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About the Cover

[ early 200,000 new cus-
L Ntomers have joined the
Duke Power system over the
last five years. Many were new
to the area, drawn by a vi-
brant Sun Belt economy.
Market growth has been, and
will continue to be, key to our
success. To capitalize on that
growth, Duke Power in 1987
renewed its focus on custom-
ers with a comprehensive new
marketing program. m
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About Duke Power Company

uke Power is the nation’s seventh-
J.@ largest investor-owned electric util-

_#’ity. Headquartered in Charlotte,
N.C,, the Company serves a 20,000-square-
mile service area in North Carolina and
South Carolina with a population of 4.5
million. Duke Power supplies electricity to
more than 1.5 million residential, commer-
cial and industrial customers in that area.

The Company’s three nuclear generating
stations, eight coal-fired stations and 26 hy-
droelectric stations produced 69.9 billion
kilowatt-hours of electricity in 1987. Elec-
tric revenues totaled $3.7 billion. About 70
percent of sales were in North Carolina and
30 percent were in South Carolina.

Duke Power serves retail customers

through 100 customer service offices
throughout its service area. The Company
also makes wholesale, bulk power and con-
tractual sales. B
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PUKE POWER COMPANY

)

Financial Highlights

Percent
ncrease
1987 1986 (decrease)
Kilowatt-hour sales* ... ... ... .. 64,751,060,000 60,513,229,000 7.0
Electric revenues . . . . . o ... $3,705,784,000  $3,400,933,000 9.0
Earnings for common stock . . . . . $ 445,934,000 $ 409,067,000 9.0
Common Stock Data
Average shares outstanding . . . .- 101,250,000 101,220,000 —
Earnings per share . ... .. ... .. $4.40 $4.04 8.9
Dividends per share ......... $2.74 $2.64 3.8
Book value per share (year-end) $31.96 $30.34 5.3
Return on average common equity 14.2% 13.7% 3.6
Plant construction costs . . . ... .. $ 790,203,000 $ 690,352,000 14.5
Total electric plant, net. ... ... ... $6,917,245,000  $6,638,751,000 4.2
Peak load (kw)
Summer... ... ... ... ... . ... 12,691,000 12,471,000 1.8
Winter . ... ... ... ... ... ... 11,451,000 12,586,000 9.0)

*Excludes a portion of the energy sold to the other joint owners of the Catawba Nu-

clear Station.

Eamings per share

Dollars

1982 1983 1984 1985 1986 1987
Earnings pershare - Including extraordinary item
Indicated rate $2.80 e s0s

Dividends per share

Paced by earnings growth,
dividends have increased annually.

Return on average common equity

Percent

1982 1983 1984 1985 1986

Average Allowed Return (NC Jurisdiction)

1987

16.3% 154% 153% 15.1% 146% 13.4%

*Excluding extraordinary itemn (gain on retirement of bonds) and provision for loss.

Sales growth helped produce
an excellent return for shareholders.

Marketmg Is
Back, With

An Aggressive

New Style

uke Power moved in 1987 to be-
D come a more aggressive competi-

tor in the energy market, deter-
mined to increase its profitability for
shareholders by increasing sales while hold-
ing the line on prices. ‘

This strategy was not feasible in the past
decade when growth in peak demand
threatened to outstrip capacity. During that
time Duke discouraged on-peak use of
electricity and focused on financing and
building power plants to meet growing
demand.

Today, an aggressive style is not only fea-
sible, it is mandatory as competition in the
energy market intensifies. Duke Power has
an ambitious new strategy to gain market
share of energy sales while controlling peak
demand and to increase earnings for the
balance of the 1980s and into the 90s. A
special report about the Five-Year Market-
ing Plan begins on page 14. &
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DUKE POWER COMPANY

To Our Shareholders:

We are moving vigorously to fulfill our pledge to you

o carry out the strategy we outlined a
year ago to meet the challenges arising
from greater competition in our industry.

To that end, your Company:

B Set in motion a new marketing plan
that will shape retail electricity use, in-
creasing kilowatt-hour sales while re-
straining growth in the peak load;

Concluded a strategic contract to sell
bulk power to Carolina Power & Light
Company, a neighboring utility;

Agreed to purchase Nantahala
Power & Light Company, another neigh-
boring electric utility;

Reduced costs through debt and pre-
ferred stock refundings and new fuel con-
tracts; and

O Cut electricity rates to all customers
to reflect our income tax savings from the
1986 Tax Reform Act.

Through these and other actions we are
moving vigorously to fulfill our pledge to
you to increase earnings through greater
sales, controlled costs and growth in
diversified earnings.

Earnings Up To $4.40 Per Share
arnings per share in 1987 rose 8.9
Epercent to $4.40 from the $4.04
earned in 1986. Total earnings for
common stock were $445.9 million, up 9
percent from $409.1 million in 1986.

Return on average common equity in-
creased to 14.2 percent from 13.7 percent
in 1986.

The strength of the Carolinas’ econ-
omy in 1987 was a major factor in the
earnings increase. This strength was re-
flected in a 7.6 percent increase in indus-
trial use of electricity.

Weather, particularly summer heat,
also contributed to increased electricity
use. That, combined with continued pop-
ulation growth and a boom in housing
construction, drove residential energy
sales 6 percent higher.

Our auditors, Deloitte Haskins & Sells,
have again qualified their opinion on our
financial statements because of uncer-
tainty about recovery of certain costs re-

I n 1987 Duke Power took major steps
t

William S. Lee

lated to plant abandonments.
Rates Reduced, Appeal Continues

n January 1, 1988, we reduced

(‘ electric rates by 3 percent to

2 reflect lower federal income tax

Douglas W. Booth

rates. This was in addition to the 2.3 per-
cent reduction on January 1, 1987.
Intervenors appealed our two most re-
cent rate increases in North Carolina.
One of those has been settled, but the
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o PURE POWER COMPANY

most recent is still pending before the
North Carolina Supreme Court.

In July 1987 the Court affirmed the
North Carolina Utilities Commission’s
1985 order allowing us $157.7 million in
additional revenues. The Court has not
yet ruled on issues appealed in the Com-
mission’s 1986 order allowing usa $133.1
million increase in revenues.

Shaping the Future
ncreasing retail electric sales is an im-
I[por_tant component of our long-term
business strategy. We want to supply a
larger share of the energy needs in the
Piedmont Carolinas. So do other utilities:
natural gas suppliers, neighboring electric
companies, municipal electric systems

and rural electric cooperatives.

To successfully meet this competition
we have developed a new Five-Year Mar-
keting Plan aimed at increasing our share
of energy markets. In 1987, for the first
time in more than a decade, we began ag-
gressively promoting our product through
new services and programs. With our tra-
dition of customer service and our ability
to remain a low-cost producer, we are
confident we will beat the competition.

We remain mindful, though, of the les-
sons of the late 1960s and early 1970s,
when growth in peak energy demand
threatened to outstrip our ability to meet
it. Our new marketing plan therefore em-
phasizes off-peak sales that will not create
a need for additional power plants.

Increasing off-peak sales will enhance
shareholder value by increasing revenues
while minimizing new investment in gen-
erating plants. Off-peak sales benefit cus-
tomers by allowing us to spread fixed
costs over greater sales, holding prices
down.

For a closer look at the Five-Year Mar-
keting Plan and early results, please read
the special report beginning on page 14.

Strategic Bulk Sales Sought

n keeping with our long-term busi-
Iness strategy, we pursued increased

bulk power sales in 1987. In the first

quarter we negotiated a contract to sup-
ply Carolina Power & Light Company
(CP&L) of Raleigh, N.C., with 400,000
kilowatts of generating capacity for six
years beginning in 1992. This contract,
which requires regulatory approval, will
make efficient use of our baseload capac-
ity. We are seeking additional temporary
bulk power sales to other Southeast
utilities.

We followed the CP&L contract with
an agreement in the fourth quarter to ac-
quire Nantahala Power & Light Com-
pany (NP&L), headquartered in
Franklin, N.C. The agreement opens a
market for bulk power sales in western
North Carolina and possibly beyond.

If regulators approve the acquisition,
we expect that NP&L will become a
wholly owned subsidiary of Duke Power.
The Company will in turn supply bulk

‘power to supplement NP&L’s hydroelec-

tric generating system. To deliver that
power, Duke will build a transmission
line to the NP&L system and gain a direct
link for the first time with the Tennessee
Valley Authority, which serves more than
3.1 million customers in seven states.
That link will create the opportunity for
other bulk power sales to the west.

More Effort on Non-Ultility
Activities Ahead

' hile we made progress in our
:’ t %: }strategy to expand diversified op-
erations, total non-utility earnings
were down in 1987. We will focus on in-
creasing non-utility operating earnings in
1988. ,
Most of the earnings decline was due to
losses related to the stock market crash of
the fourth quarter and a reduced level of
investment. We have responded to in-
creased market volatility by reviewing our
investment practices and making appro-
priate changes. In the years ahead non-
utility earnings will be less affected by the
performance of the stock market as our
temporary financial investments are rede-
ployed in electric facilities.
Our plan for increasing total earnings

and dividends over the next several years
requires growth in diversified earnings. To
achieve that our operating subsidiaries
must take full advantage of their market
potential in real estate, electrical and elec-
troni¢ equipment sales and engineering
services. In 1988 we will be working hard
toward this objective.

Building on Strengths
key to the success of our competitive
Arategy is avoiding rate increases, SO
cost control is a major component
of our plan. We began 1988 in a strong
competitive position. Refinancings com-
pleted in 1987 saved more than $8.3 mil-
lion for the year. Renegotiation of several
major fuel contracts reduced costs
further. :

Our 20,000 employees are committed
to a market-driven philosophy that will
enable us to meet the competition. They
are diligently seeking ways to do our busi-
ness more efficiently. We are continually
enhancing our strategic business plan to
capitalize on our strengths, and we re-
main alert to business opportunities that
will improve customer service and in-
crease shareholder value.

We have confidence in the strength of
the economy of the Piedmont Carolinas.
We recognize the importance of eco-
nomic growth to our own growth, and we
are prepared to weather fluctuations in
the economic cycle. With your support,
we look forward to an exciting future.

(o & L

Chairman of the Board and
Chief Executive Officer

Lewwyi2y teier

Douglas W. Booth

President and
Chief Operating Officer

February 12, 1988
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Higher Sales Drive -
Higher Earnings

&

Shareholders get 12th consecutive dividend increase

ore customers used more elec-
Mtricity in Duke Power’s service

area in 1987, pushing sales and
earnings to new highs. Electric revenues
grew to $3.7 billion and Duke Power
common stock earned $4.40 a share in
1987, up 8.9 percent from $4.04 in 1986.
Total earnings for common stock were
$445.9 million, up from $409.1 million.

Many Carolinas cities enjoyed building
booms to accommodate the population
growth that continues to characterize the
Sun Belt. Residential use of electricity
rose 6 percent.

Another unusually hot summer baked
the Piedmont in 1987, prompting cus-
tomers to turn to their air conditioners
for relief. August produced a new
monthly sales record, 9.1 percent higher
than August 1986. That record followed

Capital structure (Excludes current maturities)

Billions of dollars

$6.4

g6 362

1982 1983 1984 1985 1986 1987

M Longterm debt
RN Freferred and preference stocks
Okl Common equity

Common equity as a percentage of
total capital continues (o rise.

Eamings coverage of fixed charges
SEC method

Earnings in 1987 again met the Company’s
goal of 4 times fixed charges.

hard on July 23’s peak demand of
12,691,000 kilowatts, up from the previ-
ous all-time peak of 12,687,000 kilowatts
set on January 21, 1985. A subsequent
peak demand of 12,728,000 kilowatts was
set on January 27, 1988.

The thriving North Carolina and South
Carolina economies stayed strong
throughout 1987. Industrial electricity
use rose 7.6 percent.

 Duke Power’s directors in July voted a
12th consecutive dividend increase, to 70
cents a share per quarter from 67 cents.
The increase, effective in the third quar-
ter, raised the indicated annual dividend
to $2.80 from $2.68. Over the long term,
Duke Power intends regular dividend in-
creases to maintain a payout ratio of 60 to
65 percent of earnings for common
stock.

The Company had no new common
stock issues during the year and antici-
pates no need for one in the foreseeable
future. The Company issued $325 mil-
lion worth of new bonds and preferred
stock during the year to refund older

Financial Snapshot

Duke Power Company

1987 1986

Common stock earnings (millions)
Earnings per share

Dividends per share

Return on average equity

Coverage of fixed charges (goal 4.0X)
Internal cash generation (goal 50%)

$445.9 $409.1 + 9.0%
$4.40 $4.04 + 8.9%
$2.74 $2.64 + 3.8%

14.2% 13.7% + 3.6%
4.49X 426X
67% 56%
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order’ granting $157.7 million in addi-
tional reventues. It also unanimously up-
held the Commission’s 1985 approval of
the contract terms governing sales of por-
tions of the Catawba Nuclear Station. An
appeal of a $133.1 million 1986 rate order
is still pending, however.

The Federal Energy Regulatory Com-
mission ruled in 1987 that costs associ-
ated with canceled nuclear plants must be
excluded from the supplemental power
rates charged to other co-owners of Ca-
tawba Nuclear Station. The Company is
appealing the ruling to the courts. B

Total kilowatt-hour sales

Billions of KWH
23
605"
- /
542' 544" 56»%’
514 45 P S
L
1982 1983 1984 1985 1986 1987

*Excludes a portion of the energy sold to the other joint owners of the Catawba
Nuclear Station.

The trend in electricity sales in 1987
continued upward.

Electric revenues

Bilions of dollars

1982 1983 1984 1985 1986 1987

Revenutes have grown with expansion in
’ Duke Power’s market.

Home construction took off in the mid-1980s
as a healthy economy drew thousands of newcomers to the Piedmont Carolinas.

New Customers
Boost Energy Sales

ore than 37,000 new customers

joined the Duke Power system in

1987 as thousands of new jobs

were created by robust growth and a
healthy economy in the service area.

At year-end the Company served more
than 1.5 million customers, up 2.5 per-
cent from 1986.

Over the last five years Duke Power’s
customer base has grown by nearly
200,000.

Economic development has been espe-
cially, strong in the metropolitan areas.
Cities — particularly Charlotte, Durham
and Chape! Hill, N.C. — have experi-
enced vigorous building activity that has
added thousands of new homes. This
building boom has created a marketing
opportunity for Duke Power, which the
Company is seizing by promoting a new
all-electric Maximum Value Home. B
(See a special report on the Max, page 21.)

1987 Electric revenues

1987 KiIowaﬁ-hour sales

By custorner class as a percent of total

General service
Residential
Industrial textite
Other and wholesale

Industrial non-textile

Revenues come from every economic sector.

By customer class as a percent of total

General service
Residential
Industrial textile
Other and wholesale

Industrial non-textile

Duke’s sales mix reflects the diversity
of the Carolinas’ economy.
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EAR IN REVIEW

Concrete Solutions

Generating system continues pace-setting performance

uke Power’s generating system had
one of its best years ever in 1987.
Nuclear power shouldered an in-

creasing load while the coal-fired system
continued to set records.

With the addition of Catawba Unit 2 in
late 1986, Duke now operates seven nu-
clear units which produced 64 percent of
total power generated in 1987.

Duke’s nuclear plants performed su-
perbly, operating at 71 percent of capacity.
This is well above a national average of 58
percent and above the system’s 61 percent
capacity factor in 1986. According to in-
formation compiled by the Nuclear Reg-
ulatory Commission (NRC) on the
efficiency of multi-unit nuclear plants,
McGuire, Catawba and Oconee nuclear
stations were first, second and fourth in
the nation in 1986, the latest year for
which statistics are available. McGuire
Unit 2 was the country’s most efficient
single reactor in 1986.

In 1987 Duke Power paid three fines to
the NRC totaling $125,000. These fines
were incurred despite overall safe and effi-
cient performance. Both the NRC and
the Institute of Nuclear Power Operations

1986

1987

1982 1983 1984 1985
EEWE Hydro and other
[l Coal

ST Nuclear

With the completion of a 20-year
construction program, nuclear comprises
46 percent of capacity.

*Includes 100% of
Catawba Nuclear Station.

Generating capacity Net generation
Millions of KW Billions of KWH

1986

* Excludes interchange power
with other Catawba joint

1982 1983 1984 1987

SR Hyciro and other
C___El Coal
BN Nucicart

1985
owners.
tincludes 100% of Catawba

generation.

Nuclear power produced a record 64 percent
of Duke Power's electricity in 1987.

— a self-policing industry association
that promotes excellence through train-
ing, certification and sharing of informa-
tion — have independently found Duke’s
nuclear plants to be superior.

Nevertheless, the plants occasionally
have been out of compliance with regula-
tions because tens of thousands of func-
tions must be performed within narrow
limits each month. Duke will continue to
emphasize performance improvement
and measure year-to-year progress in im-
portant quality indicators.

The large contribution of nuclear
power to Duke’s generating needs saved
$440 million in fuel expense in 1987,
compared to producing the same amount
of power at the Company’s most efficient
coal-fired plant. The cost of nuclear fuel is
about one-third that of coal.

Duke Power continues to get the most
from every fuel dollar. The Company in
1986 operated the most efficient fossil
generating system among the country’s
investor-owned utilities for the 13th
straight year, according to Electric Light
& Power (EL&P) magazine. EL&P annu-
ally surveys 100 investor-owned utilities.

More than 2,000 fossil-fuel generating
units across the country compete in the
efficiency ranking. In EL&P’s 1986 rank-
ing, Duke Power’s Belews Creek Unit 2,
Marshall Unit 3, Marshall Unit 4 and
Belews Creek Unit 1, respectively, were
the top four performers in the country.
The slightly smaller and older Marshall
Units 1 and 2 finished 10th and 1l1th,
respectively.

Had the fossil system performed only
as well as the nation’s second-ranked sys-
tem, Duke would have needed an addi-
tional $23.7 million worth of coal in
1986.

Baseload Capacity In Place
With a large, stable nuclear system and
the country’s most efficient coal system,
Duke Power has enough baseload capac-
ity to meet customer needs until early in
the 21st Century. Effective energy man-
agement programs (see box) and a Plant
Modernization Program have postponed

PAGE 8




the need for additional baseload ca-
pacity. '

The Plant Modernization Program will
extend the lives of 15 older coal units by at
least 20 years per unit at a cost of about
$200 a kilowatt, a fraction of the cost of
building new plants. About 1.4 million
kilowatts of capacity are involved.

The only new plant under construction
is the Bad Creek Hydroelectric Station, a
I million-kilowatt pumped-storage facil-
ity at the Keowee-Toxaway Project in
South Carolina. Bad Creek was 29 per-
cent complete as of December 31. The
station’s four units are scheduled for op-
eration in 1991 and 1992.

A pumped-storage station uses electric-
ity during off-peak periods at night and
on weekends to pump water from a lower

reservoir to a higher one. The water is re-
leased to drive turbines to generate clec-
tricity during periods of peak demand.
The Company announced in 1987
that it is considering building another
pumped-storage hydroelectric station at

Putting a lid on demand . ..
Amount peak demand was reduced
through energy management pro-
grams:

1987
Summer........ 279,000 kilowatts
Winter ......... 321,000 kilowatts

Since 1975
Summer ... .. 2.8 million kilowatts
Winter . ... ... 3.6 million kilowatts

the Keowee-Toxaway Project. The pro-
posed 2.1 million-kilowatt project at
Coley Creek would include six under-
ground turbines and a 352-acre upper res-
ervoir on the North Carolina-South Caro-
lina border.

Required licensing by the Federal En-
ergy Regulatory Commission could take
four or more years. If approved and com-
pleted, the station could begin producing
electricity around the turn of the cen-
tury.

The Company has not yet decided
whether to proceed with the Coley Creek
project. The station will be built only if a
need for turn-of-the-century operation is
demonstrated. It is necessary to begin the
licensing process now, however, in order
to preserve that option.

Ty

Oconee Nuclear Station, Duke Power's first and largest nuclear power plant, continues to be one of the nation's most reliable.
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YEAR IN REVIEW

¥ Service Ethic

~

Setting the standard for corporate citizenship

uke Power continued in 1987 to
D build on its tradition of good cor-

porate citizenship in the commu-
nities it serves.

During the 1986-87 winter, the Com-
pany, its customers, employees and share-
holders and local service organizations
throughout the Duke service area helped
thousands of less fortunate people stay
warm through Duke’s Share the Warmth
and Community Challenge Heating
Fund programs. These two programs
raised more than $2 million.

The Company matched $374,000 in
customer contributions through Share
the Warmth. The money was distributed
throughout the service area to help cus-
tomers pay heating bills, regardless of the
source of heat.

The Community Challenge Heating
Fund matched $1 for each $3 raised by
local service organizations. The Com-
pany contributed $325,000 to this pro-
gram, which also helped the less fortunate
pay their heating bills.

These programs were repeated in the
winter of 1987-88.

Another way Duke shows it cares about
the Piedmont Carolinas is through its
concern for the environment. The Soil
Conservation Society of America in 1987
awarded the Company one of nine na-
tional Merit Awards for exemplary serv-
ice in land and water conservation.

The corporate service ethic finds wide
expression among the- Company’s em-
ployees. Duke and its employees pledged

more than $2.6 million to the United
Way in 1987. Corporate and employee
contributions together continue to make
Duke Power a leading contributor to the
United Way in North Carolina and South
Carolina.

Duke Power employees also set exam-
ples in their communities. Over the past
three years an extraordinary 77 Duke em-
ployees have served as presidents of their
local chambers of commerce or as chair-
men of their local United Way campaigns
in the Piedmont Carolinas.

Employees Meet Goals
In 1987 Duke Power’s 20,000 employees
met seven of 10 primary Employee Incen-
tive Goals plus the bonus goal of cost re-
duction. As a result of employee efforts,
millions of dollars have been saved for the
Company and its customers.

Employees met or surpassed goals set
for customer service reliability, affir-
mative action, energy management, nu-
clear production, personal health, power
plant design, quality of nuclear opera-
tions and cost reduction.

Achieving corporate goals earns em-
ployees an additional Company contribu-
tion to the Stock Purchase-Savings Pro-
gram for Employees.

In the seven years of the goals program,
employees have met 58 of 74 goals for a
78 percent success rate.

Ten new goals plus the bonus cost re-
duction goal have been set for 1988. &

Achieving employee goals

Goals Achieved Percent
1987 11 8 73
since 1981 74 58 78

Investing in the community

............ $210,000 for 180 schools

Duke Matching Gifts Program. . ... .. 180 s¢
Company matches employee contributions to colleges and universities.

Share the Warmth . .. ... ... . ... .. .. .. .. .. .... .. Up to $400,000 match
Company matches customer contributions of up to $25 each.
Community Challenge Heating Fund . . . ............ Up to $325,000 match

Company matches $1 for each $3 raised by service organizations.
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Education is a special concern of Duke Power employees. John Velte, an environmentalist at the Company’s Lake Norman laboratorie
gives frequent talks at elementary schools on animals, the environment and nature’s jood chain.
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YEAR IN RBVYIEW

Seeking New Horizons

Duke Power expands its core business by building on its strengths.

uke Power took decisive steps in
D 1987 to take advantage of today’s

changing utility industry environ-
ment.

In one year Duke:

M Arranged to purchase another elec-
tric utility;

M Contracted to sell 400,000 kilowatts
of bulk power to a neighboring utility;

B Formed a new subsidiary to market
engineering and technical services to
other companies; and

B Expanded the scope of existing land
management and equipment subsid-
iaries.

In October Duke Power and the Alu-
minum Company of America (ALCOA)
reached an agreement for Duke to ac-
quire Nantahala Power & Light Com-
pany (NP&L), headquartered in
Franklin, N.C., for the net book value of
its common stock.

ALCOA began building a hydroelectric
system in the western North Carolina
mountains in the early part of this cen-
tury to supply power to its aluminum-
producing plants in Tennessee. In 1929
ALCOA formed NP&L, which now
serves about 43,000 mostly residential
customers in five western North Carolina
counties. NP&L’s service area is adjacent

Duke Engineering & Services, Inc.,
designs cogeneration plants for independent
power producers. This plant in Elizabethtown,
N.C,, is one of seven Duke Engineering
has designed for Cogentrix, Inc.

to the Duke Power service area.

If the acquisition is approved by the
North Carolina Utilities Commission,
The Public Service Commission of South
Carolina and the Federal Energy Regula-
tory Commission (FERC), NP&L is ex-
pected to become a wholly owned subsid-
iary of Duke Power Company. Hearings
on the acquisition are scheduled in North
Carolina in March 1988 and are expected
in the other jurisdictions during the year.

NP&L operates 11 hydroelectric sta-
tions and buys supplemental power from
the Tennessece Valley Authority (TVA).
After the acquisition and with regulatory
approval, Duke will build a transmission
line that will link the Duke and NP&L
systems. This line will assure NP&L cus-
tomers a reliable source of power and pro-
vide NP&L with supplemental power at
rates lower than TVA’s.

The supplemental power sales will be
mostly off-peak, as the greatest power
needs in NP&L’s mountainous region are
in the winter. The Duke Power system is
typically summer-peaking.

The acquisition, with the new trans-
mission line Duke will build, will provide
a direct transmission link to TVA for the
first time, offering a potential for addi-
tional temporary bulk power transactions
in the future.

In March the Company completed a
bulk power agreement with Carolina
Power & Light Company (CP&L) of Ra-
leigh, N.C. Duke will sell CP&L 400,000
kilowatts of generating capacity for six
years beginning in 1992. If FERC ap-
proves the agreement, CP&L eventually
could purchase up to 2 billion kilowatt-
hours of energy a year.

The transaction will increase Duke’s
revenues, offsetting costs and enhancing
the Company’s position as a low-cost en-
ergy producer in the 1990s.

Non-Utility Earnings
Affected By Stock Market
Duke Power’s operating subsidiaries and
diversified businesses continued to de-
velop according to the Company’s plan in

1987 despite losses incurred in the finan-
cial markets.

Non-utility operating earnings were
contributed by Duke Engineering & Ser-
vices, Inc., Crescent Land & Timber
Corp., Mill-Power Supply Company and
Duke Power’s Merchandising Opera-
tions. Investment results came through
financial investments held directly by
Duke Power Company as well as its sub-
sidiaries, including Church Street Capital
Corp.

Non-utility operating earnings totaled
$10.4 million in 1987, up 10.6 percent
from $9.4 million in 1986. Investment
earnings, affected by the October stock
market crash and a smaller portfolio of
investments, declined to $9 million in
1987 from $35.3 million in 1986.

The sum of these operating and invest-
ment earnings was 4 percent of earnings
for common stock in 1987, down from 11
percent in 1986.

The Company formed a new subsidi-
ary, Duke Engineering & Services, Inc.,
on January 1, 1987, to market engineer-
ing and other technical services to other
companies.

Duke Engineering continued the serv-
ice business begun in 1982 by Duke’s
Management and Technical Services or-
ganization. During the year, Duke Engi-
neering worked on the design of 595,000
kilowatts of generating capacity for six cli-
ents building generating units. Overall,
Duke Engineering provided engineering
and technical services on 73 projects for
40 clients in 1987.

Crescent Land & Timber Corp., Duke
Power’s land management subsidiary, re-
corded lower earnings in 1987, primarily
because of the fourth quarter stock mar-
ket crash. Earnings from real estate and
timber operations remained healthy in
1987 as Crescent continued its planned
expansion, but were offset by financial in-
vestment losses.

Crescent’s expansion efforts include
part ownership of a Holiday Inn north of
Charlotte. The hotel surpassed occu-
pancy projections after opening in 1987.
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The Holiday Inn is part of Crescent’s
planned growth in residential and com-
mercial projects, including shopping cen-
ters and business and industrial parks.
Crescent also entered the ornamental tree
business in 1987,

Crescent manages 270,000 acres of
non-utility property, supplying timber for
the furniture, home-building and paper
industries. In 1987 it harvested 31.8 mil-
lion board feet of timber and 51,688 cords
of pulpwood.

Mill-Power Supply Company ex-
panded the operations of its Sales Divi-
sion in 1987 by acquiring a family-owned
electrical supply company in Charleston,
S.C. The acquisition will provide new
markets for its wholesale electrical distri-
bution business. Mill-Power also ex-
panded to the north, opening a sales office
in Richmond, Va., for its Mill-Power
Technologies Department. Mill-Power
Technologies was established in 1984 to
market energy management equipment,
programmable controllers and com-
puters.

International Business Machines
Corp’s manufacturing systems products
division named Mill-Power Technologies
its National IBM Industrial Computer
Distributor of the Year in 1987 for “a high
level of industrial computer product
knowledge and customer service.”

Mill-Power’s Purchasing Division is
purchasing agent for Duke Power and its
subsidiaries. The division bought more
than $1.1 billion in equipment, fuel, sup-
plies and services for Duke Power in 1987.

Duke Power’s Merchandising Opera-
tions sells electrical appliances to retail
customers at Duke Power offices through-
out the service area. The division in-
creased its sales efforts in 1987 and began
aggressive promotions in 1988 that are ex-
pected to accelerate its earnings growth.
(See story on appliance sales, page 18.)

Church Street Capital Corp. was
formed in 1985 to manage a portfolio of
intermediate-term investments. Church
Street’s cash available for investment was
reduced in 1987 as funds were redeployed
for utility plant.

The proposed acquisition of Nantahala Power & Light Company will add a new service area and the potential for future bulk power sales.
Duke will provide electricity to supplement power supplied by NP&L's 11 hydroelectric stations.

Church Street’s earnings fell below
their 1986 level because of stock market
losses and a lower level of investments. W

1987 Non-utility income
From investments and diversified operations (milions of dollars)
35.3

104 .

1986

Operating Income
Investment Income

Investment earnings declined because
of the October market crash and
a lower level of investments.
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or the first time since the early
19705, Duke Power set out to aggres-
L\ sively market its product in 1987.
After focusing for a decade and a half on
discouraging growth in energy demand,
Duke launched new programs for all cus-
tomer groups to accelerate sales of off-
peak electricity and boost earnings over
the coming years.

The strategy: Make maximum use of
existing production capacity while mini-
mizing the need to add new capacity. To
accomplish this, Duke will concentrate
on filling the “valleys” of energy demand,
selling additional power during the off-
peak periods at night, on weekends and
throughout the winter.

Duke’s goals, set out in its Five-Year
Marketing Plan, are ambitious but attain-
able. The Company plans to:

Expand its share of the residential
space-heating market from 41 percent to
50 percent;

B Maintain 86 percent of the home
water-heating market;

Increase new Safe Light accounts for
all-night residential outdoor lighting from
9,000 to 30,000 a year; )

a claim to new
markets

O Increase the number of commercial
heating customers by 5 percent a year and
expand penetration in the commercial
cooking market;

Add 7 million kilowatt-hours a year

in sales from outdoor commercial and

street lights; and

Add 20 million kilowatt-hours a year
in sales through a new industrial program
called HERO, or Heat Recovery
Opportunities.

Duke has also rededicated itself to re-
cruiting new and diversified industrial
customers to its service area and is re-
searching and promoting new electric
technologies.

The new marketing plan is tailored for
the energy market of the late 1980s and
1990s just as earlier plans were tailored to
meet the market conditions of their time.
During the 1970s and early 1980s Duke
Power responded to market conditions by
promoting conservation and load man-
agement to reduce the need for additional
generating plants. That program success-
fully curtailed growth in peak demand by
an estimated 3.6 million kilowatts over
the past 12 years, allowing the Company
time to finance and build the plants nec-
essary to serve a growing customer base.

Today’s market conditions dictate a
new strategy. Duke now has sufficient ca-
pacity to accommodate profitable sales
growth as well as to supply existing needs.
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New homes mean new customers. Duke Power is there with a renewed emphasis on providing services our customers need and wan.
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Other energy companies also have plenti-
ful supplies. These competitors — gas
companies, municipal electric systems,
rural electric cooperatives and private
power generators — are vying for
customers.

The Piedmont Carolinas energy mar-
ketplace of the 1980s and 90s is a prize
well worth the battle: a bustling Sun Belt
economy flush with affluent, discriminat-
Ing consumers.

The residential market is growing as the
area enjoys a surge in housing construc-
tion that reflects both population in-
creases and the maturing of the Baby
Boom generation. Research shows that
the average home buyer in Duke’s service
area is now 39 years old and increasingly
from a two-paycheck family. These cus-
tomers are trading up to larger, more
modern homes.

For example, in Charlotte and Meck-
lenburg County — one of the fastest-
growing areas in the Duke service area —
more than 40,000 new housing units have

Milliken Research Corporation, a leading textile company headquartered in Spartanburg, S.C,
uses creative outdoor lighting (o add drama to its facilities.

been started in the last five years. In Dur-
ham and Chapel Hill in the Research Tri-
angle area, nearly 16,000 have been
started.

Duke’s service area is also enjoying
business growth as more high-technology
and service companies move to the Pied-
mont Carolinas. In 1986, the latest year
for which complete figures are available,
companies announced $2.2 billion of in-
vestment in new and expanded business
in Duke’s service area. This investment is
projected to create more than 18,000 new
jobs.

To capitalize on this growth the Com-
pany created a department to research
and design programs for all segments of
its market. The Marketing Program De-
velopment Department draws on tech-
niques and strategies used by consumer
product companies to define consumer
wants and needs. Using this information,
Duke pursued more than 30 new market-
ing strategies in 1987 and plans to add
more in 1988.

Warming Up Residential Sales
In the residential sector Duke’s most im-
portant sales goal is to capture 50 percent
of the home heating market by 1991, up
from today’s 41 percent. Virtually every
home being built in the Piedmont is air
conditioned, and Duke Power generating
plants will be called on to keep those air
conditioners running on the hottest sum-
mer afternoon. To gain the most benefit
for both shareholders and customers, the
Company needs to make maximum use
of those generating plants in the winter as
well, heating the homes they cool in the
summer.

The proportion of homes heated by
electricity has increased steadily since the
1950s. To continue that trend even in the
face of aggressive competition from natu-
ral gas and oil suppliers, Duke introduced
a new all-electric home in mid-1987. The
Maximum Value Home — or, simply, the
Max — combines advanced energy-
saving features with a high-efficiency heat
pump and electric water heating. (See
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story on the Max, page 21.)

The Mag'is the first all-electric home to
be promoted to builders and home buyers
in Duke’s service area since 1972. That
year the successful Gold Medallion
Home program was discontinued in favor
of the Energy Efficient Structure, which
addressed the conservation needs of the
1970s.

New construction is just one segment
of the home heating market. Another key
element of the Five-Year Marketing Plan
is to pursue the retrofit market.

Through an extensive multimedia ad
campaign, the Company is promoting the
heat pump as “The Comfort Machine.”
The Comfort Machine is a high-efficiency
heat pump that uses less electricity to pro-
vide a higher level of comfort than the
heat pumps of a decade ago.

Duke initiated a low-interest Comfort
Machine financing program in 1987 to
encourage customers to install heat
pumps. Customers can borrow money di-
rectly from Duke Power with no down
payment and repay the loan over five
years with a small monthly payment
added to their electric bills.

Overall, heat pump sales in the Duke
Power service area were up 14 percent in
1987 from their 1986 level.

Since most customer decisions on heat-
ing systems are influenced by equipment
suppliers, Duke Power has built a network
of “Authorized Comfort Machine Deal-
ers.” Participating dealers agree to meet
Duke’s installation and efhiciency stan-
dards and have the opportunity to use the
Company’s financing program as a sales
tool.

Another goal in the residential energy
market is to maintain Duke’s strong 86
percent share of water heaters. As an in-

centive, the Company has developed an

innovative program called Half-Price
Water Heating. It offers electricity for
heating water at half the standard rate to
customers who agree to use their water
heaters only during off-peak hours and on
weekends. More than 23,000 customers
are participating in this program, and
Duke is researching additional incentive
programs to boost electric water-heating
sales.

Lighting Up The Night
Duke’s 12.7 percent market penetration
for all-night outdoor residential lighting is
(continued on page 19)

Bowater Finds Its HERO

Recycling steam saves fuel

paper than to make a ton of steel.

So when one of the country’s biggest
paper mills installed a new process in its
South Carolina plant to improve paper
quality, officials looked hard for ways to
cut energy costs.

Using an industrial heat pump in con-
junction with other recovery techniques,
Bowater Carolina Company in Catawba,
S.C., expects to cut its fuel bill for drying
finished paper in half.

In 1988 Bowater will install this equip-
ment as part of a Duke Power program
called HERO — Heat Recovery Oppor-
tunities. Bowater had considered similar
equipment in 1986 when it first installed
its new “thermomechanical pulp” (TMP)
mill. The TMP mill produces copious
amounts of steam while grinding wood to
pulp, and Bowater had expected to put
that steam to work drying paper.

Bowater installed a heat recovery sys-
tem to capture the steam’s energy, but

I[ t takes.more energy to make a ton of

found it had to reduce the steam’s pres-
sure for pulp quality reasons. On Duke’s
recommendation, Bowater officials stud-
ied HERO technology at other industrial
locations and found the savings compel-
ling. Now Bowater plans to run the steam
through a compressor, concentrate its
heat and produce high-pressure steam
with two large heat pumps.

The heat pumps will use electricity al-
most continuously through off-peak peri-
ods at night and on weekends as well as
during weekdays. But Bowater will use
less fuel than previously to produce steam
for drying.

Duke Power’s industrial marketing
representatives are showing HERO to
other large customers. The technology is
especially valuable to textile, food pro-
cessing, chemical and pulp and paper
manufacturers who can recover large
amounts of energy from steam or hot
water. B

Bowater Carolina Company, Duke Power’s largest one-location customer, has ordered two
large industrial heat pumps to recover energy from steam produced in making paper.
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From Electric Irons To Microwaves

Appliance sales come of age with record earnings in 1987

n the 1930s Duke Power appliance

salesmen peddled electric irons from

the backs of trucks to build enough
load to justify residential electric lines.

Today, 50 years later, customers can
still buy electric irons from Duke Power
— as well as dozens of other appliances,
from trash compactors to microwave
ovens.

In early 1988 Duke began advertising
appliances for the first time in more than
15 years. In 1987 Merchandising Opera-
tions renewed special sales incentives for

commissioned salesmen, with recogni-
tion and awards for top sales producers.

Duke Power’s competitive edge is qual-
ity equipment and solid service. The
Company quickly evaluates customers
for credit. And its factory-trained service
technicians resolve 92 percent of all serv-
ice calls in just one visit.

In 1988 Duke plans to sell more than
45,000 major appliances. Merchandising
not only increases energy sales, but also
meets customer demand for value in ap-

pliances and service. And it earns profits
directly for Duke Power’s bottom line.

The Company’s goals call for Mer-
chandising to earn a cumulative $28 mil-
lion in pre-tax profits between 1987 and
1991. In 1987, Merchandising Operations
had record earnings of $6 million before
taxes.

Growth in the division’s unregulated
earnings is part of the Company’s goal of
increasing total earnings and
dividends. B

AL

Duke Power’s appliance sales hit new highs in 1987, and the Company set e

RN ifti\

ven higher goals for 1988.
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already one of the highest in the nation.
The Five-Year Marketing Plan aims to in-
crease that penetration still more through
a Safe Light sales campaign promoting se-
curity and outdoor evening recreation.

More than 200,000 Duke Power cus-
tomers already have Safe Lights. The
Marketing Plan’s goal is to increase new
accounts from the recent rate of 9,000 ad-
ditions annually to 30,000 annually. In
1987 Duke Power added 28,233 new Safe
Light customers.

Taking Care Of Business
Over the past five years Duke has seen its

Boddie-Noell Enterprises, a major operator of Hardee's restaurants, knows the advantages of an all-electric kitchen.
lts restaurants in Duke's service area cook french fries, hamburgers and other food electrically.

base of commercial customers grow from
168,897 to 202,482. These business cus-
tomers, including office buildings, banks,
fast-food chains and quick-stop grocery
stores, purchased 13 billion kilowatt-
hours of energy in 1987. The Five-Year
Marketing Plan calls for even more sales
to the growing service economy.

In the commercial sector, Duke Power
intends to add nearly 6,000 new heating
customers by 1991, promote the use of
all-night lighting and pursue the commer-
cial cooking market.

One of the most efficient ways to reach
the commercial heating market is

through architects, engineers and equip-
ment suppliers. Duke Power plans semi-
nars for architects and engineers in 1988
to discuss energy options for the years
ahead — including thermal storage tech-
nologies and time-of-day pricing,

The Company will launch a newsletter
for architects, engineers, developers and
general contractors in early 1988. It will
feature heating cost comparisons, new
buildings with electric heat pumps and
advances in technology.

Duke Power is also working with the
heat-pump dealer network established for
(continued on page 22)
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IT'10 THEMAX

New all-electric home is tops in efficiency and value

eonard and Jill Taylor built their
dream house in 1987 and became one
of the first families to own Duke
Power’s new all-electric Maximum Value
Home.

Like other Max buyers, the Taylors
have found that the Max offers the best in
energy efficiency and energy manage-
ment technology. And the Max has the
convenience of a high-efficiency heat
pump for both heating and cooling.

Because Max homes are built to the
highest energy-efficiency standards, they
use less energy for heating and cooling. In
addition, their owners are rewarded with
a 2 percent discount on their electric rate.

“We’ve been very pleased all around,”
said Jill.

The Taylors built their new home be-
cause they needed more room. Their two
children, Ashley, 6, and Hollis, 4, and the
forestry consulting business Leonard op-
erated at home were competing for space.

Building the home according to Max
standards appealed to them because they
felt it would add value to the home as well
as ensure additional comfort. “I definitely
thought it would help if we ever sell the
home,” said Leonard.

When Duke decided to promote a new
all-electric home in 1987, it wanted to
combine the best features of previous resi-
dential marketing programs and to ap-
peal to today’s market. o

Like the Gold Medallion Home pro-
gram that helped produce more than
160,000 all-electric homes in the Duke
service area between 1958 and 1972, the
Max is designed to maintain Duke’s lead-
ership in the home energy market. The
Company projects that 80,000 Max
homes will be built in its service area by
1991.

Like the Energy Efficient Structure
(EES) program introduced in 1977, the
Max helps Duke Power manage its load.
More than 138,000 homes were built to
EES standards through 1987. The Max
must meet many of the EES efficiency
standards as well as others, including a

“high-efficiency heat pump, or Comfort
Machine. Duct work for heating and
cooling must deliver air to the outside
wall of all rooms to provide maximum
comfort on the hottest summer after-
noons or coldest winter mornings.

The Max is pre-wired for all residential
load control options, allowing customers
to take advantage of every opportunity
for energy savings.

Because Duke Power certifies each
Max, the buyer knows the home will re-

tain that value on resale.

Builders in the Carolinas were quick to
recognize the Max’s appeal to home buy-
ers. One North Carolina builder an-
nounced plans in 1987 for 200 Max
homes in a subdivision in Thomasville,
N.C. A nationally known builder soon
followed with a commitment to build all
its homes in Charlotte to Max standards.
Though the program was only introduced
on June 1, 1987, by year’s end 200 build-
ers had begun construction on 1,600 Max
homes in Duke’s service area. B

Good track record

The success of the Max Home program can

be predicted from the enviable track records

., .

compiled by its forerunners — the Gold Medallion Home and Energy Efficient Structure.
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Not Just Any Home Can Be A Max

Duke Power’s specifications for the Maximum Value Home

Feature Description
High-efficiency heat pump Seasonal Energy Efficiency Rating
(SEER) of 9 or higher

Electric water heater

Pre-wiring for load control

Allows the option of additional savings;
helps Duke Power manage its load

R-30 insulation in ceilings,

Minimizes heat

R-16 in walls, R-19 under floors loss/gain
Glass is limited to 15 percent Minimizes heat
of floor area loss/gain

Outdoor thermostat for heat pump

Limits operation of auxiliary heat
to only coldest periods -

Perimeter distribution duct work
with R- 6.5 insulation

Delivers warm/cool air to outside wall
of all rooms for greater comfort
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the residential Comfort Machine pro-
gram to encourage referrals for commer-
cial structures.

Electric cooking offers a tremendous
potential for increased sales as restaurants
proliferate with changing lifestyles and
population growth. One major restaurant
operator in Duke’s service area already
favors the all-electric concept. Boddie-
Noell Enterprises of Rocky Mount, N.C,,
the largest privately owned franchisee of
the Hardee’s Food System, uses all-
electric cooking in most of its Hardee’s
restaurants served by Duke. The Compa-
ny’s commercial sales representatives are
working to convert other restaurants.

Finally, Duke is promoting creative
outdoor lighting to architects and engi-
neers through advertising and customer
‘contacts. In 1987, 5.3 million kilowatt-
hours were added to sales through out-
door lighting installations.

Recruiting New Industry
More than one-third of the electricity
Duke produces goes to power the Pied-
mont Carolinas’ growing industrial econ-
omy. The Company introduced programs
in 1987 that promise to enhance off-peak
sales to industrial customers for years to
come.

Duke Power has renewed its efforts to
attract desirable new industry to the serv-
ice area as part of the Five-Year Market-
ing Plan. Working with North Carolina
and South Carolina economic develop-
ment agencies, Company representatives
make contacts on a national level with a
persuasive sales message: Duke Power
offers superior electric service and stable
electric rates because it has successfully
financed and completed an entire genera-
tion of baseload power plants.

These efforts paid off in 1987 as several
major corporations announced plans to
locate facilities in Duke’s service area. For
example, White Consolidated Industries,
Inc., said it would build a plant to employ
1,000 people making refrigerators in An-
derson, S.C. Guardian Industries, Inc,
announced a 300-job glass factory in
Chester County, S.C., and W.W. Grainger
Company announced a 300-job regional
distribution center for the East Coast in
Greenville County, S.C.

Home Savings of America announced
a residential mortgage service center in
Charlotte that will ultimately employ
1,000 people, and Dart Container Corpo-

ration announced a 200-employee plastic
cup factory in Randleman, N.C.
Mitsubishi Semiconductor of America,
Inc., meanwhile announced a major ex-
pansion of its semiconductor wafer plant
near Durham, N.C. ,

Duke Power is also working with exist-
ing industrial customers to help them cut
their total energy bills by converting some
processes to electricity. The Company’s
industrial representatives are investigat-
ing with customers new applications of
electrical technology for drying and heat-
ing, including microwaves, radio frequen-
cies, infrared light and heat pumps.

The Carolinas’ textile and furniture in-
dustries present a large potential market
for new electrical applications. Alba-
Waldensian, Inc., of Valdese, N.C., for ex-
ample, is using a radio-frequency dryer,
which works much like a microwave
oven, to dry textile products after they are
dyed.

“This is a better drying program,” said
Ron W. Scott, Alba-Waldensian vice pres-
ident. Alba-Waldensian has reduced the
time it takes to dye a product, dry it and
ship it from three days to overnight.

Like many apparel companies, Alba-
Waldensian had previously dried its prod-
ucts in a “hot room” heated by steam,
which had required 24 to 36 hours. Now,
most products are dried by radio waves in
15 to 30 minutes.

The many furniture manufacturers
and lumber companies in Duke’s service
area can benefit tremendously by using
heat pumps to dry wood. Cronland Lum-
ber Company near Lincolnton, N.C.,, for
instance, has found that using kilns
heated with heat pumps to dry green lum-
ber results in better quality control than
using steam heat.

“This is the way to go,” said Cronland
President Aaron Cronland. “Most old
kilns are boiler-fired, and they produce a
much higher heat. That stresses the wood
and starts hurting the product.” Cronland
has found it can dry lumber extremely
efficiently with electricity because less
lumber is wasted.

The industrial heat pump is another
promising technology. HERO, or Heat
Recovery Opportunities, is a Duke Power
program that promotes the use of indus-
trial heat pumps to recycle energy nor-
mally lost in hot water or steam. (See
story on HERO, page 17.)

Industrial heat pump technology is es-
pecially suited for the textile; food pro-
cessing, chemical, and pulp and paper in-
dustries. The Company expects to add 20
million kilowatt-hours of sales a year
through its HERO program alone by
1991.

Making The Future Brighter
Duke Power’s Five-Year Marketing Plan
is a comprehensive strategy that ap-
proaches the market on all fronts: resi-
dential, commercial and industrial. But
its goal goes beyond increasing market
share. It seeks to help customers find cre-
ative new ways of using electricity to im-
prove their businesses and live more
comfortably.

Duke Power sees a chance to shape and
direct the growth of its markets in the
1990s, to improve its competitive vigor
for the challenges ahead and to better
serve customers and investors alike. ll

Duke’s goals, set out in its
Five-Year Marketing
Plan, are ambitious, but
attainable.
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{f ‘ Statements of Income
Dollars in Thousands Year ended December 31, 1987 1986 1985
) Electricrevenues (Notes L and 2) . ........ .. ... .. . . . . . . . . .. .. ... $3,705,784 $3,400,933 $2.898.911
Electric expenses
/ Operation , ‘
. Fuel used in electric generation (Note 1) ............. ... .. . . ... .. .. .. 624,814 726,151 719,254
) Net interchange and purchased power (Note 3). .. ........ ... . .. . . ... . .. 581,175 378,377 107,145
Wages, benefitsand materials . .. ... ... ... .. ... .. . ... ... ... 485,192 488,631 435,701
Maintenance of plant facilities . . .. ............ .. ... . . .. ... . ... .. 375,085 291,164 260,361
Depreciation and amortization (Notes Land 11) ........ ... .. .. .. .. . .. 411,182 327,844 319,295
Generaltaxes (Note 1) .. ... ... ... .. . ... . . ... . 173,897 166,385 141,343
Income taxes(Notes 1and 4) ... ... . ... ... . ... ... . . ... . . ... ... . . 396,482 437,605 387,777
Total electricexpenses. . . ... . ... ... ... 3.047.827 2816,157 2.370.876
Electric operatingincome ... .. ... ... ... ... ... ... ... .. 657,957 584,776 528,035
Other income (Notes 1, 4 and 5) :
Allowance for equity funds used during construction . .. ... . ... .. ... ... . ... 36,742 52,444 62,741
Earnings of subsidiaries, net . . . . . e 1,183 11,181 11,156
Other,net ... ... .. ... ... .. .. ... . . .. PR 12,947 35,203 68,966
Income taxes — other,net ... .. ... ... ... .. .. . . ... e (525) (3,111) (19,405)
Income taxes —credit ... ... ... .. ... ... .. ... . 22,555 32,163 40,363
Total otherincome .. ... .. .. . .. .. B 72,902 127.880 163,821
Income before interest deductions .. ............ ... ... .. .. 730,859 712,656 691,856
Interest deductions
Intereston long-termdebt .. .. ...... ... ... . . . . ... . .. ... . 237,367 252,503 267,345
Otherinterest ............ .. .. ... .. ... . ... ... . ... ... 3,853 5,764 3,926
Allowance for borrowed funds used during construction (credit) (Note 1) .. ... .. (10,559) (13,445) (17,008)
Total interest deductions. . .. ... ............ .. .. ... . ... . ... 230,661 244,822 254,263
Netincome ........ ... . . . . 500,198 467,834 437,593
Dividends on preferred and preference stocks . .. ...... ... ... ... ... .. 54,264 58,767 60,912
* Earnings for commonstock. . ..... . ... .. .. .. . $ 445934 $ 409067 $ 376.681
; Common stock data :
Average shares outstanding (thousands). . ........ ... . ... .. .. . 101,250 101,220 101,178
Earningspershare. ... ... ... ... . . . .. P $4.40 $4.04 $3.72
Dividendspershare ....... .. ... ... .. .. .. . . . ... ... $2.74 $2.64 $2.54
)
See Notes to Financial .Sfalemenls‘ PAGE 23
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D U K E POWER COMPANY

Statements of Changes in Financial Position

Dollars in Thousands Year ended December 31, 1987 1986 1985
Sources of Funds
Operations
NEtiNCOME . o o oo e $ 500,198 $ 467,834 $§ 437,593
Non-fund items (
Depreciation and amortization (Notes Land 11) . .................... 614,835 502,151 484,527 |
Deferred income taxes and investment tax credit, y
net of amortization Note 4) . ....... ... ... .. .. e 82,623 161,596 141,105
Allowance for equity funds used during construction ................. (36,742) (52,444) (62,741)
Purchased capacity levelization (Note 3) .. ...................... .. (134,452) (77,258) (22,440)
Other, NE . .. . e 8,136 (72,657) (67,219)
Total funds from operations .. ............. . . 1,034,598 929,222 910,825
Funds from financing and sale of assets
Issuance of first and refunding mortgagebonds. . ...................... 245,866 394,006 172,404
Issuance of preferred StOCK ... ... ... 49,563 98,612 —
Nuclear fuel trustS . . . . oo oo 77,388 57,597 57,638
Issuance of pollution-control bonds . ... ... 38,734 7,251 34,114
Sale OF ASSELS . . . o o v oo e 23,496 — —
Total funds from financing and sale of assets . .. ................. .. 435,047 557,466 264,156
Change in short-term position and other marketable securities .. ........... 65,162 149,866 294,222
Total sources of funds . . . .. .o ot $1,534.807 $1.636,554  $1,469,203
Applications of Funds '
Construction expenditures .. . .. ... $ 753461 $ 637,908 $ 594,431
Long-term debt, capital stocks retired or reacquired ... .. ... 441,970 672,239 247,192
Dividendspaid. . ... ... 331,691 325,991 317,907
Change in working capital® .. .. ... ... 40,367 49,356 308,500
Other applications, et . . ....... ... ... .. (32,682) (48,940) 1,173
Total applicationsof funds. . .. ... $1,534,807 $1,636,554 $ 1,469,203

Change in Working Capital

Increase/(Decrease) in current assets

Cash $ 17,895 § 871 $ (3,011)

RECEIVADIES . - o o o e 8,196 81,257 (18,011)

Materials and SUPPIES . . . . . oo 15,837 (43,366) 53,735

PrEPAYIMENES . . ..ottt (1,323) 371 6,633 ]
Decrease/(Increase) in current liabilities

Accounts payable . ... (54,972) 16,086 (6,016)

Nuclear fuel disposal costs payable .. .. ... — — 122,003

Taxes acCTUEA . . oo et 54,692 (51,359) 161,141

Interest accrued and other liabilities . . ... .. ... ... ..o 42 45,496 (7,974)
Change in working capital® . ... ... $ 40367 § 49,356 § 308,500

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

PAGE 24 See Notes to Financial Statements.

o )




D U K E P O W E R C OMUPANY
Balance Sheets
|
Dollars in Thousands December 31, 1987 1986
Assets
Electric plant (at original cost — Notes 1, 3, 10 and 14)
Electric plant in service .. ... .. ... e $10,072,552  $9,445,032
Less accumulated depreciation and amortization. . . ... ... .. ... ... 3,859,917  3,407.345
Electric plant in service, net .. ...... . ... . .. LS 6,212,635 6,037,687
Construction work in progress . . ........... ... .. 704,610 601,064
Totalelectricplant, net . . ... ... ... .. .. . ... .. 6,917,245 6,638,751
Other property and investments :
Other property — at cost (less accumulated depreciation: 1987 — $8,832; 1986 - $8,248) . . . .. 36,052 40,100
Investments in and advances to subsidiaries(Note 1) . . ... ... ... ... . . ... ... P 93,633 85,153
Other investments, primarily marketable securities — at cost or less (Note Do 161,454 289,721
Total other property and investments ... ... ............ .. . . . .. ... .. ... . 291,139 414,974
Current assets
Cash (Note 6) . ........ ... .. . 21,509 3614
Short-term investments . ... ... .. ... ... .. - 184,779 113,129
Receivables (less allowance for losses: 1987 - $3,710; 1986 - $3,867) .. ... .. . ... .. .. .. 334,111 325915
Materials and supplies — at average cost
Coal . ... 86,923 84,137
Other ... ... 161,901 148,850
Prepayments. . ... ... ... . 13,754 I 5,017
Total currentassets . ............. ... ... ... ... 802,977 690,722
Deferred debits
Canceled construction projects (Notes 11and 14) ... . . . .. .. .. . .. . . 251,085 296,016
Purchased capacity costs (Note 3) ... . ........ .. ... ... . .. ... .. ... . 153,793 101,160
Debt expense, primarily refinancing costs, being amortized over terms of related debt (Note 1) 78,978 62,106
Other. ... . . T 16,577 23,000
Total deferred debits . . ... ... ... . . . ... ... .. R 500,433 482,282
Totalassets . ... .. .. ...... ... .. . . . P e $ 8,511,794 $8,226.729
Capitalization and Liabilities
Capitalization (See Statements of Capitalization) . .. ......... .. . . . . . ... $ 6,651,528 $6,514,700
Current liabilities :
Accountspayable ... ... o000 198,011 143,039
Taxesaccrued (Note 1).......... .. . . . ... ... . . . .. ... 49,590 104,282
Interestaccrued............A.A.‘..4.‘....,.‘...‘.......A...”..‘..‘.." ......... 67,075 68,542
Other. ... ... 51,143 49,718
Total ... .. 365,819 365,581
Current maturities of long-term debt and preferred stocks. .......... . . . ... ... . 59,579 38911
Total current liabilities .. ............ ... ... . .. .. . .. ... ... 425,398 404,492
Accumulated deferred income taxes (Notes 1 and 4 1,028,427 913,426
Deferred credits and other liabilities
Investment tax credit (Notes l and4) ... ... ... ... . ... . . . .. .. 335,647 341,124
Other...... ... 70,794 52,987
Total deferred credits and other liabilities .. .. .......... .. . .. . ... 406,441 394,111
Commitments and contingencies (Note 1)
Total capitalization and liabilities ......... . . ... ... . $ 8,511,794 $8.226.729
See Notes to Financial Statements. PAGE 25
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D U K E P O W E R C OMPANY
" Statements of Capitalization and Retained Earnings
Dollars in Thousands December 31, 1987 1986
Capitalization
Common stock equity (Note 7)
Common stock, no par, 150,000,000 shares authorized; 101,258,731 shares outstanding
for 1987 and 101,235,772 shares outstanding for 1986 . .. ... $1,862,177 $1,861,628
Retained GAMMINGS . . .. . .o oot e e 1,374,093 1,210,229
Total common Stock €qUILY . . ... ... ..o I 3,236,270 3,071,857
Preferred and preference stocks without sinking fund requirements (Note &) . o 428,001 468,550
Preferred stocks with sinking fund requirements (Note 9) . ... ............................. 263,875 221,991
Long-term debt (Note 10)
First and refunding mortgage bonds . ... ... ... 2,630,506 2,635,790
Capitalized I6aSES . . . .. ..o 79,908 83,890
NUCIEAr FUEl ITUSES .« .« o o o oottt et e 86,000 85,000
Unamortized debt discount and premium, net(Note 1) ...t (21,478) (20,112)
Current maturities of long-termdebt . . ... ... ... . (51,554) (32,266)
Total long-term debt . . .. ... ... o 2,723,382 2,752,302
Total capitaliZation . . . ... ... ... $6,651,528 $6,514,700
Dollars in Thousands Year ended December 31, 1987 1986 1985
Retained Earnings
Balance — Beginningofyear .. ........ . ... $1,210,229 $1,071,814 § 952,360
Add — Netincome .. ............. PP 500,198 467,834 437,593
TOtal . o o 1,710,427 1,539,648 1,389,953
Deduct
Dividends
COMMON SLOCK - - - o oo 277,427 267,224 256,995 .
Preferred and preference stocks. . ... ... 54,264 58,767 60,912
Capital stock transactions, NEL . . .............ooovv ' 4,643 3,428 232
Total dedUCtiONS . . . . .« oo oo 336,334 329,419 318,139
Balance — End of year ... .. .. e P $1,374,093 $1,210.229 $1,071,814

PAGE 26 See Notes to Financial Statements.
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Notes To Financial Statements

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 indi-
rect construction costs. Indirect costs include
general engineering, 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 re-
placements representing less than a unit of prop-
erty is charged to electric expenses. The original
cost of property retired, together with removal
costs less salvage value, is charged to accumu-
lated depreciation.

B. Allowance for Funds Used During Construction (AFUDC)

AFUDC represents the estimated debt and eq-
uity costs of capital funds that are necessary to
finance the construction of new facilities.
AFUDC, a non-cash, non-operating item, is rec-
ognized as a cost of “Construction work in prog-
ress,” (CWIP) with offsetting credits to “Other in-
come” and “Interest deductions.” After
construction is completed, a utility is permitted

C. Depreciation and Amortization
Provisions for depreciation are recorded using
the straight-line method. The year-end compos-
ite weighted-average depreciation rates were 3.60
percent for 1987 and 1986 and 3.58 percent for
1985. All coal-fired generating units are depreci-
ated at the rate of 3.57 percent. Nuclear units are
depreciated at a rate of 4 percent, which inctudes
an allowance for decommissioning costs.
Amortization of nuclear fuel is included in
“Fuel used in electric generation” in the State-
ments of Income. The amortization is recorded
using the unit-of-production method.

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 ac-
counted for by the equity method. (See “Subsidi-

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 sepa-
rate company taxable income or loss.

Income taxes are allocated to non-electric op-
erations 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

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

AFUDC, which is compounded semiannu-
ally, was calculated on average embedded rates
(net of applicable income taxes) of 9.15 percent
for 1987, 9.63 percent for 1986 and 9.90 percent
for 1985.

Under provisions of the Nuclear Waste Policy
Act of 1982, the Company has entered into con-
tracts with the Department of Energy (DOE) for
the disposal of nuclear fuel. Payments made to
the DOE for disposal costs are based on nuclear
generation and are included in “Fuel used in
electric generation” in the Statements of Income.
The Company fulfilled its obligation for disposal
costs of nuclear fuel consumed prior to April 7,
1983, by a payment in June 1985 of approxi-
mately $122,000,000 to the DOE.

aries,” page 43.) Retained earnings as of Decem-
ber 31, 1987, include $90,780,000 of undistribu-
ted earnings of unconsolidated subsidiaries. No
dividends were received from unconsolidated
subsidiaries in 1987. Dividends received from
such subsidiaries were $1,000,000 in 1986 and
$2,200,000 in 1985.

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

Deferred income taxes have been provided for
timing differences between book and tax income,
principally resulting from accelerated tax depre-
ciation, levelization of purchased power COSts,
canceled construction projects, and capitalized
taxes and employee benefits.. Investment tax
credits are deferred and amortized over the use-
ful lives of the related properties.

F. Unamortized Debt Premium, Discount and Expense

Expenses incurred in connection with the issu-
ance of presently outstanding long-term debt,
and premiums and discounts relating to such
debt, are being amortized over the terms of the

respective issues. Also, any expenses or call pre-
miums associated with refinancing higher-cost
debt obligations are being amortized over the
lives of the new issues of long-term debt.

PAGE 27
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Note 1.

Summary of
Significant
Accounting Policies
(continued)

G. Fuel Cost Adjustment Procedures
Fuel costs are reviewed semiannually in the
wholesale and South Carolina retail jurisdic-
tions, with provisions for changing such costs in
base rates. In the North Carolina retail jurisdic-
tion, a review of fuel costs in rates is required an-
nually and during general rate case proceedings.
~ All jurisdictions allow the Company to adjust
for past over- or under-recovery of fuel costs.
Therefore, the Company reflects in revenues the
difference between actual fuel costs incurred and
fuel costs recovered through rates. The North
Carolina Utilities Commission ordered the
Company to follow these deferred account-
ing procedures in its August 1986 order, which

H. Other Investments
Other investments, which consist primarily of
marketable securities, are stated at the lower of

was effective for periods beginning January I,
1986. The prospective adjustment in rates of past
over- or under-recovery of fuel costs was chal-
lenged in the North Carolina courts. The North
Carolina legislature ratified a bill in July 1987 as-
suring the legality of such adjustments in rates
and required a study of the appropriateness of
such adjustments. The bill also provides that the
fuel adjustment statute will be repealed effective
July 1, 1989.

cost or market value. At year-end, the cost of
these securities approximated market value.

Note 2.
Rate
Matters

The North Carolina Utilities Commission and
The Public Service Commission of South Caro-
lina must approve rates for retail sales within
their respective states. The Federal Energy Regu-
latory Commission (FERC) must approve the
Company’s rates for sales to wholesale custom-
ers. The revenues shown below (in millions of

dollars) are annualized on the basis of the filing
test year.

A summary of all changes in general rates re-
quested or implemented by the Company since
January 1, 1985, is as follows:

Approved
% of
Increase/(Decrease)
From End of
Jurisdiction and Requested % of Previous Rate Order 12-Month
Date Filed Revenues Revenues Request  Revenues Effective Test Period

N.C. retail

February 1985 $340.0 $157.7 464 9.10 September 1985 June 30, 1984

March 1986 (a) 289.3 133.1 46.0 6.73  October 1986 December 31, 1985

December 1986 (b) (48.6) (48.6) 100.0 (2.30) January 1987 December 31, 1985

November 1987 (b) (63.3) (63.3) 100.0 (3.00) January 1988 December 31, 1985
S.C. retail

April 1985 143.0 78.4 54.8 10.75 October 1985 June 30, 1984

May 1986 137.8 79.1 57.4 9.55 November 1986 December 31, 1985

December 1986 (b) (20.9) (20.9) 100.0 (2.30) January 1987 December 31, 1985

October 1987 (b)  (26.4) (26.4) 100.0 (3.00) January 1988 December 31, 1986
FERC wholesale (c)

July 1985 9.2 5.2 56.5 10.50 March 1986 December 31, 1986

August 1986 (b) 6.4 1.9 304 3.56  July 1987 December 31, 1987

January 1988 (b) (1.4) — — —  Pending December 31, 1987

(a) Under appeal. (See Note 14.)

(b) Reflects the impact of the lower federal income tax rate.

(c) FERC wholesale filings do not include the sales to municipalities and electgic coopg:ratives that
purchased interests in the Catawba Nuclear Station. Sales to these entities, which previously repre-
sented a majority of the Company’s wholesale revenues, are now set through contractual agree-

ments. (See Note 3.)
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Note 3.

Joint Ownership
of Generating
Facilities

The Company has sold interests in both units of
the Catawba Nuclear Station. The other owners
of portions of the Catawba Nuclear Station and

Owner

North Carolina Municipal Power Agency
Number 1
(NCMPA)

North Carolina Electric Membership

Corporation
(NCEMC)

Saluda River Electric Cooperative, Inc.
(Saluda River)

Piedmont Municipal Power Agency (PMPA)

supplemental information regarding their own-
ership are as follows:

Ownership Interest

in the Station Date of Sale

37.5% November 29, 1978

28.125% February 6, 1981
9.375% February 6, 1981

12.5% December 20, 1984

Each participant has provided its own financing for its ownership interest in the plant.

The Company retains a 12.5 percent ownership
interest in Catawba. As of December 31, 1987,
$487,900,000 of “Electric plant in service” repre-
sents the Company’s investment in Units | and 2
and nuclear fuel for those units. Accumulated
depreciation and amortization of $57,100,000
associated with Catawba had been recorded as of
year-end.

In connection with the joint ownership, the
Company has entered into contractual agree-
ments with the other joint owners to purchase
annually declining percentages of the generating
capacity and energy from the plant. The agree-
ments were effective beginning with the com-
mercial operation of each unit. Unit | and Unit 2
began commercial operation in June 1985 and in
August 1986, respectively. Such agreements were
established for 15 years for NCMPA and PMPA
and 10 years for NCEMC and Saluda River,

Energy cost payments are based on variable
operating costs, a function of the generation out-
put. Capacity payments are based on the fixed
costs of the plant. The estimated purchased ca-
pacity obligations through 1992 are
$487,000,000 for 1988, $454,000,000 for 1989,
$434,000,000 for 1990, $416,000,000 for 1991
and $402,000,000 for 1992.

The North Carolina Utilities Commission and
‘the Federal Energy Regulatory Commission
granted the Company recovery on a levelized
basis of the capital costs and fixed operating and
maintenance costs of capacity purchased from
the other joint owners over a 15-year period. The

Public Service Commission of South Carolina
allowed the Company recovery on a levelized
basis of the capital costs of capacity purchased
over a 7'2-year period. As provided in current
rates in all jurisdictions, the Company recovers
the costs of purchased energy and the portions of
purchased capacity not being levelized. The por-
tion of costs not recovered through current rates
is being accumulated, and the Company is re-
cording a carrying charge on the accumulated
balance. The Company will start to recover the
accumulated balance including the carrying
charge when the capacity payments drop below
the levelized revenues.

For the years ended December 31, 1987 and
1986, the Company recorded purchased capacity
and energy costs from the other joint owners of
$693,500,000 and $515,800,000, respectively.
These amounts, reduced by the cost of capacity
purchased not reflected in current rates, are in-
cluded in “Net interchange and purchased
power” in the Statements of Income. As of De-
cember 31, 1987 and 1986, $153,793,000 and
$101,160,000 net of income taxes, respectively,
associated with the costs of capacity purchased
not reflected in current rates had been accumu-
lated in the Balance Sheets as “Purchased capac-
ity costs.”
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Note 4.
Income Tax
Expense

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

. 1987 1986 1985
Income taxes related to electric expenses
Current income taxes
Federal . . ... . $264,276  $241,150  $200,884
SUALE . . . 50,001 37,862 36,506

314,277 279,012 _237,390

Deferred taxes, net

Excess tax over book depreciation . ........... ... .. 78,017 89,325 87,362
Catawba purchased capacity costs, net of amounts

reflected in currentrates ... ... ... ... 29,209 52,942 37,700
Amortization of canceled construction costs . . ... ... .. (26,503)  (26,607) (7,584)
Cost of bond redemption .. ................... ... 7,319 21,560 ,
Capitalized taxes, employee benefits, etc. ............. 3,110 17,023 12,487
Other . . .. . 4,558 11,738 (5,519)

95,710 165,981 130,804

Investment tax credit

Deferred . .. .. ... . 10,604 16,801 40,729
Amortization of deferments (credit) . .. ............ .. (24,109) _ (24,189) _ (21,146)

(13,505) (7,388) 19,583

Total income taxes related to electric expenses . . . . 396,482 437,605 387,777

Income taxes related to other income

Income taxes — other,net . ... ... . ... ... 525 3,111 19,405
Income taxes — (credit) . .. .......... ..., (22,555) _(32,163) _ (40,363)
Total income taxes related to other income .. ... .. (22.030) _ (29,052) _ (20,958)

Total income tax eXpense . ... ............... $374,452 $408,553 $366.819

Total current income taxes were $291,829,000 for 1987, $246,957,000 for 1986 and $225,683,000 for
1985. Of these amounts, state income taxes were $46,073,000 for 1987, $33,779,000 for 1986 and
$34,621,000 for 1985.

Total deferred income taxes were $96,128,000 for 1987, $168,984,000 for 1986 and $121,553,000
for 1985. Of these amounts, deferred state income taxes were $15,585,000 for 1987, $20,033,000 for
1986 and $13,178,000 for 1985.

Income taxes differ from amounts computed by applying the statutory tax rate to pretax income as
follows (dollars in thousands):

1987 1986 1985

Income taxes on pretax income at the statutory

federal rate of 39.95%-1987, 46%-1986 and 1985 .. ... ... $349,423  $403,138  $370,030
Increase (reduction) in tax resulting from:

Allowance for all funds used during

construction (AFUDC) . ... ....................... (18,897)  (30,309)  (36,685)
Amortization of electric investment tax
creditdeferrals . . ... ... .. ... (24,109)  (24,189)  (21,146)
AFUDC in book depreciation/amortization . .. .. ....... 37,623 43,679 42,575
State income taxes, net of federal income tax benefits. . . .. 38,142 28,751 25,284
Other items, Net. . . . .. .o (7.730) _(12.,517) _(13.239)
Total income tax expense (see above) . . ............ $374,.452 $408,553 $366.819

The Financial Accounting Standards Board has issued a statement that will require the Company
to change its accounting for income taxes. While classification of certain items on the Balance Sheets
will change, there will be no material effect on the Company’s results of operations. The Company is
not required to implement this accounting procedure until 1989.

PAGE 30




D U K E P O W E R

COMPANY

€

Note 5.
Other Income

For the years ended December 31, 1987, 1986
and 1985, the Company recorded investment in-
come of $20,000,000, $34,000,000 and
$58,000,000, respectively ($17,800,000,
$29,900,000 and $38,700,000, net of income
taxes, respectively), as a component of “Other,

net” in the Statements of Income. The income is
primarily from dividends and interest on securi-
ties. The taxes associated with the investment in-
come are recorded as components of “Income
taxes — other, net” in the Company’s State-
ments of Income.

Note 6.

Short-Term
Borrowings and
Compensating-Balance
Arrangements

The Company had unused short-term credit fa-
cilities of $360,700,000 with 54 commercial
banks as of December 31, 1987, $306,150,000
with 56 commercial banks as of December 31,
1986, and $316,050,000 with 59 commercial
banks as of December 31, 1985. Included in
these credit facilities is $95,000,000, of which
$40,000,000 is allocated to the 1984 issue and
$55,000,000 is allocated to the 1987 issues of an-
nual tender, pollution-control revenue bonds.
These facilities are on a fee basis and/or
compensating-balance basis. There were no
short-term borrowings during 1987, 1986 or
1985.

In 1987 the Company maintained cash bal-
ances with 54 banks. As of December 31, 1987,
the Company had $18,120,730 on deposit with
these banks. Substantially all of the Company’s
cash balances are maintained to compensate
banks for their services, even though the Com-
pany has no formal compensating-balance ar-
rangements. To compensate banks for credit fa-
cilities, the Company had average balance
requirements of $1,305,500 for 1987, $1,351,500
for 1986 and $1,362,500 for 1985. The Company
retains the right of withdrawal regarding the
funds used for compensating-balance
arrangements.

Note 7.
Common Stock and
Retained Earnings

Common Stock

During the past three years, stock market pur-
chases were used to satisfy the requirements of
the Company’s stock plans. For the next several
years, the Company anticipates issuing new
shares of common stock only for the conversion
of preference stock. (See Note 8.)

As of December 31, 1987, a total of 4,690,084
shares was reserved for issuance to stock plans
and for the conversion of preference stock.
Retained Earnings
As of December 31, 1987, none of the Compa-
ny’s retained earnings were restricted as to the
declaration or payment of dividends.

Note 8.

Preferred and
Preference Stocks
Without Sinking
Fund Requirements

The following shares of stock were authorized
with or without sinking fund requirements as of
December 31, 1987 and 1986:

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 3/4%
Convertible Series AA, is convertible into shares
of common stock at the adjusted conversion
price of $23.89 per share, with each share of pref-
erence stock valued at par. The conversion price
is subject to certain adjustments designed to pro-
tect the conversion privilege against dilution. In
1987, 1986 and 1985, shares of preference stock
were converted into shares of common stock as
follows:

Preference Common
Year Shares Shares
1987 5,489 22,959
1986 10,032 41,970
1985 9,819 41,078

In 1986 the Company issued 500,000 shares of
Adjustable Rate Preferred Stock, Series A, with a
par value of $100 per share. The dividend rate is
adjusted quarterly based on a percentage of the
highest rate among certain U.S. Treasury rates.
However, in no event will the dividend rate for
any dividend period be less than 5.50 percent per
annum or greater than 10.50 percent per annum,
This rate was 6.91 percent per annum at Decem-
ber 31, 1987.

Preferred and preference stocks without sink-
ing fund requirements as of December 31, 1987
and 1986, were as follows (dollars in thousands):
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Note 8. Year Shares
gzg‘gg%dégg%ocks Rate/Series Issued  OQutstanding 1987 1986
Without Sinking 450%C 1964 350,000 $ 35,000 $ 35,000
Fund _Requin‘ements 5T72% D e 1966 350,000 35,000 35,000
(continued) 6.72%E 1968 350,000 35,000 35,000
870%F . ... 1970 600,000 60,000 60,000
820% G ... oo 1971 600,000 60,000 60,000
T80%H . 1972 600,000 60,000 60,000
828% K . 1977 500,000 50,000 50,000
884% M. e 1978 400,000 40,000 40,000
15.40% A .. 1982 1,600,000 — 40,000
Adjustable Rate A .. ...... ... ... ... .. o 1986 500,000 50,000 50,000
6%%, AA Convertible . .............. .. .. DI 1969 30,006 3,001 —
35,495 — 3,550
Total . o o $428.,001 $468.550
Note 9. Par Value Shares
Preferred Stocks ) ,
With Sinking Fund The following shares of stock were authorized Preferred Stock $100 10,000,000
Requirements with or without sinking fund requirements as of Preferred Stock A 25 10,000,000
December 31, 1987 and 1986: Preference Stock 100 1,500,000

Preferred stocks with sinking fund requirements as of December 31, 1987 and 1986, were as follows

(dollars in thousands):

Rate/Series

T35% 1o
820% J . o
837U L o
8.84% N . ... L o

TRTSUP o
712% Q.. ... R L

Less: Preferred shares reacquired for current and future

sinking fund requirements (at cost)

884% N ....... e e

Less: Current sinking fund requirements v

T35% L.t .
B3TSUL oo

TQtal B [ ‘. ..

The annual sinking fund requirements

through 1992 are $8,025,000 in 1988, 1989, 1990

“and 1991 and $9,525,000 in 1992, with some ad-

ditional redemptions permitted at the Compa-
ny’s option.: . : - /

Year Shares .
Issued  Outstanding 1987 1986
.. 1973 504,000 $ 50,400 $ —
528,000 — 52,800
1977 380,000 38,000 —,
: 400,000 — 40,000
.. 1978 400,000 40,000 —
A .420,000 .- 42,000
... 1979 435,000 43,500 —
451,250 — - 45,125
...~ 1986 500,000 50,000 50,000
... 1987 500,000 50,000 —
_Shares
Reacquired :
......... 13,800 — (1,289)
...................... . (2,400) (2,400)
..................... (2,000) (2,000)
e (2,000)  (2,000)
Sl I, * (1,625) - (245)
.................... $263.875 $221.991

The call provisions for the outstanding pre-
ferred and preference stocks specify various

‘redemption prices not exceeding 108 percent of

par values, plus accumulated dividends to the re-
demption date: '
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Note 10. First and refunding mortgage bonds outstanding as of December 31, 1987 and 1986, were as follows
Long-Term Debt (dollars in thousands):
Year Year
Series Due 1987 1986 Series Due 1987 1986
(continued)

15'%% 1991 $ —  $100,000 9% 2005 $ 92,800 $ 92,800
4% 1992 50,000 50,000 8%% 2006 96,850 96,850
4% B 1992 50,000 50,000 8%% 2007 119,500 119,500
415% 1995 40,000 40,000 9%:% 2008 120,610 - 120,610
8% B 1995 125,000 125,000 10%% 2009 145,050 145,050
%% 1996 100,000 100,000 10%% B 2009 — 148,000
5%% 1997 72,600 72,600 14%2% 2012 — 16,282
7¥2% 1997 100,000 — 12%% 2015 62,916 67,517
6%% 1998 68,500 68,500 10%% B 2015 50,000 50,000
7% 1999 56,075 56,075 9% 2016 175,000 175,000
8% B 1999 64,739 64,739 8%2% 2017 150,000 —
8Y2% 2000 69,244 69,244
8%% B 2000 95,635 95,635 Pollution-Control
7%2% 2001 97,900 97,900 6%% 1988 — 25,000
7%% B 2001 38,050 38,050 9%% . 2013 77,000 77,000
7%1% 2002 78,100 78,100 4.70% (1987) 2014 40,000 40,000
7%% B 12002 67,900 67,900 4%:% (1986)

7%% 2003 94,872 94,872 6'2% 2012 20,000 —

8%% B 2003 98,050 98,050 4.10% 2017 10,000 —

9%% 2004 95,623 95,623 3.95% 2017 25,000 —
Less: Funds held

in trust (16,508) (107)

Total . ... ... . $2,630.506 $2,635,790

Substantially all electric plant was mortgaged as of December 31, 1987.

The annual maturities of long-term debt, in- ing obligations under the Company’s two nu-
cluding capitalized lease principal payments, clear fuel trusts. The maturities are based on esti-
through 1992 are $51,554,000 in 1988, mated fuel consumption. Instead of making cash
$35,796,000 in 1989, $ 12 942 ;000 in 1990, payments, the Company intends to transfer title
$5,667, OOO in 1991 and $106 187, OOO in 1992, of additional nuclear fuel to the trusts as fuel is

Annual maturities through 1992 include consumed.
amounts relating to the $86 million in outstand-

Note 11. The construction of the Cherokee and Perkins As of December 31, 1987 and 1986, the bal-
Canceled Nuclear Stations was canceled. All jurisdictions ances for these canceled projects, net of amorti-
Construction have permitted recovery of the incurred costs.  zation, were $400,905,000 and $472,339, 000, re-
Projects These costs are being amortized principally over  spectively ($251,08s, 000 and $296,016,000 net

a 10-year period beginning October 1983. (See  of i Income tax beneﬁts respectively).

Note 14. )

Note 12. _ In the Statements of Income and Statements of information has been reclassified to conform
Reclassification Changes in Financial Position, certain prior-year ~ with 1987 classifications.
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Not_e 13. . The Company and its operating subsidiaries The Company adopted the provisions of Fi-
Retirement have a non-contributory, defined benefit retire- nancial Accounting Standards Board Statement
Plan ment plan covering substantially all their em- No. 87 (SFAS 87), “Employers’ Accounting for

ployees. The benefits are based on years of credit- Pensions,” as of January 1, 1987. The adoption of
able service and the employees’ average the new standards did not result in a material
compensation based on the highest compensa- change in pension costs for 1987. The new stan-
tion during a consecutive sixty-month period. ~dards have been adopted prospectively, and re-
The benefits are reduced by a Social Security ad- lated disclosures for previous years have not been
justment for employees age sixty-five and over restated.

and for early retirees with no creditable service A reconciliation of the funded status of the
prior to September 1, 1980. The Company’s pol- plan to the amounts recognized in the Balance
icy for the plan is to fund pension costs accrued. ~ Sheets as of December 31, 1987, is as follows:

(Dollars in
Thousands)
Projected benefit obligation .. ... ... ... $(589,397)
Fair market value of plan assets, consisting primarily of short-term investments
and cash equivalents, common stocks, real estate investments, and government
andindustrial bonds . . . ... 649,261
Unrecognized net Xperience gain . . ... ... (61,734)
Remaining unrecognized SFAS 87 transitional obligation . ..................... 1,870
ACCrued PENSION COSt . . . ottt e e $ 0

As of December 31, 1987, the portion of the projected benefit obligation representing the accumu-
lated benefit obligation was $460,923,000, of which $424.,630,000 represents the vested benefit obli-
gation. The effect of future compensation increases included in the projected benefit obligation
amounted to $128,474,000.

Net periodic pension cost for the year ended December 31, 1987, included the following

components:
(Dollars in Thousands)

Service cost benefits earned duringtheyear . ............. .. ... ... . $26,707
Interest cost on projected benefit obligation . ........................ 52,212
Actual return on plan assets. . . .. ... (43,000) |
Amount deferred for recognition . ........... o (9,042)
Expected return on plan assets .. ... (52,042)
Amortization of transitional obligation over 15years. .. ............ ... 134

Net periodic Pension COSt. . . ... oovoae $27,011

The weighted-average assumed discount rate $528,977,000, with $407,467,000 representing
and the assumed increase in future compensa- the vested benefit portion. The weighted-average
tion levels used in determining the actuarial pres-  assumed rate of return used to determine the ac- |
ent value of the projected benefit obligation asof ~ tuarial present value of accumulated plan |
December 31, 1987, were 9.5 percent and 6.5 benefits was 7.5 percent in 1985. The actuaral
percent, respectively. The expected long-term  present value of accumulated plan benefits for
rate of return on plan assets used in determining this calculation does not consider future salary
pension cost for 1987 was 8.5 percent. increases.

Total pension expense, including trustee fees, Net assets available for accumulated plan
amounted to $28,815,000 in 1986 and benefits as of December 31, 1985, were
$31,491,000 in 1985. As of December 31, 1985, $557,922,000.
the accumulated benefit obligation was
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Note 14.
Commitments and
Contingencies

A. Construction Program

Projected construction and nuclear fuel costs are
$2.36 billion and $547 million, respectively, for
1988 through 1990. The program is subject to
periodic review and revisions, and actual con-
struction costs incurred may vary from such esti-
mates. Cost variances are due to various factors,
including revised load estimates, outcome of li-
censing and environmental matters, and cost
and availability of capital.

B. Nuclear Insurance

The Company’s public liability for claims result-
ing from any nuclear incident is limited to $720
million under provisions of the Price-Anderson
Act, which provides for nuclear liability insur-
ance 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 inci-
dent 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 Congress that could increase the
limit on the Company’s liability and the amount
the Company could be assessed for each of its li-
censed reactors. As of December 31, 1987, the
Company had seven licensed reactors.

The Company is a member of Nuclear Mutual
Limited (NML), which provides property dam-
age coverage for certain of the Company’s nu-
clear facilities. If NML’s losses ever exceeded its
reserves, the Company would be liable, on a pro
rata basis, for additional assessments of up to $67
million. This amount represents 10 times the
Company’s annual premium to NML.

The Company is also a member of Nuclear
Electric Insurance Limited (NEIL), which pro-
vides insurance for the increased cost of genera-
tion and/or purchased power resulting from an
accidental outage of a nuclear unit. If NEIL’s
losses ever exceeded its reserves, the Company
would be liable, on a pro rata basis, for additional
assessments of up to $19 million. This amount
represents five times the Company’s annual pre-
mium to NEIL.

The Company purchases $775 million of
property damage insurance through NEIL’s Ex-
cess Property Insurance Program. The Company
has also purchased an additional $120 million of
property damage insurance through a pool of
stock and mutual 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 exceeded the accumulated funds
available to NEIL for the Excess Property Insur-
ance 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 annual premium for $500 mil-
lion of excess property insurance.

In addition to the coverage through NEIL’s
Excess Property Insurance Program, the Com-
pany placed $620 million through a pool of stock
and mutual insurance companies for primary
and excess property insurance coverage associ-
ated 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
reimbursed by the other joint owners for certain
expenses associated with nuclear insurance pre-
miums paid by the Company.

C. Other

The Company is currently involved in contrac-
tual disputes with the other joint owners of the
Catawba Nuclear Station. The Company cannot
presently determine the ultimate resolution of
these matters, but is of the opinion that there are
adequate legal and factual bases for the Compa-
ny’s positions in these disputes.

On July 28, 1987, the Federal Energy Regula-
tory Commission (FERC) granted a motion
made by the other Catawba joint owners to ex-
clude costs of abandoned plants from their sup-
plemental power rates. The Company requested
a reconsideration of the order, which FERC de-
nied. The Company appealed the order to the
courts. The Company estimates that the order, if
it becomes final, would have a one-time impact
on earnings of approximately $40 million.

The Company is also involved in legal, tax and
regulatory proceedings before various courts,
regulatory commissions and governmental agen-
cies regarding matters arising in the ordinary
course of business, some of which involve sub-
stantial amounts. Except as discussed below,
management is of the opinion that the final dis-
position of the above matters individually will
not have a material adverse effect on the results
of operations or the financial position of the
Company.

Certain parties appealed the 1985 and 1986
rate orders of the North Carolina Utilities Com-
mission to the North Carolina Supreme Court.
On July 28, 1987, the Court afirmed the North
Carolina Utilities Commission’s rate order of
1985. Because the issue of the collection of aban-
doned plant costs associated with canceled nu-
clear stations was decided by an evenly divided
court, that issue is being contested in the appeal
of the 1986 rate case. While the Company is of
the opinion that there are adequate legal and fac-
tual bases for the Company to prevail on this
issue, the Company cannot presently determine
the ultimate resolution of this matter.
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Auditors’ Opinion

Duke Power Company:

We have examined the balance sheets and the
statements of capitalization of Duke Power
Company as of December 31, 1987 and 1986,
and the related statements of income, retained
earnings and changes in financial position for
each of the three years in the period ended De-
cember 31, 1987. Our examinations were made
in accordance with generally accepted auditing
standards and, accordingly, included such tests
of the accounting records and such other audit-
ing procedures as we considered necessary in the
circumstances.

As described more fully in Note 14(C), there
are uncertainties with respect to the Company’s
recovery of certain costs related to plant aban-
donments. The ultimate outcome of these mat-
ters cannot be determined at this time.

In our opinion, subject to the effects on the
financial statements of such adjustments, if any,

as might have been required had the outcome of
the uncertainties referred to in the preceding par-
agraph been known, the financial statements re-
ferred to above present fairly the financial posi-
tion of the Company at December 31, 1987 and
1986, 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,
1987, in conformity with generally accepted ac-
counting principles applied on a consistent
basis.

Delorte Henlaws & Sells

Deloitte Haskins & Sells
Certified Public Accountants

Charlotte, North Carolina
February 12, 1988

Responsibility
for Financial
Stgtements

The financial statements of Duke Power Com-
pany are prepared by management, which is re-
sponsible for their integrity and objectivity. The
statements are prepared in conformity with gen-
erally accepted accounting principles appropri-
ate in the circumstances to reflect in all material
respects the substance of events and transactions
which should be included. The other informa-
tion'in the annual report is consistent with the
financial statements. In preparing these state-
ments, 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 author-
ization. Internal accounting controls also pro-
vide reasonable assurance that transactions are
recorded properly, so that financial statements
can be prepared according to generally accepted
accounting principles. In addition, the Compa-
ny’s accounting controls provide reasonable as-
surance that errors or irregularities which could
be material to the financial statements are pre-
vented or are detected by employees within a
timely period as they perform their assigned

functions. The Company’s accounting controls
are continually reviewed for effectiveness. In ad-
dition, written policies, standards and proce-
dures, and a strong internal audit program aug-
ment 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
directors who are not employees of the Com-
pany. The audit committee meets with manage-
ment and internal 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 independent auditors, Deloitte
Haskins & Sells. The independent auditors have
free access to the audit committee and the Board
of Directors to discuss internal accounting con-
trol, auditing and financial reporting matters
without the presence of management.

s L Howso

David L. Hauser
Controller
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Management’s Discussion and Analysis of
Results of Operations and Financial Condition

Results of Operatior;s

Earnings and Dividends

Earnings per share increased 9 percent from
$4.04 in 1986 to $4.40 in 1987. The increase was
primarily the result of higher kilowatt-hour sales
due to increased economic activity and to
weather conditions. Consequently, the earned re-
turn on common equity rose to 14.2 percent
from 13.7 percent in 1986.

Earnings per share increased over the past five
years at an annual rate of 4 percent, from $3.77
in 1983 to $4.40 in 1987.

The Company continued its practice of in-
creasing the common stock dividend annually.
Over the past five years, common stock divi-
dends rose at an annual rate of 4 percent, from
$2.32in 1983 t0 $2.74 in 1987. Indicated annual
dividends per share were $2.80 in 1987, up 4 per-
cent from 1986.

Revenues and Sales

Revenues increased at an annual rate of 11 per-
cent from 1983 to 1987 primarily because of rate
increases and higher kilowatt-hour sales. During
this period, both growth in economic activity in
the Piedmont Carolinas and the weather condi-
tions have caused kilowatt-hour sales, including
electricity delivered to the other joint owners of
the Catawba Nuclear Station, to increase at a 5
percent annual rate.

Kilowatt-hour sales for 1987, including deliv-
eries to the other Catawba joint owners, rose 6
percent from 1986. Sales to all customer classes
increased over 1986, with sales to residential cus-
tomers increasing 6 percent. Textile and other in-
dustrial sales were 6 and 9 percent higher, respec-
tively, reflecting continued economic growth in

" our service area.

Operating Expenses

Increased production requirements to support
higher kilowatt-hour sales have caused operating
expenses to rise at an annual rate of 12 percent
over the past five years. Factors contributing to
this increase include the addition of three nu-
clear units, increased maintenance at both nu-
clear and coal-fired stations, additional Nuclear
Regulatory Commission requirements and
inflation.

In 1987 purchased power agreements with the
other Catawba joint owners resulted in a signifi-
cant increase in “Net interchange and purchased
power.” This increase was primarily due to addi-
tional capacity and energy costs associated with
the in-service operation of Catawba Unit 2 for
the entire year. (See Note 3, “Notes to Financial
Statements.”)

Fuel expenses were relatively stable from 1983
through 1986. Higher production requirements
were offset by a change in the generation mix and
by increased energy needs being satisfied through
purchased power agreements with the other Ca-
tawba joint owners. During this period, the three
nuclear units that were placed in service reduced
the cost per kilowatt-hour for fuel. Fuel expense
decreased in 1987 by 14 percent from 1986. This
decrease was primarily due to an improved gener-
ation mix coupled with a more significant por-
tion of energy requirements being satisfied
through power purchased from the other Ca-
tawba joint owners.

Other Income

Allowance for funds used during construction
(AFUDC) was 11 percent of earnings for com-
mon stock in 1987, decreasing from an average
of 30 percent for 1983 through 1986. Comple-
tion of three nuclear units, the sale of a portion of
Catawba Nuclear Station and cancellation of
Cherokee Unit 1 caused AFUDC to decline over
the past five years. AFUDC will continue to be a
relatively small percentage of earnings for com-
mon stock for the next several years.

Total non-utility earnings during 1987 were 4
percent of total Company earnings, compared to
10 percent in 1986. These earnings decreased 57
percent from 1986 primarily because of the 1987
stock market losses. Major components of non-
utility earnings include interest and dividend in-
come, appliance sales and service, and subsidiary
earnings. Over the next few years, the Company
expects the portion of earnings attributable to
non-utility activities to decline as temporary
financial investments are reinvested in utility
plant.
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Liquidity and
Resources

Rate Matters

In late 1986 the Company was granted rate in-
creases in both North Carolina and South Caro-
lina retail jurisdictions to recover its investment
in Catawba Unit 2 and payments related to the
purchased power contracts with the plant’s
other joint owners. The Company reduced re-
tail rates by 2.3 percent on January 1, 1987, and
by an additional 3 percent on January 1, 1988.
These reductions are due to the impact of the
lower corporate income tax rates included in the
Tax Reform Act of 1986.

In July 1987 the Federal Energy Regulatory
Commission approved a 3.56 percent increase
in the Company’s wholesale jurisdiction, reflec-
ting both the costs of Catawba Unit 2 and the
lower corporate income tax rate for 1987. A rate
reduction was requested in the Company’s
wholesale jurisdiction effective January 1, 1988,
also reflecting the lower corporate income tax
rate.

The Company was granted approximately 52
percent of retail rate requests from 1983 through
1987. These rate changes included recovery of
the Company’s investment in McGuire Unit 2
and in both units of the Catawba Nuclear Sta-
tion, recovery of increased purchased power and
operating expenses, and recovery of the invest-
ment in the canceled Cherokee Nuclear Station.
Rate increases from 1983 through 1986 were
partially offset by the rate reduction in 1987 re-
sulting from the lower federal tax rate. (For ad-
ditional information on rate matters, see Note
2, “Notes to Financial Statements.”)

Certain parties appealed the 1985 and 1986
rate orders of the North Carolina Utilities Com-
mission to the North Carolina Supreme Court.
On July 28, 1987, the Court affirmed the North
Carolina Utilities Commission’s rate order of
1985. Because the issue of the collection of
abandoned plant costs associated with canceled
nuclear stations was decided by an evenly di-
vided court, that issue is being contested in the
appeal of the 1986 rate case. While the Com-
pany is of the opinion that there are adequate
legal and factual bases for the Company to pre-
vail on this issue, the Company cannot pres-
ently determine the ultimate resolution of this
matter.

The Federal Energy Regulatory Commission
(FERC), on July 28, 1987, granted without a
hearing a motion made by the other joint own-
ers of the Catawba Nuclear Station to exclude
plant abandonment costs from their supple-
mental power rates. The Company requested a
reconsideration of the order, which FERC de-
nied. The Company appealed the order to the

courts. The Company estimates that the order, if
it becomes final, would have a one-time impact
on earnings of approximately $40 million.
While the Company is of the opinion that there
are adequate legal and factual bases for its posi-
tion, the Company cannot presently determine
the ultimate resolution of this matter.

Capital Structure ,

The Company’s capital structure at year-end
was 49 percent common equity, 41 percent
long-term debt and 10 percent preferred and
preference stocks. This capitalization structure
is consistent with the Company’s long-term
financial goals.

The Company’s stock plans purchase com-
mon stock on the stock market to satisfy plan
requirements. For the next several years, the
Company does not anticipate issuing common
stock other than for preference stock
conversions.

Additional Funds

During the past five years, the Company ob-
tained additional funds of $999 million from
the sale of first and refunding mortgage bonds
and $148 million from the sale of preferred
stock. The Company has not issued any com-
mon stock for the past five years except to satisfy
the requirements of its stock purchase plans and
the conversion rights of preference stock. (See
“Long-Term Financings and Sale of Assets,”
page 41.)

During 1987 the Company continued its
refinancing activities, which began in 1984, by
refunding issues of higher-cost securities with
lower-cost securities, thus reducing financing
costs and providing substantial cost savings in
the years ahead. The Company’s embedded cost
of long-term debt was lowered from 9.59 per-
cent at year-end 1984 to 8.64 percent at year-
end 1987. The embedded cost of preferred stock
declined from 8.75 percent at the end of 1984 to
7.93 percent at the end of 1987.

During 1987 the Company redeemed or re-
tired $294 million of long-term debt and issued
$305 million in long-term debt. The Company
issued $50 million of preferred stock in 1987 to
replace $40 million of higher-cost preferred
stock. Future refinancing activities will depend
on market conditions and prevailing interest
rates. (For additional information on the Com-
pany’s capitalization, see Notes 7, 8, 9 and 10,
“Notes to Financial Statements.”)

In 1984 the Company received $457 million
from the sale of a portion of the Catawba Nu-
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clear Station to the Piedmont Municipal Power
Agency.

Church Street Capital Corp., a wholly owned
subsidiary, was formed in 1985 to invest the
Company’s discretionary cash. As of December
31, 1987, Duke Power Company and Church
Street had approximately $185 million in short-
term investments and $161 million in
intermediate-term investments.

Fixed Charges Coverage

Fixed charges coverage, using the Securities and
Exchange Commission method, increased to
4.49 times for 1987 compared to 4.26 times in
1986. This coverage is above the Company’s
goal of 4.00 times. The increased coverage in
1987 results from lower interest expense due to
refinancings.

Funds From Operations
Funds from operations accounted for 67 per-
cent of total sources of funds in 1987. The per-
centage of internally generated funds would
have been significantly higher if refinancing ac-
tivities had been excluded. The Company is
funding the portions of purchased capacity pay-
ments not currently collected in rates. These
payments represent an 8 percent reduction in
total sources of funds. (For additional informa-
tion, see “Purchased Capacity Levelization.”)
Also, approximately 8 percent of total applica-
tions of funds is being used for construction of
the Bad Creek Hydroelectric Station.

The percentage of internally generated funds
still remains above the Company’s goal of 50
percent.

Capital Needs

Property Additions and Retirements

Additions to property and nuclear fuel of $790
million and retirements of $62 million resulted
in a net increase in gross plant of $728 million in
1987.

Since January 1, 1983, additions to property
and nuclear fuel of $3.5 billion and retirements
of $1.2 billion have resulted in a net increase in
gross plant of $2.3 billion. Unusually large retire-
ments occurred during the period because the
Company canceled Cherokee Unit | and sold a
portion of the Catawba Nuclear Station.

Construction Expenditures

Plant construction costs for generating facilities
and for nuclear fuel, including AFUDC, de-
clined from $481 million in 1983 to $400 million
in 1987. These costs declined primarily because
the Company completed three generating units
(McGuire Unit 2 in 1984; Catawba Unit 1 in
1985; and Catawba Unit 2 in 1986), canceled
Cherokee Unit 1 and sold a portion of the Ca-
tawba Nuclear Station. Construction work in
progress is expected to increase over the next few
years because of construction expenditures at the
Bad Creek Hydroelectric Station.

Purchased Capacity Levelization

The rates established in the Company’s retail jur-
isdictions permit the Company to recover its in-
vestment in both units of the Catawba Nuclear
Station and the costs associated with contractual
purchases of capacity from the other Catawba
joint owners. The contracts relating to the sales of
portions of the station obligate the Company to
purchase power from the other joint owners on
an annually declining basis. In the North Caro-

lina retail jurisdiction, regulatory treatment of
these contracts provides revenue for the recovery
of the capital costs and the fixed operating and
maintenance costs of purchased capacity on a
levelized basis. In the South Carolina retail juris-
diction, revenues are provided for the recovery of
the capital costs of purchased capacity on a
levelized basis, while the fixed operating and
maintenance costs are recovered in current
rates.

These rate treatments require the Company to
fund portions of the purchased power payments
until these costs, including carrying charges, are
recovered at a later date. The Company will
begin to recover the accumulated costs and car-
rying charges when the purchased capacity pay-
ments drop below the levelized revenues.

The levelized recovery of purchased power ob-
ligations under contracts with the other joint
owners of the Catawba Nuclear Station will re-
sult in payments by the Company over the next
three years exceeding the amounts collected in
rates for such power by approximately $199
million.

Other Expenditures

In the past five years, the Company has applied
its funds to maturing and refunded securities and
to construction expenditures. (See “Liquidity
and Resources.”)

In June 1985 the Company paid a lump-sum
amount of $122 million to the Department of
Energy under the terms of the Nuclear Waste
Policy Act of 1982. The payment was for the obli-
gation related to disposal costs for nuclear fuel
consumed prior to April 7, 1983. :
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Future Construction Program
Because the Company has completed its nuclear
construction program, construction costs for
major generating facilities for 1988 through 1990
will constitute a lower portion of the Company’s
total applications of funds than in the past five
years. Projected construction and nuclear fuel
costs for the next three years are $2.9 billion.
Construction of the Bad Creek Hydroelectric
Station continued in 1987. Units | and 2 of the
1,000-megawatt pumped-storage facility are
scheduled for completion in 1991, with Units 3
and 4 in 1992. By year-end, $277 million was

spent. The estimated cost of Bad Creek is $967
million.

Beyond the completion of Bad Creek, the
Company has no commitment to place a new
generating plant in service. The Company is cur-
rently reviewing its options for meeting the need
for future peak generating facilities. To keep its
options open, the Company began the licensing
process for a new pumped-storage hydroelectric
plant on Coley Creek near the North Carolina-
South Carolina border. No decision has yet been
made to construct a plant at this site.

Significant Trends

While the Company’s financial position im-
proved over 1986, the ability to maintain
financial strength will depend on several factors.
Future trends in the Company’s earnings depend
on economic conditions in the Piedmont Caroli-
nas. With an empbhasis on operations, the Com-
pany will continue to stress system efficiencies
and cost reductions in preparation for a competi-
tive environment.

Subject to regulatory approval, the Company
entered into a bulk power sale agreement to pro-
vide Carolina Power & Light Company (CP&L)
with 400 megawatts of capacity for a six-year per-
iod beginning in 1992. The customers of both
utilities will benefit from a split-the-savings rate

Construction costs

Millions of dollars

T :
1982 1983 1984 1985 1986 1987
Nuclear fuel

charged for service.

An agreement was executed by the Company
and the Aluminum Company of America
(ALCOA) providing for the purchase of the com-
mon stock of Nantahala Power & Light Com-
pany (NP&L), a wholly owned subsidiary of
ALCOA, at its net book value at closing. The net
book value was $26 million on December 31,
1987. It is expected that NP&L will operate as a
separate subsidiary of the Company. Upon com-
pletion of a transmission line between the two
systems, the Company will supply supplemental
power to NP&L under the terms of an intercon-
nection agreement. The agreements are subject
to approval by regulatory authorities.

intemal cash generation

Percent

85.5*

1982 1983 1984 1985 1986 1987

*Includes sale of portion of Catawba Nuclear Station.
tBased on funds from operations as a percent of total sources of funds.

PAGE 40

.




D U K E P O W E R COMPANY

Long-Term Financings and Sale of Assets

To meet its capital requirements, the Company has financed with long-term debt and equity securi-
ties and has raised additional capital through other types of financings plus the sale of certain assets.
From 1985 through 1987, favorable market conditions prompted the Company to refund several is-
sues of higher-cost securities with lower-cost securities in order to reduce financing costs. Financings
and sale of assets from 1985 through 1987 were as follows (dollars in thousands):

1987 1986 1985
Net Net Net
proceeds proceeds proceeds
Preferred stock
7.12% Series Q, $100 par (500,000 shares issued February4)  $ 49,563
7.875% Series P, $100 par (500,000 shares issued May 15). . $ 49,562
Adjustable Rate Series A, $100 par (500,000 shares .
issued May 28) ... ... ... 49.050
Total preferred stock. . . ......... .. .. . ... . ... 49,563 98,612
Long-term debt
First and refunding mortgage bonds
7'2% Series B due 1997 (Issued March 5) ... ... .. . 98,402
8'2% Series due 2017 (Issued February4) ... ... ... .. 147,464
%% Series due 1996 (Issued April 1) ... ... .. ... .. 98,812
9% Series due 2016 (Issued May 15). . ... ... .. .. 171,019
8% Series B due 1995 (Issued June 12) .. .. ... ... . 124,175
10%% Series B due 2015 (Issued December 12) ... ... .. ' $ 49,279
12%% Series due 2015 (Issued April 1) ... ... ... . ... .. 123,125
Pollution-control series ... ..... ... ... ... . .. . ... .. 38,734 7,251 34,114
Total ... .. . . 284,600 401,257 206,518
Nuclear fueltrusts ... ........... ... ... .. .. . . . . . . 77,388 57,597 57,638
Total long-termdebt. .. ..... ... ... . .. ... .. 361,988 458,854 264,156
Total financings . ............. .. . . . . .. .. 411,551 557,466 264,156
Saleofassets. .. ... .. . ... ... ... ... .. .. .. .. .. . .. . 23,496
Total long-term financings and sale of assets . .. ..... . ... .. $435,047 $557.466 $264.156

The Company’s stock plans began purchasing stock on the stock market in the following years to sat-
isfy plan requirements:

Stock market
purchases initiated

Employees’ Stock OwnershipPlan ... ... ... ... .. .. .. . . . . . . 1983
Stock Purchase-Savings Program for Employees ... .. .. . .. .. .. .. . . 1984
Dividend Reinvestment and Stock Purchase Plan . . ... . . .. ... .. .. . . 1985
Customer Stock Purchase Plan .. . ... ... ... ... . . . ... .. . .. 1985
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Selected Financial Data
1987 1986 1985 1984 1983
Condensed statements of income (thousands)
EleCtric TeVENUES . . . o . oo oo oo $3,705,784  $3,400,933 $2,898911 $2,710,015 $2,420,252
Electric €Xpenses . . . . ... oo 3,047,827 2.816,157 2,370,876 _2,161914 1,971,038
Electric operating income . . . ............... . 657,957 584,776 528,035 548,101 449,214
Otherincome . .......... ..., 72,902 127,880 163,821 162,795 213,001
Income before interest deductions . . .. ..... .. 730,859 712,656 691,856 710,896 662,215
Interestdeductions . .. ... .. ... ... 230,661 244,822 254,263 249,565 230,938
Net inCOME . . . oo oo 500,198 467,834 437,593 461,331 431,277
Dividends on preferred and preference stocks . . . . 54,264 58,767 60,912 61,786 62,600
Earnings for commonstock . ................... $ 445934 $ 409,067 $ 376,681 $ 399545 § 368,677
Common stock data
Shares of common stock — year-end (thousands) 101,259 101,236 101,194 101,153 99,634
— average (thousands) . 101,250 101,220 101,178 100,346 97,784
Per share of common stock
Earnings ... ... oo $4.40 $4.04 $3.72 $3.98 $3.77
Dividends ... ... ... .. $2.74 $2.64 $2.54 $2.42 $2.32
Book value — year-end . ......... .. ... ... .. $31.96 $30.34 $28.98 $27.80 $26.26
Market price — high-low .. ....... ... .. ... ... $51%-39% $52-34%  $367%-28%2  $30%-22%  $26%-21%
—vearend . .............. ... $427% $45% $35% $29 $25%
Balance sheet data (thousands)
Total SSEtS . . oo oo $8,511,794 $8,226,729 $8,024,163 $8,018,818 $7,379,445
Longtermdebt . ... . ... . ... ... $2,723,382  $2,752,302 $2,721,041  $2,696,795 $2,745,889
Preferred stocks with sinking fund requirements ... $ 263,875 $§ 221,991 $ 277,012 $ 285426 $ 295,053
Electric and other statistics :
Kilowatt-hour sales (millions)
Residential . .. ... ... .. ... .. . ... 16,580 15,636 14,241 14,493 14,219
General ServiCe . . . .. .. 13,026 12,312 11,338 10,922 10,339
Industrial . ... ... 24,974 23,212 21,837 21,821 20,907
Other energy and wholesale ... ... .......... 10,171 9,353 8,642 7,163 8.686
Total kilowatt-hour sales(a) ............ ..., 64,751 60.513 56,058 54,399 54,151
Residential customer data
Average annual KWHuse . .......... T 12,830 12,413 11,659 12,210 12,278
Average revenue billed per KWH . ........... . 7.40¢ 6.96¢ 6.42¢ 6.11¢ 5.67¢
Sources of energy (millions of KWH)
Generated — Coal . ..... . ... .. ... ... . ... 23,617 30,249 27,619 26,394 32,466
—Nuclear(b) .. ................ .. 44,810 35,044 33,700 32,632 25,059
—Hydro.. ... ... 1,454 771 1,162 1,995 2,114
—Oilandgas .. ............ ... 1) . 14 13 — 8
Total generation ................ 69,880 66,078 62,494 61,021 59,647 |. |
Purchased power and net interchange . ... ...... 5 (822) (1,742) (2:908) (1,003) .
Totaloutput. . .. .. ... 69,885 65,256 60,752 58,113 58,644
Less: Other Catawba joint owners’ share .. ... ... 11,961 6,261 3,827 — —
Plus: Purchases from other Catawba joint owners 10,872 5,953 3,769 — —
Total sources of energy ............. ... 68,796 64,948 60,694 58,113 58,644
Line loss and Company usage ................ 4,045 4,435 4.636 3,714 4,493
Total kilowatt-hour sales (a), .. . . .. . . P 64,751 60,513 56,058 54,399 54,151
System average heatrate . .................... .. 10,024 9,881 9,900 9,853 9,762
System load factor . ....... ... 62.5% 59.8% 55.8% 62.2% 58.6%
(a) Excludes a portion of the energy sold to the other joint owners of the Catawba Nuclear Station.
(b) Includes 100% of Catawba generation.
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-
Selected Financial Data
Quarterly A summary of quartérly financial data for 1987 and 1986 is as follows (dollars i'n. thousands, except
Financial Data per-share data): . Electric .
Electric Operating Net Earnings
Revenues Income’ Income Per Share
1987 by quarter . ‘
Fourth ... .. .. .. ... .. ... ... . ... .. . ... $ 898,769  $144,047 $ 92,740  $0.78
Third ... . 1,036,685 202,641 165,013 1.50
Second .. .. ... ... 857,750 133,254 102,763 0.88
First ... 912,580 178,015 139,682 1.24
1986 by quarter V )
Fourth ... .. .. ... .. . ... .. e $ 842,959 $124,025 $ 92,077 $0.77
Third ... 940,551 181,979 152,530 1.37
Second ... ... .. ... .. . 784,016 119,208 89,820 0.73
First ... . 833,407 159,564 133,407 1.17
Generally, quarterly earnings fluctuate with seasonal weather conditions, timing of rate changes and
maintenance of electric generating units, especially nuclear units.
Stock Market The Company had approximately 105,107 holders of record of common stock as of December 31,
Information 1987, and 108,045 holders as of December 31, 1986. During 1987 approximately 60,550,700 shares
of common stock were traded, compared with 49,499,000 during the previous year. The Company’s
common stock prices, as quoted in the New York Stock Exchange Composite Transactions, and divi-
dends paid are as follows: ,
Dividends Stock Price Range Dividends Stock Price Range
Per Share High Low Per Share High Low
1987 by quarter 1986 by quarter
Fourth .. .. .. . $0.70 $50%  $40% Fourth ... .. .. $0.67 $49%  $44
Third ... .. .. 0.70 48Y; 43% Third ... .. .. 0.67 52 41Y
Second ... .. .. 0.67 46% 39% Second . ... ... 0.65 45'% 391
First ... ... .. 0.67 51% 45Y, First . ... . ... 0.65 417 347
Subsidiaries
Dollars in Thousands 1987 1986
Subsidiary Property and investments — at cost
Investments Real estate, recreational and land development ... ... ... . $45,950 $44,823

Net current assets, principally investments,
receivables and inventories ... ......... ... ... ... .. 56,460 47,961

Totalassets ......... ... ... . ... . . .. .. ... ... 102,410 92,784
Deferred income taxes .. ... ............. .. .. .. ... .. .. 8,777y (7.631)
Total liabilities . ..... ... ... ... ... .. . . . ... ... . . 8777y _(1.631)
Investments in and advances to subsidiaries . ... ... ... .. .. $93,633  $85.153
Reflects the Company’s unconsolidated subsidiaries.
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Other Information Notice of annual meeting

The 1988 meeting of holders of Duke Power
Company common stock will be held
Thursday, April 28, at 10 a.m. in the O.J.
Miller Auditorium of the Electric Center,
526 South Church Street, Charlotte N.C.

Transfer agents
Common Stock only:
Shareholder Services |
Duke Power Company
P.O. Box 36426
Charlotte, N.C. 28236

All Stocks:

Morgan Shareholder Services
Trust Company

30 West Broadway

New York, N.Y. 10015

Registrars

Common Stock only:

First Union National Bank
of North Carolina

212 South Tryon Street
Suite 450

Charlotte, N.C. 28281

All Stocks:

Morgan Shareholder Services
Trust Company

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 1987 Annual
Report to Shareholders on Form 10-K as
filed with the Securities and Exchange Com-
mission. Also available without charge is the
Statistical Supplement to the 1987 Annual
Report. Requests for these documents
should be directed to Rhem Wooten,
Investor Relations, Duke Power Company,
PO. Box 36426, Charlotte, N.C. 28236.
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).

Investor services

Duke Power Company offers several services
for investors. The Stock Purchase and
Dividend Reinvestment Plan, available to
all shareholders and Duke Power electric
customers, provides a convenient way to buy
shares without incurring brokerage fees.
Direct Deposit of Dividends automatically
credits dividends to shareholders’ checking
or savings accounts on the same day they are
paid. And the Small Shares Repurchase
Service allows investors with fewer than 50
shares to close their accounts by selling the
shares directly back to the Company.
Shareholders with questions about any of
these services can call Investor Relations at
the above numbers.

Annual Report

The 1987 Annual Report is available on
audio and video tape. For copies, write Duke
Power Company, Corporate Commu-
nications, P.O. Box 33189, Charlotte, N.C.
28242,
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