill’s selection is cause for great personal satisfaction for me; I am
confident he is the leader we need to take.the Company to a new level in the rapidly changing utilicy
environment.

In making its decision, the Board recognized Bill’s leadership, vision, competitiveness and caring.
As Vice Chairman, Bill is responsible for setting policy and direction for the Company’s Corporate
Group departments. A graduate of Duke University Law School, Bill joined the Company in 1963 as
assistant general counsel. He was first elected to the Board of Directors in 1972. Over the years he
performed in a variety of roles, culminating in his selection as Chairman at the Board’s January meeting.

Bill is only the latest in a long line of executives whose careers have been nurtured through Duke
Power’s leadership development program. Our goal is to ensure a succession of capable leaders who can
anticipate change, prepare the Company to meet any challenges and further the process of continuous
improvement.

CREATING A MoRE COMPETITIVE COMPANY [t has been my privilege to be part of the Duke
Power team since 1955 and to serve as the Company’s Chairman for the last 12 years. Throughout my
career | have found my work to be on the cutting edge of challenge — and fun, too. In April, following
the Company’s annual meeting, I will step down as Chairman, President and Chief Executive Officer
and serve as a consultant until my official retirement in June.

In the dozen years since | became Chairman, your Company has enjoyed many successes. We
have more than doubled annual revenues to $4.3 billion in 1993 from $1.9 billion in 1981. Net income
increased to $626 million from $336 million in 1981. Earnings per share have grown to $2.80 per share
in 1993 from $1.58 in 1981. 1 am proud of my teammates’ efforts to mold Duke Power into a leaner,
more responsive company that can more ably meet the competitive demands of the marketpléce —
today and tomorrow.

The traditional competition nationally between electric utilities and natural gas providers
continues to grow. In our own service area, the competition_between public utilities and cooperative and
municipal electric distributors remains intense. Neighboring utilities are working just as hard as we are
to promote economic development within their service territories.

While we continue to deal with these traditional competitive forces, our customers are now asking
us to help them compete more effectively. Duke Power is responding by offering time-of-use pricing and
promoting innovative applications of electricity in industrial processes. Through a subsidiary, we have
also entered the highly competitive world of independent power production.

Developing markets outside our traditional franchise is one way Duke is responding to slowing
growth in kilowatt-hour sales. Since 1986, kilowatt-hour sales industry-wide have grown at less than
half the rate experienced in the 1970s and early 1980s. This has clear implications for the industry, the

* most significant being diminished growth in returns to shareholders. If we are to continue growth in
shareholder value, we must develop new revenue sources. Building on our traditional strengths in power

production is part of the answer.
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Technology is another challenge for our industry. Photovoltaics, fuel cells, efficient storage
batteries and more efficient transmission and distribution are examples of technological improvements
that present new opportunities for companies in our industry. As these and other technological
innovations give customers more options, the winning utilities will be those that capiralize on these
improvements to enhance their business.

Finally, increasing concern over environmental quality affects all utilities. Complying with the
Clean Air Act, relicensing our hydroelectric facilities and extending the licenses for our nuclear power
plants are important issues. All of these matters can significantly affect our ability to compete. Our goal
is to balance competitive needs and environmental stewardship, so that we meet the expectations of our
customers while preserving the quality of our environment. Emerging environmental issues also have
the potential to affect the electric utility industry. For example, concern over electromagnetic fields
(EMF) has received increasing attention. Duke supports and funds EMF research, and we are
committed to understanding the scientific facts regarding EME We will continue to be an industry
leader in communicating with customers about this and other environmental issues.

Duke TEAMMATES ARE EMBRACING EXCELLENCE We still have many challenges ahead of us, but
Duke Power is a far different company than it was 12 years ago or even five years ago. In 1990, the
Company committed itself to meeting customer expectations through toral quality, what we call
managing for excellence. When we began this process, we understood it represented a long-term
commitment to continuously improving the way we perform. It meant changing the way we had done
things in the past and overturning traditional paradigms. To some, the changes may have seemed to
challenge the core values on which Duke Power was built.

The last four years have not been easy. Tough decisions have been made at all levels of the
Company. Initially, resistance to change was evident, but as we have persevered and developed our total
quality management skills, teammates’ understanding of the relationship between total quality and
success in the marketplace has become clearer. The connection between a teammate’s performance and
his or her financial and professional success is clearer. We have come to understand that job security
comes only from our customers.

Ultimately, managing for excellence is teaching us that change is the only constant and chat its
pace will continue to accelerate. We are learning that the best way to manage change is to embrace it
and make it part of our daily routine.

' During 1993, Bill Grigg and I had the opportunity to meet in small groups with more than
1,000 of our teammates from throughout the Company. We are pleased that their enthusiasm for the
excellence process is growing. Excellence has unleashed the power of individual initiative, and the resulc
is improved responsiveness to customers, reduced red tape, improved work processes and cost savings
throughout the Company.

Yet, even as we improve our performance, we are discovering still more opportunities. Later in
this report, you will see examples of how teams, given the freedom to seek creative solutions, have
responded with innovations. These are symbolic of changes occurring throughout the Company. I salute
our teammates’ responsiveness to the quest for excellence and their courage to change.

Sincerely,

Lt own f e

William S. Lee
Chairman of the Board, President and Chief Executive Officer
February 11, 1994




1993 Safes - KWH

Residential.......................... +9.4%
General service ................... +6.9%
Textle.......................... +2.3%
Non-textile industrial ............. +5.8%
Total industrial ...... .. .......... +4.3%
Allother......................... +10.6%
Total ... +7.1%

The 1-85 corridor,
which runs through the
heart of Duke Power’s
service territory, has
attracted attention for
industry along its path.

Greenville
)

Chemicals

Plastics

Textiles

Tire Manufacturing

Autorniotive

e Spartanburg

A YEAR oF SoLiD PERFORMANCE Colder winter'and hotter summer weather in
1993 was the principal factor that increased Duke Power’s earnings per share by 27
percent over 1992 to $2.80 per share on revenues of $4.3 billion. Total kilowatt-hour
sales increased to 76.1 billion from 71.0 billion in 1992. Kilowatt-hour sales to
residential customers rose 9.4 percent in 1993. Sales to textile customers increased 2.3
percent, while sales to other industrial customers as a group grew by 5.8 percent.
General service sales posted a 6.9 percent increase over 1992.

Earnings in 1993 also rebounded from the effect of a one-time charge of 32
cents per share in 1992 for a $95 million refund to customers. The refund was
required after the North Carolina Utilities Commission reduced the Company’s
authorized rate of return for the five-year period that ended in November 1991.

Reductions in expenses at the Company’s nuclear and fossil stations were more
than offset by other expenses during 1993.

The Company raised its quarterly dividend two cents per share in 1993, marking
the 18th straight year the Board of Directors authorized an increase. The Company’s
policy is to increase dividends per share at a rate greater than inflation, while
maintaining a long-term dividend payout ratio of no more than 65 percent of
earnings. Over the last five years, the annual growth rate for dividends has been 5.0
percent, while inflation has averaged 3.9 percent. The average dividend payout ratio for
the same period is 67 percent. Duke’s indicated annual dividend is $1.88 per share.

Consistent growth in the Company’s dividend depends on growth in earnings.
To support such growth and to strengthen its competitive position, Duke Power has a
long-term objective of controlling costs and increasing contributions from diversified
businesses. As part of cost control, the Company continues to redesign its business
practices with the goal of using resources more efficiently and effectively. These efforts
enable the Company to support a growing customer base with fewer full-time
employees. The number of full-time employees declined from 18,727 at year-end
1992 to 18,274 at the end of 1993.

The Company also took advantage of sharply lower interest rates in 1993 to

; : refinance a total of $1.6 billion in
outstanding securities. By issuing
debt ac lower rates, the Company
reduced its embedded cost of debt
to 8.01 percent at the end of 1993
from 8.39 percent at the end of
1992. Lower interest rates also
allowed the Company to issue
preferred stock with lower dividend
rates. These new issues of preferred
stock reduced the embedded cost of
preferred stock to 6.76 percent at
year-end 1993 from 7.05 percent at
the end of 1992.



1993
Performance
at a Glance

Return on average
common equity Percent

[2.5%"

9
B

* Average authorized return (NC jurisdiction)

ik In 1989 the NC authorized return was reduced to
13.2% retroactive to October 31, 986.

#4k In 1992 the NC authorized return was reduced a
second time to |2.8% from November |1, 199/ to
October 31, 1986.

Earnings per share*
Dollars

9
858

B Earnings per share

M Indicated dividend rate of $1.88
M Dividends per share

* Reflects the two-for-one stock split in 1990.

Electric revenues*
Billions of dollars

90

89
88
M Residential B Industrial-textile
B General service B Wholesale/other
W Industrial-other
* From 1988 to 1990, restated to reflect
reclassification of certain power transactions

previously classified as net interchange and
purchased power, prior to a 1990 FERC order.

Annual total return to
shareholders Percent

| Year

M Duke M S&P 500 M S&P Electric
* |0 Year S&P Electric data not available.

Kilowatt-hour sales*
Billions

90

89
88

M Residential B Industrial-textile

B General service B Wholesale/other

M Industrial-other

* From 1988 to 1990, restated to reflect
reclassification of certain power transactions
previously classified as net interchange and
purchased power, prior to a 1990 FERC order.



Capital structure
(Excludes current maturities)
Billions of dollars

~

84

82

89
88

B Long-term debt

B Preferred & preference stock

Bl Common equity

Generating capacity
Millions of KW

9
B
B Hydro & other
B Coal
B Nuclear*

* Includes 100% of Catawba generation.

Fixed charges coverage
Times

89
88

M SEC method

M SEC method excluding AFUDC &

return on certain deferred items.

* Includes the cumulative effect of the accounting
change for unbilled revenues.

Net generation™
Billions of KWH

3%
4%

35% 37%
33%

® "

B Hydro & other

B Coal

B Nuclear*

* Excludes interchange power with the other joint
owners of the Catawba Nuclear Station.

*## Includes 100% of Catawba generation.

Construction costs* 494
Millions of dollars g 5918

aeb 118 5478

ry

9
B

B Nuclear fuel
* Including AFUDC.

Subsidiary and
diversified earnings
(From investments and diversified
operations) Millions of dollars

257

9l

M Investment Income
M Diversified Operations

#* Excludes the cumulative effect of an accounting
change of $6.7 after tax.




REPORT ON OPERATIONS

Crescent Resources
develops high-
quality residential
communities like
The Peninsula, built
on the shores of

Lake Norman.

v

DiVERSIFICATION To BuiLd VALUE Duke affiliates and subsidiaries are part of
the Company’s strategy to enhance shareholder value as the core electric business
matures. Participation in these ventures offers the Company a chance to pursue
opportunities to create value outside the regulated utility business. As part of its
diversification strategy, Duke Power has elected to compete in commercial ventures
closely aligned with Duke’s core business.

Duke Engineering & Services, Inc. (DE&S) offers engineering, construction
management, start-up and operating support, quality assurance and technical services
for the hydroelectric, oil, gas-fired and nuclear power industries. Duke/Fluor Daniel, a
joint venture with Fluor Daniel, Inc., provides similar services for coal-fired systems
and also offers construction services.

Duke Energy Group primarily develops and manages investments in electric
power facilities in the domestic market and abroad. Crescent Resources, Inc. is a real
estate development and forest management company created to utilize Duke Power’s
real estate holdings.

These companies, together with Nantahala Power and Light Company, a wholly
owned electric utility serving five counties in western North Carolina, Church Street
Capital Corp., Duke Power’s non-utility investment arm and other non-electric
businesses, contributed $22 million after taxes to corporate earnings in 1993, down 15
percent from 1992.

Duke’s subsidiaries and affiliates are further extending experience and expertise
originally developed within the parent company. For example, Duke Energy Group is
participating in three projects in Latin America and is exploring additional
opportunities in Latin America, the Pacific Rim and the United States. DE&S's
power plant expertise positions it to compete for new business in the power industry
both domestically and internationally. DE&S also serves a wide range of non-utility
and government clients. Duke/Fluor Daniel combines the design-and-build expertise
of Duke Power and Fluor Daniel to provide engineering and construction services to
utilities and independent power producers adding coal-fired
generating capacity.

In the years ahead, the Company expects the contributions
from these subsidiaries and affiliates to grow.

OuR PropucT Is SERVICE At Duke Power, it has never been
more apparent that customer service is our most important
product. During 1993, the Company added services and
capabilities designed to expand customers’ access to Duke Power
and better meet their particular needs.

For example, early in the year, the Company consolidated its
telephone customer service and dispatching services. As a result,
any customer can contact a Company representative 24 hours a
day, seven days a week. Computer technology gives customers the
option of obtaining account information automatically with a
touch-tone phone, reporting a power outage or talking with a
representative. When exceptionally heavy call volume results in

customers waiting, the system provides updates on their




approximate waiting time. This gives customers
the option to remain on line, call back or
choose automated services.

Duke’s determination to meet customer
needs is also reflected in various pricing options
designed to give customers more control over
their cost of electricity. During 1993, regulatory ;
commissions in both North Carolina and k
South Carolina approved a pilot hourly pricing
rate for industrial customers. Under this
program, Duke varies its hourly energy prices
to the customer based on the impacts of
projected weather, plant availability and overall
demand on the Duke system. As a resul,
customers can control their energy costs by
shifting production to periods when the cost of
clectricity is lower. Residential customers can
also choose a rate which sets the price per
kilowatt-hour based on the time of day.

In South Carolina, the Public Service
Commission approved an industrial diversity
rate, which is designed to promote variety in
Duke’s industrial base. The rate is available for
up to four years to new manufacturers who
can be served directly from Duke’s
transmission system and meet certain other requirements.

The Company also established an electric vehicle rate to create a framework for
recharging electrically powered vehicles. At present, the rate is part of a pilot project for
evaluating customer acceptance, metering equipment and pricing components.

Hourly pricing and innovative rates for industrial customers are ways Duke Power
believes it can contribute to economic growth within the service area. In return, Duke
benefits through improved system utilization, growth in kilowatt-hour sales and
diversification of its industrial customer base. While textile manufacturers accounted for
more than 40 percent of kilowatt-hours sold to industry in 1993, Duke’s industrial
customers also include manufacturers of machinery and equipment (13 percent of
industrial kilowatt-hours sold), chemical and chemical-related manufacturers (9
percent), producers of paper and allied products (7 percent) and rubber and plastic
producers (8 percent).

Duke’s belief that industrial diversification enhances the region’s economy and the
stability of the Company’s revenue base is the basis for the Company’s vigorous support
of industrial recruiting to win customers such as the BMW manufacturing plant under
construction near Greer, S.C. The Company also actively participated in the successful
effort to win a National Football League franchise for the Carolinas, in the belief thac
the team will add to the quality of life in the region and serve as a positive factor in

keeping and actracting business and industry.

Before it can be
certified as a
Maximum Value
Home, an all-
electric home in the
Duke Power service
territory undergoes
rigorous testing.
Space conditioning
ductwork gets close
scrutiny to ensure
that the home’s
high-efficiency heat
pump blows cool air
in the summer and
hot in winter.
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Duke Power
and Monsanto =
Partnership

Pays Off

an a supplier really have a partnership with a customer? The relationship that

Duke Power and Monsanto Company created at Monsanto’s nylon production
plant in Greenwood, S.C., shows a partnership can not only exist, but also thrive to
the benefit of both supplier and customer.

In the summer of 1992, Monsanto asked Duke to participate in its Vendor
Rating System survey, an outgrowth of Monsanto’s own commitment to Total
Quality Management. Monsanto buys products and services from more than 60,000
vendors all over the world and rates vendors to ensure consistent, quality-oriented
service. However, it had never rated utilities. Duke was the first, according to Steve

West, a power delivery engineer in Duke’s Greenwood office.

Monsanto’s nylon The Team
production plant Mike Cullen
depends on clean, Bill Fox

dependable
electricity to power
its manufacturing
processes. The work
of a Duke Power
quality improvement
team resulted in
Monsanto’s
recognition of Duke
as a preferred
supplier.

Rick Henderson
Larry Palmer
Chris Rolfe

Steve West
Steven Whisenant

[

\L/ \

With West as the primary liaison between the companies, Duke created a team
to respond to the quality survey. Besides West, the team included Industrial Marketing
Manager Bill Fox, Corporate Performance Vice President Chris Rolfe, Mike Cullen of
the Customer Group Re-engineering team, Marketing Manager Rick Henderson and
Power Delivery Engineer Steven Whisenant. Working with Monsanto representatives,
the team measured Duke’s quality processes, service reliability quality, communications
and customer service quality and quality cost management systems. In September
1992, Duke learned it had scored 91.5 out of a possible 100 points. Even so, the
assessment highlighted areas needing improvement that Duke teams addressed one by
one. Then an unexpected power outage put the partnership to the test.

Producing nylon depends on having reliable, high-quality electricity. The
Greenwood plant runs 24 hours a day, seven days a week. Even a momentary outage
can halt production for days or weeks at a time, because production machinery must
be torn down and cleaned after an outage. So, when a relay on a Duke transformer
failed, “it cost them a bundle,” West said.

As a result of the outage, Duke put together another team that included
Greenwood-Area Power Delivery Supervisor Larry Palmer and others in Palmers
department to discover the cause. An inspection turned up a design flaw in the relay.
Duke engineers began workjng with the relay manufacturer to correct the flaw. The
partnership between Duke and Monsanto opened up communication channels.
“Before we might have been hesitant to share information with each other,” West
said. “Now, we have a much closer relationship. Its more like we're all one team now.”

A yea; and a half after Monsanto’s initial survey, all Duke Power teammates who

have a hand in directly serving Monsanto have toured the Greenwood plant.
TN y serving P

“Everyone knows the importance of quality power,” West said. Duke is still a

) (!' \ preferred supplier, and the Company is committed to achieving Monsanto’

highest recognition as a certified supplier during 1994. During a barbecue

= | Monsanto hosted honoring the Duke team, Monsanto’s Charlie Rogers,

‘;! the Greenwood team leader, perhaps gave Duke Power the best

| compliment it could have received. “The best thing I can say about Duke

[ Power,” Rogers said, “is that they treat us as if we could buy power
somewhere else.” For West and the rest of his teammates, that’s evidence

enough that Duke’s efforts to deliver superior customer service are successful.






The switchyard at
Catawba Nuclear
Station is the link
between the station
and Duke Power’s
transmission grid.
Collectively, the
Catawba, McGuire
and Oconee nuclear
stations operated at
78 percent of
capacity during
1993.

CoMMITMENT To EXCELLENCE ENHANCES QUALITY OF OPERATIONS

The commitment to excellence at Duke Power is not limited to situations like the one
in Greenwood. Through the years, Duke Power’s employees have worked hard to
produce electricity efficiently and safely. Those efforts continued to pay off in 1993
with successes throughout the system.

Duke Power’s fossil-fueled generating system was recognized again by Electric
Light ¢ Power magazine as the most efficient fossil system in the country. Duke’s
system has achieved that honor in each of the last 19 years.

The Company’s nuclear system continued its tradition of operating efficiency as
well. The Catawba, McGuire and Oconee nuclear stations collectively operated at 78
percent of capacity for the year, in comparison with the industry’s most current
average capacity factor of 71 percent for 1992.

With a combined capacity of 17,845,000 kilowatts, Duke Power’s fossil, nuclear
and hydroelectric generating units create a highly efficient and reliable system to meet
customers’ needs. System efficiency will be a key component in the Company’s ability
to compete in the future, because it will help determine Duke’s ability to deliver
power at a competitive price. The Federal Energy Regulatory Commission broadened
the requirements for wheeling electricity, so wholesale customers have the option of
selecting their supplier. It is in the Company’s interest to see that it offers quality
service at competitive prices so customers will choose Duke Power.

Besides striving to contain operating and maintenance expenses, the Company
employs a variety of options to
encourage operating efficiency. These
include buying power from other
producers, offering customers a
number of options to reduce peak load
and extending the fuel cycle at the
Company’s nuclear plants.

Duke plans to apply to extend
the 40-year licenses of its nuclear
plants. The Company will first request
relicensing for Unit 1 at Oconee
Nuclear Station, whose operating
license runs until 2013. The Company
is confident that, with proper
maintenance, its nuclear stations can
continue to operate safely and
efficiently.

Projected growth in demand
indicates that Duke Power will need to
build a new fossil-fueled plant to meet

base-load demand shortly after the turn



-
of the century. In the meantime, the
Company is building the 16-unit
Lincoln Combustion Turbine Station
in Lincoln County, N.C., to address
continued growth in peak demand.
Current plans are to install 10 units in
1995 and six more in 1996. When
completed, the station will provide
1,184,000 kilowatts of peaking power.

Planning for replacing steam
generators on Units 1 and 2 ac the
McGuire Nuclear Station and Unir 1
at the Catawba Nuclear Station
continued in 1993. The steam
generators are being replaced because
of cracking in tubing inside the
generators. While the units can be
maintained and continue to operate
safely, maintenance can be expensive,
and tube cracking can lead to decrease
operating availability. The current
schedule calls for steam generator
replacement at McGuire Unit 1 to
begin in 1995, Catawba Unit 1 in
1996 and McGuire Unit 2 in 1997.
The Company is confident that
replacement of the steam generators
will allow the units to continue to run
efficiently and safely.

Another issue facing the nuclear
power industry is planning for the
eventual decommissioning of nuclear
generating stations. The Nuclear
Regulatory Commission requires the
Company to set aside funds for decommissioning. The current estimate for these
expenses is $955 million in 1990 dollars. At the end of 1993, the total balance of the
Company’s decommissioning funds was $319 million, with $119 million of that
amount in external trust accounts and the balance reserved internally for that purpose
when needed.

Duke Power is currently recovering decommissioning costs through rates
approved by the utilities commissions. The Company believes it is adequately

providing for these costs over the licensed operating period of the nuclear plants.

In 1993, two units at
Marshall Steam
Station on Lake

Norman were
named the two most
efficient investor-
owned fossil-fueled
generating units in
the country, helping

the Duke Power
fossil-fueled
generating system
again earn Electric
Light & Power
magazine’s top
rating as most
efficient in the
country.
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Teamwork Solves he quest for excellence at Duke Power depends greatly on the work of quali"{y‘-
Aluminum Platin g improvement teams (QITs) formed to tackle specific problems. A team may

work a few weeks or many months, depending on the job. Time and again, QI'Ts like
Problem At ny moneus Cebening on 1he) gaim Qs

the Belews Creek Aluminum Reduction QIT are proving that teammates, armed with
Belews Creek knowledge and the power to effect change, deliver.

At the Belews Creek Steam Station, the challenge was to remove trace
aluminum particles from the water the station uses to produce steam. The existing
process allowed aluminum to build up on the turbine blades, causing losses in

efficiency and generating capacity.

Plating of aluminum  The Team The QIT members were chosen on the basis of ecach member’s experience and
on turbine b"""es Bill Booker expertise and included everyone who would have a role in eliminating the problem,
::e,zricl:lst:j:it;cnency ?:::kB ggjll(e according to Technical Services Manager Jim Mathews, the team’s sponsor. Members
generators at the Phil Gorwa included team leader Len Kirschbrown; Bill Booker, instrumentation; Dave Brindle,
Belews Creek Steam  Bop Helms equipment; Chuck Cook, design technician; Bob Helms, instrumentation engineer;
Statif’" .“"t" a Garry Honeycutt Phil Gonwa, instrumentation and controls; Garry Honeycutt, systems engineer; John
::::;_:ﬂ’;r:vemem jL:(:r:' /‘l;i;st;f;l;/r:wn Plaxco, controls engineer and Ronnie Tcilbert,.chemisujy lab. |
solution to the John Plaxco “Usually, we approach a problem like this by having each person complete his
problem. Ronnie Tolbert or her task and then pass the project on to someone else. This time everyone worked
together on it,” Mathews said.

The advantage to the team approach is that it streamlined the decision-making
process, since everyone involved could make suggestions early in the process. The
team adapted a problem-solving technique used throughout the Company to identify -
and prioritize problems. As with many teams, initial progress was slow.

“As far as quality improvement went, our task was fairly straightforward. We
knew what the goal was, but we had to finalize it. We had to work through how to
get there,” Kirschbrown said. A

“About halfway through the project, I felt that we were finally beginning to
work as a team,” Kirschbrown said. “At that point, we really began to make progress.”

For example, in one two-hour session, the team completed a cost analysis of a
portion of the project. Typically, these cost analyses take up to four weeks because a

\’\/ participant works on a component of the cost estimare individually before passing it

on to the next person in the process.
Ultimately, the QIT developed an entirely new solution to the problem of

aluminum plating. It involves the computer-controlled injection of a polymer that

allows aluminum rto be collected in a filter before it can reach the turbine.
Installation of the new equipment was completed at the end of 1993. The
~ projected one-time cost of the solution is about $97,000. The new
process is expected to save the Company about

$1.5 million a year.






New burners in the

boilers at Riverbend
Steam Station will
let the plant
generate electricity
more cleanly by
reducing nitrous
oxide emissions.

)
SEEKING A COMPETITIVE ADVANTAGE THROUGH ENVIRONMENTAL QUALITY
Whether it is by generating electricity through its nuclear plants, burning low-sulfur
coal in its fossil-fueled units or recycling tons of material every year, Duke Power’s
commitment to environmental quality is evident in almost every facet of the
Company’s operations.

Duke Power believes its commitment to the environment is not only the right
thing to do, but that it can also lead to a co‘mpetitive advantage in the marketplace.
The Company’s credibility with the public and environmental agencies can contribute
to the success of its licensing and permitting efforts, allowing Duke to respond more
quickly to market and regulatory demands.

During 1993, the Company created a system for environmental benchmarking. In
that effort, Duke representatives contacted recognized corporate leaders in the field such as
Dow Chemical Co., Pacific Gas & Electric Co., Procter & Gamble, Southern California
Edison and 3M. In addition, they distributed a mail survey to about 200 other companies
and received responses from nearly half of those. The information collected in the
benchmarking effort will be compared to Duke’s procedures. The goal of the effort is
to continuously fine-tune Duke Power’s environmental policies and practices.

As a result of the 1990 amendments to the Clean Air Act, the federal
government approved a system of emissions allowances for fossil-fueled generating
plants to create a nationwide cap on total sulfur dioxide emissions. Duke Power
purchased 25,000 allowances at the first Environmental Protection Agency-sponsored
auction. The Company will use these and any other allowances purchased to comply

with the Clean Air Act, in conjunction with other options available to the Company




.
such as installing scrubbers and using coal containing even
less sulfur than the one-percent coal that Duke now uses.
THE QUEST FOR EXCELLENCE CONTINUES Duke
Power Company’s long-term effort to position itself as the
Company of Choice continued in 1993. Duke Power
remains sure of its goal and clear in its vision: To be the
supplier of choice by customers, the employer of choice by
its employees and the communities it serves, the investment
of choice by shareholders and the model of integrity and
excellence for business and industry.

As the Company strives to reach its goal, the challenge
each year has been to stay in front of the improvements
made by Duke’s competitors. To do that, teammates are
learning to challenge and improve old ways of doing work.
Examples of improvement are evident across Duke Power,
not just at Belews Creek and in Greenwood. The Fall
Protection Team created new safety procedures designed to
protect line technicians and promote 100 percent fall protection (see story on page
18). Another team from the transportation department worked to reduce unnecessary
preventive maintenance tasks on Company vehicles while increasing service and
exceeding customers expectations. As a result of their efforts, the most common
preventive maintenance procedure was reduced from 26 checks completed in 1.5
hours to 19 checks completed in 30 minutes or less.

The Projections Improvement Team improved the accuracy of financial
projections and the quality and usefulness of budget variance explanations. The New
Service Application Process Team examined how the Company provides service to new
customers, with a goal of reducing both costs and the complexity of the application
process. They achieved the goal by reducing the number of questions on an application
from 32 to seven, in part by using credit checking capabilities already in place.

Successes like these are concrete examples that Duke employees have embraced
quality principles and are using them to benefit customers, shareholders and
themselves. As teammates’ continuous improvement skills increase, the Company is
preparing for the next level of improvement in which teammates will focus on
improving the systems and processes that drive their work, while reducing cycle time
and eliminating unnecessary work.

In 1994, Duke Power moves into a year of evaluation. The year will be a time
of evaluating the progress made, determining ways to progress more quickly and
planning for the challenges those efforts present. During the year, the Company
intends to expand its use of quality improvement teams to include suppliers and
customers; to better link compensation, performance management and budgeting to
the Company’s Corporate Strategic Plan and to begin certifying vendors and suppliers
as “suppliers of excellence,” indicating that they too embrace the principles of quality.

These goals and others are part of a year in which the Company intends to take
stock of all it has accomplished to date in its journey to excellence. Much is still to be

done, but the sense of excitement within the Company is impossible to miss.

The joint efforts of
Duke Power and

Crescent Resources
to protect the
Whitewater River
corridor won a merit
award from the
South Carolina
Chapter of the Soil
and Water
Conservation
Society. This bridge
over the Whitewater
River is part of a
hiking trail
contributed by Duke
Power and Crescent.

17



ew Safety
Procedures Malke

Climbing Safer

New safety
procedures and
newly designed
safety belts are
making the job of
climbing
transmission towers
safer for Duke
Power’s line
technicians.
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The Team

Mike Atkins
Maxie Bailey
Roy Birmingham
Oren Brown
Brent Dagenhart
Tim Davis

Billy George
John Gilstrap
John Graham
Rick Henson

Al Jackson
Wayne Kerley
Tom Kincaid
Jim Lyerly

Gary Montgomery
Grady Nivens
Dee Putnam
Ronnie Rose
Ken Rowland
Bill Sain

Robert Teague

Joni Truss

Thomas Watts
George White
Danny Wilson
Danny Woods

hen a 58-foot fall from a transmission tower paralyzed a Duke Power line

technician who was wearing a safety bel, Ijee Putnam took on the task of
investigating the accident and finding a way to avoid similar incidents. The job took a
year, with Putnam — Supervisor, Distribution Methods — reviewing and rejecting a
number of alternate safety climbing devices available from manufacturers.

Putnam and others at Duke were not satisfied with the equipment available
from national manufacturers. The best way to prevent falls was through a
combination of equipment and completely rewritten safety procedures designed to
provide 100 percent fall protection.

“T agreed to work on it, but I knew it was too big a job for just one person, so
we created the Fall Protection Team,” Putnam said.

Two subteams-worked on the project. Besides Putnam, the first subteam
consisted of Maxie Bailey, Roy Birmingham, Brent Dagenhart, Billy George, Rick
Henson, Al Jackson, Wayne Kerley, Jim Lyerly, Ronnie Rose, Bill Sain, Robert
Teague, Joni Truss, Thomas Watts, George White, Danny Wilson and Danny
Woods. Most of the members were either line technicians or employees whose jobs
required them to climb from time to time.

As part of their work, team members performed a job and task analysis for work
performed on the Company’s transmission towers.

“We learned that for just those activities alone there are about 85 to 90 climbing
jobs that technicians perform,” Putnam said. A second group of field technicians
analyzed jobs performed around power substations and other power apparatus. Team
members Mike Atkins, Oren Brown, Tim Davis, John Gilstrap, John Graham, Tom
Kincaid, Gary Montgomery, Grady Nivens, Ronnie Rose and Ken Rowland pointed
out another 150 clearly defined climbing tasks.

By pinpointing all the tasks that technicians perform, the team had a better
understanding of the requirements for equipment and procedures to promote 100
percent fall protection without encumbering work aloft. They then developed new
safety equipment, working in conjunction with safety equipment manufacturers
nationally and internationally, and completely rewrote the safety procedures for using
the newly designed equipment.

The new procedures have been implemented, and training is expected to be
completed by mid-1994. Putnam said that all who've had the training are enthusiastic
about the new equipment and procedures.

The team’s work is attracting outside attention. Officials of the Occupational
Safety and Health Administration in both North Carolina and Washington, D.C,, are
interested in their work and have approached Duke Power about helping those
agencies develop fall protection guidelines and train their inspectors.

Putnam is blunt about the team’s work and its impact on the safety
of utility work. “Safety is a top priority at Duke Power,” Putnam said. “It’s

up to us to give our people the best equipment and training we can

provide.”
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GLOSSARY

Annual Total Return
to Shareholders

Base Load

Decommission

Dividend Payour Ratio

Fixed Charges Coverage

Embedded Cost of Debt

Embedded Cost of
Preferred Stock

Indicated Annual
Dividend

Peak Load

Return on Average

Common Equity

Steam Generators

-

Annualized change in value from stock price change and

dividend reinvestment. .

Amount of electric power delivered or needed art the
lowest point of demand during the day. Base load,
therefore, must be met 24 hours a day. At Duke Power,
base-load demand is met primarily by the Company’s

nuclear generating stations.

To permanently remove a generating station from service
and restore the station site to a condition that allows

unrestricted use.

The portion of earnings available for common stock
which is paid to common shareholders in dividends. The
ratio is calculated by dividing dividends per common

share by earnings per common share.

Calculated by dividing earnings before taxes and interest
expense by interest expense. This is an indicator of credit

quality commonly used by investors.

Calculated by dividing interest expense and other debt
costs by long-term debt outstanding. This cost is a

component of the total cost of capital.

Calculated by dividing the preferred stock dividends paid
and other preferred stock costs by the amount of preferred
stock outstanding. This cost is a component of the total
cost of capital.

The most recently declared quarterly dividend rate per

common share multiplied by four.

Amount of electricity required during periods of highest
demand. Peak periods fluctuate by season, generally
occurring in the morning hours in winter and in late
afternoon during the summer. At Duke Power, peak
demand is met by power generated by base load stations
plus the Company’s coal-fired units, hydroelectric stations

and combustion turbine units.

A measure of profitability calculated by dividing annual
earnings for common stock by the average of common

stock equity.

On a nuclear generator, large heat exchangers that transfer
heat from water heated by the nuclear reactor to water

used to create steam for generating electricity.
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