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A I

: Servrce Area

" 7 DUKE POWER COMPANY
‘ L .PART'I. '

Item 1. Busmess _
o Duke Power Company (the Company) is engaged in"the generatlon transmlssron distribution

and sale of electric energy in the central portion of North Carolina and the western portion of South
Carolina, comprrsmg the area in both States known ‘as-the ‘Piedmont Carolinas. Its service area,

. approximately two-thirds of which lies in North Carohna covers about 20,000 square miles with an ‘
“estimated populatron of 4,500,000 and 1ncludes a number of cities, of which the largest are Charlotte,
- Greensboro, Winston-Salem and Durham in North Carolina’ ‘and-Greenville, Spartanburg and Ander- -

son in South Carolina. During 1989,-the Company’s electrlc revenues amounted to approxlmately
$3.6:billion, of which_about 70% was derived from North Carolina and 30% from South Carolina.
The Company ranks.seventh in the United: States among investor-owned utilities in kilowatt-hour
sales Its ‘executive offices are located.in the: Power Building, 422 South Church Street, Charlotte,
North Carolina 28242 (Telephone No. 704-373-401 1).:The Company purchased Nantahala Power and
Light Company'in November 1988: However, the statistics presented herein do not include this subszdz-
ary unless otherwzse ma’zcated (See Energy Requzrements and Capabzlzty ")

The Company supplres electnc servrce d1rect1y to approxrmately 1,595, OOO retall customers in

“more than. 200 cities, towns and unrncorporated communities in North Carohna and South Carolina.

Electrlc1ty is sold.through ‘contractual arrangements to North Carolina Municipal Power Agency

-“Number 1 (NCMPA), North Carolina Electric Membership Corporatron (NCEMC), Saluda River
~"Electric Coopérative Inc: (Saluda) and Piedmorit Mumcrpal Power Agency (PMPA), each of which ‘
.has‘purchased from the Company, ‘portions of the Catawba Nuclear Station- (collectrvely, the Other

Catawba Joint Owners) All constituent entities of the Other Catawba Joint Owners were formerly

-wholesale mumcrpal or cooperatrve customers’ of the Company Electncrty is also sold at wholesale to
- 9 other- incorporated: munrcrpahtles and to* several private utilities. The Company renders electric: v

serv1ce ina total of 56 countres and is the prmcrpal suppher of electnc energy in 44 of these counties.

. The Company’s. service area. is. undergomg 1ncreas1ngly drversrﬁed 1ndustr1al development The
textile, tobacco, furniture and chemical industries are of major significance to the economy of the

". .area, and other: 1ndustr1al actlvrty includes- the manufaéture of metal products paper. and- allied

products, food products and various other hght and heavy manufacturrng and Service businesses. The
largest industry ‘served by the' Company is' the textrle industry, which accounted for approximately
$494 million of the Company s revenues for 1989 representlng 14% of electnc revenues and 43% of
electnc 1ndustr1a1 revenues IR : . R

i Energy Requrrements and Capablllty

"The following table sets forth the Company s generatmg capabrllty at December 31, 1989 1ts

.. sources of electrlc energy for 1989 ‘and certaln 1nformatron presently pro_|ected for 1990:"

"~ Generation — KWH

Generatmg Capabllrty KW(a) ‘ (millions)
_ " Projected ' : ' '
’ B S S . . Actual December 31 . Actual )
L ' Source ; o " Decémber 31, 1989 RERRTT o 1989
Coal ....... v .- 6,735,000 - 6,979,0000 " . 26,175
Nuclear (b)............. e . i 7 054 000 - 7, 054 000 C 47,773
‘Hydro and other-... R Y e 12,051,000 2 246, ,000(c) - 1,547
' Total (b)........0iceeiiin i, reesvereraaes ‘ 115,840,000 - 16,279,0000 T 75,495
Less: Other Catawba’ Jomt Owners share...‘.....‘ B R . - 1"2,566"
Plus: Purchases from Other Catawba Jomt , o e DTS
OWNETS. .ot eee e s ee s ' L e 9,809
.Purchased power and net 1nterchange e R T (] 218)
5 Total ....... et S e 1,520

o (footnotes on next page)




" The 1988-1989 winter peak load,

(2) The data relating to capability does not reflect the' possible unavailability or reduction of capabil-
ity of facilities at any given time because of scheduled maintenance, repair requirements’ or

*regulatory restrictions. o

. (b) Nuclear capability and related generation fdr 1989 "_and:i)roj‘ected for 1990 giv‘e' n-',o. efféct to the

joint ownership of th¢ Catawba Nuclear Station. (See “Joint Ownership of Facilities.”) "~ = .
() Reflects the rerating of the Company’s hydro SYStem. . = Lt At
‘In 1987 the Company entered into a bulk ?ppwer"'§ale;'$§reément to .proVidé"Carfolii)g Power &

agreemert: is subject to’ regulatory approval.

" The Company’s purchase of Nantahala Power. and I‘L{ght:: Company‘(NP&L) fror’ri the‘ Alﬁrriinum

. Company of America was closed in Nov,éihbe; 1988, following approval by both the-North:Carolina
Utilities' Commission (NCUC) and- the- Federal Energy Regulatory Commission (FERC). :The pur-

chase price, determined by the net:book value of NP&L stock at the time of closing;was $30 million.’

NP&L; which operates 11 hydroelectric stations and buys supplemental power to provide service to
its 47,000 mostly residential customers located: in five counties in western North Carolina, will
operate as a separate subsidiary of the Company. Upon completion of a transmission line between the
two systems, the Company will supply supplemental power to NP&L under the terms of an intercon-
nect agreement which has: been approved-by FERC. Construction has begun and is expected t0 be
completed»-by'-'rhid-to-late-fl;990. I P SR N T

8 ) Acqord@ng‘to ind

" . conversion of fuel energy 1o ‘electric energy. Published rankings indicate that individual upits @t

Belews Creek Steam Station and Marshall Steam Station ranked as'second, fourth, fifth and “ninth

most efficient in the nation’ in 1988. Statistics compiled by the Nuclear Regulatory Commission

(NRC) on multi-unit nuclear plants indicaté that the McGuire, Catawba and Oconee Nuclear Stations. -

were ranked first, second and sixth, respectively, in efficiency. in the nation among pressurized water

reactor nuclear facilitiés. "~ -

. "The 'vCo“mpany‘r'xdrm_al:'ljy'_ ékﬁéﬁenccs §e5$0n§1 ge‘a':lj'{ _105de in summer 'a‘n;i‘: winter which are rela-
tively in balance. On August 18,. 1988, the Company cgpctiencéd its all-time peak load of 13,618,000. -
KW during unusually hot weather. The 1989-1990 winter peak load of 13,126,000 KW occurred on .

December. 22, 1989, The 1989 :summer-peak load of 13,611,000 KW, occurred on August 23, 1989

currently forecasts a 2.4% co

mpound annual growth in peak load through 2004. ‘

Rate Matters’ o ‘ ' oL R e

-+ .The NCUC 2and PSC must 'a’;‘i'prove’.vthe Cdmp_any’s rates for fetail sales within the respective

States. FERC ‘must approve the Company’s rates for sales to' wholesale ‘customers.* Constituent . .~
da and PMPA are served under contractual arrangements between -

entities of NCMPA, NCEMC, Sal

such entities and the Company. " -+

. Rate requests filed by“t.he Company in 1986 with the NCUC, PSC and FERC were principally - -

" designed to reflect the Company’s investment in ‘Unit 2 of the Catawba Nuclear Station and the costs

related to purchased power contracts associated with portions of the Cataiwba units that have been:
sold. Rate orders issued by the NCUC and the:PSC allowed the Company to recover all costs related-

~ to Catawba, although-certain.non-fuel purchased power costs with associated carrying, charges will be
‘recovered on'a levelized basis. (See Note 3; “Notes to Consolidated Financial Statements.”) . .

" In'the Company’s most recent general rate case, the NCUC dllowed a jurisdictional rate of return .

on common equity of 13.20% and the PSC allowed 2 jurisdictional rate-of return on'common equity
of 13.00%. : ; : S ¥ g S

ight Company with 400 megawatts of capacity for. a six-year period beginningin 1992. 'T'h‘isji_

J s.try'sta.t_‘i",s'tics,'thrOughﬁl933, the,,Cﬂ;c")mpany"rahlged first in the nation for the last, .
15 consecutive years in terms of efficiency of its steam-fossil generating system as measured by the. -

f 12,560,000 KW. occurred on February 10, 1989. The Company:



_ per share, - -

-adjustments, which currently contains a sunset provision:

~ Energy Management -

The COmﬁany 'Jrqduced“rgtail rafés.-by»f.3°/o on January 1; 1987, and by an ,adglitional 3% on .
January 1,,1988, These reductions recognize the lower corporate income tax rate included in the Tax

Reform Act of 1986. These decreases have been approved by the NCUC and PSC, -

‘In July'1987 FERC app“ro.\'Iéd' a 3.56% increase in the Company’g.vi{holesale jurisdiction, reflect-

_.ing both' the costs. of Catawba Unit 2 and the lower corporaté income tax rate for 1987. A.rate
" reduction was granted in the Company’s wholesale Jurisdiction effective January 1, 1988, also reflect- .
~ ing the lower corporate income tax rate. - < o . .

" The ‘C'b_inp‘any canceled certain nuclear projects in prior years, including the Cherokee Nuclear

-~ Station, citing a slower growth in the demand for electricity, a changing pattern in that growth and"

more economical means of meeting such cl}an'gcd pattern as reasons for such cariCellation.Th’e NCUC
and the PSC have authorized. the Company to. recover over a 10-year period the costs of abandon-

" ment of the Cherokee Nuclear Station in.recent rate proceedings. Similarly, rates including such .

abandonment épsts are also in effect in the Company’s wholesale jurisdiction. However, no return .
was allowed on the unamortized portion of such costs. (See Note 10, “Notes to Consolidated Finan- .
cial Statements.”) L S S

* Certain. parties appeaied tlie‘ 1985 and 1986 rate orders-of the NCUC ,to*vthe» North Carolina. -

Supreme Court. On:July 28, 1987, the Court affirmed the NCUC’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 divided court, that issue was again contested in the appeal of the 1986 rate case. The -

- parties also challenged the NCUC’s decision on the rate of return allowed on the Company’s common o

equity, the adoption of the Company’s actual capital structure for ratemaking purposes, and inclusion

of subsidiary investments in the Company’s capital structure for ratemaking purposes. The Court
_ affirmed the NCUC’s decision on all questions raised with the exception of the allowed rate of return. -
~ The Court held that the NCUC’s conclusion regarding the appropriate rate of return on common
. eéquity-was not supported by adequate factual findings and remanded:the case for further proceedings
~ . on this question. On March 10, 1989, the NCUC issued its order on remand -which lowered the:
Company’s rate of return on common ‘equity from 13.40% to. 13.20%, required refunds plus interest,

and reduced rates to reflect the lower rate of return on common equity. The refuﬁd, approximately

'$24 million, has been paid. The Public Staff of the NCUC, joined by two other parties, has appealed ‘-
+» this order. - T B ST el o

~ OnJuly 28, 1987, FERC granted a‘.pétition m"ade'v By the Oihér ,Catawbé Joint Owners to exclude
costs of abandoned plants from their supplemental power rates affirming their conténtion that these

© costs were not.a part of the Catawba contracts. The Company appealed the ordeér to the courts which

upheld the FERC order in January 1989. The order had-a one-time impact on 1988 earnings of $.46

. .. Fuel Co&t'Adjustment-- Procedures. . The '_Compény has procedures in all three of its regulatoi’y' _

Jurisdictions to adjust rates for fluctuations in fuel expense. The NCUC ordered. the Company to
follow these procedures in its August 1986 order, which was-effective for periods beginning January. 1,
1986. The prospective adjustment in rates of past over- or under-recovery of fuel costs was challenéed
in the North Carolina courts. In 1987 North Carolina adopted legisiation assuring the legality of such

effective July 1, 1991.
.+ Construction Woirk,,‘ iri_}’-[dgresi‘ (CWIP). The NCUC_ is lpcrmnted in its. discretion '-i_o ihcluci",ef,'

construction work -in progress.in rate base after giving consideration to the public interest and the .
- Company’s financial stability. The PSC may include CWIP in rate base in its discretion. - .

i ..

“The Company currently is engaged in a comprehensive energy manageméhtproérém &esighed to.

reduce the growth in peak demand -without restricting the.continued economic development of the .

‘Company’s service area and increase off-peak sales. Peak: reduction programs include, amohg other
, thmgs,rp;om‘ptlon of energy-efficient building structures and abpliancc;s,_ use of residential conserva-
‘tion rates, .use, of intermptiblg'~ rates for large customers; control by the Company (with customers’

3.




consent) of residential electric water heaters and air conditioners during peak demand periods and

time-of-day pricing to a limited number of customers. The current -and planned aspécts of such

‘programs are designed to reduce the growth in peak démand by approximately 5,468,000 KW in the

~ summer of 2000. Of this amount, 975,500 KW will be available to satisfy a portion of reserve margin
requirements through the ability to interrupt end-use loads on an emergency basis. - '

: To make maximum use of existing production capacity while minimizing the need to add new
capacity, the Company is promoting off-peak sales programs. These programs include promotion of
all-electric homes using high efficiency eléctric heat pumps and outdoor lighting as well as. commer-
cial and industrial heating and heat recovery systems, all designed to contribute high load factor sales-
and /or increase seasonal and daily off-peak sales. ‘ : ' "

Through 1992, the Company estimates a minimum reserve margin of approximately 16% to 19%.
of its anticipated peak load requirements during this three-year period.- However, the: Company ;
believes that additional capacity may be purchased if needed. (For information about the:Company’s -
peak loads, see “Energy Requirements and Capability.”) T S '

" Construction Program - . o ,

i The Company, utilizing its own construction and engineering force, carries on a continuous
construction- program. Such- construction program and the estimated construction costs set forth -
below (a substamial poition of which has already been committed) are subject to continuing review..

- and- are revised from time to time in light of changes in load forecasts, the Company’s financial
condition (including cash flow, earnings and levels of rates), changing regulatory and environmental -

standards (see “Regulation — Environmental Matters”) and other factors.

 Estimated Costs , o . L : y .
, Projected construction and nuclear fuel costs; excluding costs related to portions of the Catawba
Nuclear Station owned by the Other Catawba Joint Owners, for.each-of 1990, 1991 and 1992 and for

 the three-year period 1990-1992; as now scheduled; are as follows (in millions of dollars):-

A Type of Facilities o 1_92 S . U 1992 - . Total
' Generation ..o $448 - $321 $242 $1,011
- Transmission ................. SR .53 55 . 84 192
© DISUHDULON weooevvveveiieessieennnn 301 . 300 323 - .924
03115 ST .09 113 - 19 341
“Total .ol ii . $91T° $789 T $768 . $2:468
Nuclear Fuel ... - $163 . $205 . $198 $ 566

: The Company’s prbcedures for estimating construction costs (which include allowance for funds used

during construction) utilize, among other things, past construction experience, current construction
costs and allowances for inflation. - S : - o Lo T
‘ The Company has experienced higher costs “of construction of new facilities as a result of
. recurring’increases in the costs of materials and labor, and increasing capital commitments attributa-
ble to more stringent regulatory requirements. However, the Company believes that in recent years it
'has been able to.construct generating units at-a- lower cost per’ KW than generally experienced by
other utilities for units of comparable type and vintage. The construction cost per installed KW for
the Catawba Nuclear Station, Unit 2 of which began commercial operation in August 1986, was

$-1,560 at the date of commercial o‘peration._ :

* Facilities Under.Construction.. L
- The Company currently has under construction thé
1,065 MW pumped-storage facility in Oconee County,

" for operation in 1992-and Units 3 .and 4 are to be comp
currentlyAahead of schedule. As of December3 .1,’

Bad Creek Hydroelectﬁc Station, a four-unit,
South’ Carolina. Units 1"and 2 are scheduled

leted in 1993. However, construction is .
1989, the Company had incurred $694 million of the |




. total estimated cost of $1.1 billfon, with construction costs of $1,045 per installed KW anticipgted for

this facility.

A site in Lincoln County, North Carolina, has been selected for a new combustion turbine (CT)
facility to meet customer demand in the mid-to-late 1990s. The Lincoln Combustion Turbine Station
will be able to accommodate up to 16 combustion turbines with a total generating capacity of
approximately 1,200 MW of electricity. Current plans are for the first CT to be operational as early as -
1994, The Company has notified the appropriate state regulatory-agencies of its intent to begin
procedures to obtain required permits-for construction and operation of the facility. ’

"The Company is evaluating options for meeting-additional future power needs under its “least
cost” plan. These options include further energy conservation or load management, bulk power
purchases and conventional supply side alternatives for meeting power needs in the 1990s and
beyond. ‘ " : '

The Company has undertaken a Plant Modernization Pi'ogram to imprng. the efﬁc_iency and
reliability of 15 older coal-fired generating units. These units represent 1,370,000 KW of generation,
and once modernized, will help. the Company meet anticipated future demand. The cost of this -

‘program is estimated to be.approximately $200-$300 per installed KW, a fraction of the cost of

building new plants. As of December 31, 1989, four coal-fired units with a generating capability of
428,400 KW had been returned-to the system and during 1990, it is anticipated that two additional

-~ coal-fired generating units with generating capability of 244,000. KW will be returned to the system.

Joint Ownership of Facilities o
In order to reduce its need for external financing; the Company,' through-several transactions
beginning in 1978, sold an 87'2% undivided interest in the Catawba Nuclear Station to the Other -

- Catawba Joint Owners. ‘ ) o

- These transactions contemplate that the Company will operate the facility, interconnect its
transmission system, wheel a certain portion of the capacity and energy of such facility to the
respective participants, provide back-up services for such capacity, buy for its own use (whether or
not the facility is _génerating electricity) that portion of the capacity not then contractually required by
the respective participants, and provide supplemental power as required by the purchasers to enable
them to provide service on a firm basis. The transactions also include a reliability exchange between

* the Catawba Nuclear Station and the McGuire Nuclear Station of the Company, which provides for

an exchange of 50% of each Other Catawba Joint Owner’s retained capacity from its ownership

_ interest in the Catawba units for like amounts of capability and output from units of the McGuire .

Nuclear Station. The implementation of the reliability exchange has not had nor does the Company
anticipate that’such implemgntation will have a material effect on earnings.

The levelized recovery over the next three years .of the costs of purchased power from the
Catawba Nuclear Station under contracts with the Other Catawba Joint Owners permitted by regula-
tory authorities will result in payments by the Company exceeding the amounts collected in rates for
such power by approximately $231 million. , . g

~ The Other Catawba J 'pint Owners and the Company are involved in various arbitrafion proceed-
ings involving disputes under the interconnection agreements between such’joint owners and the
Company. (See Note 12 of “Notes to Consolidated Financial Statements.”) .

Fuel Supply

The Company presently relies principally. on nuclear and coal for the generation of electric
energy. The Company’s reliance on oil and gas is minimal. ' S




- Information regarding the utilization of sources of power and cost of fuels is set forth in the
following table: : Average Cost per Million BTU -

Generation by Source on a Burned Basis
Year Ended December 31 " . Year Ended December 31
_ o ’ 1989 1988 1987 1989 1988 1987
Coal....... I RSN 34.7% 33.1% 33.8% 180.24¢ 175.79¢ . 181.18¢
‘Nuclear........cccoeeue. .. ~ 63.3 66.3 . 64.1 . .- 59.56 63.55 - .68.40
Oil.and Gas.....ccccovererneivenn e S o — = —_ — - S —
All Fuels (cost based on weighted average).............. . 98.0: 99.4 97.9 - 100.11 98.75 105.10

Hydroelectric*................. et ereetea st ver st st s s senne 20 6 2.1
' : " 100.0% 100.0% 100.0% .

* Generating-figures are net of that output required to replenish pumped storage units during off-
peak periods. ‘

" Coal. ' The Company obtains a large amount of its coal under long-term supply -contracts with
mining -operators utilizing both underground and surface mining. The Company has on hand an
adequate supply of coal. ' : ' : ,

" The Company’s long-term supply contracts, all of which have price adjustment and price renego-
tiation provisions, have expiration dates ranging from 1993 to 2003. The Company believes that. it
will be able to renew such contracts as they expire or to enter into similar contractual arrangements
with other coal suppliers. The coal covered by the Company’s long-term supply contracts is produced
from mines located in eastern Kentucky, southern West Virginia and southwestern Virginia. ’

. The average sulfur _conté'nt of coal being purchased by the Company is approximately 1 %. Such
coal meets the emission ljmitation.for sulfur dioxide for existing facilities.

Nuclear. Generally, the supply of fuel for nuclear generating units involves the mining and
milling of uranium ore to produce uranium concentrate, the conversion of uranium concentrate to
uranium hexafluoride, enrichment of that gas and fabrication of the enriched uranium hexafluoride:
into usable fuel assemblies. After a region (approximately one-third of the nuclear fuel assemblies in
the reactor at any time) of spent fuel is removed from a nuclear reactor, it is placed in temporary
storage for cooling in a spent fuel pool at the nuclear station site. The Company has contracted for
uranium materials and services required to fuel the Oconee, McGuire and Catawba Nuclear Stations. .
Based upon current projections, these contracts will meet the Company’s requirements through the -
following years: ' :

' ’Ui'anium Conversion " Enrichment .‘ Fabrication
OCONEE ....verrerrrrrernerrennenne . 1994 . 1994 1995 1997
MCGUITE..veevvvenreressesssnnen 1994 1994 1995 1998
- Catawba oo 1994 1994 1995 1998

. Approximately two-thirds of the Company’s requirements for uranium material is obtained from
Rio Algom, Ltd., a Canadian supplier. The remaindeerf' the requirements will be obtained from
various supplier contracts, with uranium material produced in the U.S,, Canada and Australia. Short-
term requirements have been and will be fulfilled with uranium spot market purchases. ’ :

The Cbmpany purchased uranium material during 1989 at an average price of. approximately
$23 per pound. The Company’s material nuclear supply contracts generally contain force majeure
provisions which provide protection from supply disruptions. . oo

The Nuclear Waste Policy Act of 1982 requires that the Department of Energy (DOE) begin
disposing of spent fuel not later than January 31, 1998. The Company has entered into the required
contracts ‘with DOE for the disposal of nuclear fuel and began making payments in July 1983 for
disposal costs of fuel currently being utilized. These payments combined with a one-time payment for
disposal costs of fuel consumed prior to April'7, 1983 have totaled about $380 million through 1989. -
In November 1989, DOE released a report which indicated that it now expects that a facility for spent
fuel disposal will not be available until the year 2010. DOE stated further that it planned an injtiative

6




. &

_granted.

to establish a monitored retrievable storage (MRS) facility, with a target operation date»of 1998, for

earlier acceptance of spent fuel from utilities. The Company believes that it will be able to provide
adequate on-system storage capacity until such time as DOE begins .receiving spent ‘fuel..

Regulation

The Company is subject to the 'juris'di'ctio'n-lof the NCUC and the PSC Whiéh, ‘among other things,

'must.app_rbve the issuance of securitiés. The Company also is subject, as to some phases of its

business, to the jurisdiction of FERC, the Environmental Protection Agency (EPA) and state environ-
mental agencies and to the jurisdiction of the NRC as to design, construction and operation of its
nuclear power facilities, The Company is exempt from regulation as a holding company under the
Public Utility Holding Company Act of 1935, except with respect to the acquisition of the securities
of other public utilities. - - : B ' : o - i

. Environmental' Matters. ‘The Company is subject to Federal, state and local regulation with
respect to environmental matters, including air and water quality. All of the Company’s facilities |
which are currently under -construction- have been designed to comply with presently- applicable
environmental regulations. Such compliance has, however, increased the cost of electric service by
requiring changes in the'design and operation of existing facilities, as well as changes or delays in the
design, construction -and operation of new facilities. The Company’s 1990-1991 construction pro-
gram includes.costs for environmental protection (as now defined by FERC) which are estimated to
be approximately $19.6 million, incliiding $11.5 million in 1990 and $8.1 million in 1991. However,
governmental regulations establishing environmental protection standards are ’continually“ evolving
and have not, in some cases, been fully established. Therefore, the Company may have to revise these
estimates in response to developments in these and other areas. ' :

- AIR'QUALITY. The Company operates its coal-fired generating stations in North Carolina under
a revised regulation which prescribes mass emission limits for particulates for each boiler unit. Such
regulation was issued by the North-Carolina Environmental Management Commission (EMC) and
was submitted to EPA for-approval as a revision to the state implementation plan which approval was

Presently, legislat‘ibn’_rﬁelating to acid rain and air quality is being cdnside_red by Congress. If a bill
is introduced. and enacted, a substantial reduction in sulfur dioxide and nitrogen oxide emission

limits for electric utility.boilgr's might be required, resulting in substantial capital costs.

.The .U.S.. Seventh Circuit Court of Appeals recently issued a decision involving Wisconsin
Electric Power Company. (Wisconsin) regarding the applicability of New Source Performance Stand-
ards (NSPS) and Prevention of Significant Deterioration (PSD) requirements to utility boilers under-

" going major maintenance. The decision affirmed EPA’s position with regard to NSPS, requiring strict

emission control-upgrades due to increased emissions resulting from the maintenance work. How-"

- ever, the Court of Appeals reversed EPA’s decision on PSD. The Company is performing mainte-

nance work on 15 units to which this decision may apply, but the differences between the Company’s -
project and the Wisconsin project as well as the favorable ruling on PSD lead the Company to believe
that its program will not result in substantial capital costs for installation of additional equipment for
air quality control. R L ' : " '

WATER QUALITY. ‘The Federal Water Pollution Control Act Amendments of 1972 require
permits to ensure compliance with its provisions. The Company has received such permits,

OTHER ENVIRONMENTAL REGULATIONS. North Carolina has enacted a declaration of environ-
mental policy requiring all State agencies to administer their responsibilities in accordance with such
policy. The NCUC has adopted rules requiring consideration of environmental effects in determining
whether certiﬁcat@s of public convenience and necessity will be granted for proposed generation
facilities. Legislation in South Carolina also requires consideration by the PSC of environmental
effects in determining whether certificates of public convenience and necessity will be granted for
proposed generation- and certain  transmission facilities. North Carolina and South Carolina have




adopted regulatibns implementing th
pliance with such Act.

e Resources Conservation and Recovery Act which are in com-

Polychlorinated biphenyls are fegulated by, provisions of the Toxic Substances Conttol Act. The .

Company has implemented procedures to comply with the Act.

~ The Comprehensive Environmental Response, Compensation and Liability Act of 1980, known.
as “Superfund”, became law in 1980. It requires the reporting of releases of hazardous substances into
the environment and the notification to EPA of hazardous waste facilities that are not subject to other
regulations. The Company has implemented reporting procedures in order to comply with the Act.
The Company is a Potentially’ Responsible Party (PRP) at a Superfund site. The Company believes
that it is-a de minimis contributor and that its involvement will not be material. ' '

» Title III of :che Superfund Amendments and Reauthorization Act of 1986 (SARA) establishes the
Emergency Planning and Community Right-To-Know Act. Title III imposes requirements on a wide
range of facilities to report information regarding the presence and release of specific chemicals to

state and local ‘emergency planning authoriti'esr The Company has implemented procedures to com-
ply with SARA. ' - a R - . '

GEN}ZRAL. The Company cannot estimate the'e_ffect of existing and pbteniial régulgt_ions upon

any of its existing and proposed facilities. However, developments in these and other areas of
regulation have in the past. required the Company to modify or replace equipment and may in the-

future - delay construction and operation of new or existing' facilities at.costs which could bé

substantial. . . = ; L . o o L
» Nuclear F. acilities. The Company’s nuclear facilities are subject to continuing regulation by the

NRC.. ' : ’ R e

. In March 1989, Unit 1 of the McGuire Nuclear Station developed a leak inside one of its four
steam generators caused by a rupture in a tube located near the bottom of the steam generator.
Laboratory examination of the ruptured tube revealed that the split was caused by a phenomenon
known as stress corrosion cracking. Primary water stress corrosion cracking (PWSCC), which typi-
cally occurs in tight U-bends and where tubes are attached to the tube sheets, has been identified as a
problem in stearn generators of a certain design including those at the McGuire and Catawba Nuclear

Stations. Because the March 1989 rupture occurred near the bottom of the steam generator and notin . '

a U-bend or where a tube was attached to a tube sheet, that occurrence was considered to be a unique
event. All other tubes in Unit 1 of the McGuire Nuclear Station were examined and no other"
abnormalities of that type were detected. The Company’s analysis of the cause of ‘this tube rupture
was accepted by the NRC which gave its permission to return Unit 1 of the McGuire Nuclear Station
to service in May 1989. However, the steam generators at the McGuire and Catawba Nuclear Stations

have also experienced PWSCC similar to that experienced by other steam generators of similar
“design. : : o - S o

The Company examines the steam generator tubes at the McGuire and Catawba Nuclear Stations -

at each refueling outage. In addition to the inspections of the steam generator tubes, the Company has
taken other steps to mitigate the effects of PWSCC that have occurred in the more typical locations of
the McGuire and Catawba steam generator tubes, including tube plugging/tube sléeving, more strin-
gent water chemistry control, shot peening and tight U-bend heat treatment. Despite these efforts, the
inherent potential for future PWSCC in the McGuire and Catawba steam generators still exists.
Future cracking could result in more tube plugging/tube sleeving, additional water chemistry control,

reductions in plant output and eventual replacement of the steam generators at the McGuire and
Catawba Nuclear Stations before the end of their 40-year design life. '

The Company, on its own behalf and, in-connection with its Catawba. Nuclear Station, on behalf
of NCEMC, NCMPA, PMPA and Saluda, commenced an action on March 22, 1990, in the United
States District Court for the District of South Carolina (Charleston Division) seeking damages from
Westinghouse Electric Corporation (Westinghouse) for supplying to the McGuire Nuclear Station and

- Catawba Nuclear Station steam generators that are alleged to be defective in design, workmanship
- and materials, and that will require replacement well short of their stated design life. The complaint
alleges that at the time the contracts for the nuclear steam supply systems for the McGuire and
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Catawba Nuclear Statio'ns were negotiated and executed in the early and mid 1970s, and continuing
" thereafter, Westmghouse knew, or recklessly disregarded information in-its possession, that the steam
generators would be susceptible to corrosion and cracking that would cause deterioration and require

. premature réplacement. The complamt further alleges that Westmghouse deliberately concealed such

informatién from the Company and defrauded the Company by falsely representlng that the.steam
generators were desrgned to last for 40 years :

The complamt further alleges that Westinghouse engaged in deceptrve acts that were 1ntended to

" prevent the Company from. exercising its rights against Westinghouse, and also- engaged in a pattern
of deceptive acts throughout the domestic and worldwide electric generating industry to the detri-
ment of the Company and others. The complaint contains counts for fraud; neghgence ‘violations of

“the South Carohna and North Carolina Unfair Trade Practrces Acts; promissory estoppel and pat-"
terns of racketeering activities prohibited by the Racketeer Influenced and Corrupt Orgamzatrons Act

(civil RICO). In the action, the Company.is seeking a judgment that Westinghouse is obligated to

. correct the defects in the steam generators at no cost to the Company, for 'money damages, plus -
interest, in an amount to be determmed for treble damages for punitive damages and for attorneys

- fees. :

The Company mamtams nuclear Insurance coverage in three areas, hab111ty coverage property
and decontamination. coverage, and extended accidental outage coverage to cover increased generat- ..

" ing costs and/or replacement power purchases. The Company is being reimbursed by the Other Joint

. Owners of the Catawba Nuclear Station for- certam expenses associated with nuclear msurance
. premrums pa1d by the Company. :

Pursuant to the Price-Anderson -Act as recently amended ‘the Company is requ1red 10 insure
* against public liability claims resultmg from nuclear incidents to the full limit of liability of approxi- ‘
~mately $7.8 billion. The maximum requrred private primary insurance of $200 million has been
" purchased along with a like amount to cover certain worker tort claims. The remaining amount,-

: currently $7.6 billion, which-will be increased by $63 million:as each additional commercial nuclear
reactor. is licensed, has been provided through a mandatory industry-wide excess secondary insurance
" program of risk pooling. Under this program, licensees could be assessed retrospective premiums to
compensate for damages in. the event of a'nuclear incident at any licensed facility in the nation.:If
- such an incident occurs, .and public liability damages exceed primary insurances, licensees may be
assessed up to $63 million for each of their licensed reactors, payable at a rate not to exceed $10 -
million a year per licensed reactor for each 1ncrdent The $63 million amount is subject to indexing .-
for inflation and is further subject to a surcharge of -5 percent if funds are insufficient to pay claims
and associated costs. If retrospective premiums were to be assessed, the joint owners of the Catawba
Nuclear Station are obhgated to assume their. pro rata share of such assessment. -

The Company-i is a member of Nuclear Mutual Limited (NML), which provides $500 m11110n in -
primary property damage coverage for certain of the Company’s nuclear facilities, If NML’s losses
ever exceed its reserves, the Company will be liable, on a pro rata basis, for add1t10na1 assessments of
up to $65 million. This amount represents 10 times the Company s annual premlum to NML

The Company is also a member of Nuclear Electnc Insurance Limited (NEIL) and purchases
$975 million of insurance through NEIL’s excess propérty and decontamination l1ab1hty Insurance
program The Company has also purchased an ‘additional $400 million of excess property damage
insurance for its Oconee and McGuire plants and $560 million for its Catawba plant through a pool
of stock and mutual insurance companies. If losses ever exceed the accumulated funds available to
NEIL for the excess property and decontamination liability program, the Company will be liable, ona
pro rata basis, for additional assessments of up to $25 million. This amount is limited to 7.5.times the
Company s-annual préemium for $500, million " of excess property and. decontamination liability
insurance. The joint owners of Catawba are obhgated to assume their pro rata share. of any liability
for retrospective premiums and other premium assessments resulting from the NEIL pol101es apphca-
ble to Catawba.

In addition to the $975 million-in coverage through NEIL’s excess property program and the
$560 million in excess coverage mentloned above and in lieu of pnmary property coverage through




) Interconnectlons

NML, the Company has placed $500 ‘million through a pool of stock and mutual 1nsurance compa-
nies -for pnmary property msurance coverage assoc1ated w1th 1ts 1nterest 1n the Catawba Nuclear‘
Station. . . : . - . A

o The Company partrcrpates in‘a NEIL program that’ prov1des msurance for the. 1ncreased cost of .

generation ‘and/or purchased power ‘resulting from an accidental outage of a nuclear unit, The
Oconee, McGuire and Catawba Nuclear Stations are insured for up 6 approximately $l 8 mrlhon _
$2.8 million and $2.8 million per unit per week, respectrvely, after a 21-week deductible period; with

o declmmg amounts per unit where more than one unit is involved: Coverages continue at 100 percent

for 52 weeks, 67 percent for a second 52 weeks, and 33 percent for a third 52 weeks. If NEIL’s losses

for this program ever exceeded its reserves, the Company will be liable; on a pro rata basis, for

‘additional assessments of up to $25 million. This amount represents ﬁve times the Company s annual

premium to NEIL. The joint owners of Catawba are obligated to. assume their pro rata share of any

. liability.for retrospectlve premlums and other premium assessments resultmg from thie NEIL p011C1es
: apphcable 10 Catawba.’ . & ‘ :

The NRC promulgated a regulatlon in 1988 which w111 requrre an external mechamsm to fund _
the liability to decommission the components of a nuclear unit subject to radioactive contamination.”

The minimum fundmg level mandated by the NRC is-approximately $100 million pef “unit in 1986

dollars-to be funded by the end of the licensed life of the plant. The other joint owners of the. Catawba .

Nuclear Statlon are liable. for funding decommissioning activities related:to their. ownership 1nterest
in the station. The Company is required to submit a funding plan to the NRC by July 1990.

Hydroelectrzc Licenses. The principal hydroelectrlc projects of the Company are llcensed by ‘
FERC under Part I of the Federal Power Act. Eleven developments on the Catawba-Watereé River in -

North Carolina and South Carolina, with a nameplate rating of 804,940 KW, are licensed for a term

expiring in- 2008. The Company also holds a license for the Keowee-Toxaway: Project for a’term -

- expiring in 2016, covering the Keowee Hydro Station and the Jocassee Pumped Storage Station for a
combined. total of 769,500 KW, on the upper tributaries’ of the Savannah River in northwestern
South Carolina. Addrtlonally, the Company is the licensee for the Bad Creek Pumped Storage Project

which is under construction. Bad Creek will use Lake Jocassee as-its ‘lower reservoir. The Federal

Power Act provides, among other- things, that, upon the éxpiration of any license issued thereunder,

the United States may (a) grant a new license to the licensee for the project, (b) take over the project

- upon payment to the licensee of its “net investment” in the project (but not in excess of the fair value
.. thereof) plus severance damages, or (c) grant.a license for the project’ to a new 11censee subject to
payment to the former licensee of the amount spec1ﬁed in (b) above ’ .

, The Company has major 1nterconnect10ns and arrangements w1th its nerghbonng utilities whrch
it. cons1ders adequate for coordmated plannrng, emergency assistance, exchange of capacity and
energy, and re11ab111ty of power supply r t R : :

' Competmon

The Company currently is subject to compet1t10n in some areas from government-owned power
systems mumcrpally—owned electric systems, rural, electric cooperatives and, in certain instances,
. from-other private utilities. Statutes in North Carolma and South Carolina prov1de for the assign-
. ment by the NCUC and the PSC, respectively, of all areas outside mun1c1pa11t1es in such States to
. power compames and rural electric cooperatives. Substantially all of the territory comprlsmg the

.. Company’s service area has been so assigned. The remaining areas have been de51gnated as unas-

signed "and in such areas the Company remains’ subject to competition. A decision’ of the North
. Carolina Supreme Court limits, in some instances, the right of North Carolina mun1c1pa11t1es to serve
customers outside their corporate limits. In South Carolina there continues to be’ competition
between ‘municipalities and other electric supphers out51de the corporate 11m1ts of the. mun1c1pa11t1es,
subJect however to the regulat1on of the PSC

*

«
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Non- Utlllty Actmtles

The Company.is engaged in a w1de vanety of non- ut111ty act1v1t1es most of Wthh are orgamzed
-in separate subsidiaries; 1nclud1ng real -estate’ development and forestry operations,’ marketmg of
electrical appliances, management of passrve financial ‘investments, developmg and investing in
electric generation facilities outside the Company s service area _providing engmeenng and techmcal
services-and the marketing,of computer software: , l ’

" In June 1989, the Company and four. other corporations created Lou1s1ana Energy Serv1ces Wthh »
plans to establish the nation’s first' privately owned ‘uranium enrichment facrhty In September 1989,
the Company and Fluor Corporatron of Irvine, California entered into"a partnership to. create -
Duke/Fluor Daniel. The partnershlp will offer total’ desrgn engmeermg, construction and operation -
. services for new coal-fired power: plants as well as for repowenng, upgrading or modifying existing

. coal-fired plants. In October 1989, the Company offered for, sale Mill-Power Supply Company, its
electrical equipment and. hrgh-tech electronics controls supply subsidiary. Also in 1989, the Company'
entered into an dgreement with the 01ty .of Anderson, South Carolina, which relieved the Company of
its obligation to- operate the transit system.-The Company has ‘also entered into a similar-agreement
- with the city of Durham, North. Carohna subject to certain contmgencres The operatlng results of ‘
Mll] Power and the trans1t systems are. not materlal to consohdated earnmgs ’

Employees -

At December 31, 1989 the Company employed approx1mately 19 400 persons excludlng
approximately 600 employees of subsidiaries:’ About 2,250 electrical operatmg employees are repre-
sented by the International Brotherhood of Electrrcal Workers w1th whrch the Company has a labor

"agreement expiring on October 1, 1990 : «

In September 1988 the’ Company announced plans to conduct work activity rev1ews to’ 1dent1fy
“changes in ‘the orgamzatron ‘which could be ‘implemented.to. make the’ Company more .efficient - -
without compromising safety or service. In November 1988, the ﬁndmgs of the rev1ew were . 1rnple-
-mented and, as a result the work force was reduced by approx1mately 6 percent '

T
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'DUKE POWER COMPANY

OPERATING STATISTICS

4

Year Ended December 31

. 1985

(A) Includes 100% of Catawba generation.
(B) Excludes a portion of the energy sold to the Other Catawba Joint Owners (see “Busmess —J omt: '

‘Ownership of Facﬂmes”)

(C) Does not reflect N_antahala Power and Light Company

13

456

Sources of Electric Energy ) g w . 1988 1987, 1986. _—
Millions of kilowatt-hours: | "’ o
" Generated — net output: - : : :
C0al.ciiiirrrersre e 26,175 23,930 23,617 30,249 27,619
:Nuclear (A)... e .. 247773 47,934 44,810 35,044 33,700
Hydro............ 15520 o 402 1,454 771 1,162
Oil and gas sfeseemeennenns 27 : 32 () 14 13
i Total generatlon., ................... T, 495'- CF 72,298 - 69,880 66,078 162,494
"~ Purchased power and net ' O ' R
1nterchange ....................................... . ©(1, 218) - 437 . 5 (822) ‘ (1,742)
Total output ©I4277 - 72,735 -69,885 65,256 60,752
Less: Other Catawba Joint Owners’ - S e : Lo o
share......... Leteureeetrterere e ne e sarteraaeneas 12,566 © 12,166 " 11,961 6,261° 3,827
- Plus: Purchases from Other'Catawba ™ . -~ ° . & o -
Joint Owners....'..._...'....‘.....................‘ -9.809. 710,244 10,872 5,953; 3,769
- Total sotirces of energy... . - 71,520 :-, 70,813 68,796 64,948 60,694
Line loss and company usage ........... L (4,892) - . (4,614) (4,045). - .(4.435) (4,636)
Total energy sales (B)............" . 66,628 66,199 64,751 ° 760,513 . 56,058
Average Cost Per Ton of Coal Burnéd............. 8451370 0 $44.27 $45.42 $47.59° . $48.66
“Electric Energy Sales Lo e - o
. Millions of kilowatt-hours:. - e e . N . Coe
Residential............o......... : 16,895 . 16,744 . 16,580 ° 15,636 =~ 14,241
General service.... 14,206 - 27 13,634 .. 7 13,026 12,312 . % 11,338
"Industrial - . » o
Textile...covvrnrnniiiviierenatonnes wedes 7 11,443 11,134 11,236. 10,595 . - - -9,961
Other...ceirieecrersee e 14,491 . 14,020 . 13,738 12,617 -~ . 11,876
Wholesale and othér energy sales....... " 9,593 . " 10,667 10,171 ' - . 9353 .- 8642 ..
" Total energy sales billed............... “ 66,628 - 7 66,199 64,751 =~ - 60,513 .- - 56,058 -
Unbilled energy sales....... seinerasnaans S 370. . 165 —_ _ —_— =
‘Total energy sales (B)(C) ........ 66,998 - 66,364 64,751 60,513 56,058

Electric Revenue _ v L : ‘ .

" Thousands of dollars: o ’ o . . :
Residential.........ccoovvncrincieniend e+ $1,198,705 $1,205,471 $l 226,529 $1,088,886: $. 914,513
General Service.......coeeveveeslveeennrennnn. 851,422 833,709 829 466 748,722 642,006
Industrial . N S AL - ' C

- Textile it —— . 493,933 495,100 51-1,026 - 471,718 420,817

Other ..ot © 653,830 -651,420 661,736 -~ - 593, 1407 . . 523,041

Wholesale and other energy sales....... 395,929, - 446,368 " 459,182 . 426,882 .. . 358,385

Other electric revenues............o.......... 45,520 (5,083) ) 17,845 7-1,318,', L 40,149

_ Total electric revenues (C) . $3,639,3397 " $3,626,985  $3,705,784 * $3,400,933 $2,898,911

Number of Customers — End of Year . et o o ) ; '
Residential’.c......oo.vevverueenieecnsereeennn 1,362,118 .. .1,339,206 - 1,302,819 1,272,888 - 1,236,156
General SEIVICE oovuviinencienerecsncsensenens ' 216,960. . 210,122 202,482 195,248 188,542
Industrial i ' e ' !

TeXtle viuieeerrirenreneiare el © 1,408 - - 1,424 1,408 1,355 1,349
Other..uvvieeiiirrreeeee et - 1,310 7,232 7,119 6,964 .6,894.

o Wholesale and other energy sales........ v 7,241 7,126 6,881 6,635 6,516

v Total customers...............i..... 1,595,037 1,565,110 1,520,709 + 1,483,090 ° 1,439,457

Residential Customer Statistics ) - o - L
Average number for year .................... < 1,356,088, . 1,327,452 1,292,293 . - 1,259,655 1,221,419
Average annual use — KWH.... . 12,459 12,614 12,830 | - 12,413 11,659

- - Average annual billing ........................ . $883.94- $908 1t $949.11 ' '$864.43 -$748.73

Average Annual Billed Revenue Per KWH S ‘ . :

: Residential.......cccocivvvenrivererenenenininnnn, _ 7.09¢ 7.20¢ 7.40¢ . 6.96¢ 6.42¢
General service 5.99¢ 6.11¢ 6.37¢ 6.08¢ 5.66¢
Industrial ........ccoouveeenrerrnne. v -:4.43¢ 4.56¢ 4.70¢ . 4.59¢ 4,32¢
Wholesale and other energy sales © 7413 4.18¢ 4.51¢ 4.15¢




EXECUTIVE OFFICERS OF THE COMPANY

Name . . . . ,. . , Position

W.S. Lee*™* . litinns eees " Chairman of the Board and President
W. H. Grigg**......oocveisinionennnns Executive Vice President, Customer Group
o S h - and Director
W, H. Owen**......ueeeeiieieereenn. Executive Vice President, Power Group and
o ‘ - Director’ :
Steve C. Griffith, Jr.**.............  Senior Vice President’ and General Counsel
. . ‘ and Director 4
WAL Coley..neinincens e et Semor Vice Pres1dent Power Dehvery
Henry L. Cranford..........ccoou..... Senior Vice President, Customer Services. o
Donald H. Denton, Jr. Senior Vice President, Marketing and Rates .
' R B. Priory....ccoeveervennen. evieeeees. ~ Senior Vice President, Generation‘and - '
' o L Information Services . -
. James R. Bav1s .......... - Vice Pres1dent Human Resources ) )
" Paul F. Bnggs It. .;': ...... feeeene Vice President, Wlnston-Salem D1v1S1on K
J. Kenneth Clark .....oveeeeeenn... Vice President, Corporate Commumcatlons
Robert L. Dick ............ Vice President, Corporate Excellence o s
‘E. O. Ferrell, I................c.....  Vice President, Operatlon
.George W. Grier, III ................ Vice President, Quality Assurance =
‘ Ja'mes E. Grogan................. eeeae Vice President,. Construction and Ma1ntenance
Donald E. Hatley........... SO Vice President,, Public Affairs | 3
- Jim R. HickS..lcccovvviririirininnn. V1ce President, Transmission and Dlstnbutlon
" John P. Holland........cocovvviennne - Vice Presrdent Central Division
- F. Alfred Jenkins......cccccceeunenn. Vice Pres1dent Western Division
* John P. K1nca1d......................., Vice President, Greenville Division -
" James C. Leathers........... ; Vice President, Production Support
John F. Lomax ........... eveeieneees Vice' Pres1dent Southem Division
Paul G Martm..' ................ s Vice Presrdent Eastern Division -
~Maurice D. McIntosh....,.-...,.....; " Vice President,. “Fossil Production
~~Ted C. McMeekin .........cc......... * Vice President, Des1gn Engmeenng
- John P. O’Keefe .....oounn.. S Vice President, Taxes
Richard J. Osbome..........f ..... ... Vice President, Finance
* William T. Robertson .............. ~ Vice President, Procurement Serv1ces and
: Sl o Materials ’
William R. Stimart................... Vlce President, Regulatory Affarrs
George E. Stubbins................. Vice President, Information Systems
“"Hal B. Tucker........ivecevvecnvrnnnces Vice President, Nuclear Production
. Joseph H. Welch, Jr. ...c.ccccece.e. Vice President,- Greensboro Division
Fred E. West, JI. ...cceocevcruennene. Vice President Charlotte Division
" Sue A. Becht............... e - Treasurer
Lewis F. Camp, Jr......c.oloeeeeeee, Secretary and Assoc1ate General Counsel
David L. Hauser.......cco.evvene. .. Controller

+ *As of February 1, 1990.
**\Member of the Management Committee.
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" Executive officers are elected annually by the Board of Ditectors and serve unt11 the ﬁrst meeting
of the Board of Directors followmg the next annual meetmg of shareholders and until their successors
are duly elected.

There are no family relationships between any of. the executive ofﬁcers nor any arrangement or

understanding between any execut1ve officer and any other person pursuant to which the ofﬁcer was
selected

"~ All of the above executive ofﬁcers have held respon51ble positions w1th the Company for the past
five years except for John P. O’Keefe. Mr. O’Keefe was a partner of Deloitte Haskins & Sells servmg
as its National Director, Public Utility Tax Practice; for approxrmately ten years 1mmed1ately prlor to
Jommg the Company as Vlce President, Taxes, on July 1, 1986.

_There have been no events under any bankruptcy act, no criminal proceedlngs and no Judgments

or 1nJunct10ns matenal to. the evaluatron of the abrlrty and 1ntegr1ty of any executlve ofﬁcer dunng
the past five years

Item 2; Properttes

The map on page 12 shows the location of the Company s servrce area and generatlng statlons

Reference i1s made to Schedule V— - Property, Plant and Equipment for information concerning
the Company’s investment in utility plant Substantlally all electric plant is- mortgaged under the
Indenture relating to the First and Refunding Mortgage Bonds of the Company.._

For addrtronal information concerning the properties of the Company, see Item 1 “Construc-
tlon Program Faczlltzes Under Constructzon "

Item 3. Legal Proceedmgs

Reference is made to. “Business — Regulatlon — Nuclear Faczlztzes and Note 12 of “Notes to
Consohdated Financial Statements”.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submrtted to a vote of the Company s secunty holders during the last quarter of
1989.

PART II.
Item 5. Market for the Regzstrant s Common Eqmty and Related Stockholder Matters

The Common Stock of the Company 1s traded on the New York Stock Exchange. At December
31, 1989 “there were approx1mately 115 734 holders of shares of such Common Stock.

The following table sets forth for the perlods indicated the dividends paid per share, of Common
Stock and the high and low’ sales prices of such shares reported’ by the New York Stock Exchange
Composne Transactlons

Dmdends - " Price Range
" Common Stock . - Per Share High Low
1989 by Quarter

Fourth.......cccocoviosiieiscieeeeese i $0.78 $561 ¢ $50'
Third....occoeeeiieee e, - 0.78 534 49,
Second.......ccooceriiieiiiereieee e 0.74 50 44/,
First..oeeeneieiiieeee et 0.74 634 423/,

Fourth ..o $0.74". $475% . $445%
Third....ccooevririeineeeecee e, 0.74 46'/4 42%
Second......coceeivniitienniiieies s 0.70 - 477k - A2,
................................................ 0.70 - 49 43
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Item 6. Selected Financial Data. . .° c S R
. Ky RN ;" T ’ . ) | s . . j
) DUKE POWER COMPANY BN TR . . i
SELECTED FINANCIAL DATA _ |
- K i
Year Ended December 31 . . v ;
G198 Y 1988 L1987 1986 . . 1985 |
s ' © o “ (Dollars in thonsa;nds, except per-share figures) - -~ . |
_CONDENSED CONSOLIDATED STATEMENTS Co e P |
OF INCOME' , : e R _ ‘
Electric revenues...‘......'..., .......... eepereerenes prereprenpeens $3,639,339 . $3,626,985 '$3,705,784-' $-},400,933‘; $2,898,911 |
T — e 2,934,739 2,997,434 3,047,827 .. 2,816,157  2,370,876. o
Electric operatlng income 704,600 629,551 ' 657,95_? 584,776 ¥ 528,035 - ‘ ' |
Other INCOME 1.eeeeeesiecievebereresiaesneteersereseseseseseaens 101,826 46,211 72,902 127,880 | 163,821 - :
Income before 1nterest deducuons....v.'.' ............. 806,426 675,762 730,‘859 712,Q§§ 691,856 S !
Interest deductions 234815 227,631 . 230,661 . . ' 244,822 254,263 o I
- ,Cumulative effect of accrual of unbllled T oo S . i
"L TEVENUES ..o S = 102,255 . —_— = C— !
"Net income....... y '.""‘ ...... Seefiereneeeeie s i ..... 571,611 550,386 © 500,198 4 467,834 -+ 437,593 .
. Dividends on preferred and preference st_ock.s.'....,' T 052477 . 53329 . . 54264 . 58,767 ., 60912 L
Earnings for Common StocK ......c.rvvenrrennn. ereeeeenen $ 519,134 § 497,057 $ 445934..°$ 409,067 . $ 376,681,
RATIO OF EARNINGS TO FIXED CHARGES - ST ‘ : e
(SEC method) (@) ......... et e ras oot e et er e raaetes g - 426 - 4.25. 449 . 426 . 3.87 o
© COMMON STOCK'DATA - * ~~° . o ... % T |
Shares of common stock ' ’ o : s . ) ' R ' ’ ' )
— Eng of year (thousands) .......ccvveveerereeeemsesesens : 10_1,2.8_13“‘ © 101,272 - 101-;25,:9.. . ..101,2360 7 101,194 - b
;Average (thousands) ......ccceeevereremsererseeessernnns 101,277 101,266 - - 101,250 101,220 . 101,178 I
Per share of common stock \
EArnings (2)......socevecriemeerereemseeeesonesnefevenenenenat v $ 513§ 491 - $ 440 $ 404 § 3.72 i
DAVIAENAS. . reev s st sesssesssesese et sresmeseees $ 304" 8 288§ 274 $ 264 § 2.54 '
Book value —end of year........iii toniilns $ ° .36.10 =§ 3401 $. 3196 $ 30,34 § 28.98 1
- Market prlce — high- low ............................. eraenin $ 56'/2 42% $ 49-42%  $51%-39% $ 52-34%  $ 36%-28"2 .
R —end of year .................................. : $ . 56% -$,‘ Ds46Y% S . 42%- % 45%. 8 35%
. TOTAL ASSETS....ooiivriens st s E $9,542,398  $8,890,605 $8,511,794  $8,226,729 $8, 024 163 '
LONG-TERM DEBT....:i‘. ........... R e $2 822 442 $2,728,794 $2,723,382  $2,752,302 $2 721, 041
PREFERRED STOCKS WITH SINKING FUND . )
REQUIREMENTS .................................................. $ 247 825 % 255,850 $ 263,875  $- 221,991 $ 277,012

(a) Includes cumulatlve effect of the accountmg change for unbllled revenues for 1988
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Item 7. Management’s Discussion and Analysis of Results of Operations and Financial Condition.

Results of Operations
Earnings and Dividends

Earnings per share increased to $5.13 in 1989 compared to $4.91 in 1988. The increase in the
current year was primarily due to higher sales and lower maintenance expenses at fossil and nuclear
plants. These increases were partially offset by a decrease of $.11 per share due to the refund resulting
from the North Carolina Utilities Commission (NCUC) order which lowered the Company’s rate of
return on common equity in response to a decision of the North Carolina Supreme Court. Earnings
per share for 1988 included an increase of $1.01 per share for the effect of accruing unbilled revenues,.

~a provision for the loss of $.46 per share because of a court order excluding costs of abandoned plants
from the other Catawba joint owners’ supplemental power rates and $.15 per share related to benefits
for employees laid off after a work activity review completed late in 1988.

. Earnings per share increased over the past five years at an annual rate of 8 percent, to $5.13 in
1989 from $3.72 in 1985. The total Company’s earned return on average common. equity increased
from 13.4 percent in 1988 to 14.7 percent in 1989. The return on average common equity;in 1988

“excludes the effect of accruing for unbilled revenues and the provision for the abandonment loss. .

-~ ‘The Company contingekj its précticg'e: of in(;geésing the common stock dividend annually, Com-
mon dividends per share'increased from $2.54 in'1985 to $3.04 in 1989, rising at an annual rate of 5
percent. Consistént with the five-year-trend, indicated annual dividends per share increased to $3.12.

" Revenues and Salés ' - o
‘Revenues billed to customers decreased slightly from 1987 to 1989. Higher kilowatt-hour sales

were offset by decreases in prices. Growth in economic activity in the Piedmont Carolinas has caused
kilowatt-hour sales billed to increase at a 1 percent annual rate from 1987 to 1989.

Kilowatt-hour sales billed for 1989 were essentially flat when compared to 1988. An increase in
sales to the retail sector was partially offset by a decrease in special sales to other utilities. Sales to
general service customers increased 4 percent reflecting an overall increase in the customer base.
Industrial sales (both textile and other industries) increased 3 percent reflecting economic growth in
the service area. '

Operating Expenses

Non-fuel operating and maintenance expense rose at an annual rate of 5 percent from 1985 to
~ 1989. Factors contributing to this rise include increased maintenance at the nuclear stations, addi- .
tional Nuclear Regulatory Commission requirements and inflation.

“Net interchange and purchased power” decreased 12 percent from $587 million in 1988 to $514
million in 1989. The decrease is primarily due to an increase in sales of interchange power.

Fuel expense increased slightly from $625 million in 1987 to $660 million in 1989. Higher
production required to meet a higher level of demand was partially offset by declining fuel prices.
Fuel expense for 1989 increased 5 percent over 1988. This increase reflected the need for additional
fossil generation in response to the growth in sales. -

Damage from Hurricane Hugo will cost approximately $64 million. The capital portion of these
costs, about $44 million, will be capitalized and depreciated over approximately 30 years. The
- Company has received approval from the appropriate regulatory commissions to defer and amortize
the remaining $20 million over a five-year period. Regulatory approval has also been received to
defer and amortize over a five-year period another $3.5 million, of a total $9.7 million, in damages
from tornadoes that struck the Piedmont in May. ' '

Other Income

Allowance for funds used during construction (AFUDC) represented 15 percent of earnings for
common stock in 1989, increasing from 14 percent in 1988 and 11 percent in 1987. The moderate
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inprease in AFUDC over the past three years is a result of construction of the Bad Creek Hydroelec-
tric Station. AFUDC is expected to continue to rise moderately as the Bad Creek Hydroelectric
Station nears completion. '

Included in “Other, net,” the carrying charge on purchased capacity levelization represented 7
percent of total earnings compared to 5 percent in 1988. This change is due to the increasing
cumulative effect of the' Company’s funding purchased power costs not currently collected in rates.
(See Note 3, “Notes to Consolidated Financial Statements.”) '

Subsidiary and non-utility earnings, of which major components are investing income, Crescent
Resources, Inc. and merchandising, were 7 percent of total Company earnings in 1989, compared to 6

- percent in 1988. The slight increase in these earnings from 1988 is due to an increase in earnings from

subsidiary operations which was partially offset by a decrease in investment income as a result of the
reduction in the overall investment base of certain subsidiaries.

'Liquidity and Resources -
Rate Matters . R ' .

From 1985 through 1989, the Company was involved in various retail rate activities. In-1985 and
1986, rate increases provided for the recovery of the Company’s investment in both units of. the
‘Catawba Nuclear Station and recovéry of increased purchased power and operating cxpc;nses; These
increases were partially offset when the Company reduced retail rates by 2.3 percent on J‘a‘n'uafy’ 1,
1987, and by an additional 3 percent on January 1, 1988, to recognize the lower corporate income tax
rates included in the Tax Reform Act of 1986. The Company does not anticipate the need for any
general rate activity until it is necessary to recover the investment in the Bad Creek Hydroelectric
-Station. (For additional information on rate matters, see Note 2, “Notes to Consolidated Financial

Statements.”) ' 5
In July 1987 the Federal Energy Regulatory Commission (FERC) approved a 3.56 percent

increase in the Company’s wholesale rates, reflecting both the costs of Catawba Unit 2 and the lower

corporate income tax rate for 1987. A 2.4 percent rate reduction was implemented in the Company’s
wholesale jurisdiction effective January 1, 1988, also reflecting a reduction in the corporate income
tax rate. ' ' : : .

The Company is also involved in legal, tax and regulatory proceedings before various courts,
regulatory commissions and governmental agencies regarding matters arising in the ordinary course
of business, some of which involve substantial amounts. Management is of the opinion that the final
disposition of these proceedings will not have a material adverse effect on the results of operations o
the financial position of the Company. A . :

Certain parties appealed the Company’s 1986 rate. order of the NCUC to the North Carolina
Supreme Court on various grounds seeking revision or modification and refunds. On July 28, 1988,
the Court affirmed most of this rate order including the portion authorizing the collection of aban-
doned plant costs associated with canceled nuclear stations, but-the Court found that the Commis-
sion’s conclusion regarding some elements of the fair rate of return on common equity was not
supported by adequate findings of material facts, and remanded the case for further proceedings on
this question. On March 10, 1989, the NCUC issued its order on remand which lowered the Com-
pany’s rate of return on common equity from 13.40 percent to 13.20 percent, required refunds plus
interest and reduced rates to reflect the lower rate of return on common equity. During the first
quarter of 1989, the Company accrued approximately $24 million for the refund. The refund has
been paid. The Public Staff of the NCUC, joined by two other parties, has appealed this order. The
Company is of the opinion that the Commission acted properly and the final disposition of this
matter should not have a material adverse effect on its results of operations or financial position.

The other joint owners of the Catawba Nuclear Station and the Company are involved in various
proceedings related to the Interconnection Agreements (the Agreements). The basic contention in
each proceeding is that certain calculations affecting bills under the Agreements should be performed
differently. Although these matters may be material, they are items covered by the Agreements
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between the Company and the other joint. owners whrch have been approved by the. Company ) reta11
regulatory commissions. The ultimate resolution of these matters cannot presently be determined;
however, the Company is of the opinion that it has properly 1nterpreted the Agreements and that the
ultrmate resolutron of these matters should ' not have a materlal adverse effect on 1ts results of

. On July 28 1987 the FERC granted a petrtron made by the other Catawba Jornt owners to

: exclude costs of abandoned plants from their ‘supplemental power rates, afﬁrmmg the other joint

owners’ conténtion that these costs were not a part of the Catawba contracts: The Company appealed
the orderto the courts. The -court-upheld the FERC order in:January 1989. ‘The order had a one-trme
impact on eamrngs of $ 46 per share, reflected 1 1n the fourth quarter of 1988..

Capz tal Structure -,

The Company’s capital structure at year—end was 51 percent common equity;’ 40 percent long-

term.debt, and 9 percent preferred and preference stocks This cap1tal structure is consrstent with the
_.Company’s long—term ﬁnancral goals. .

To satlsfy the requlrements of varlous stock purchase plans, the Company purchases common

_ stock on the stock market. The Company does not anticipate issuing common stock, other than for -

preference stock conversions, in the near term. However, the Company 1ssued new long—term debt in ,
early 1990 and 1ntends to 1ssue addrtronal long—term debt dunng the year o

Cash From Operatzons S i o ’ T S

In 1989 net cash provrded by operatrng act1v1t1es accounted for 73 percent of total cash from o

~ operating, ﬁnancrng and investing activities. Approx1mately 13 percent ‘of total cash from ‘operating,

financing and mvestrng actrvrtres 1s being used for construction of the Bad Creek Hydroelectnc -
Statron ) :

Cash From Fmancmg and Investmg Activities - o " ol s Co
Durrng the years 19851987, the Company obtained add1t10na1 funds of $892 mrllron from the

. sale of first and refundrng mortgage bonds and-$148 million from the sale of preferred stock. These

funds were obtained ‘primarily ‘for reﬁnancmg activities. In 1988 no additional funds were obtained
from the sale of first and refunding mortgage bonds or preferred stock. In 1989 the Company received
approval -from the NCUC and The South Carolina Public Service Commission to-enter into- a .
financing arrangement involving the issuance and sale of a maximum of $130 million principal’ -

amount of its commercial paper backed bylong-term bank credit agreements. In accordance with this-
arrangement, the Company then issued and sold $130 million: principal amount . of its .commercial
paper included in the Consolidated Statements of Capitalization as “Other long-term debt.” The -

proceeds from the issitance of this commercral paper were used prrmanly to termrnate the Nuclear
‘Fuel Trust ﬁnancmgs of $86 million.-

The Company also plans to ﬁle a regrstratron statement ‘with the Secuntres and Exchange R

. Commrssron '(SEC) to issue up to $250 million.in First and Refunding Mortgage bonds to be
designated as “Medium Term. Notes.” Approval for the i issuance of these Medium Term ‘Notes has

been received by the Company from the approprrate state regulatory agencres The Company
amended-a registration statement previously filed with the SEC to issue up to 'a maximum of $300
million First-and Refunding Mortgage bonds. The amendment will -permit the Company-to obtain
necessary- funds for construction purposes. Also in early 1990, the Company issued $200 million: in’

- new:long-term debt and intends to utilize a portion of the proceeds to redéem the 12%% First and .

Refunding Mortgage bonds. The Company intends to issue additional long-term debt during the year
The Company has not issued any common stock for the past five years except to satisfy the require-

. ments of 1ts stock purchase plans-and the conversron rights of preference stock

Because of reﬁnancrngs the Company 's-embedded cost of long—term debt was lowered from 9.47 .

o percent at year-end . 1985 to 8.71 percent at year-end 1989. The embedded cost of preferred stock

declmed from 8, 75 percent at the end of 1985 to 7. 86 percent at the end of 1989, (For addrtronal
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§ 1nformat10n on the’ Company s capxtahzatron see Notes 6, 7 8 and 9, “Notes to Consolidated '
' Financial Statements. ”) : S

. Church Street Capltal Corp a wholly owned sub51d1ary of Duke Power Company, was formed in
. 1985. During 1989 the Company reorganized its subsidiary structure by contrlbutmg the stock of i its
non-utility subsidiaries to Church Street Capital. In addition, the non- -utility subsidiaries transferred
their investment funds to their new parent. Church Street Capital will provide for central manage-

ment of funds:intended for future non-utility- operations. Mint Street:Capital Assocrates a géneral -

partnership-of certain' subsidiaries’ of the Company, was dissolved’ and its assets were ultimately

" passed to Church Street’ Capltal as a result of the reorganization. As of December.31; 1989, Duke
Power Company and consolidated subsidiaries had “approximately $56 mrlhon in mtermedrate—term.
1nvestments and $58 million in short-term investments.

" Fixed Charges Coverage : : .

" Fixed charges coverage increased shghtly to 4 26 tlmes for 1989 compared to 4 25 trmes in 1988 .
~using the SEC.method. Fixed charges coverage, excluding AFUDC and the feturn on purchased
capacity levelization, was 3.83times-in 1989 compared to 3.88 times 1n 1988 and the Company s goal

of 3.5 times.

. Capltal Needs

_ Property Addttzons and Retzrements .
Additions to property and nuclear fuel of $1.1 brlhon and retrrements of $.1 brlhon resulted ina
net increase in gross plant of $1.0 billion in 1989 : : K :

Since J anuary 1, 1985 addltrons to property and nuclear fuel of $4 2 brlhon and retrrements oﬁ
$282 mrlhon have resulted in'a net increase in gross plant of $3.9 bllhon '

Construclzon Expendztures ‘ .
Plant constiuction costs for generating facilities, including AFUDC, 1ncreased from $204 mrlhon

in 1985 to $388 million in. 1989. This increase is primarily the result of constructron expendltures at,
the Bad Creek Hydroelectnc Station. Construction .costs for distribution plant, including AFUDC,
increased from $ 178 million in 1985 to $3 10 million in 1989, primarily reﬂectmg customer growth 1n

the servrce area. |,

Purchased Capaczty Levellzaton '

. The rates- estabhshed in the Company s retail _]UI‘lSdlCtlons permrt the Company to recover 1ts
investment in both units of the Catawba Nuclear Station and the costs associated with the contractual
purchases of capacity from the other Catawba joint owners. The contracts relating to the sales. of
portions of the station oblrgate the Company to purchase power from the other joint owners on an-
annually declining basrs In the North Carolina retail jurisdiction, regulatory treatment. of these
contracts ;provides revenue for the recovery of the capital costs and the fixed operatmg and mainte-
nance costs of purchased capacity on a levelized basis. In the South Carolina. retail Junsdrctron
revenues are provided for the recovery of the capital costs of purchased capac1ty on a levehzed basrs,
whrle the ﬁxed operatmg and ma1ntenance costs are recovered in current rates. "

§ The rate treatments requrre the Company to fund portlons of the purchased power. payments
until these costs, 1nclud1ng carrying charges, are recovered at a later date. The Company recovers the
‘accumulated costs.and. carrymg charges when the dechnrng purchased capac1ty payments drop below
the levelized revenues. ; . o

The levelized recovery of purchased power obhgatrons under contracts ‘with the other joint
owners of the Catawba Nucléar Station will result in payments by the Company over the next: three

years exceeding:the amounts collected in rates for such, power, by approximately: $231 million. (For.

’ “additional -information on purchased capacity levelization, see: Note 3 “Notes to Consohdated
Frnanc1al Statements ”)
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Future. Constructlon Program

Construction costs for major generatlng facilities for 1990 through 1992 will reﬂect continued
progress at the Bad Creek Hydroelectric Station and the new.Lincoln Combustion Turbine Station as

* discussed below. Projected construction costs and nuclear-fuel costs cumulatlvely for the next three

years are $2.47 billion and $566 mllhon respectively. ,
Construction continued at the Bad Creek Hydroelectnc Station in 1989. Units 1 and 2 of the -

- 1,065-megawatt pumped-storage facility are officially scheduled for completion in 1992, with Units 3

and 4 in 1993. However, construction is currently ahead of schedule By year-end, $694 million of an
estimated $1.1 billion had been spent. :

In 1989 the Company announced that a sxte in L1ncoln County, North Carolina, had been
selected for a new combustion.turbine (CT) facility to meet customer demand in the mid-to-late

" 1990s. The Lincoln Combustlon Turbine Station will be able to accommodate up to 16 combustion

turbines with a total generatmg capacity of approximately 1,200 MW of electrlcny Current plans are
for the first CT to be operatlonal as early as 1994. Duke has notified the appropriate. state regulatory
agencies of its intent’ to ‘begin procedures to obtain required perm1ts for constructlon and operation of -
the facility. , ' -

The Company 1is evaluatlng options for meetmg additional. future power needs under its “least
cost” plan. These. options include further energy conservation or. load .management, bulk power
purchases and convent10nal supply s1de alternatlves for meetmg power needs in the 1990s and
beyond : ‘

Significant Trends

. While the Company mamtamed solid ﬁnanc1a1 performance in 1989, the ability to malntam and
1mprove this level of financial strength will depend on several factors. Future trends in the Com-
pany’s earnings depend to a large extent on economic conditions in the Piedmont Carohnas and on
the ab111ty -of the Company to maintain and further pursue efficiencies.. .

Dunng 1989 the Company offered for sale Mill-Power Supply Company, one of Duke’s subs1d1-
aries. The Company .entered into an agreement with the city of Anderson, South Carolina, which

relieved Duke of its obligation to operate the transit system. The Company also’has entered into a o
* - similar agreement with the city of Durham, North Carolina, subject to certain contingencies. Manage-

ment is of the opinion that these transactions will not have a matenal 1mpact on the results of
operations or the financial position of the Company

In 1989 the Company along with- the Fluor- Corporanon of Irvine, -California, announced the
formation of a new entity named Duke/Fluor. Daniel. Duke/Fluor Daniel, spec1ahzmg in coal-fired

projects, will-offer total design, engineering, construction and operating services. of new power plants

or repowering, upgrading or modlfylng existing plants.

~ The Company is currently momtonng proposed leglslatlon to amend the Clean Air Act. Duke
supports the national objective of clean air and has reduced emissions through the use of low-sulfur-
coal in its fossil plants, through efficient operations and by. utilizing nuclear. generation. While the .
Company supports action on this issue, it is concerned that the currently proposed leglslatlon disre-
gards the efforts of utilities, such as Duke, that have already established low emission standards.
Without amendments that credit Duke with clean-air actions already taken, the proposed legrslatlon
would be very costly to implement.
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DUKE POWER COMPANY

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31

’ _ (Dollars in Thousands) )
ELECTRIC REVENUES (Notes 1 and 2).......... e $3,639,339 $3,626,985 $3,705,784
ELECTRIC EXPENSES : :
Operation

Fuel used in electric generauon ‘(Note 1)......... 660,212 626,191 624,814

Net interchange and purchased power ,

(NOLE 3) ..erieerrerrrenreierrenrereerrees e essseesresssrensnns 3 514,189 587,145 - 581,175

Wages, benefits and materials.........cccoceverennrenee. 508,743 529,129 485,192
Maintenance of plant facilities..........ccceceeverenennee 348,944 383,307 375,085
Depreciation and amortlzatlon (Notes 1 _

ANA 10).euiiiiiiieceeeeeeee e ane s 410,938 . 417,503, 411,182
General taXesS.....oocvereieerieevreerireersreneersersreessnnessenene : 184,134 . 182,000 173,897
Income taxes (Notes 1 and 4)......ccccceeeveeeeevennen. . 307,579 272,159 - 396,482

Total electriC eXpenses ........co.vvvvsrrveersnns 2,934,739  2,997.434 - 3,047,827
_ Electric operating income .......oooeco.... 704,600 629,551 . 657,957
OTHER INCOME (Notes 1, 4 and 13) ' T
Allowance for equity funds used durmg . ‘ : S -

CONSIIUCTION ..eovevereeevirrreeereeerenneeseeesednsesessenennns 61,347 52,616 - 36,742
Other, NEL ...oeevveceeieeree e eerer e e eereessreessneaees 28,930 16,978 18,002
Provision for abandonment loss (Note 12).......... : — (81,999) —
Income taxes — abandonment loss (Note 4)....... — 34,967 —_—

_ Income taxes — other, Net.......ccccovveeeceeerrieeneanne (9,053) . 3,547 . (4,397)
Income taxes — Credit .......ceevveervreereeenineerieneeneenans 20,602 20, 102 122,555
Total Other INCOME...ccveeueeirirrieereeereesrenne . 101,826 . . 46,211 72,902
Income before interest : o ’ :
deductions........ccoveeveeeeenreeereesrensenenns - 806,426 675,762 730,859
INTEREST DEDUCTIONS : :
Interest on long-term debt.......ccoceeecvvecvienieniieenne 237,187 235,061 237,367
Other INTETESt .....civvieeerereeerieeeeenreeeerneeeereeeeesesenas 16,505 1,979 3,853
Allowance for borrowed funds used during o C
construction (credit) (Note 1)....... terrresreeenseeane (18,877) (15,409) (10,559)
Total interest deductions .......ccccccevvveenenn. - 234,815 227,631 230,661
INCOME BEFORE CUMULATIVE EFFECT OF ‘ . _
CHANGE IN ACCOUNTING METHOD.......... 571,611 448,131 500,198
Cumulative effect of a change in method of - : -
accounting for unbilled revenues, net of v
income taxes (NOte 1) ....cccveevireeiiieciiecieeeeniens C e 102,255 L —
NET INCOME.......ooorerereereereeeresrinseenns e 571,611 .550,386 500,198
Dividends on preferred and preference stocks.... 52,477 53,329 54,264
EARNINGS FOR COMMON STOCK................... $ 519,134 - § 497,057 $ 445,934
COMMON STOCK DATA o : . ’
Average shares outstanding (thousands) .............. 101,277 101,266 101,250
Earnings per share before cumulative effect of o : S

change in accounting method ............cccecerrenenene - $5.13 . $3.90 - $4.40
Cumulative effect of a change in method of R

‘accounting for unbilled revenues...................... — 1.01 . L=
‘Total earnings per share .........cccccveeveeeveerreereeeenne $5.13 $4.91 $4.40

Dividends per Share....coveceeereerereeeereeeeeeseeerenenns $3.04 2.88 2.74

See Notes to Consolidated Financial Statements.
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DUKE POWER COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

Net income........ e eeeeeteeeteateeeeeaaeesasaneenteanesseestereesaensaaeans '

Adjustments to reconcile net income to net cash
provided by operatlng activities:
Non-cash items
Depreciation and amortization (Notes 1
ANA 10) i e rae s
Deferred income taxes and investment tax credit,
- net of amortization (NOte 4) ......ccccveeruvrerivreerirenens
Allowance for equity funds used during
COMSITUCLION......eeeuriereeerereeeesieeseseseesnesnessnessnnessees

Purchased capacity levelization (Note 3) ............ .

. Provision for abandonment loss (Note 12).............
 Cumulative effect of a change in method of .
accounting for unbilled revenues, net of i income
c4axes (INOTE 1) el et ce et eeeeeennes
_ Other, net....ccoveevivieeeeeeeeee e eveeeerennnrreeraeaeenes
: ’(Increase) Decrease in : : S
- Accounts-receivable................ oo vireriieiereeeeanns
‘Materials and supplies.....
- . Prepayments.....................
Increase (Decrease) in
- Accounts payable..............
-Taxes accrued (Note 4)
Interest accrued and other hablhtles (Note 9).....

" Total adjustments.............. eeerreresreseseeesaeeesreneesnaees

‘Net cash provided by operating
ACHIVILIES ...ttt teenreereessnnnenns

. CASH FLOWS FROM INVESTING ACTIVITIES
Construction expenditures...........coceererererererernneennnnns
Investment in nuclear fuel.....cccoovvieeveeeeerecreeeeeneneen.
"Purchase of Nantahala Power and Light ...............i....
Proceeds from sale of @SSEtS ....c.e.eeeveureeeeeeuereeeeeeeeens
Net change in investment securities (Note 1).............

Net cash used in investing activities................

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from the issuance of
First and refunding mortgage bonds.
Pollution-control bonds................. .
Nuclear fuel trusts......cceeeveiriverereees e ceeeeeneereneens
Preferred StOCK........ivmriieiieecere et
Short-term notes payable (NOte 5)....cccccvoeeeevrcnnnnen.
Other long-term debt..........coovvrrvrvevciieeiiceneeeen.
Payments for the redemption of
First and refunding mortgage bonds.........c.ccc.couee.
Pollution-control bonds.........cccoeeervvrrevereueeens veeeeennien
Nuclear fuel trusts........cccceceeeeuernne Levereerrrressrensernrennns
Preferred StOCK.......ovvivieieeiiieeveeirieiirieeeeerreesneeneens
Payments under capital lease obligation..........cccceeu....
Dividends paid.......ccccovvierveiiiiniernneenieerereeeesinesneecenas

Net cash used in financing activities................
NET INCREASE (DECREASE) IN CASH..................

-CASH AT BEGINNING OF YEAR .....ccooenes S ‘
CASH AT END OF YEAR ..o, reeeinn

See Notes to Consolidated Financial Statements.
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Year Ended December 31

1989 1988 1987
(Dollars in Thousands)

$ 571,611 $ 550,386  $ 500,198
605,105 632,866 . 616,956
61,063 (16,699) ~ 82,623
(61,347). (52,616) - . - (36,742)

©(95.216) . (95738) - - (134,452)
- ' : 81,»999{ o =
QU (102, 255) R—
21,154 62,970~ ', "1+ 46,367
(63,285) - (5,»464) U 6,360)
(13.960) (4.203) (15 837)
915 © 1630 1,323
29,249 41,935 42,396
49,961 0 (19.010) - (54.692)
3,628 7.061 - . (43)
537,267 532,476 541,539
1,108,878 1,082,862 1,041,737
(819,799) (754,076) - (611,374)
(179.093) (142,575) (129.510)
- (295 576) =
— , 23,496
26,515 198,586 55.656
(972.377) (127.641)  _(661,732)
- — 71245866
15,906 . 1,283 038,734
50,945 85612 77,388
. RO 49,563
170,000 A —
130,000 — =
— = , (285,752)

R . — .. 7(25.000)
(136,945) (85,612) - (76.388)
(8.025) © o (8.025) © (50.848)
(4.748) (4.348) (3.982)
(360.352) (344.964) . (331.691)
(143,219) (356,054)  (362,110)

(6,718) (833) 17,895
20,676 21,509 - 3614

13958  § 20,676 = § 21,509

.




DUKE POWER COMPANY

CONSOLIDATED. BALANCE SHEETS :
December 31

1989 o 1988
(Dollars in Thousands)

ASSETS

ELECTRIC PLANT

(At original cost —Notes 1 3 9 and 12) o ,
Electric plant inservice........ eetereerereererereeresaereretenesnettatsrreneetsseastadenensan © $9,738,983 . $9,121,987

Less accumulated deprecmtlon and amortrzatlon 3,374,412 7 .~ 3,104,088
-'6,364,5717 . 6 017,899

1,694,967 71,537,534
1,397.475 - 1:219.828

297 492 317,706

Constructron work in progress (including nuclear fuel in
process: 1989 — $159 034; 1988 — $125 194) vt S . 1 255 232 - 1,038,091

Total electric plant T SO S et 1,917,295 0 » 7,373,696

OTHER PROPERTY AND INVESTMENTS
Other property — at cost (less- accumulated deprec1at10n 1989 —
$68,391; 1988 — $64, 677) ................................................................... 144,513 o 106,843 -
Other 1nvestments at cost or less.......ccivnene. Lrvteiereosnneeessosrranaesinnnereis oo 121,103 et 115,957

‘Total other property-and mvestments..,....’ ..... ebeeseeeesnresiinenersstananeenns -265 616 cnee 222,800
CURRENT ASSETS

Cash (Note 5) ......... Elverusussrsssssnsssssssssontstastssinssassansancsonsensissienosiortossssonss , 13 958 - 20,676
hort=term INVEStIIENTS .. .. oovveeeeeeeeic i e ececeeesenees 58 050 89,711
Recervables (less allowance for losses: 1989 — $3 837
1988 — $3,690) (NOLE 1).iuiumiuinieeeeneeereseneteeaeneesaeanat e et o 5194839 .0 456,554
Materrals and supphes —at average cost

84,036 o 83,405
182,951 = 169,622
11,209, . 12,124

870,043 =~ . 832,092

DEFERRED DEBITS
. Purchased capacity costs (Note 3) foerer et seeenien s e e oo ~ 239,671 . 192,084
“»Canceled construction pro_;ects (Notes 10 and 12). eeeerereernreseseens - 7 144,128. 182,542 .
Debt expense (Note ) S OSSR R SOUUTUUOY: L SRRUON PR TE R 73,191 . 75,835
S Other . ; 32,454 - . . 11,556

Total defcrred deblts 489,444 462,017
TOTAL ASSETS $9 542, 398 . $8;890,605

CAPITALIZATION AN D LIABILITIES |

CAPITALIZATION (See. Consolidated Statements of .
Capltallzatlon)....................................................................L.‘...'. ............ - $7,154, 274 2 $6 856 723‘»'

CURRENT LIABILITIES .-
AACCOUNLES PAYADIE ........vieeeieeceiirneerees Beieenesessensneasoennss feeerearerressragses eeeeiens 306 232» '_ 264 988
Taxes:accrued (Note 1) 76 613 . . . 26, 652
Interest accrued ........ ' \ ‘ 67 992 67 945
60 915" 157,334

511 752“ 416 919
Notes payable (Note 5) ........ 170 000
Current maturities of long-term debt and preferred stocks eereeereseenraeionens 13 210 51 343

Total current liabilities.......... eieireeaebsetbaestsensaeresneeasensorasisenearsll revrere, 1 '694,962 ¢+ 468,262
'ACCUMULATED DEFERRED INCOME TAXES (Notes 1 and 4) .......... 1,206,730 - 1,117,383

'DEFERRED CREDITS AND OTHER LIABILITIES ,
- Investment tax .credit (Notes 1 and 4)......................... reveeteidennnresrenns we o 324466 0 0 331,644 .
ORET..c..eeiirtctcetseete s st eneesssseeassses e ess e eens - 161,966 .- 116,593

Total deferred credrts and other lrabllrtres crrretinnnnersnsennsssseninnnenennene - - 486,432 . 448,237,
COMMITMENTS AND CONTINGENCIES (Note 12) )
TOTAL CAPITALIZATION AND LIABILITIES.............‘ ......... resensessarereni $ 9, 542 398 $8 890,605

See Notes to Consohdated Frnancral Statements
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DUKE POWER COMPANY

CONSOLIDATED STATEMENTS OF CAPITALIZATION

Decembér 31 '
1989 1988
. (Dollars in Thousands)

.' COMMON STOCK EQUITY (Notes 6 and 7) S
- Common stock, no,par, 150,000,000 shares authorized; - S ca
- 101,281,445 shares outstandmg for 1989 and 101, 272 023 e _
: shares outstandmg for 1988 ...l il $1 862, 721 '-$1,862,495
Retalned eamlngs

“Total common stock equlty 3,656,550 3,444,396

PREFERRED AND PREFERENCE STOCKS WITHOUT T - '
" SINKING FUND REQUIREMENTS (NOte 7)uversienrnrrnenaiioinnnnn” 427, 457 1o 427,683

" PREFERRED STOCK' WITH SINKING FUND REQUIREMENTS ’ v

(NOTE 8) oo rsmeesosserrseesorsoeee i it 247825' 255,850

o LONG-TERM DEBT (Note 9) -

"First and refunding mortgage bonds ...... rreereeeerreneiseneeenanes eeeeie 2 645 838 :2,6302803 o
‘Capitalized 1eases .......coveerrennie SRR : . 70,812:7 . . 75,560 -

- Other long-térm debt peadad enseees »‘_,1'30 000 =
" Nuclear fuel trusts........... e i et enreaes . 1 - - .. 86,000
- “Unamortized debt discount and premium, net (Note | JOSTOTRR (19 023) (20,251)
Current maturities of long—term debt ; Cavenerasd ~(5,185) "+ - - (43,318)
Total long-term debt .......c.ceccrieiinennne 2,822,442 2,728,794
TOTAL CAPITALIZATION teerereerreirneseesanirensnesiebend reerereeierbeere e e naeenes : $7 154 274 $6,856,723

¢ CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

Year Ended December 31
.-1989 1988 1987
(Dollars in Thousands)
BALANCE Begmmng of YEAT oveveienievsseesslomeesssaenns $1 581 901 $1,374,093  $1,210,229
‘ADD — Net 1111V0) 1 LR ORI 571,611 550,386 500,198

Total ....oovvirniiirinianes reeverrieenenes eeeerns 2,153,512+ .. 1,924,479 1,710,427
DEDUCT '
Dividends.

. COMMON STOCK. . ..eveveirerererererenraeresessineniessensiencaenn 307,875 291,635 277,427
. Preferred and preference stocks.. 52,477 53,329 54,264
Capltal stock transactions, net ............. eeeeieeedeteetin - (669) - - +(2,386) 7 4,643

Total deductlons ................................................ 359,683 342,578 336,334
BALANCE — End of YOAT wooiiivissiniensnseneessssenisse s $1 793,829 $1,581,901 $1,374,093

3

See .Not,es to Consohdated- F1nanc1al Statements

1
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DUKE POWER COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Slgmﬁcant Accountmg Polrcres
~ A. Revenues. ' To provrde a better matching of revenues and expenses the Company changed

its accouriting policy .of recognizing revenue to provide for the accrual of estimated unbilled revenues

effective January 1, 1988. Prior to 1988, the Company recognized reveniies concurrent with billings
to customers. The cumulat1ve effect of this accountmg change less income taxes of $63,803,000, .
amounted to $102,255,000 and was included in 1988 income. Other than the recordmg of ‘the

_cumulatlve effect adjustment the new accounting method had no material effect on net income for

1988. Had. this new accounting method been in effect dunng 1987, net income would not have been

‘materlally different from that shown in the’ acCompanying ﬁnancral statements. Unbilled revenues of

$195,867,000 and $166,767,000 are recorded as'a component of “Receivables” on the Consohdated
Balance Sheets as of December 31, 1989 and 1988, respectively. : .

" B. Addmons to Electric Plant The Company ‘capitalizes all constructlon-related d1rect labor

" and materials as well as indirect constructron costs. Indirect costs include’ general engineering, taxes

and the cost of money (allowance for:funds used during: constructron) The cost, of renewals:and
betterments of units of property is.capitalized. The. cost of repairs and replacements representmg less
than a unit of property s charged to electric expenses The original cost: of property retired, together_ '
w1th removal costs less salvage value; is charged to accumulated deprec1at10n

C Allowance for Funds Used During Constructzon (AF UDC). AFUDC represents the esti--
mated debt and equity costs of capital funds that are necessary to finance the construction of new
facilities. AFUDC, a non-cash, non-operating item, is recognized as a cost.of “Construction work in
progress”. (CWIP), with: offsetting credits to “Other income” and “Interest deductions.” . After con-

struction is completed the Company is permitted to recover these capital costs, mcludmg a fair -~

retum through their inclusion in- rate base and in the provrsron for deprecrauon

AFU DC, wh1ch is compounded semiannually, was-calculated on average embedded rates (net of - .

applicable income taxes) of 9.35, percent for 1989, 9.34 percent for 1988 and 9.11 percent for 1987

" D. Depreczatzon and Amortzzatzon Provrsrons for depreciation are recorded using the stralght-
line method. The year-end composite we1ghted-ave1 age depreciation rates were 3.58 percent for 1989, '
3.61 percent for 1988 and:3.60 percent for 1987. All coal-fired generating units are depreciated at the
rate of 3.57 percent. Nuclear units are deprecrated at a rate of 4 percent, Wthh includes an allowance.. '

for decomm1ss1on1ng costs e Wi : N

The Nuclear Regulatory Commrssron (NRC) 1ssued a rulemaklng in 1988 whlch wﬂl requlre ‘an
-external mechanism to fund the lrabrhty to decommission the components of a nuclear unit subjectto
radioactive contamination. The. minimum fuhding level mandated by the NRC is approximately -
$100 million per uhit in 1986 dollars to ‘be funded by the end of the licensed life.of the plant. The

other joint owners of the Catawba Nuclear Station are liable for fundlng decommissioning activities

related to their ownership interest in the statron The Company is requrred to submrt a fundrng plan ,
to- the NRC by July 1990. .

* Amortization of nuclear fuel is. 1ncluded in““Fuel’ used in electric generation” in the Consohdated
Statements of Income. The amortrzatlon is recorded usrng the’ umt-of-productlon method.

Under provrsrons of the Nuclear Waste Pollcy Act of 1982 the Company has entered mtoy'

contracts with the Department of Erergy (DOE) for the drsposal of nuclear fuel. Payments made to °

the DOE for disposal costs are based on nuclear generation and are 1ncluded in'“Fuel used in electric’
generatron in the Consohdated Statements of Income. )

 E. Subszdzarzes The Company s consohdated ﬁnanc1al statements reﬂect consolldatlon of all

of 1ts wholly owned subsrdrarles in accordance with a statement 1ssued by the F1nanc1al Accountmg a
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DUKE POWER COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Contmued)

Standards Board (FASB). All s1gn1ﬁcant 1ntercompany transact1ons have been eliminated in: consoll-
dation. Informatlon for 1987 has been restated to conform to.the new présentation.

F. . Income Taxes.. The Company and its subS1d1ar1es file a consolidated federal income tax

return. Income taxes are allocated to each company based on its separate company taxable income or
_ loss o R

Leb

- Income’ taxes are allocated to non- electnc ‘bperations under “Other 1ncome and to electric

operatmg expense The “Income taxes-credit” classified under “Other 1ncome results from .tax

deductions of ‘interest costs relatlng pnmanly to investments ‘in CWIP canceled constructlon
pro;ects and short- and intermediate-term’ 1nvestments

Deferred income taxes have been prov1ded for t1m1ng différences between book and tax income,
pr1nc1pally resultmg from accelerated tax deprec1atlon levelization of purchased power costs, can-.

celed construction prOJects -and unbilled’ revenues. Investment tax: credlts are deferred- and amortlzed -

over the estlmated useful lives of the related propertles

-G. Unamortized Debt Premium, Discount and Expense Expenses incurred in connection with

) the i issuance 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 premiums.

~ associated with refinancing hlgher-cost debt obl1gat10ns are being amorttzed over the lives of the new
issues of long-term debt : :

- H. . :Fuel Cost Ad]uslment Procedures Fuel costs are rev1ewed sem1annually in the wholesale
and South Carolina retail jurisdictions, with provisions for’ changlng such costs in base rates. In the

" North Carolina retail jurisdiction, a review of fuel costs in rates is requlred annually and durmg
general rate case proceedmgs o :

-All Jurlsd1ct1ons 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 leglslature rat1ﬁed a. b1ll in July 1987 assunng the legahty of such adjust- _

ments: in rates. The bill has a sunset provision-which has been extended to July 1, 1991

" ‘Consolidated Statements of Cash Flows. The FASB issued a statement requrnng the 1mple-

mentatlon of the Consolidated Statements of Cash Flows in 1988. The Consohdated Statements. of .'

Cash ‘Flows' replaces the Statements of Changes in F1nanc1al Position prov1ded in prev10us years.
Information for 1987 'has been restated to"conform t0*the new ‘presentation. For purposes of the
.Consolidated Statements of Cash Flows, the Company’s investments in highly liquid debt instru-

ments with a maturity of three months or less are 1ncluded in cash ﬂows from 1nvest1ng act1v1t1es and
. thus are not considered: cash equlvalents ' :

‘ 2 Rate Matters

RS

The ‘North.Carolina Ut111t1es Commission (NCUC) and The Pubhc Serv1ce Commlss1on of South

Carolina must approve rates. for retail sales within their respective states. The Federal Energy: Regula- T

“tory Comm1ss1on must- approve the Company’s rates for sales to ‘wholesale customers. Sales- to the
.. other Jomt owners -of the Catawba Nuclear Station, which represent a substantial majority of’ the
;'._Company s wholesale revenues are now set through contractual agreements (see. Note 3)

~Changes in .retail rates 1mplemented by .the Company smce January 1, 1986, 1nclude rate
. incréases of 6.73 percent, effective October 1986, and 9.55 percent,. effective November 1986, in the .
" "North Carohna and South Carolina retail Junsdlctlons respectively. These increases provided for
. recovery “of the Company’s investment 1n Catawba Unit 2 and payments related to the purchased
power contracts with the plant’s other jomt OWNETS. As a result of an appeal by certain parties of the -
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DUKE POWER COMPANY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continuéd) :

Company’s 1986 rate order of the NCUC, the Company’s authorized return on common equity was
reduced in 1989 from 13.40 percent to 13.20 percent (see Note 12). :

The Company reduced retail rates by 2.3 percent on January 1, 1987, and by an additiona}l 3
percent on January 1, 1988. These reductions recognize the lower corporate income tax rate included
in the Tax Reform Act of 1986.

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 supplemental information regarding their ownership
are as follows:

' Ownership Interest
Owner - ' __in the Station _
North Carolina Municipal = . '
Power Agency

. Number 1 . S . :
" 7(NCMPA) - L - 37.5%

""" North Carolina Electric

- Membership : _ : ,
Corporation. ' o o , .
(NCEMOQ) . 28.125%

Piedmont Municipal Power ' A ~
Agency (PMPA) o 125%

Saluda River Electric ’ '

Cooperative, Inc. '
(Saluda River) - 9.375%

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, 1989,
$492,900,000 of “Electric plant in service” represents the Company’s investment in Units 1 and 2
and nuclear fuel for those units. Accumulated depreciation and amortization of $114,000,000 associ-
ated with Catawba had been recorded as of year-end: The Company’s share of operating costs of
Catawba are included in ‘the corresponding electric expenses in the Consolidated Statements of
Income, '

In connection with the joint ownership, the Company has entered into contractual agreements
with the other joint owners to purchase annually declining percentages of the generating capacity and
energy from the plant. The agreements were effective beginning with the commercial operation of
each unit. Unit 1 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. : : 4

Energy cost payments are based on variable operating costs, a function of the generation output.

‘ Capacity payments are based on the fixed costs of the plant. The estimated purchased capacity

obligations through 1994 are $477,000,000 for 1990, $413,000,000 for 1991, $400,000,000 for 1992
and $387,000,000 for 1993 and $376,000,000 for 1994. - :

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 their contractual purchased

- power buyback periods. The Public Service Commission of South Carolina allowed the Company

recovery on a levelized basis of the capital costs of capacity purchased over one-half their contractual
purchased power buyback periods. 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.
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DUKE POWER COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The portion of costs not recovered through current rates is being accumulated; and the Company is
recording a net of tax 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, 1989, 1988 and 1987, the Company recorded purchased
capacity and energy costs from the other joint owners of $598,100,000, $632,200,000 and
$693,500,000, respectively. These amounts, reduced by the cost of capacity purchased not reflected in
current rates, are included in “Net interchange and purchased power” in the Consolidated Statements
of Income. As of December 31, 1989 and 1988, $239,671,000 and $192,084,000 net of income taxes,
respectively, ($425,103,000 and $348,282,000, pretax, respectively), associated with the costs of
capacity purchased not reflected in current rates had been accumulated in the Consolidated Balance
Sheets as “Purchased capacity costs.” ’

4. Income Tax Expense

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

NN

Income taxes related to electric expenses ‘ o ’ : ‘
Current income taxes .
Federal.......ooomiiiieieeeriereeeeineseeteneeesene oo $203,899  $207,354  $264,276
) 711 JO TR SO SRS URRP " 44784 - 45,606 50,001

248,683 252,960 314,277

Deferred taxes, net

Excess tax over book depreciation..........c.c.cenee 76,950 71,102 78,017
Catawba purchased capacity cost, net of
amounts reflected in current rates................. 13,620 - 6,808 29,209

Amortization of canceled construction costs.... (23,959) (26,116) (26,503)

Unbilled TEVENUES ... veevrierrererereeeeeessivnseessnessansnns (15,716) (13,965) (6,133)

StOrm damAage ...cc.eveveuereereeeereersisiererersesesessassases 24,397 - . —

(071113 U OUURP evereesreesnreasaes (9,481) (11,731) 21,120

‘ o o 65,811 26,098 95,710
Investment tax credit S

Deferred ....ovevvveeenriverneeseneenennes eereereeenereessneenerrens 11,394 11,812 10,604

Amortization of deferments (credit) ................. (18,309) =~ (18,711) (24,109)

(6,915) (6,899) (13,505) 

Total income taxes rel;'ited to electric . IR
 EXPEINSES.curetreneeeerieeneesieae e esae e nnesatent 307,579 272,159 396,482

Income taxes related to other income

Income taxes — abandonment 10SS........coccceeueuenne — (34,967) . —
" Income taxes — Other, Net .......ccoivnviiiininnnninnen, 9,053 (3,547) 4,397
Income taxes — Credit.....ccevreerecrciiinniierisrsnensenenae (20,602) : (20,102) - (22,555) -
\ Total income taxes related to other ‘
INCOME....ceenrreeranens reereereesesnennseseesennnnnineee . (11,549) (58,61‘6) (18,158) = .
Total income tax EXPENSE..v.rmrereeererreenererene $296,030 $213,543* $378,324 -

Total current income taxes were $234,967,000 for 1989, $230,242,000 for 1988 and
$295,701,000 for 1987. Of these amounts, state income taxes were $40,877,000 for 1989,
$42,262,000 for 1988 and $46,073,000 for 1987. Total income taxes paid were $188,125,000 in 1989,
$226,400,000 in 1988 and $294,365,000 in 1987. : : ‘ ‘
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Total deferred income taxes Wé_re $67,978,000 for 1989, $(9,800,000) for 1988 and $96,128,000 -

for 1987. Of these amounts, deferred state income taxes were $13,960,000 for 1989, $4,070,000 for
1988 and $17,311,000 for 1987. A ‘ ‘ .

Iﬁcome taxes.differ from amounts computed: by applying the 'statutory tax rate to pretax igcomc

. : Co1989 1988 1987
Income taxes on-pretax income at the statutory ' '

- federal rate of 34% — 1989 and 1988, : ST R
< .39.95% — 1987 i v - $294,998  $224.967  $350,970 ...
. Increase (reduction) in tax resulting from: L P . o
-, Allowance for all funds used during construction - _ o S :
T (AFUDC). et e e errereeenrenns ©(27,276)  (23,128) (18,897)
Amortization of electric investment tax credit S
~ deferrals.......... Frereeseseresresnrans i (18,309) 0 (18,711) . (24,109)
AFUDC in bookdepreciati_on/amortization., .......... ‘ 29,372 . 31,883: - 36,520
Deferred income tax flowback at rates higher than "~ -© <« 7 7.
SEAtULOTY i ieveetrenenes e o (22,761) | (27,989) (7,268)
State income taxes, net of federal income tax . - - S : ‘
‘benefits........ DR O SO SO RO O LI O - 36,852 30,928 ° 38,110
Other items, net............ VAP SV ~3,154' "‘ (4,407) 2,998
Total income tax expense et $296,030 $213,543* . $378,324

* Excludes income taxes of $63,803,000 related to unbilled revenues. Such income faxes are
included in “Cumulative effect of a change in method of accounting for unbilled revenues” on
- the ‘Consolidated Statements of Income. . . v ' - o ' :

TheFinancial Accounting Stanidards Board has issued a statement that will require a changein -
~the’ method of accounting -for income. taxes. While classification of certain items on the
’Consolidated Balance Sheets will change, there will be no-material effect on the Company’s
results of operations. The Company is required to implement this accounting standard by
1992, S C : S o o ,

5. Shdrt;Térm Bbrr(')'v'viings,andﬁ Cqmpenédtiﬁg%Balancé Ana;igemehts

The Company had unused short-term credit facilities.of $380,285,000 as of December 31, 1989,
and $360,700,000 as of December 31, 1988, and December 31, 1987, with 52 and 54 commercial

banks, respectively. Included in-these credit facilities aré $40,000,000 and $95,000,000, respectively,

allocated to annual tender, pollution-control revenue bonds. These facilities are on a fee basis and/or
compensating-balance basis. There were no'short-term'bor_roWings during 1988 or 1987. .-

- Cash balances maintained at the banks on deposit were $8,649,000 as of December 31,1989 and
$16,938,000 as of December 31,:1988. Substantially all of the Company’s cash balances are main- .
tained to compensate b'_ahks‘for their services, even though:thé Company has no formal compensat-
ing—_ba‘l'ance"ar'raingemer;ts,"‘ To compensate certain banks for credit facilities, the Company has aver-
age balance requirements. Amounts ‘maintained ‘were $498,500 as of December 31, 1989 and’
$1,303,500 as of December-31, 1988 and 1987. The Company retains the right of withdrawal with

respect to the funds used for compensating-balance arrangements.
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A summary of short-term borrowings is as- follows (dollars i 1n thousands)

' December 31, 1989

Amount outstan'ding at end of period — average rate of 8.68% et $170,000
Maximum amount outstanding during the period:i......cccoovivemerererereresinios oo, $180,000
Average amount outstanding during the period........cccceeeivcvinreiennrennceeennnes $ 34,538
Weighted average interest rate for the period — computed on a daily basis .......... ) 8.93%

6. Common Stock and Retained Earnings .~ X ' R -
.. Common Stock B '

" During the past three years, stock market purchases were used to satlsfy the requlrements of the
Company’s stock plans. The Company currently issues new shares of common stock only for the -

conversion of preference stock. (See Note 7.)

As of December 31, 1989, a total of 4, 667,370 shares was reserved for 1ssuance to stock plans and -

for the conversion of preference stock

Retamed ‘Earnings

As of December 31 1989, none of the Company s retalned earmngs were restrlcted as to the |

declaratlon or payment of d1v1dends

7. Preferred and Preference Stocks ‘Without Sinking Fund Reqmrements '

The following shares of stock were authonzed with or’ wrthout sinking fund requlrements as of
December 31, 1989 and 1988:

. ‘ ‘ s \ . Yalue. ’ Shares.
| PTELEITEd SLOCK. e eeeeeessieeesessoeesesessisesmmsepesssssssseeseoeeeessssnsens .$100 . 10,000,000
Preferred StOCK A.......ccvvumerieererssesssessisessasisnssssnenns reeeresessaeienedbeeanns ... 25 10,000,000

. Preference Stock

, S - 100 1,500,000
The outstanding Preference Stock 63/4% Convertlble Serres AA is convertlble 1nto shares of

common stock at the adjusted conversion pnce of $23.89 per share, with each share of preference .

stock valued at par. The conversion price is subject to certain adjustments designed to protect the

conversion privilege against dilution. In 1989, 1988 and 1987 shares of preference stock “were
converted into shares of common stock as follows -

. Preference Common
‘Year

S o :  Shares Shares
1989 e et e o 2,256 9,422
. 1988 ..... ....... evenseeee e grensenens . 3,176 13,292 -
B L RTINS ST 5,489 22,959

In 1986 the Company issued 500,000 shares of Adjustable Rate Preferred Stock; Series A w1th a

par value of $100 per-share. The dividend rdte is adJusted quarterly based on a percentage of the’ o
" 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 Th1s

rate was 6.35 percent per annum at December 31, 1989.
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Preferred and preference stocks without s1nk1ng fund requrrements as of December 31 1989 and
1988 were as follows. (dollars in thousands):

Yea: Shares
Rate/Senes . Issued Outstandmg 1989 1988

4.50% C ....................... rveeerenrreieens, 1964 350 000 $ 35,000 $.35,000
5.72% Do, everieeeeens Cieveeieresreneeeneneeee 1966 350,0000 ¢ . 35,000 35,000
B.72% E ittt eeates e s s anessees 1968 350,000 - 35,000 . :35,000
87090 F oo eersee v e e s e e s assnesnie 1970 - 600,000 60,000 . - 60,000
8.20% G ............................................................ 1971 600,000 60,000 . 60,000
7.80% H. oo everrerarasasanees SR 1972 - 600, 000 60,000 .60,000
8.28%B K. desesseetibosanssicass lersnesaesansanonet 1977 500,000. 50,000 50,000
88490 M oo s oo eseee s e s es e 1978 - 400,000 - 40,000 40,000
Adjustable Rate A.......ooccoeivvivvmicnrcnnnn. ieenen 1986 . 500,000 50,000 50,000
6%4%, AA Convertible................. Cvieriereeeeeen + 1969 1 241574 2,457

26,830 —_ 2,683

TOtAL ettt e e eesedeseresnanans : . $427,457 $427,683

8 Preferred Stocks Wlth Smkmg Fund Requlrements

The followmg shares of stock were authonzed W1th or wrthout s1nk1ng fund requ1rements as of -
December 31, 1989 and 1938:

Par
Value Shares

Preferred StocK......oveiveniimmnciinn it - $100- -10,000,000
‘Preferred Stock A ............ Ghevtrerseessiorenaeessessannesess eererene v 25 . 10,000,000
Preference StoCK.........oicevivviveerienineensiveeseseens errerreesaeissesen 100 1,500,000

Preferred stocks with srnkmg fund requlrements as of December 31, 1989 and 1988 were as
follows (dollars in thousands)

Year . Shares
Rate/Senes . . . . Issned OQutstanding 1989 1988

7. 35% | SO e b 1973 456,000 : $ 45,600 $

480,000 — 48,000
8.20% J .ol et 1977 340,000 34,000 - —

360,000 . 36,000
B3T5% Lottt . 1978 360,000 36,000

380,000 ' 38,000
8. 84% Nt i asirs s assanse 1979 402,500 +40,250

418,750 . - - 41,875
7.875% P srersnsnennreer et 1986 . 500,000 50,000 50,000
TA2% Qo i eearee e - 1987 500,000 -50,000 50,000

To35% T ettt ena everiseesianerenniresseseresierant : (2,400) ° -(2,400)
8.20% J..un. eveeseeeratessaeesresresasesesnnes ereteesreeneenresresresresaeeneas ©(2,000) . (2,000)
8375% L .......... Letrtsieiettee e ereraresartaabasersaerbasiestaeasesasnsesnntiosbenernensnenens . (2,000) - (2,000)
8.84% N............ et et e st e e et e e e e e e raee et et aeebbasanee bt eesntesonaeennnran - (1,625) (1,625)

TOtal....oie e b e et e ans $247:825 $255,850
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.+ The annual sinking - fund requrrements through 1994 are.$8,025,000. in 1990. and 1991;
$9 525,000 in 1992; and $11,025, 000 in 1993 and 1994, Some add1t1ona1 redemptions are, perm1tted
- at the Company s option.

The call provisions for the outstandmg preferred and preference stocks specify various redemp-
tion prices not- exceedmg 108 percent of par values, plus accumulated dividends to- the redemptlon

date.
‘9. Long-Term Debt .

. First and refundmg mortgage bonds outstandmg as of December 31, 1989 and 1988 were as
; follows (dollars in thousands) '

o - Year , ) o : Year OASEE
Serles S y ‘Due 1989 ’ 1988 Series - “+ Due 1989 1988
‘ SN L1992 $ 50,000"‘: $ 50,000 (continued) - S R
1992 - 50,000- 50,000 . . ., 2005 . $, 92,800 :$  92,800:

. 1995 40,000 40,000
© 1995 . 125,000 125,000
1996 100,000 100,000
1997 "-100,000 100,000
1997 72,600 . 72,600
1998 68,500 68,500
1999 56,075 - 56,075
1999 64,739 64,739 . .
2000 69,244 69,244 Ppoliution-Control

(2000 93038 800 T 2013 77,000 ¢ 77,000

96,850 © 96,850
119,500 - 119,500
120,610 * 120,610
1450501 145,050::
62,916 . 62,916
50,000 50,000
175000 ;175,000
150,000 """ 150,000

2001 38:050 : 38:050 6.10% (1989).......... 2014 40,000' 40,00().'»
2002 78,100 78,100 6.125% (1988).......... )
2002 67,900 67.900. 7.70% A‘(1989) ....... e 12012 ‘ -20,000 20,000
2003 94,872 94872 6.25% ~(1988) VIR
2003 98.050 98.050 ;gg% Eiggg; 10,000 10,000
2004 1956237 95623 . 7'shg0  (1989) 1 25000 25,000
i .-5.45%  (1988)........ . Lo o
.. Less: Funds held in :
R T TSt : (1,176) (16,211)

Total..oooorereeerenn - 32645838 . $2,630,803

: Substant1ally all clectnc plant was mortgaged as of December 31, 1989.

, Interest paid, net of amount capitalized, was $230,091,000, $222,102, 000 and $227, 557 000 for
the years ended December 31, 1989 11988 and 1987, respectively. " :

As of December 31, 1989, the. Company had $130,000,000 in commercial paper backed by an
unused long-term credit facility of $130,000,000. The $130,000, 000 pnncrpal amount of commercral
paper is included in other long-term debt. .

The annual maturmes of long-term debt, 1nclud1ng capitalized lease principal payments through
1994 are $5,185,000 in 1990; $5,702, 000 in 1991; $106,226,000 in 1992; $6 804, 000 in 1993 and
$21, 049, 000 1n 1994

10. Canceled Constructlon PmJects A

_The construction of the Cherokee and Perkins Nuclear Stations was canceled. All retarl _]lll'lSdlC-
. tions have permitted recovery of the incurred costs. These costs are being amort1zed prmcrpally over
a 10-year period beginning October 1983. (See Note 12.) e

As of December 31, 1989 and 1988, the balances for these canceled pI‘O_]CCtS net of amortlzanon
were $233,896,000 and $296,269,000, respectlvely ($l44 128,000 and $l82 542 000 net of income
tax benefits, respectrvely)
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11. Retirement Benefits
A. Rettrement Plan

The Company and its operaung sub51d1anes with the except1on of Nantahala Power and Light
Company which maintains its own retirement plans, have a non-contributory, defined benefit retire-
ment plan covering substantially all their employees. The benefits are based on years of creditable
service and the employees’ average compensation based on the highest compensation during a
consecutive sixty-month period. The benefits are reduced by a Social Security adjustment for employ-
ees age sixty-five and over and for early retirees with no creditable service pnor to September 1, 1980.

- The Company’s policy is to fund pension costs accrued

The Company adopted the prov1s1ons of Flnanmal Accountmg Standards Board Statement
No. 87 (SFAS 87), “Employers’ Accounting for Pensions,” as of January 1, 1987. The adoption of the
new standards did not result in a material change in pension expense in that year. The new standards
were adopted prospectlvely, and related disclosures for previous years have not been restated.

A reconcﬂratron of the funded status of the plan to the amounts recogmzed in the Consolidated
Balance Sheets as of December 31 1989 and 1988 is as follows (dollars in thousands):

‘ _ 1989 - 1988
‘ Accumulated benefit obhgatlon _ ' : R
Vested DENESItS c..ccveeeeeeieieeeeeieeseeee et e ereenenns e 2 $(582,142) $(528,776)
- Nonvested benefits............. S A certeeer e e et ren e iens (22,623) (30,852)
Accumulated benefit Obligation............eeeueveeeeerevrereererressionan. $(604,765) $(559,628)
Fair market value of plan assets, consisting primarily of
short-term investments and cash equivalents, common
~ stocks, real estate investments, and government and :

‘ industrial bOnds...........ccreoeeeremee. ereaseere et et 785,435 - 703,269
Projected benefit Obligation..........ceccvereererrererverrereenerecrssesesseseenes (755,353) (658,829)

. Unrecognized net eXperience GaiN........ooevereerereerererverersesessesesnssenes : (20,352)  (50,677)
Unrecognized Prior SErviCe COSt.......cccveerreirerrreresrersesseersessenssases : (14,232) —
Remaining unrecognized SFAS 87 transitional obligation........... 1,602 1,736

Accrued pension L PR SR YR $ (2,900) $ (4,501)

Net periodic pension cost for the years ended December 31, 1989 l988 and 1987 included the
following components (dollars in thousands):

- 1989 1988 - . 1987

Service cost benefits earned 4 _ '

during the year........cccoceveennee.. : ' $ 24,809 L $25,442 - $ 26,707
Interest cost on prOJected benefit ' o ‘ ’ -

obligation............eeceveeeeevreennneen. 64,735 - : 55,993 - 52,212
Actual return on plan assets......... (104,226) o (72,465) (43,000) -
Amount deferred for = - :

TECOBNILION.......ulureiicrsirecie e N 34,532 6,815 (9,042)
Expected return on plan assets ..... - - (69,694) (65,650) - (52,042)
Net amortization .............iveevueen.... (1,161 - o (199) - 134

Net periodic pension cost......... ' $ 18,689 - . $ 15,586 . $ 27,011

In determmmg the projected benefit obl1gat10n the werghted-average assumed dlscount rate used
was 9.5 percent in 1989, 1988 and 1987, while the assumed increase in future compensation levels
was 6.5 percent in 1989, 1988 and 1987. The expected long-term rate of return on plan assets used in
determining pension cost was 10.0 percent for 1989 and 1988 and 8.5 percent for 1987.
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During 1988, the Company conducted a work activity review which resulted in the elimination
of approximately 1,200 positions. Special termination benefits and severance benefits, which
amounted to approximately $24,000,000 of non-plan costs, were provided to those employees that
were terminated. Also, as a result of the work activity review, the Company recorded a one-time net
loss from terminations associated with its retirement plan of $4,501,000. ‘ '

B. Postretirement Benefits

The Company currently provides, certain health care benefits for retired employees. Substantially
all of the Company’s employees become eligible for these benefits if they elect early retirement at-age
fifty-five with ten years of service or if they retire at sixty-five while working for the Company. The
cost of retiree health care benefits is recognized as expense as the benefits are paid. The cost to the
Company for 1989, 1988 and 1987 amounted to $6,700,000, $6,600,000 and $4,800,000, respec-
tively. The Company. reserves the right to terminate, suspend, withdraw, amend or modify the Plans .
in whole or in part at any time. L L ' '

12. Commitments and Contingencies - E A ) ‘

A. Construction Program

. Projected construction and nuclear fuel costs are $2.47 billion and $566 million, respectively, for
1990 through 1992. The program is subject to periodic review and revisions, and actual construction .
costs incurred may vary from such estimates. Cost variances are due to various factors, including
revised load estimates, outcome of licensing and environmental matters, and cost and availability of
capital. _ : '

B. Nuclear Insurance

The Company maintains nuclear insurance coverage in three areas; liability coverage, property
and decontamination coverage, and extended accidental outage coverage to cover increased generat-
ing costs and/or replacement power purchases. The Company is being reimbursed by the other joint
owners of the Catawba Nuclear Station for certain expenses associated with nuclear insurance premi-
ums paid by the Company. : ‘ :

Pursuant to.the Price-Anderson Act as recently amended, the Company is required to insure
against public liability claims resulting from nuclear incidents to the full limit of liability of approxi-
mately $7.8 billion. The maximum required private primary insurance of $200 million has been
purchased along with a like amount to cover certain worker tort claims. The remaining amount,
currently $7.6 billion, which will be increased by $63 million as each additional commercial nuclear
reactor is licensed, has been provided through a mandatory industry-wide excess secondary insurance
program of risk pooling. Under this program, licensees could be assessed retrospective. premiums to
compensate for damages in the event of a nuclear incident at any licensed facility in the nation. If
such an incident occurs, and public liability damages exceed primary insurances, licensees may be
assessed up to $63 million for each of their licensed reactors, payable at a rate not to exceed $10
million a year per licensed reactor for each incident. The $63 million amount is subject to indexing.
for inflation and is further subject to a surcharge of 5 percent if funds are insufficient to pay claims
and associated costs. If retrospective premiums were to be assessed, the joint. owners of the Catawba
Nuclear Station are obligated to assume their pro rata share of such assessment. -

The Company is a member of Nuclear Mutual Limited (NML), which provides $500 million in
primary property damage coverage for certain of the Company’s nuclear facilities. If NML’s losses
ever exceeded its reserves, the Company will be liable, on a pro rata basis, for additioral assessments
of up to $65 million. This amount represents 10 times the Company’s annual premium to NML.
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. The Company is also a member of Nuclear Electnc Insurance Limited (NEIL) and purchases h
$975 million of insurance through NEIL’s excess property and decontamination libility .insurance
program. The Company has also purchased an additional $400 million of excess property damage

" insurance for its Oconee and McGuire plants and.$560 million for its Catawba plant through a pool.

of stock and mutual insurance companies. If’ losses ‘ever ‘exceed the accumulated.funds available to ?
NEIL for the excess property and decontamination llablllty program, the Company will be liabl€,‘on a:

prorata basrs for additional assessments of up to $25 million. This amount is limited to 7.5 times the .. L

Company s annual premium for $500 million of excess property . ‘and decontamination liability
insurance. The joint owners of: Catawba are obhgated to assume their prorata share of any liability -
for retrospectlve premlums and other premlum assessments resultmg from the NEIL pohcxes apphca- .

. bleto Catawba .

In addition to the $975 m11110n in. coverage through NEIL’s excess property program ‘and the

$560 million in excess coverage’ mentioned above, and in lieu of primary.property coverage through. o "

NML, the. Company has placed $500 million through a pool of:stock and mutual insurance compa-

nies for pnmary property msurance coverage assocrated w1th its- mterest 1n the Catawba Nuclear
Station. S

The Company part1crpates in a NEIL program that provrdes insurance for’ the mcreased cost of
generation -and/or purchased power - resulting from an-accidental outage of a nuclear unit. The
Oconee, McGuire and. Catawba Nuclear Stations are insured for up to approxxmately $1. 8 rmlhon,
$2.8 million and $2.8 ‘million per unit per'week, respectlvely, after a 21-week deductible period, with

declining amounts per-unit where more than one unit is involved. Coverages continue at 100 percent - -
“for 52 weeks; 67 percent for a second 52 weeks, and 33 percerit for a third 52 weeks: If NEIL’s losses

for this program ever exceeded its reserves, the Company would be liable, on a pro rata basis, for
addltronal assessmerits of up to $25 million. ThlS amount represents 5 times the Company s annual
premium to NEIL. The joint. owners of Catawba are obligated to assume their pro rata share of any -

liability for retrospective premrums and’ other premium assessments resultlng from the NEIL pol1c1es-
appl1cab1e to Catawba SR .

C. Other

The Company is also 1nvolved in legal, tax and regulatory proceedmgs before various courts,
regulatory commissions and governmental agencies regarding matters arising in the ordinary course |
of business, some of which involve substantial amounts. Management is of the opinion that the final

disposition of these proceedings will not have a matenal adverse effects on the results of operatlons or )
the financial position of the Company : :

Certain parties appealed the Company s 1986 rate order of the North Carohna Utllmes Commls-

~sion (NCUC) to the North-Carolina Supreme Court on varlous grounds seeking revision or modifica-

tion and refunds. On July. 28, 1988, the Court affirmed most of this rate order including the portion
authorizing the collection of abandoned plant costs.associated with canceled nuclear stations, but the

~ Court found that the Commrssron s conclusion regarding some elements of the fair rate of return-on

common equity was not supported by adequate findings of-material facts, and remanded the case for :.
further proceedings on this question. On March 10, 1989, the NCUC issued its order on remand .
which lowered the Company’s rate of return on common equity from 13.40 percent to 13.20 percent, -

required refunds plus interest and reduced rates to reflect'the lower rate of return on common equity.
During the first quarter of 1989, the Company accrued approximately $24 million for the refund. The -
refund has been paid. The Pubhc Staff of the NCUC, joined by two other parties, has appealed th1s .

ordér. The Company is of the oprmon that the Commission acted properly and the final d1spos1t10n

of this matter should not have a matenal adverse effect on its results of operatlons or: financial
posmon
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The other Jomt owners of the Catawba Nuclear Station and the Company are involved in various
proceedings related to the: Interconnection Agreements (the Agreements).- The basic contention in .
each proceeding is that certain calculations affecting bills under the Agreements should be performed
d1fferently Although these matters may’ be material, they are. items covered by the Agreements
- between'the Company and the other joint owners, which have been approved by the Company’s retail
- regulatory-commissions. The ultimate resolution ‘of these matters cannot presently be determined;..

) " however, the Company is of the opinion that it has properly interpreted the Agreements and that the

ultlmate resolution of these matters should not have ‘a materlal adverse effect on -its results of

- operations or financial position. - - R R 3

On July.28, 1987, the Federal Energy Regulatory Commrssmn (FERC) granted a petltron ‘made
by the other Catawba joint owners to exclude costs of abandoned plants from their supplemental
* power rates afﬁrmrng the. other joint owners’ contention that these.costs were not a part of the
Catawba contracts. The Company appealed the order to the courts. The court upheld the FERC order
in January.- 1989. The :order had a one-time impact on earnmgs of §. 46 per share, reﬂected in the
fourth quarter of 1988. Lo ; - ’

13 Other Income -

For the years ended December 31 1989 1988 and 1987 the Company recorded investment
income of;$15,167,000, $19,397,000, and $6,850,000, respectrvely ($13,532,000, $20,098,000, and
$9,020,000, net of income taxes, respectlvely), as a component of, “Other, net” in the.Consolidated
: »Statements of Income. The i income is primarily from dividends and, interest.on. securltles The taxes
. associated with the investment income are recorded as components of “Income taxes — other, net in

. the Company s Consolidated Statements of Income . e e -

14. Reclassnficatlon . S B

In the Consohdated Balance Sheets and the Consohdated Statements of Cash Flows, certarn
prior-year information has been reclass1ﬁed to conform with 1989 classrﬁcatlons
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. INDEPENDENT AUDITORS’ REPORT

We have audited the consolidated ﬁnanc1al statements of Duke Power Company and subsidiaries

listed in the accompanying index on page 22. Our audit also comprehended the supplemental sched-.

ules of Duke Power Company and subsidiaries listed in the accompanying index on page 22. These
financial statements and supplemental schedules are the ‘responsibility of the Company’s manage-
ment. Our respon51b1hty 1s-to express an opmlon on the financial statements based on our audits.

' We conducted our audits in accordance with generally accepted auditing standards. Those stand-
ards require that we plan and perform the audit to obtain reasonable assurance about -whether the
financial statements are free of material misstatement. An audit includes exammmg, on a test basis, -
ev1dence supporting ‘the amounts and d1sclosures in the financial statements. An audit also includes
assessmg the ‘accounting pr1nc1p1es used and s1gmﬁcant estimates’ made by management, as well as

. evaluatmg the overall ﬁnancml statement presentatron We believe that our audits prov1de a reasona-

ble 'basis for our opinion.

In our oplmon such consolidated ﬁnancral statements present fairly, in all matenal respects the
ﬁnanc1a1 position of the companies at December 31, 1989 ‘and 1988, and the. results of their, opera-

‘tions"and their cash flows for eéach of the three years in the perlod ended December 31, 1989 in

conformity with generally accepted accounting principles. Also, in our opinion, such supplemental

" schedules, when considered.in relation to the basic consohdated ﬁnancral statements, present falrly in

all material respects the information shown therein.

As discussed in Note 1 to-the consolidatéd financial statements, in 1988 the Company changed
its accountmg pohcy of recogmzmg revenue to provrde for the accrual of estlmated unbllled revenues.

Charlotte, North Carolina *© -~ -DELOITTE & TOUCHE
February 9, 1990 1 , ., Certified Public Accountants

K RESPONSIBILITY FOR FINANCIAL STATEMENTS r
The financial statements ‘of Duke Power Company are prepared by management which is
responsible for: their integrity and objectivity. The statements are prepared in conformrty with
generally accepted accounting principles appropriate in the circumstances to reflect in all material

" respects the substance of events and transactions Wthh should be 1nc1uded The other information in

the annual report is consistent with the financial statements. In preparing these statements, manage-
ment makes informed judgments and estrmates of the expected effects of events and transactlons that
are currently being reported. - : o

.The Company’s system of internal accountmg control 1 desrgned to provide reasonable assur-
ance that assets are safeguarded and transactions are executed according to management’s authoriza-

tion. Internal accounting controls also provide reasonable assurance that transactions are recorded

properly, so that financial statements can be prepared according to generally accepted accounting
principles. In addition, the Company’s accounting controls provide reasonable assurance that errors
or irregularities which could be material to the financial statements are prevented or are detected by
employees within a timely period as they perform their assigned functions. The Company’s account-
ing controls are continually reviewed for effectiveness. In addition, written policies, standards and

. procedures, and a strong internal audit program augment the Company’s accounting controls.

The Board of Directors pursues its oversight role for the financial statements through the audit
committee, which is composed entirely of directors who are not employees of the Company. The
audit committee meets with management 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 & Touche. The independent
auditors have free access to the audit committee and the Board of Difectors to discuss internal
accounting control, auditing and financial reporting matters without the presence of management.

DAVID L. HAUSER
Controller
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DUKE POWER COMPANY

SUPPLEMENTAL FINANCIAL DATA — (Unaudlted)
.Quarterly Financial Data -

A summary of quarterly ﬁnanmal data for 1989 and 1988 is as follows (dollars in thousands
except per-share data): - . o o .
First Second ,' Thlrd Fourth

! e " Quarter Quarter Quarter - Quarter (b) - - Total
1989 by quarter - S R '
Electric Revenues................... i $863,235 $877,304 $1,011,294 $887 506 93,639,339
- Electric Operatmg Income............. C 152,365 153,850 230,420 167,965 704,600
Net INCOme........ooievrreresresterrrrnnnnn. 0 0127,280 127,270 . 194,812 122,249 - 571,611
Earnings Per Share....ccccooce. $ L13-$ 112 §. 180 $ 108 $ ~ 513
1988 by: quarter (a) L : e C v R
Electric Revenues.........c.cc.ceoueruenn. $917,358 $829,999 ' :$1,029,452 $850,176 $3,626,985
Electric Operating Income............. .. 167,726 © 124,483 219,017 '118,325 . 629,551
“Income Before Cumulative’ L S ' o
~ Effect of Accrual of . o o - ' , L
' Unbilled Revenues .......c..ioier. 135,190 .- 95,777~ 192,914 24,250 448,131
Cumulative Effect of Accrual . - . - - ' I '
of Unbilled Revenues-Net......... 102,255 =~ — — — 102,255
© Net Income.......‘.‘.................: ......... .. $237,445° $ 95777 $ 192,914 $ 24,250° $ 550,386
Earnlngs Per Share - o o ' ‘
- Before Cumulative Effect of ;
Accrual of Unb1lled o o - . . o L
Revenues ..............ccc.... e %120 $--082 $ 177 $ 011 § 3.90
Cumulative Effect of Accrual Lo = ‘
of Unbilled Revenues-Net ....... .01° - L e == 1.01
Total ...... Heevissaerenssensessasssans e $ 022108 082§ .77 $ 011 $ '491, :

Generally, quarterly earnings fluctuate with seasonal weather condltlons timing of rate changes and o
malntenance of electric generatmg units, especrally nuclear units:

(a) Quarterly information for 1988 has been- restated to reﬂect the accrual of unbilled revenues. (See ‘
Note 1, “Notes to Consolidated F1nanc1al Statements”)

(b) The fourth quarter of 1988 1ncludes the prov151on for abandonment loss and the cost of beneﬁts
~ for employees laid off after the work activity revrew (See Notes 11 and 12 “Notes to Consoh—
dated Fmanmal Statements ”)
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i)UKE POWER :COMPANY
SCHEDULE V— PROPERTY PLANT AND EQUIPMENT
(Dollars in thousands)
: v o . :I:_",l.* : Bal&lnce ~. | , L ‘ ﬁﬂmcc ‘

o Beginning - ) .. Add ‘End
Description -+ T . - of Year - Additions  Retirements (Deduct) ' of Year

For the Year Ended December 31,1 989

Electric Plant in Service — At Orlgmal Cost : CoL : L
CProduction ..o i e e $ 4,722, 544 $ 145,377 $19,287° " $:31,650 .. $ 4,880,284
.Transmlssmn L 1,114,761 "46,564 © -+ 3,032 .. (5,705) . 1,152,588
.- Distribution ... 2,477,568 . 323,858 22,198 . (6,210) 2 773,018
. "General.......... 622,814‘ - 168,358 -.8,020 .5,008 7 1788;160
. Miscellaneouis . .. 184,301 . 2,764 . — . (42,132) - . 7144933
Nuclear Fuel....ccooovenerennrnnnnns eeeereereneenrennenrenaen 1,537,533 - 157,434 -+ — = - 1,694,967
. Total electnc plant in service................i,, 10,659,521 " .844,355 52,537 ° - (17,389) 11,433,950 -
: Construcuon Work in Progress . 1,038,091 L 217,141 — e — ... e 1,255232 .
‘Other Property —At Cost . . ‘ 4L ‘ e
Water plant...............oocc.co e et eveeeiens . 31,486 . 1,624 68. 1 (36) . - - 33,006
. Transn Plantii...nne, . S 3,039 . = 215 = S 2.’8,24
" “Total other property . W 345250 1624 7283 - (36): . _ . 35830
Total plant...f._‘. ....... e el 11,732,137 $1,063,120° © $52,820 . " §(17,425) ¢+ $12,725,012
For the Year Ended December 31, 1988 oo Ty V L sl
Electric Plant in-Service — At Onglnal Cost . o oL s S e
Producnon..,.........;.......................,....................'-., $ 4,631,961 % 93996  $° 307 :. 8§ (3,106) . $.4,722,544 .
Transmission.. . 1,092,584 . 27,882 2,536 “(3,169) - . 1,114,761
Distribution, . 12,223,589 | 278,664° 25,868 . 1,183 . ".:2,477,568
. General....... . . 531,167 ~ 109,003 16,900 T.-(456) 7 622,814
Lo Miscellaneous. we ..o 182936 .0 7 480 o= . 885 . 184,301
‘Nuclear Fuel..........cccooeinnnnnnnn, ... 1,410,315 . 127,218 - = 1,537,533
Total elcctnc plant in'service.. s '10,072,552° . . 637,243 45,611 - (4,663) . 10,659,521 -
Construction Work in Progress....,.....t ....... eveerenn - 704,610 "333,481 L — — S 1,038,091
Other,PropenyéAt Cost- .. = - ) o ) . B . o oy L
‘ Water plant................ ; I - 30,580 1,153 240 . ‘31,486
v f’l"ransit plant o 3,160 15y 106  — . 3,039 -
o Total other property :.............. T - 33,740 . . " 1,138 346 (n " 34,525
Total plant....cvecloennsa! everueeseeseenreseenees $10,810,902° '$ 971,862 .  $45957 . $.(4,670) - $i1,732,137
For the Year Ended December 31 1987 "
i . Electric Plant in Service — At Ongmal Cost
Prodution.........ccceeseiensivnnnenstiee e « % 4563815 "'$ 80,827 . .$ 1,593 $(11,088) $ 4,631,961
: Transmission 1,075,343 . 22,561 . 2 013 .. (3,307) - 1,092,584
Distribution.... 2,043,595 194,991 C17,314 2,317 2,223,589
) - General 411,281 . 130,265 - 12,145 . - 1,766 531,167 -
Miscellaneou 175,600 - 3,056 — ) 4,280 182,936
Nuclear Fuel ............................... 1,175,398 234 917 — — 1,410,315
Total electric plant in servxce...:‘..»..._ ........ 9,445,032 . . 666,617 33,065 (6,032) - 10,072,552 4
Construcnon Work in Progress.. 601,064 127,042 — (23,496)(1) 704,610
| - .+ Other Property — At Cost :
Water plant.........cccoveeeveevvnciinnititon... et reren—a— © 30,113 690 225 2 30,580
! Transit plant..........co.... 2,548 674 62 . — 3,160
Total other property 32,661 1,364 : 287 2 33,740

. : Total plant

$10,078,757 . $ 795,023 $33,352.  $(29,526) ' '$10,810,902

,

(1) Sale of assets




DUKE POWER COMPANY

. SCHEDULE VI— ACCUMULATED DEPRECIATION .AND, AMORTIZATION OF PROPERTY

Accumulated Depreciation of
Electric Plant

. Production......

Transmlsswn

- Distribution .....

s

‘Accumulated Amortxzatlon of SR

"Limited Term Plant

~ Accumulated . Athortization of- L
Nuclear Fuel ....................................

Accumulated Deprec1at10n of

SWater Plant ... lil S, g

'Accumulated Deprec1at10n of

Transxt Plant....... Lrmerie el .
Total Accumulated Deprec1at10n

: For the Year Ended December 31, 1 988

. Accumulated Deprec1atlon of :
Electric Plant’ .

. Production........ eereere e ereneariteens :

Tgansmlsslon
Distribution'.

Accumulated Amortization of

Limited Term Plant...........cceevenveni.

Accumulated Amortization of

Nuclear Fuel..oooiiieeieeeeiees

Accumulated Deprecxanon of

Water Plant .......... eeeerrereernrerasaareens

Accumulated Depreciation of

“Transit Plant ........oceeeinincne
Total Accumulated Depreciation

For the Year Ended Decemiber 31, 1987

Accumulated Depreciation of
Electnc Plant
. Production ..

. Transmlsswn

. Accumulated Amortlzatlon of
. Limited Term Plant........cccceveennes

Accumulated Amortlzatlon of

Nuclear Fuel .........

Accumulated Deprec1at10n of .

Water Plant .......... 00,

Accumulated Deprec1at10n of

Transit Plant ......cccoccviverneerceennsnians
-Total Accumulated Depreciation

) Descnptlon o
- For the Year Ended December 31, 1989

........ $3 868,568

........ $3,415,574.

PLANT AND. EQUIPMENT

(Dollars in thousands)

437 .7 31,0227 —
716 923 79,603
143,145 18,078 12,229
165 976 — 377

1,528
27,954
14,385

Clearing . Other o
R © . and’ Changes  Balance
Beginning : Other Add- . End of
.of Year Depreclatlon Accounts ‘Retirements (Deduct) = Year -
$1,563,245  $178,034  $ - 7 $29,239 ' $41,666° $1,753,706
443828 . 32721 3685 (110) ° ‘471,754
- 769,601 v 89192 .. — - ' :.33)661 - 1056 - 826,188 '
156,912 © 26033 13280 2861 .. 23 193387 .
- 166,353 T3 0 T 41,933) 124792
73,099,939, },:;_-3;25,980 13,652 69,446 _(298)° 73,369,827
4149 . — - ar — L1 . 4585
1,219,828 — 177,647 . | — . . — . 1,397475
4323976 . 325980. 191,746 69,446 . (309) 4771887
o606 636~ 75— 6967
2692 1350 — 215 — 260
e $3333,014 $326,741 $191,746 = $69,736. (309) 4,781,456
$139o 577 '$177,037 8§ — $ 6,875 $ 2,506 $1,563,245

.. 443,828
769,601
156 912
— ,353

2 832,058 305,740 12,606
3,760 — 389
1,024,099 — 195,729

50,742

277 -3 099 939
- 4,149
— 1,219,828

3,859,917 305,740 208,724
6,043 610 —
2, 608 189 L

50,742
2417
- 105

277 - 4,323,916
— 6 406
—_ 2 ,692

$306,539  $208,724

$51,094

$

277 $4 333 014

N

.-$1,229,392
388,401

$173,801 $

660,996 72,379
129,043 13,299 11 327
e 161,268 . — ‘415

Sl

$.7,787
2,918
17,332
10,200

[..

$ @4, 829) $l 390 577
,437

880 .716,923
324 143,145
4,293 165,976

« 2,569,100 290,199 11,742

835,385. ... . — 188,714

2860 - — 900"

38,237

(746) ', 2,832,058
— C3 760
— l 024, 099

201,356

3,407,345 290,199
5,690 576 —
2,539 131 —

38,237
223
62

(746) 3,859,917
— 6,043
— 2,608

$290,906-  $201,356

$38,522

$

(746) $3,868,568
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: : : " DUKE POWER COMPANY
SCHEDULE VIII —‘VALUATION AND QUALIFYING ACCOUNTS AND RESERVES »

(Dolla:s in thousands) i 4

S LT " Balance Balance :.
: i : a Beginning End of
L ) o Descrlptlon Gy _-of Year . Yearl
For the Year EndedDecember 31, 1989 U T
_Reserves Related to Assets on Balance Sheet . et $27,335. $24,352
. Other Reserves. . : . 3 : - S ; ‘ I
' Operatrng Reserves (1) taeererenerererereeeseeeteaes et s ettt esb st aens ceneeerne $51,890  $85,703 -
i For the Year Ended December 31, 1988 ] e -
Reserves Related to Assets ‘on Balance SREEL ...ttt v '$ 3,710 $27,335
‘Other Réserves . . . L A L TR .
Operatmg Reserves (1) ..... e celebenneassaneiensani $37,5_6_0‘ $51,890
- For the Year Ended December 31, 1987 E o . S
- Reéserves Related to Assets on Balance Sheet i ieerereeenenas e 9 3,867 8§ 3,710
‘Other Reserves . . - - N o o
Operatlng Reserves (1) ............... eeseserssseneensstatssareasassaese st ssesre e aseseanseaseeses $31 688 $37 560 -

(l) Pnncrpally cons1sts of Injuries and Damages reserves and Property Insurance reserve wh1ch are

_ included in “Deferred Credlts and Other L1ab111t1es ” in the Balance Sheets.

SCHEDULE X— SUPPLEMENTARY CONSOLIDATED INCOME STATEMENT INFORMATION
' Year. Ended December 31 -

.o _ _ o (Dollars in thousands)
Taxes, other than payroll and income taxes: . o R T - A
Real and personal Property ..........coceeeeeee. Ceersebesrereasaenisnesenssentes $ 60,000 - $ 52,382 $ 50,269
~ State and city franchise .............. O S SRS reeirreeeees - $ 84913 . 85,355 85,137
Other....ooiinivi il eereeerieererenreiees fvivivene o 0,244 . 6,566 6,589
Total ..ot reeterreenreaeeesasetaas ereesrreeereeeens ... $151,157 $144,303 - $141,995
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" EXHIBIT I

o DUKE POWER COMPANY .
, COMPUTATION OF FULLY DILUTED EARNINGS PER SHARE - (Unaudlted)

-This calculatlon is submmed in accordance with. Regulation S-K under the Secuntles I:xchange o

_Act of 1934, although not required by footnote 2 to paragraph 14 of Oprmon No 15 of the Account-
1ng Pnnc1ples Board because it results in dllutron of less than 3%.
: - : : = Year Ended December 31

1989 . . 1988 . 1987.

(Dollars in thousands
except per share ﬁgures)

Fully Dlluted

. "Earnings apphcable to common stock(1).......... ...... $519,134 A:$4"97,05'~7 ~$_44'5',‘934
' Add: Dividends on Preference Stock, 63/4% L R o

Convemble SETIES AA ....ocourureeaemenieeeneeneesecsennne 172, - 191 . 216
Earmngs as adjusted for computauon...,.;.v..... ' $519,306 v $497,248.- --$446,150

Average common shares outstandmg — o ' _ - ; _ B o
twelve months (thousands) ............ oot nerenntanens . - 101,277 . 101,266 101,250
Add: Common shares required for conversion " - Sl L o
of Preference Stock, 6%:% Convertible
Series AA, $100 par, 500,000 shares authorrzed
~ (24,574 shares outstanding as of" L . S A
December 31, 1989)(2)...........—..........' ...... e—— ' 103 112 126

Common shares as ad]usted for computatron ...i;,.... 101.,380 101,378 101,376

Fully d1luted earnmgs per share..; ....................................... $ 512 § 4. 90 $ 440
(1) These ﬁgures agree w1th the related amounts in the Consolidated Statements of Income

. (2) The conversion price used to convert the Preference Stock, 6%:% Convertible Serles AA into
shares of common stock was $23.89. o ' , S
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Item 9. Changes in and*'D'isagreeme'nts with Accountants on Accounting and Financial Disclosure.
No events necessary to be disclosed by the Company under this item have occurred.

PART III.

Item 10.-- Directors and Executwe Offi icers of the Regzstrant ,
Informatron for this item concerning directors of the Company is set forth in the sections entitled

. “Election of Directors” and “Informatlon Regarding the Board of Directors” in the proxy statement

of the Company relating to its 1990 annual meetmg of shareholders, wh1ch is mcorporated herein by
reference. ‘

Information concernmg the executive ofﬁcers of the Company is set forth under the sectlon

' entltled “Executive Officers of the Company in. this annual report.

Item 11. Executive Compensatwn .

Information for this item is set forth in the section entitled “Executive Compensation” in the
proxy statement of the Company relating to its. 1990 annual meeting- of shareholders, which is
1ncorporated herein by reference - :

: Item 12. Securzty 0wnershtp of Certam Benef cial Owners and Management

Information for this item is set forth in the sections entitled “Voting Securities Outstanding” and

- “Election of Directors” in the proxy statement of the Company relatmg to its 1990 annual meetmg of
_shareholders, which is 1ncorporated heréin by reference.. :

Item 13. Certain Relattonslups and Related Transactions.

.Information for this item is set forth i in the section entitled “Electlon of Directors” in the proxy
‘statement of the Company relatmg to its 1990 annual meetmg of shareholders, Wthh is incorporated
herein by reference. . :

PART Iv.
Item 14. Exhtbzts, Consoltdated Fmanctal Statement Schedules, and Reports on Form 8-K.

Consolidated F1nan01a1 Statements Supplemental Financial Data and Supplemental Schedules
included in Part II of this annual report are as follows

Financial Statements
Consolidated Statements-of Income for the Three Years Ended December 31, 1989 -
Consolidated Statements of Cash Flows.
for the Three Years.Ended December 31, 1989
Consolidated Balance Sheets — December 31, 1989 and 1988 _
Consolidated Statements of Capitalization — December 31, 1989 and 1988
Consolidated Statements of Retained Eammgs for the Three Years Ended
December 31, 1989 .
Notes to Consolidated Financial Statements
Supplemental Financial Data (Unaudited)
Supplemental Schedules
Schedule V — - Property, Plant and Equipment for the Years Ended
December 31, 1989, 1988 and 1987
Schedule VI — Accumulated Deprecmtlon and Amortization of Property,
- Plant and Equlpment for the Years Ended December 31, 1989, 1988 and 1987
Schedule VIII — Valuation and Qualifying Accounts and Reserves
for the Years Ended December 31, 1989, 1988 and 1987
Schedule X — Supplementary Consolidated Income Statement Information
for the Years Ended December 31, 1989, 1988 and 1987
Exhibit I — Computation of Fully Diluted Earnings Per Share (Unaudited)
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All other schedules are omitted because of the absence of the conditions under which they are’ |

required or because the required information is included in the financial statements or notes thereto.

Exhibits .
(a) ©~ — See Exhibit Index on page 48. ‘
(b) — Annual Report on Form 11-K with respect to the Stock Purchase-Savmgs

- Program for Employees of the Company for the fiscal year ended October
31, 1989 and the Employees Stock Ownershlp Plan for the year ended
December 31, 1989. :

Reports on Form 8- K
No reports on Form 8-K were ﬁled durmg the last quarter of 1989

PR

. EXHIBIT 24

CONSENT OF INDEPENDENT AUDITORS

Duke Power Company:

We hereby consent to the incorporation by reference in Reglstratlon Statement Nos. 33 15183,
33-15184 and 33-19274 on Form S-3 and in Post-Effective Amendment No. 8 to Registration
Statement No. 2-72172 on Form S-8 of our report, dated February 9, 1990, appearing in this annual
report on Form 10-K of Duke Power Company for the year ended December 31 1989..

DELOITTE & TOUCHE

Charlotte, North Carolina
March 28, 1990
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‘SIGNATURES ‘
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto’ duly
-authorized, in the City- of Charlotte and State of North Carolina on the 28th day of March, 1990

DUKE POWER COMPANY
(Reglstrant) .

By:  W.S.LEE ., -

Chairman of the Board

" Pursuant to the requlrements of the Securities Exchange Act of 1934, thls report has been s1gned _
below by the following persons on behalf of the reglstrant and in the capacities and on the date
1nd1cated : . ‘.

. ngnature o Title - : Date
W.S.LEE -« . . Chairman of the"
' ‘ " Board and President
(Prmmpal Executive

' ’ _  Officer) o March'28,‘ 1990
. . "~ R.J. OSBORNE _ - Vice President, Finance L
, : o , (Principal Financial Officer) March 28, 1990
“DAVID L. HAUSER - - - Controller (Principal o '
: ~ ‘ Accountmg Ofﬁcer) March 28, 1990

" ROBERT L. ALBRIGHT
CRANDALL C;, BOWLES
" THOMAS H: DAVIS _
_ JOHN L. FRALEY
" ALESTER ‘G. FURMAN.IIT
. .STEVE C. GRIFFITH, JR.
‘- W. H. GRIGG *
PAUL H.-HENSON'
GEORGE R. HERBERT ' ‘ R
. GEORGE DEAN JOHNSON, JR. _All of the Directors March 28, 1990
. JAMES V. JOHNSON' ' e : '
W. W. JOHNSON
. W.S.LEE -
" MAX LENNON
BUCK MICKEL.
- REECE A. OVERCASH, JR.
.WARREN H. OWEN
JAMES C. SELF

) . LEWIS F. CAMP IR, , by signing his name hereto, does hereby sign this document on behalf of the
§ issuer and on behalf of each of the above-named persons pursuant to powers of - attorney duly
; executed by the issuer. and such persons filed w1th the Securmes and Exchange Commission as
[ supplemental information.

\ ' : . e /s/ _ Lewis F. CAMP, JR.
Lewis F. Camp, Jr., Attorney-in-fact
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EXHIBIT INDEX

. The followmg exhrbrts indicated by an asterisk preceding the exhibit number are ﬁled herewith. -
The balance.of the exhibits have heretofore been filed with the Securities and Exchange Comrmss1on
. and pursuant to Rule 12b-32 are 1ncorporated herein by reference : ‘

Exhibit

Number i !

3-A o Restated Charter of registrant, dated as of January 1, 1979 (filed W1th Form
- S-7, File No. 2-63592, effective March 14, 1979, as Exhibit 2- -B-1).

3-B — Articles of Amendment to the Articles of Incorporation dated May 4, 1981

(filed with Form 10-K for the year ended December 31, 1981, F11e No.
1-4928, as Exhibit 3-B).

3-C .° — Statement of Classification of Shares relating to the 8.84% Cumulatlve
Preferred Stock, Series N (filed with Form S-16, F1le No. 2- 66561 effectrve
February 6, 1980 as Exhibit 2-B-3). .

3-D ". — Statement of Classification of Shares relatlng to the 11% Cumulative
Preferred Stock, Series O (filed with Form S-16, File No. 2-68582, effective .
August 19, 1980 as Exhibit 2-B-4). "

3-E .. . — Statement of Classification of Shares relating to the 15. 40% Preferred Stock
: A, 1982 Series (filed with Form S-16, File No. 2- 75953 effectlve February
23 1982, as Exhibit,2-B-5).

3-F — Statement of Classification of Shares relatmg to the 7.875% Cumulative.
_ ' Preferred Stock, Series P (filed with Form 10-K for the year ended December
31, 1986, File No. 1- 4928, as Exhibit 3-F).

3-G . — Statement of Classification of Shares relating to the Adjustable Rate
- Cumulative Preferred Stock, Series A (filed with Form 10-K for the year
ended December 31, 1986, File No. 1-4928, as Exhlblt 3-G).

3-H - — Statement of Classification of- Shares relatlng to the 7.12% Cumulative
: " Preferred Stock, Series Q (filed with Form 10-K for the year ended
December 31, 1986 File No. 1-4928, as Exhibit 3-H)." :

~ 3T - — By-Laws of registrant, as amended to date (filed with Form 10-K for the year
' ended December 31, 1986, as File No. 1-4928; as. Exhibit 3-I)
"~ 4-B-1 . — First and Refunding Mortgage from registrant to Guaranty Trust Company

of New York, Trustee, dated as of December 1, 1927 (filed with Form §-1,
File No. 2- 7224 effectlve October 15, 1947, as EXhlblt 7(a)).

" -4.-B-2 — Supplemental Indenture, dated as of March 12, 1930, supplementing said
: Mortgage (filed with Form S-1, File No. 2- 7224 effectlve October 15, 1947,
as_Exhibit 7(b)). .
4-B-3 - . — Supplemental Indenture, dated as of July 1, 1935, supplementmg said
Mortgage (filed with Form S- 1, Flle No. 2-7224, effectlve October 15 1947,
o as Exhibit 7(c)). :
4-B-4 — Supplemental Indenture, dated as of December 1 1935 supplementlng said -
: Mortgage (filed with Form S- 1, File No. 2 7224, effectlve October 15, 1947,
‘ ~as Exhibit 7(d)).
4-B-5 — Supplemental Indenture, dated as of September 1, 1936, supplementmg sa1d
' Mortgage (filed with Form S- 1 File No 2-7224, effectrve October 15, 1947
' ~ as Exhibit 7(e)). ‘
- 4-B-6 - . — Supplemental Indenture, dated as of January 1, 1941, supplementmg sa1d
o ‘ Mortgage (filed with Form S- 1, File No. 2- 7224 effectlve October 15, 1947
as Exhibit 7(f)). o
4-B-7- — Supplemental Indenture, dated as of April 1, 1944, supplementmg sa1d :
B " Mortgage (filed with Form S- 1, File No. 2- 7224 effective October 15, 1947,
. as Exhibit 7(g)). -
4-B-8 " — Supplemental Indenture, dated as of September 1, 1947, supplementmg said
o Mortgage (filed with Form S- 1, File No. 2-7224, effective October 15 1947,
: _ as Exhibit 7(h)).
- 4-B-9 '— Supplemental Indenture, dated as of September 8, 1947, supplementmg said
‘ . ‘Mortgage (filed with Form S- 1, File No: 2-10401, effectlve August 21,1953,
as Exhibit 4-B-9).
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Exhibit
Number

4-B-10

4:B-11

4-B-12".

4-B-13

4-B-14

4-B-15

4-B-16

4-B:17
4818
4B19

4-B-20

4-B-21

4-B-22

4-B-23

4-B-24

4-B-25

4-B-26

4-B-27

4-B-28

4-B-29

— Supplemental Indenture, dated as of February 1, 1949 supplementmg said
-Mortgage (filed with Form S 1, F11e No 2 7808, effectlve February 3, 1949
as Exhibit 7()).

— Supplemental Indenture, dated as of March i, 1949 supplementmg sald
‘Mortgage (filed with Form S- 1, File No. 2- 8877 effective April 6, 1951, as
Exhibit 7(k)).

— Supplemental Indenture, dated as’ of Apnl 1, 1951 supplementmg said
Mortgage (filed with Fonn S-1, File No 2 8877 eﬁ‘ectlve April 6, 1951, as
Exhibit 7(1)).

— Supplemental Indenture, dated as of Septémber 1, 1953, supplementing said
Mortgage (filed with Form S 1, F1le No. 2-10401, eifectlve August 21, 1953,
“as Exhibit 4-B-13).

— Supplémental Indenture, dated as of October 1, 1954, supplementmg said
Mortgage (filed 'with Form S-9, F11e No. 2- 11297 eﬁ“ectlve December 30,
1954, as Exhibit 2-B-14).

— Supplemental Indenture, dated as of January 1, 1955, supplementing said
Mortgage (filed with’ Form S-9,: F11e No. 2- 11297 effectlve December 30,
1954, as Exhibit 2-B-15).

— Supplemental Indenture dated as of May 1, 1956, supplementmg sa1d
Mortgage (filed w1th Form S- 9, File No 2- 12402 effective April 26 1956 as
Exhibit 2-B-16). -

— Supplemental Indenture dated as-of January 1 1960, supplementlng said
Mortgage (filed with Form 10, effective June” 29 1961, as Exhibit 3-B-18)."

— Supplemental Indenture, dated as of February 1 1960, supplementing said
. Mortgage (filed. with Form 10, effective June 29, 1961, as Exhibit 3-B-19).

— Supplemental Indenture, dated as of February 1, 1962, supplementing said
Mortgage (filed w1th Form S-9 F11e No. 2- 20577 ef’fectlve August 16, 1962
as Exhibit 2-B-20).

— Supplemental Indenture, dated as of August 1, 1962 supplementing said
. Mortgage (filed with Form S-l F11e No. 2 25367 effectlve August 23 1966
as Exhibit 4-B-19)..

— Supplemental Indenture dated as of June 15, 1964 supplementmg sa1d
Mortgage (filed with Form S-l File No. 2- 25367 effectlve August 23, 1966,
as Exhibit 4-B-20).

~— Supplemental Indenture dated as of February. 1, 1965, supplementmg said
Mortgage (filed with Form S- 1 F11e No 2 25367 effectlve August 23 1966,
as Exhibit 4-B-21).;

— Supplemental Indenture dated as of Apnl 1, 1967 supplementmg said
‘Mortgage' (filed with Form S- 9 File No. 2- 28023 effectlve February 15,
1968, as Exhibit 2-B-25). .

— Supplemental Indenture, dated as’ of February 1 1968 supplementmg said
Mortgage (filed with Form S- 9 F11e No. 2- 31304 effectlve January 21, 1969,
- as Exhibit- 2-B-26).

— Supplemental Indenture, dated as of February 1, 1969 supplementmg said
- Mortgage.(filed with Form S 7, Flle No. 2 34289 effectlve August 27, 1969,
as Exhibit 2-B-27). -

— Suppléemental Indenture, dated as of September 1, 1969, supplementmg said
Mortgage (filed with Form S- 7, F11e No 2- 36095 effectlve Febmary 16,
1970, as Exhibit 2-B-39).

— Supplemental Indenture, dated as of March 1, 1970 supplementing said
Mortgage (filed with Form S-7, File No 2- 37953 effective July 28, 1970, as
. Exhibit 2-B-42).

~ Supplemental Indenture, dated as of August 1, 1970, supplementmg said
Mortgage (filed w1th Form S-7, F11e No 2- 39451 effectrve March 4, 1971 as
~ Exhibit 2-B-28).

—_ Supplemental Indenture, dated ‘as of March l 1971 supplementm said
Mortgage (filed with Form S 7, File No. 2-42404 effectlve Decem%er 7,
1971 .as Exhlblt 2-B 29)
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Exhibit .
Number . .

4-B-30 .

L 4B-3I

 4B-32

4-B-33

 4-B-34.

4-B-35..

" 4-B-36

' 1—4:.B,'3_7~ -

4-B-38

4B

' 4-B-40"

4-B-41

- 4B-42

" 4-B-43

 4-B-44

4-B-45'

" 4-B-46

4-B-47

. 4-B-48.

!

—_ Supplemental Indenture dated as of December 1, 1971 supplementmg sald

Mortgage (filed with Form S-7, File No. 2-43122 ‘effective March 7, 1972 as

Exhibit 2-B-30).

. — Supplemental Indenture dated as of Apnl l 1972, supplementmg sa1d
Mortgage (filed with Form S-7, File No. 2-46208 effectlve November 20, -

1972, as Exhibit 2-B-31).

.— Supplemental Iridenture, dated as of December 1,1972, supplementmg said-

. Mortgage (filed with Form S- 7, File-No. 2-48058 eﬁ‘ectlve June 5, 1973, .as

" Exhibit 2:B-32).

1973, as Exhibit 2-B-33).’

- Supplemental Indenture dated as of June 1, 1973 supplementln% sald.
Mortgage (filed with Form S-7, F11e ‘No. 2-49333 effectlve ‘Nove

er 3,

- Supplemental Indenture, dated as of November 1, 1973 supplementmg said -

. Mortgage (filed with Form S-7, Flle No 2 50493, effectlve April 25, 1974, as

Exhibit 2-B-34). -

— Supplemental” Indenture dated as of May 1, 1974, supplementmg said
‘Mortgage. (filed with Form S-7, F11e No 2- 52669 effectlve February 11,

1975, as Exhibit 2-B-35). -

- — Supplemental Indenture, dated as of February 1 1975 supplementmg sa1d.

Mortgage (filed with: Form S-7 File No 2-571 18 effectrve October 5, 1976,

as Exhibit 2-B-36)."

— Supplemental Indenture, dated. as. of July .1,

1975, supplementing said -

Mortgage (filed with Form S-7 File.No. 2-571 18 effectlve October 5, 1976

_as Exhibit 2-B-37).

— Supplemental Indenture dated as.of October 1, 1976, supplementmg said
. Mortgage (filed with Form S-7 F11e No 2- 59494 effectlve August 10 1977,

_as Exhibit 2-B-38).

- Supplemental Indenture dated as of September 1, 1977 supplementmg sa1d

" Mortgage (filed with Form S-7, Flle No. 2- 61995 effectlve July 26, 1978, as

. Exhibit 2-B-39).

— Supplemental Indenture, dated as of August 1,°1978, supplementing said
Mortgage (filed with Form S 7 F11e No. 2- 64541 effectlve June. 7 1979, as

Exhibit 2-B-40).

—Supplemental Indenture dated as of June 1 1979 supplementmg sald
Mortgage (filed with. Form S-7 File No. 2- 65371 effectlve October 2, 1979,

as Exhibit 2-B-41). .

— Supplemental Indenture dated as of October 1, 1979, supplementmg said

Mortgage (filed with Form S-7, File No 2- 66659 effectrve March 12 1980,

as Exhibit 2-B-42).

— Supplemental Indenture, dated as of March 1, 1980 supplementmg said
Mortgage (filed with Form S- 16, File No 2- 68571 effectlve August 19, 1980

as Exhibit 2-B- 43)."

— Supplemental Indenture dated as of August 1, 1980 supplementlng -said
. Mortgage (filed with Form S-16 File No 2- 75951 effectxve February 23,

1982, as Exhibit 2-B-44).

— Supplemental Indenture; .dated as of March 1 1982 supplementmg said
Mortgage (filed. with Form S- 16,. File No. 2 75951 effective February 23,

1982, as Exhibit 2-B-45).

— Supplemental Indenture, dated as of September 1, 1982, supplementing said
“Mortgage (filed with’ Form S 3 File No. 2- 78882 effectlve August 30 1982

" as Exhibit 4-B-46). -

—Supplemental Indenture, dated as of May 1

'1983, supplementing said

- Mortgage (filed with Form S-3, File No. 2- 95931 effectlve Apr11 1, 1985, as

Exhibit 4-B-47)..

— Supplemental Indenture; dated as of September 1 1983, supplementmg said
Mortgage (filed with’ Form S-3, F11e No. 2- 95931 effectlve April 1, 1985 as

Exhlblt 4-B- 48)
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. Exhibit o ‘
' B 4-B-49 = — Supplemental Indenture, dated as of Septémber 1, 1984 supplementmg said
v o “Mortgage (filed with Form S- 3, File No. 2-95931, effectlve April 1, 1985, as .

sl L e Exhibit 4-B-49). *

* . .- 14-B-50 — Supplemental Indenture dated as of" March 1, 1985 supplementing sa1d
o . Mortgage (filed with Form S- 3 Flle No 2- 95931 effectlve Apnl 1, 1985 as
SR ‘ - Exhibit 4-B-50).

B '4-B-51  — Supplemental Indenture dated as of December 1, 1985, supplementmg sa1d
S - Mortgage (filed with Form S- 3, F11e No. 33- 5163 effectlve May 2, 1986 ‘as.
_ - Exhib1t 4-B-51).

o 4-B:52 —Supplemental Indenture, dated as of Apr11 1, 1986, supplementmg said
b ' © 7 Mortgage (filed w1th Form S-3, File No 33- 5163 effectlve May 2, 1986, as
;‘ : ' . Exhibit 4-B-52)..
i ' 4-B-53 — Supplemental Indenture, dated as- of- May 1, 1986 supplementmg said
. Mortgage:(filed with Form 10-K for the year ended December 31 1986, File
S ~ No. 1-4928, as Exhibit 4-B-53).
. 4-B-54 — Supplemental Indenture, dated as of June 1 1986, supplementlng said
. T . Mortgage (filed with Form 10-K for the year ended December 31,1986, F11e

.. . & . No.1-4928, as Exhibit 4-B-54).

e ‘ 4-B-55, — Supplemental Indenture, dated as of February 1, 1987 supplementmg said -
- : . Mortgage (filed with Form 10-K for the year ended December 31, 1986 F11e

[ ‘ _ No. 1-4928, as Exhibit 4-B-55). :

L : "4.B-56 ' — Supplemental Indenture, dated as of February 15 1987, supplement1 6gsa1d'

i . : : -Mortgage (filed with Form 10-K for the year ended December 31, 198 File .
: . No. 1-4928, as Exhibit 4-B-56). -

4-B-57 . — Supplemental Indenture, dated as of March 1, 1987, supplementmg said
' .. Mortgage (filed with Form 10-K for the year ended December 31, 1986 File
No. 1-4928,.as Exhibit 4-B-57).

4-B-58 - — Supplemental Indenture, dated as of Dctober 1, 1987, supplementmg sald

»- Mortgage (filed with Form 10-K for the year ended December 31, 1987 File .

S ..~ No. 1-4928, as Exhibit 4-B-58). -
*4-B-59 — Supplemental ‘Indenture dated‘as of February 1 1990 supplementmg sa1d o

' L ’ ' - Mortgage. " " _
L B 10-A —Agreement dated March' 6, 1978, between the reglstrant and the North

b P -Carolina Municipal Power Agency No l(ﬁled with Form 8-K for the month o .

, .. .of March 1978, File No 1. 4928)
g _ 10-B = Agreement dated as of August 1, 1980, between the reglstrant and Piedmont
p s © -~ . .. Municipal Power Agency (ﬁled w1th Form 8 K for the month of August -
B _ I k 1980, File No. 1-4928). .
: 10-C. = — Agreement, dated as of October 14, 1980, between the registrant and North-
- Carolina Electric Membership. Corporatron (filed with Form lO-Q for the
- ' quarter ended September 30, 1980, File No. 1-4928). - ‘
10-D . -— Agreement, ‘dated as of October 14, 1980, between the registrant and’ Saluda :
River Electric Cooperative, Inc. (ﬁled with Form 10-Q for the quarter ended .
‘ i September 30, 1980, File No. 1-4928). .
i R b Computatlon of Ratio of Earnings to Fixed Charges.
o *24 —Consent of Independent Audltors R S
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1 B e - o ~— |
i - o 7+ EXHIBITI2
o - - _DUKE POWER COMPANY o

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Dolla:s in Thouéands)

; . e o , < TR Year Ended December 31 ,
P -' _ S 1985 L. 1986 T 1987 1988 1989
; . . Earnirigs Before Income Taxes (1)..........ccccee. S 807,397 § 880,692 $"~‘fs7_é,5'22‘ $ 827,732 § 867,641
- Fixed Charges ........coevcuremeeniunecuncnincinicesencecnnes 281,195 269,991 251,812 - 254,622 266,497
‘; ' TOtAl oo ieeeeeesevssesssensenseesseneesenssesss s $1,088,592 . $1,150,683  $1,130,334  $1,082,354  $1,134,138
! ' Fixed Charges : : ‘ : . S o
5. * Interest on long-term debt...l.....cc.cocvrurirreene. $ 265,720 $ 249,313 $ 232,795 . $ 230,403 $ 232,510
- Other-interest .........oooeveeen.n. et st : " 3,926 5,764 . 3,853 7,979 18,203
o Amortization of debt discount, premium, ) o i .
and EXPEINSE 1.cvveueacaenespeneiseseessasesensensencesenes - 1,625 - 3,190 4,572 . 4,658 4,677
Interest component of rentals.. . '9,924 11,724 10,592 11,582 ~ 11,1077
Fixed Charges........ e e e $ 281,195 $ 269,991 $ 251,812 $ 254,622 $ 266,497
Ratio of Earnings to Fixed Charges.................. 387 4.26 4.49 - 4.25 4.26
(1) Includes cumulative effect of the accounting change for unbilled revenues for 1988.
|T .
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